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LETTERS GF TRANSMITTAL

Juny 27, 1982,
To the Members of the Joint Economic Committees R
~ I am teansniitting for the use of the Joint Economic Connuittee;
Congress: and the_interested pfiblic a compiliation of papers g
¢ ceonoiiv of Cling stted “China Under the Four Modorni
the ceonomy of China ertitléd “China Under the Four Moderniza-
fions. Part. 1. This compilition contiins current informarion and
analyses of China’s recent economic performance and chunges in
policy with respect to the domestic ecconomiy. A eompanion volnme

covering China’s foreign cconomic relations will be transmitted in
the near future, 7 e o

_ We are grateful to the Congressional Research  Service_ of thie
Lilirary of Congress for making available the serviees of John P,
Hardt, who helped plan the seope of the research and ecooridinated
and edited the contribiitic s, Tardt was assisted by Kate T.
Tomlinson of the Congres stafl, The projeet

1onal Researveli. Serviee
was supervised for the Joint Economie Committee by Richard F.
Kaufman. ) ) o ] .

The views contained in this study are not necessarily those of the
Joint Econoniie Conumttee or of individual Members:

Sincerely, B o

. - - Hexry S, Revss,

Chairman, Joint Feonomic Commitiee.

Juory 20, 1982,

Hon, Texry S Revss; - :
Chairman, Joint Feonomic Committee,
Congress of the T'nited States;
Washington, D.C. o
~ Disi Mi, Coapiarax: Treansmitted herewith is a volume of studies
on the Chinese economy entitled “China Under the Four Moderniza-
tions, Part 1." The studies were written by speeialists who were
invited to contribute heecause” of their expertise about China. The
authors come_from universities, research organizations: and agencies
of the Federal Government: T
~ Views expressed in the papers are those of the individual authors
and do not necessarily represent the views of their organizations or
of members of the Joint Feonomic Committee.

Sincerely.

) Ricrirp F: Kaursrax:
ssistant Divector, Joint Feonomic Committee.

(1I1)
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FOREWORD

N By Chairman Henry S. Reuss

" China’s economic policy has been significantly modified in the past
several years to deal with problems not anticipated by the group that
cume to power after the death of Mao Zedong in 1978,

__The post-Mao govérnmeni’s economic objectives were ambitious:
In the_period 1977-85; grain production was suipposed (o grow from
300 million tons to 400 million tons, steel production from. 24 million
tons to 60 million tons; and oil produetion froni 2 million barrels per
day to 5 million barrels per day. Rapid industrial expansion was_to
bo achieved. through inereased investment, especially in heavy in-
dustry. Agricnltural expansion was to take place through a kind of
“Great Leap Forward” by the peasantiy, iininipeded by tlie Gang of
Four. China was to advance in accordance. with the policy of “The
Four Modernizations”—in industiv. agricultiire, Science and technol-
ogy. and defense, in that order. While the slogan and the priorities
with respect to major sectors have not changed, econoiie policy along
with Western hopes for expanded trade hus beconte more realistic: .
__The question is whether the new policies, which give greater weight
to agriculture; cousumers’ goods: transportation; and light. industries;

/ nd which attempt to increase the role of market forces, will work. _

The specialists who contributed to.this volume are cautiously opti-
Iy g's overall performance, as

spects. Ching's ¢
: 18 characffrized by “strong but. erratic
cconomiic growth.” Most impetantly«China is one of the few develop-
ing nations that linve avolded massive foreign debt: .. )
On the other hand, China_faces serious economic problems. Agti-
cultneal production is.barely keeping np_with the population. O1l pro-
diiction peaked in 1979 and has been declining, and ¢nergy can be
expeeted to be a constraint on growth for the next few years: Ti
fense burden_ has been rather moderate, outlays having heen reduced
or. kept level in the past several vears, But there are pressures to
increase defense allocations. Such a change in policy could ym\jé
serious consequences for the economy. . - s
Tn 1981 the Chinese economy grew by about 3 percent, compared
with the 5 pervent forecast by the government. Agrienlture grew sir:
prisingly well. Total farm prodnction increased) by nearly 6 percent
over tlie previous year. Imdnstrial production-was mixed. The light,
consunmier-oriented industries grew by 14 percent, but heavy indnstrial
prodiiction deelined liv niearly 8 percent. The energy sector was an
unmitigated failure. Production of hoth coal and oil declined for the
second straight vear. Clitna lias & great potential for produeing coal: It
holds the third largest proven coal reserves in the world. Bnt the conl
industry is inefficient and lacks the modern machinery, equipment, and
rail transportation to reach its potential. Robert Michael Field and

vy

mistie anbout China’s pr
Arthur. G Ashibrook stuté

!
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Jndith A, Flynn, atthors of an cssay on energy, conclide that poor
performance in this sector will slow iniistrial growth to betwect
3 and 3 percent per year through 1085 In contrast, industrial growth
averiged 9:6 pereent 1n the period 1975-50. o o

Priorities wore shifted from heavy indnstry to agrienltnre and the
consiimer sector beeanse the prior policy wis hot working. & policy of
balanced growth and Goonsunierism’ was substitnted for a Stalinist
big push development approach. Wage inereases and concessions to
the peasants linve sieceedad in ra ising per capita disposable inconie:
At the seme time, inflation. unemploynient, and indunstrial bottlenecks

hove been inereasipg and raise the possibility. as Robert F. Deinberger
writes, that “the current, eimphasis on incereasing the rate of consnmp-
tion and the staudard of living may only be a temporary or one-time
<hift mimed at alleviating negiset over the.past. decades.” At some
point, it miist be supposed; industrial and military interests will
ierease their inflnence m Beljing, S i

" Tn sum. recent economic and political trends in China have been
very Tavorable to the United States. Since 1977, our volume of trade
with Cliiiia his jnereased dramaty -ally and our political relations have

improved greatiy. These improvements are How sumewlhat threatened

by China's present preearions cconomic sirnation. Altliongh Ching has
so far manpged to adjnst to the disappointing resnlts of its cavlier
policies and the unfavorable developments in the world economy, new
setbacls could prove to be disrnptive to both China’s internal develop-
ment and its developing external relytieneg Oulr own policies onglit to
be designed to foster China’s offop Jiteve balanced economic
development and to strengthen. n jeopardjze, our relations.
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SUMMARY
By Johut P, Hardt
I. MobiNizaTion : A Rocky Counst:
'The determination to modernize the econoniy of the People’s Repulbr-
lic of China on the conrse initiated by Mao’s successors in 1977
continues;

_The drive toward normalization of China’s economic relations with - -

Japan: the United States and the other advaiiced industiial economies
is resulting in increasing degrees of interdependence: R
However, the Four Modernizatioiis, the prograi for madernizing
agricultine, iidustry, science and techinology: and defense has under-
gone considerable changes since it was first announced in 1977. Having
realized that it was imuch too ambitious, given China’s current capabili-
ties, the leadership is in-the process of adjusting, 1eorienting and.re-
trencliing the Fowr Modernizations into_something more pragmatic,

realistic and attainable. The main lines of the mmodernizition progran.

still obtain, but the adjustinent may occupy much of the deeade of

tho 1980s: S . . . e
__Economic development is still the overriding imperative; but
the reliance on costly major projects is being reduced. For ex-
ample, the mainnoth. modern Baoshan iron and steel comnplex is
being sealed down to a imore attainable size and seheditle.
_Althongh hmplementation of economic reforms such as de-
centralization of planning and the introdnction of incentives con-

tinucs, cefforts have been made to retain necessary central control
and eeonomic stability. - e
. Western' systemns_and processes are still immportant; but the
measuring rod for China’s modernization is no longer the acquisi-

tion of the most advanced Western technology, but a judicious
blend of forcign experience and self veliance. =~ .
~ Improvement i living conditions is still an important goal,
but the earlier expectation that Chiina coiild rapidly move beyond

r

meeting the snbsistence requirements of its citizens must be -

__tempered. - S
. Uncertainty about the effertiveness and permanence of the adjust-
ment persist. Retrencliment may yet become reveisal. Teadership
enanges mayv resurface at least some of the old icdeological priorities
evident during tlie Cultiral Revolition and tlie Great Leap Forward.

Likewise, the priority of the foarth modernization—that of the mili-
tare—may rise and thireaten thie preeminence of the other tlirée.

_. The normalization of cconomic and political relations with Japamn:
the United States and otlier advanced Western economics continuéd

to_contribute to modernization. But, normalization has also been re-

assessed and adjusted :
(1)
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Western imports for. major projects have been cut back in ac-
cordaiice with China’s limited Es’.l‘d currency reserves and special
technological requirements. e
_ Imnstitutions, legal systenis, market practices are still in a state -
of flux. While Westcrn practices are emulated, they are also being
adapted to China’s special circumstances and needs:

“Barriers to Western economic relations such is expropriation
claims, political constraints and tariffs and credit restrictions con-
tinue to be reduced; but the full use of Western business and gov-
ernmenta] banking facilities is pursued at a more measured; se-
lective pace: ~

__ Just as political stability is critical to modernization and normaliza-
tion; adjustment of Chinese modernization and norinalization is eriti-
cal to political stability and economic growtl in the P:R:€: Opportu-

nities for Western exporters in the China marlket, business facilitation,
financial mechanisms, and legal facilities all turn on the pace and char-
acter of normalization. Once again Western exporters have seen
throtigh the “oil for the lamps of China” mirage and adopted more
modest expectations for new and profitable China markets. Chinese
planners; in. turn, have scaled down their plans to fit technieal and
financial possibilities: ) o
~ Military modernization may, in turn, benefit from the widened pros-
pects for American military sales. Still, limnited Chinese hard currency
reserves as well as continued American caution may preclude any sub-
stantiat flow of arms from the United States to China.

IT. FoTurRE MODERNIZATION UNCERTAINTIES

of China may bring problems as well: S

1. The post-Mao leadership has given high priority to economic
modernization; professionalism; and incentive systems in planuing
and management. The PRC’s need for Western products and proc-
esses has created an opening for greater influence and a favorable

Prospective improvements in the economy of the People’s Republic

environment for closer commercial ties with Japan; the United
States; and other Western industrial economies.
2. The rapprochement between the United States and the Peo-

ple’s Republic of China has been followed by increasing political,
commercial, scientific, social, and other relations. Commercial rela-

tions have expanded due to China’s stated needs for Western tech-
nology. Limited oil revenues and a more restrictive attitude to-
ward credit suggest constraints on wider commercial ties in the
future. Since our continuing ties with and arms sales to Taiwan
are serious barriers to rapid improvement in political and military-
relations, improved economic ties may be the most attractive

gﬁ'm} for improving Sino-American relations for the immediate .
ure, - :
3. The leaders of the PRC have given priority to economic
modernization. Although the purchase of foreign military tech-
nology is part of China’s current long-term poﬁéy, Western in-
fluence is still likely to be greatest in relation to China’s economic
needs: In spite of,tge ossibilities for progress in controlling pop-
ulation growth, the Malthusian specter still looms in China’s fu-

—

5
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ture: Transfers of ugrﬁ:xihxir;ﬂ Vte'chpqlrggy firpjijﬁﬂiﬁé ,W@?t, ;ngybé
critical for the long run. Although only marginally.significant
in the short run; imports of grain may at times provide a critical
margin, ) . o

.+ Effective planning and management turi on accurate and

timely information. The poor quality of Stﬁtistic;ti processing in
the pust; especially during the Ciltural Revolution, poses prob-

lems for Chinese planners and makes it diflicult for Western ana-
lysts to evaluate f-s‘e Clituese economy’s prospects. In recent years,
modest, but significant; improvements in'the quantity and accu-
racy of publislied economic data, empirical evidence from ex-
changes, and substantially increased Western access to the end
users of Western imports hiave aided Western analysts in apprais-
__ing China’s economic policy and performance. - S

It is diflieult to sepurate long-terin or cyelical trénds from variable
or temporary factors in performance. Nonetheless, it seemis clear after
three decades of power that Chinese leaders aim to develop a modern,
powerful, industrial state that would be capable of dealing on equal
terms with the superpowers, while providing adequately for its citi-
zens” needs. The current Chinese development plans, liowever, are not
characterized by the Stalinist rgency to overtake and sirpass the

“West in a short; definite time period—a goal the Chinese theinselves

expressed during the period of the Great Leap Forward.,

Against this long-term aim of achieving an economic basis for super-
power status, from time to time China has pursued political, ideolog-
lcal, and social policies that dersiled the progress of ecoriomic nation-
building in the short-term. These policies threatening the primacy of
economics may re-emerge in the years immediately ahead and inflience
econoinic performance: =~~~ o - -
~ Political succession-—Inevitably; the 79-year-old Deng—the archi-
tect of and the power behind China’s current policies—will be chal-

lenged or die. Efforts at installing successors to Deng will lead in all

likelihood to an unsettling struggle rather than an orderly transfer

of power. = = = : S
- feevival of ideological preéminence.—There have been times such as
the Great Lesp Forward and the Cultural Revolution when the em-
phasis on ideological revitalization conflicted with policies ta improve
economic performance; If this experience is repeated, stable long-
term growth “i?l?j, be jeopardized. To assume that no. recurrence of
these economically disturbing political-ideolqgicalﬂcyc]i;s/i;Ji};@ly,i;s’,r
on the one hand, to assume that cycles in the past were primarily due
to the unique force of Mao's personality. and, on the otlier hand, to de-

emphasize the broader base of support for the “Yenan” revolutionary

spirit in the Party and nation as 2 whole, =
Foretgn threats or opportunities requiring more weapons and mili-

tary forces—Concern about the Soviet Union may at any time lead to

& major-shift in Chinese military policy or a force buildup: In addi-

tion, Pcking might well become more actively involved in supporting

Asian Communist poiwers if circumstances were different, despite

present indications of military restraint.
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. IT1. UNCERTAINTY oF THE FUTURE
Modernization of the Chinese economy launched with such high hope
and expectations in 1977 has run into rough sailing. Adjustment, re-

orientation; and retrenchment have been necessary almost from the
outset. Yt important progress lias been made and significant changes
have been nitiated: . S o .

"The achievement of a modern, industrial, competitive economy by

the People’s Republic of China is not certain for any particular future
year; certainly not for the year 2000. However, China has-the resource
potential; the skills and the will to change: A formidable task lies
aliead, bt Siuccess should not be ruled out. < - :

Joining the economic powers of the region and the world may be
some tiine off for the People’s Republic of China. China has launched
modermization: The Western nations have adopted a policy of “nor-
malization”; accepting Cliina into the global family of economies.
Active and equal participation by China as an industrial nation in the
world mirket is some years off. )

IV. CoxTrisurors’ INsignts oxX CiiiNESE MODERNIZATION AND
NORMALIZATION

~ Tha atitlioirs of the chipters in tlis volume are American specialists
on China: Many have drawn on recent experience in the People’s Re-
public of China. The cooperation of Chinese officials and citizens and
the anthors’ access to key people and institutions in the major cities
and in the countiyside hive greatly.enhanced the quality of .insights.
The interest of Chinese officials and scholars in previous volumes on
the Cliiiiese economy released by the Joint Economic Committee con-
tributes to £.5.~P.R.C. cooperation and mutual understanding. This
interest is evidenced by the publication of vomplete official Chinese
translations of previous volumcs in large editions; which have been
widely distributed in the People’s Republic of China. .. . . . .

Some of the major questions addressed in the studies in both vol-
wmes, and indications of some of the authors’ responses are illustrated
below :
1. 78 the current leadership committed to putting the economy of the
People’s Republic of China on a path of stable, continuous economic
growth? Does this new course amount to an irreversible change from
past development policy ? ] .
_.Deng I :noping has led the right-wing survivors of the two-line struggle in their
stendy rise to power within the post-Mao leadership over the years since the
death of Mao and the overthrow of the Gang of Four in 1976. This new or post-
Mac leadership is dedicated to reestablishing: China’s economy on the-path of
sustained growth during the 1980s as a necessary precondition to the long-run
achievement of the Four Modernizations. In their search for the path of sustained
growth the post-Mao leadership has introduced a whole series of new.econouiie
policies and reforms nade necessary by the economic problems, policies, and
institutions they inherited from the past. . .. [T]he post-Mao-economic- pro-
gram is the result of a continuous process of experimentation in their search for
the path of sustained growth; a process which has encountered problems-and

_undergone several twists and turns, but which is likely to continue throughout

the1980s.
. Taken as a whole the post-Mao 1 h

reforms has become an across-the-board attempt to change the traditional Chinese
development model. . . . [T1hey also have led to many favorable changes in
China’s economy that augur well for the attempt to regain self-sustained growth. .

[Dernberger, “The Chinese Search . . ., Vol. 1, pp. 19, 20.]

1i

a0 leadership’s program of ecoriomic policles and
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3 How widl the politicad dynamics of the post-Mao era influence
future ecconomic policy? Will ‘political dynamics change the character
of the Chinese development model formulated under Mao’s 7ule ?
Somte_Chinese leaders have been pirticularly outspoken sn argulng that
-l reforms are a prerequisite for ai effective pursuit of the four

15 _include changes in Clifnese laws, iustltitichs and administra-
tive practices, but at their heart are mijor leiderslitp chiiiges. Following the
death ot Mao and the arrest of the “guig of foitr” in lite 1976, Chinese leaders
inherited o massive administrative stroctire stiffed by cadre seriously divided
along ideologlenl, generntional, fnstitational aid faetional lines. Reforuiers like
unist 'arty (CCP) Viee Clismmiai Deng Xiidoping recognized that

Chin decision. making oun econotiiic developiient. ard other programs would
conitinue to he disrupted by such divisions unléss they niniiaged to establish a
mere unitied and competent leading group at the top levels of the party, govern-
ment and army, . ., . . - ) o
for solving these kiudy of leidership differences appear

! 2 mi :narcle for the next few yeiirs holds that Chinese re-
formers will continue to_make slow uud tmiting progress toward tlie establish-
ment of & more unitied; pragmatic mud teclmically coinpetent leadership that will
gradually develop s more coherent oderniziitioi program capable of eliciting
more detive support from Chinese ofieinld dnil people. [Sutter, Vol. 1, pp. 77, 78.]

3. What have been the major developments in the Ohinese cconomzy

since Mao's death?

1. After an initial burst of overoptimistic econnmic plans; the post-Mno
Roverninent.has brought its modernization goals in line with China’s real needs
and asvailiible resources. 0 T . S
- 2. The poverument has provided more inputs for the agricultural seetor; raised
farin procireineut prices, and encouraged private plots and peasint. aarkets.

3. Coneurrently, Beijlug has eanceled or postpened azajor construetion proj-
ects, purticularly heavy industry projects wilh expensive foreign equipment:

4. The People’s Liberation Army, while continning to jmprove in weaponry
and discipline, has had to neecpt a stretehout in_its_re-equipment_program.

3. Scientists have returned to laboratory and classroom; universities liave re-
stored their ndmlssion standards, and gifted students have goue abroad to muster
Western technology. 77 o oo

6. The goverument has re-affirmed the clear-cut goal of the population éontrol
program—one child per fumily. - -

7. The consumption sector has gained new impetis from measures favoring
agriculture, light industry, and small-scale_handieraft_and service enterprises.

8 The People’s Republic has broadened its participation in the international
economic system, joinirg the IMF and World Bank and seeking eredits from a
wider variety of sources.

9. These pragmatic progr

ams_will _help offset factors pushing down growth
rates fn the 19808, such as shing retucns in agricalture, tlie overloading
of transportation and commun facjlities; the deartli 6f moderii aeconnting
and statisticul methods, the apparent spread of eynicism and self-indulgence, and
the drawbacks of u Soviet-type system for vunning an increasingly couiplex
economy. I Lo B R
10. In particular. the recent peaking of oil production. at 2 million barrels
per day (plans had called for 5 million h/d by 1955) swill dacipen growth by
reducing China's ability to buy foreizn machinery and technology. .
11._Because of the absence of a_charismatie leader. iike Mas Zedong.dnid the
economy’s development of deeper roots; polltical turbulence. probibly swill disturb
economic activity much less in the 1980’s than in *he #rgt three decades of com-
munist rule,
12, The

uge population will remain the single mos! Jurigerois long-term

threat to mnaintaining rapid _growth; today’s one billioni Chiniese will lidve

incrensed by at least 200 wmillion at century's end, even nssusilng the swuccess

of the government’s population control program. . L e

13. In short. while growth rates in €hina almost certainly will fall off in the

remainder_ of the century, the new pragmatic policies will greatly reduce chances
of a precipitous decline.
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14 The People's Rebublic will realize substantial absolute gains in agriculture,

industry; defense, and science and technology, while remaining far behind the

i;'g%titligfd]s of Japan and the leading Western nations. [Ashbrook, Vol. 1, pp:
1. ;

4. Has China’s transportation network been ewpanded in the last
decade to meet the burgeoning needs of the economy? :
China's transportation networks continted their remarkable growth durlng

the 1971-1080 period. All the modern transport sectors—rall, road, water; alr;
and pipeline—set new records in freight handling; the, traditional sector con-
tinuned supplementing the modern sector by moving lurge quantities of goods
over short distaneces. . . . . I

1n spite of the impressive increase in_freight turnover since 1970, China’s
transport systems at present are barely sufficient to meet economic development
needs. In 1980, the rallroads, carrying 50 percent of national freight turnover
in the modern Sector, remained the predominant form of transportation. How-
ever{ the utilization of railroads I8 neat saturation nationwide and in some areas
is lagging behind transport needs. Water transport was second; handling 44
percent of the turnover volume. Here, the need for continnous dredging of water-
ways and harbors and for the modernization.of ports and the inland fleet restricts
expitnsion of inland water routes and devélopment ot harbors. With a limited
number of only poor quality highway roiites, the highway departments played
mainly a supportive role to other sectors as .road traffic accounted for only

slightly more than 2 percent of turnover,.In light of the. recent _slowdowr in

oi). production, the pipeline sector, handling 4 percent of modern_turnover;
probahly is the only sector not being pushed to capacity. For the air sector to
significantly_increase its contribution to the transportation infrastructure, cargo-
fimndling. facilities and internal transport system lifikages wilt require moderni-
zition: [Peterson, Vol. 1, p. 139.] 7 T
5. What are the likely ranges of population growth and how has
China been controlling population growth? What are the problems
ard prospects of the new, upcoming census?. L
A munjor change has taken place since 1978 in the availabillty of national and
provincial population data from China and in the policies of the Chinese gov-
ernment toward statistics in general. . . . . - e P
_ Sorie of these data show a_demographic impact from the food crisis-of 195961

that is far more serious than most foreign -observers had supposed. Chinese
gources say that there was even a net loss of population in ome or two of the
FOATE. o o ol
Other doubts are raised by the extremely rapid declines ia fertility and nat-
aral increase in the country as a whole and in some of the provinces between
1970 and 1980. Recent Chinese sources have been quite candid in discussing
widespread falsification of statistical data in Chiiia, and several say that births
are deliberately underreported in order to show success in family planning
WOrKL o i e - - ol Ll
" Concern about the reliability of population data is one of the reasons why
thie Chinese leaders have decided to take i new census. Butf the _census poses a
threat of exposure to those focal lenders who-have falsified population data.
The critical question is whether the census fleld procedures can be_designed in
such 7 _way_as_to_make sure that the census returns are fmmune from local
manipulation before they are submitted for tabulation . The_census has at-
tracted worldwide attention because it is the largest census evex undertaken and
is expected to Drovide answers to many of the long unanswered questions abont
China’s populetion. fAlrd, Vol 1, pp. 172-173.] ;
6. The urban and rural labor forces of China are sharply different
in terms bzll@;ir economic and social roles. How does primarily rurdl
collective labor differ from predominantly state-run wrban labor?
Siiice completion of the land reform. and collectivization of agriculture and

trnditionnl. trades_and socialization of the.modern sectors_ of _ industry, con-

struction, transport, trade, and finance in the -1950's, employed Chinese. have
worked in elther one or the other of two basie types.of enterprise_or organiza-
tion:. one @ collective undertaking and the. other 1 _state-ran_organization. Up-

wards of 90_percent of the population of China works in (and are members of)
collectives, which are Dpredominantly (although not exclusively) rural, while

15
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the remalnider. wWork. {i state-viiii undertakligs, most of which are located in
tirbitil are Collectived.-are- responsibie for ir own profits and lo and,
in generxl;

€ riot eligible for investment made under ‘the state plan or for
aiy other forii_of stute cush distributions, except for disaster aid. State-run
undertukings, off tlhie other hind, recelve state subsidies, as needed, and invest-
nent made uglder stite economic plans. . . . The state sector, representing less
thun 20 percbiit. of" the population, primarily urban and nonagricultural, re-
cefves iilmiost \ill Of the investment made under the sta xconomie pians and
alniost all of tig subsidized welfare and educationai services and entertainment
that thie stite pNgides, nud Is fed on what amount to state-subsidized rations
or grain, edible -oll,™yeat, and fish purchased fromn the rural peasant population -
usuilly at Hxed pricedNget by the state. On the other hand, the more than 80

pe it- of the populitionNgostly peasants, that provides most of the lnbor used
to produce the- food consunted in China. receives very little in return; small
amounts of cloth and other rativped items but very low social and welfare sary-
lees: This situation can be viewed In several ways, One way i~ to think of it is
a8 niost of the peasant populatiyn supporting the *avored icw in the cities,
Anothier is to vonsider the two sebtors as two separate economies which have

very few interconnections. Eithef way, it is perfectiy clear that it costs the
Stitte muci niore to support one city dweller cligible for state grain and other
Futions thai to maintain one peasant at a gubsistence level of living. . .

- Differenices between urban and rural standards of living have preoccupled

tuirty lenders ever since the completion of collectivization and soclalization pro- -

grams in 1957-1977. | Kmerson, Vol. 1, pp. 2335, 236.]
7. Why has Chinesc modernization not entailed urbanization, as
has been the pattern clsewhere? Have the Chinese avoided the prob-
lems of urbanization common elsewhere? S
While modernization normaily implics urbanization; “hina_has been attempt
Ing to_modernize without increasing the proportion of the popuiation that lives
In cities and towns. This may be a unique experiment in the history of nations
and has required innovative approaches to many economic and social problems,
Some have worked, some have failed, and some are still being tested: But while
China is struggiing with unemployment; pollution, housing shortages; land use,

consumer services and innumerable other difficulties that stem from urban

$—but over the past th decades China has heen sahie to limit the flow of
opulation into the citieS and_thereby has avoided_sonie of the  worst conse-
uences of urban_sprawl. She has_not found any magic solutions; however, and
" is‘only relative. Her urban problems may appear somewhat more. man-
simply by _virtue of controlled urhan migration, but they are aétually
numerous and serifous. In 8 _sense; by ‘bottling up” the rural population; Beljing
has spread a host of prohlems more eveniy between_town and village. And, In
4 sense, this wag Mao's intention. {Orleans; Vol. 1, pp: 268; 270:]

8 How are key industries adjusting to meet the needs of mofde?ﬁfq-
ing China? What kind of constraints and stimuli do energy supplies

exrert on Chinese economic growth? B o o
oot ur_vears. both_Chinese and Western_ perceptions of the otitlook
for Chir Andustry have changed drasticaily. At the National People’s Coi-
ress_in March 1978, Premier Hua Guofeng snnounced an ambitious ten-year
plan for the modernization of the Chinese economy. Steel was expected to. grow
from 25 _miilion _tons in_1977 to 60 million tons in 1985, and the gross valie of
industrial output was planned to_increase ten percent annually: .. -
__The Chinese felt the planned 10-percent rate was attainable because they
attributed the poor_industrhil performuance during the previous séverdl years
(especlally 1074 sind. 1976) _to politicul disriptioi: : . ;. Many Westerii econom-
ists recognized at the time thiat the targets of tlie ten-yeur plan c¢ould not be ful-
filled by 1985, hut neither they nor the Cliinese plunners had enoigh data to
understand fuily the nature and scope of chie problems:

| iy
r{



Eveii 1§ these hinportiant limitntions to growth we surfacing, a fundamental
crack appeared in the foundition of Chi tion plan. Planners in
Reljing-—who were counting on continne Ii'in oil output to fuel an
finanice the fiodernizition program—foungd that oil prospeets had been seriously
overstated. In.contrast to I0-percent annual growth t anticipated, thiey
were faced with thie prospect of a decline in output. This rapidly enierging
problem has led -us to exaniine thie impact of energy shortages on industrial out-
put over the next five years: S S

We have coiiclided that energy constrai alone

“high grow(l

=
=

W ] ;ill slow the industrial
growth riate to hetween 3 and 5 percent_nnnually throngh 1985, compared with
9.8 percent in 1975-1980. Heavy industry avill probably _continie its downward
drift through the mid-1980s, and even under the best of circumstances, will barely
make up for thie decliiie we.anticipate. iu_1951 'he tight energy supply, par-
tieularly of oil produets, will probably force Beljing to intervene ‘repeatedly in

the allocation of fuel, iuplying strong central control. 5.
‘This general pittern will persist until the energy shortage is relieved. [Field/
Flynn, Vol. 1, pp. 335, 357.] - )

~ Construction of tlie Baoghian Steel Mill hegan in 1978 ns a_symbol of, China’s
. drive to ‘develop oiie of the worll's advanced ind strial_cconomies by the year
2000. The projected six miillion ton per year Shanghai- plaat was to*be the
linchpin in the expansion of the iiidustry viewed as the key link in overall develop-
ment. It was also desigiied to e a showease example of. nining access to state of
the art technology throuigh cooperation with foreig e
By 1982, howevér, Biosliin liag hiecone synonyious witll (i ~ulties and set-
hacks encountered.-in the niodernization drive, and with abandonment of goals nnd
changes in priorities. . . . [Mlost of the controversy over the plant is connected:
with larger policy issties, suclias whitt Ching’s indn i es shiould be, and™;
what role forelgn compitus 8lioiild be allowed Lo play. n China’s economy. Above *
all, Baoshan's turbulent listéry shows llow greatly economie planning and politi-
cal struggle have affected ench othier..

_In the final anal
time, it signifies many poteiitially. i

1ysis, Bioshan g been an expensive failure. But at the same
1if sitive chitnges. The plant has driven home the
need for thorough feasibility studies for nixjor projects. 1t has contributed to the
Chinese understanding that tliere is more to modernizat] than b 1z advanced
techinology. Finally, Baoshai's history suggests that China; to an extent without
precedent in Stalinist coniniand economies, may sneceed in overriding the influ-
ence of the bureaucratic heavy jndustrizl interests that have done so much to

distort development patteriis in Socialist. countries, | Weil, Vol. 1. pp. 357, 391.]

In the last three years, tlie government of the_People’s Republic of China has

sed far more data on industrial performance than have been available since

As more and more diata liave become availible; the ol er of the Chinese
mic scene can answer litlierto. unanswerable questions. Are the GVIO
[gross value of industrial output] and pligsical ontput data consistent? Are the
current fizures comparable to-thiuse Diblished in _the 19502 And do_they ac-
curately reflect the growtl and change in itidustric’ structure of the last three
decades? . . . - S o ]
~The official and estimated branch of industry indexes forl
the nuthor—Id.] are remarkably. close, despite the _theoret
the officinl_indexes and the practical sliorteoniings of the inde i
mated. For those industries produeing relitively homogeneous good
metallurgy, olectrical power. caal, biilding materiils and_ti
slower groswving, na stable light industries uch its food pro
paper—the data suggest that tlie official and estimited ind
For the more rapidly growing petroleum,
however;_the_conclusion is not so clear. . . . Nevertheless; 1
itidexes are reasonably reliable mensures of Cliitiese industrial output. [Field,
Vvol: 1; pp. 304, 312,314.]
9. What progress has been made in O hinese plans to reform industry?
Iii the two years after December 1978, the People’s Republic of Clina initinted
i brond set of econoiiic reforms: In December 1980, industrial reforms caiiie to at
least a temporary halt. . .. . e
By the end of 1980; more thin 1600, of these so-called “spécialized industrial
corporations” or geferal plants had been formed in China, each countrolling an
average of ten piants. The corporation’s_function is to redistribute production

processes among these plants in & more economically rational way.

ec
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_This ncti\':ity \\‘ili undonbtedly succeed in_garnering some universally obvious
etficieni But the policy is not a part of true economic reform : indeed, fii-some
ways it is reform’s antithesis, a device for stremmlining und faeilitating continued
ceutral planning. . ., e - -

Where does this Teave us? The most that one can say is that fundamental reform
is still o1 the agenda. [ Reynolds, Vol. 1, pp. 119, 136; 137:] o

10. Zural industrialization is often described as @ uniguely Chinese
aspect of industrialization. Llow fas it fared in recent years?.

(T of People’s Republic of Cliina deserves
cale enterprises employiiig well over
nparal.eled not. only in.size, bt also

_[T]he ruradl industriilizition progra
close. study. With over one million sm
20 million workers, the Chinese program i
in Imiovativeiiess. Of speci
Industries” ot iron and st
hydroelectricity. Using modi obvi
uted in thie Wesit, tliese small-scale, relatively lnbor-intensive plints coustitute an
tmportaiit experiment in the use of inter: edinte techinoiogies. At their peak, they
broduced mujor portions of output in these iudustries : in 1975, they accounted for
almost ull of -thie small und medium farm tools wud 1 ichillery, over half of the
clieniical fertilizers (by weight); G5 percent of the cement, ete., that were supplied
_to th 1il-’;i'icliltlirnl.§¢(r:” Foae s oo e e e e e e e s e e oa e esae LT
Wihile it is oftei im

uterest are the LUO,000 euterprises in tlie “five siall
1, furm machinery; chemical fertilizers, cement and
fied versions of technologies tlit were long ago obvi-

: € category is discussed under
techno-ecquolnic” prosems; which iliciudes provlems involving
the viability of technologies used in the small-scale plants, choice of plant scale,
and plant location vis-a-vig skill and resource. supplies. The second is broadly
ti:riii'cdr“iid'rilirujsrtmtrir\jc,", and it incindes probleins of oliey, performanee indi-
catorsy, investment choice criteria; tzutness of State plang, and coordination among
decision-mitking units. [Wong, Vol. 1; pp. 395; 397.] o 7 )
1L How has agricultural modernization fared in the readjustment
period?. Will Chinese agriculture be able to meet rising. consumer
needs? How successful have programs for improved agricultural pro-
ductivity been?

Agriculture, long a weak link in China's economy, has a new and critical role
to play in meeting China's evc lving commitment to higher standards of living.
Thiz commitment is an important underpinning for the cliims to legitimmney of

the new leadership. It is also crucial to efforts to ruise productivity and generate
greiiter economic growth through meore relinnee oii materiil inicentives. The higher
red] incowes required by this commitment mean substaiitial new demands on agri-
culture on top of a backlog of unfulfilled demand accumulat > .
ecenomic Stagnation. Failure to meet these demaiids will seriously comovomise -
CHina’s current drive for modernization and sustained economic growth,
China’s agriculture at the beginning of the eiglities appears positioned to grow -
somewhat faster than hi ical growth mites, at léast tlirough the mid-eighties.

But no major breakthroughs in production. nire iinminent. . .,
China's leadership is stressing productivity gains from new policie

major stimulus to agficultural growtli in the eiglities. More decentralized de-

cisionmaking, greater reliance on material incentives, and g

tion and; commercialization of agriculture re beinig COUPRFE 'Teds
quantity of output tlhiat can_be produced. witli_-availab supplies df\and/ labgx
capital, and current inputs such as fertilizer. Tliege policies will bavdgte/l
cessful if\growth rates are to rise; - - - L
. 1€ i can _be reasonably expected may be insufficient to m .
S on agriculture; A serious shortfall would generate pres.
AQrther changes in agricultural poliey ana possibly for a reassertion of
centrilized _control over agriculture: [Surls/Tiuun, Vol. 1, pD. 419, 420, _
Chinese grain_ production ean now le jinintained at a level that supporté an
adequate basic diet. The problem this Olilriese fice. niow that they can feed them-

selves i3 improvement in the quulity of tlie diet. China's present government gives
high priority to raising personal incomes and liﬂngrstnndnrds.,,,Q,ual,iLv,fqods.

especially meat, will be viewed by the Cliinese as an important aspect of raising
living standards. If per capita incomes. rise, as theéy will if the Chinese are
Successful, increases in consumer demand for non-grain food products will press

« ¢ R
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China’s agricultural produetion capabilities for tlie rwst of thils centary. Recent
increases in meat, oil and sugar supplics have lwgézi to. piirtinlly nieet this
demand but population growth and technical alul-resoutce limitations_will ninke
continned inercases in per-capita supplies dithictilt. [ Kilpatrick, vol. 1; pp: 449-
900 ;
The main tt

henst of China’s past strategy for .agriculturil development has
been maximization of annual crop yields throligh furtlier intensification af culti-
vation techniques. It is an emphasis. which is broadly eonsistent with Ching’s
3 of labor. It
ne maximi.

resource endowments—lack of unexploited arible land and surpl
also seems generally coasistent with the pensants’ goal of farin in¢
zation, becauge of an institutional framework in which labor is rewarded in
workpoints rather than tix wages and. at feast in the jrast, i production tesh-
nology which involved 1 il dependence on the indiistrial sector. That is, tlie
goals of the state and the peasant should be reasonably consistent. - - .

__But this consistency. or harm

rmony of objectives has iinequivocably broken down
in Suzhou Prefecture (an eight-county area in Jiangsu Proviice just west of
Shanghai Munielpality). The ared is representative of the frointiers of high-
‘ield, laber-intensive cultivation technology iu the PRC. It is favired by niitural
conditions, abundant Iabor, developed mechanization, and a relinble irrigation
and drainage system. . . . ’
__'Tho_projections express a conviction
i mizuation thr intensification of ‘¢roppiiig’ and 1abor use-has. at
T ed its highest state of development and the end of the road. Further
velopinent_of Suzhou agriculture means n retreat from this approach, and
moyement_toward the kinds of modern agricultural practice found today in
Jupun,; Sotuth Korea; and "Taiwan. [Wiens, Vol. 1, pp. 462, 474.]

ihit in Suzliou the Cliiiiese striitegy of

12 HHow have the efforts to modernize science and technology fared
in the post Mao period? What is the outlook for Chinese science and
technologu? What is the Chinese attitude towards technology iransfer
and how effectively do the Chinese assimilate Western technology?
What is the Chinese approach to the. Communist dilemma of choos-
ing between “red” and “capert” and traditional Chinese problems of
elitism? What is the status of professional economists in today’s
China?

Xii eHOFMIOUS scientific and technologieal wuve
liseaiise scieitee and technology were to snearhe

ChLiiid fifinoiinesd sotie extreuniely ambitio e

crested in 1977 and 1978, when,
Q_the Four Modernizations.
. hat incorporated expensive
fin 1 viiriety of fields. The wave hit on some contradictions in
1979 nd 1980; Specificilly; the muthorities had disregnrded shortages in scientific
afd teclinical manpower aind serious financial constraints. They now admit that
they were too impetiiois; were deceived by * tations for easy success.” and
had o -inndequate understanding_of China’s reality.”” Thus, the wave began

to recede. But anotlier. wave of a different size and configuration is already crest-
ing. Now Reijiiig maintains the basic problem in the past was a laek of eoordina-
{ion hetiveen seieritifie and teclinical work and nomie work. Under the pres-
wiit policies of readjustnienit and reform: more attention will be devoted to the
“pronlems of application and development in science and technology.” There
will .be less basie rexearch and mueh effort will he yended toward “‘absorbing
foreign -production _tecliniques suitable to our own _national econditions.” To ae-
complish this ‘ta;‘ilg,BoLjih'ﬁ ig ingisting on_much eloser contaets between seientific
rescarch fistitutefangd production enterprises. _ . . . o

The quick rise aild recent downturn of the status of the Chinese scientist

e historieal dicho-
tomy between the man of learning aud the rest of the society? . . . o
A degree of scientific exclisiveniess is a universal phenomenon—and up to a
point it is supported and perpetinted by a1l _of us, But why should the dichotomy
between the man of seience and thie rest of society be greater in China than in
the United States, for exuiiple? [Orleinus, yol 1..pp: 475 47T 4781
~ The posttMao_drive for- scientific and._technological development,
identification of science and techifiology (S&T) #us key factors in the moderniza-
tion of agricultire, industty find national defemnse; is thus tmt the latest reaf-
firmation of an elite recognition that reliable knowledge of the material world
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Is_ersential for the transfornustion of €hing into a nrosperous and powerful
couatry. [Suttmeier;,_Vol. 1, p: 489:) '

. Nrreworthy -
are the pos
1’euple’s R
West . . ., under

mong _the <hifts yi poliey under tlie Four Modernizations drive -
sanetions now given to ‘trunsfers of- technology between the
of Chinz (PRC) and the highly developed nations of the
coring. the officinl line on.the importition of technology : “We
must_also make use of foreign capital and teclinology and- energetically develop
foreign_trade. However, we must emphiasize self-relinnce.” [Wilson, Vol. 1, pp.
China’s ability to assimilate foreig tecinology is severely constrained by

arch re-
sults_into _the serial productinui process; (2) poor maiage Lt capabilities,
particularly-in sueh areas a8 project integration and industrial organization;
(3) .t nl_backwardness, particiilarly in precigion instrumentation and test-
nt; and (4) insaflicient iinnibers of qualified S&T personnel to assist
lnagement und adaptation of iinjiorted technology. These probléms ure
nstrajnts in both the civiliaii nnd military sectors. Although the Chinese
ade appreciable progress duriig the pust several years at remedying many
of their deflciencies; most of the ibove dre .deep-seated problemns with long-term
solutions. The Chinese must first upgrade their basic capabilities in such funda-
mental areas as alloy proeessing, computer and electronies development and ap-
plieations; -and-systems managenient Lefore imports of foreign technology will -
have an appreciable fmipict ofni their modernization program. [Simon; Vol. 1,
pD.ale) - -
. Economists and economics enjoy 4 doniinant position among the soeial sci
in_China's acudemic #nd re: eli institutions. . . . Judged from the standards.
methods; und objectives of contemporary Western econowmics, my impressions
councerning rhe curreiit state of aciadeinie training and research in the field of

econonjcs in the PRC lead oOiie to a very pessumistic conclusion, This gnp between
the stiite of the arts in tlie Held of econoiilies between the two countries may be
soniewhit allevidted i the fittiire. This can be achieved by tlie sending of Chinese
students to_study iii the Ulllted States and other Western countries nnd by the
setiding of . Western economists to China to give und hold seminars or joint con-
ferenees. It ean ulso be furthered by the revival of imports of Western journals
and books 1. the Helit 6f econohiies. lowever, the small scale of these activities
and - the limited extent to which they are grafted into the main stream of
academic traiiiing fnd research inteconomics in China will, I believe, do little
to elose the existiiig.-gap in- the near future. [Dernberger, “The Status of
Economniles . . ., Vol. 1, pp. 569, 577.] o

13. I as military modernization remained in its position as last in
priority? Why is this and awhat does the future hold in terms of mili-
tary priority in réesource allocation?

China’s. military modernization stratezy thus seems to be one of delay; of sub-
optimization. of -eapitalizing on known assets and of balancing enemy against
eniemy. Thusly defined, China will probably continue to adhere to the require-
ments approaeh for-the next several years (barring, that is, major politieal re-
orienitation internally or large-seale confliet with the Soviet Union or its Viet-
nimese ally) . . .. If a prediction may be ventured, therefore, it is for relative
gtability of direction -and pace of Chinese military modernization along lines by
now clearly evident. [Robinson, Vol. 1,p.596. 7
- China's defense tiodernization program, a two-decade effort aimed at improving
the P’eople’s Liberation Army (PLA) ansd the defense industries; is making 1im-
ited progress but has far to go. The effort arises from deep-rooted apprehension
over Soviet military eapabilities and from the le aderskip’s desire to “move China
into the front rank of nations” by the year 2000. It will be successful only if the
Hittion enjoys prolonged. political stability. retains access to foreign capital and
technology. avoids-eostly foreign military campaigns, and moves forward in
hilglier. priority efforts to modernize agriculture, industry. and selen.ce and
techinology. - e

Chiina’s prospects for military modernization are influenced by strengths_and
wedKilessey in its political, economie, and technical bases. The country suffers
from a serious sliortage of trained technicians and deficiencies in key technologles
and defense industries. The principal factorg favoring success of tlie moderniza-
tion drive include the leadership's dedication to the program and the avallability

four factors: (1) nneven perforinaiice withi Lespect to trar
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clgn technicdl and finaneclil usslstaiiee (to. the extent that Beijng can pay
tly techuology) . [Jamies/Lamborn, Vol, 1, . 597.] - .
“announced in February of 1981 the start -of a prograil. o
: ment" that citlls for a reduction in the current uati
nse funding, The program also entails a restruct.,
y toward light industry and -4 reemphisis on centralized. hnvestment
decisions. In light of China's worseiiing economic situation, nnd the new eco-
nomic progranr’s shift in priorities away from defenise-relateil industries. thé.cut
in the defense budget may portend a period of lower defelise spending lasting
several years, [Mitchell, Vol. 1, p. 605.] 7 7 )

14. How has the PRC's international economic policy changed under
the post-Mao leadership? How have the major construction projects
been related to foreign trade plans? Ilow will hard currency income
restrict imports? Japan, a natural Western trading partner; has ex-
panded ('hina trade. Withachat suceess? What is the future of the U.S.

grain trade with China? What steps has China taken to join the inter-

Sfurtlier
il budget,

national economic institutions; GATT; IMF; World Bank, etc.?

_In thie five yeurs sitice the dedth of Mao Zedong China’s new leaders have moved
the country unrelentingly. toswurd greater participation in the w
Beljitiz lig-dropiped its ideslogieal aversion to foreign debt, enc
ifivestinent it thie aéinestic econonmy, established. trade_and diplor

aged foreign
1 iatic relations
with thie Uillted Stites; joined the Interuationat Monetary Fund and World Bank,
deceritrilized ity foreign trade organizations to promote direct foreign contacts
at the enterprise 1evel, aiid sent thousunds of studeuts abroud in search of a West-

ern education. -

More importatitly, fundamenta
the role of trade it a planned ec
I of tI
fying the needs of tlie eople; EXports 1o longer ire seen purely as a means of
jaying for imports, but also ug a lending force for upgrading China’s domestic
industry. By eicourigiig Ciiuill § Sleepy . domestic. industries to compete to earn
foreigh -excliinge in Westerii miarkets; tlie Jeadership is attempting to_improve
the quality-of gouils produced for the domestic market as well. The Chin
recogiize thit in order. to inaximize thie gains. from. trade they must specialize
along lines of coniparidtive advantage—it is no longer enough to export whatever
hapjens to be in surplus domestically. . © © L

Despite thie rapld ific inn trade, China's_exports.stillamount to only a small
friction of domestic output; @ud i tify part of world trade. The leadership is gen-
uinely displeiised that a mution witli nearly oue-fifth of the world’s population
aind one-tweiitietl of the world’s ecotioniic output, still accounts for less than one
poercent of the world's trade. They .

_deteruiined to move China forward into
the mainstream, [Davie/Curver, Vol 2.]

During 1978 a series of contraets valued
mett and . techiiology. for 22 mgjor projects were signed
Thiese nctivities erented greiit interest ainong the Western. 353 ¢ unity ir
what was eonceived as a vist poten of tlie Chinn market, This period is now
characterized in Clilitese prese articles ag yengyejin; meaning a leap outward to-
ward foreign-colintries for tlie sUpply of ciapitiil aiid technology; in contrast to the
Grent Leap Forward relying largely on indigenous; labor-intensive methods some
0 vears earlier. o e

The period of yangyejin, however, was relatively short. After_a sober assessment
of the country’s econoniic Uhinese planners came to the realization that
there were serious probleiiis: in. the capital coustruction_sector caused by poor
planning, inetficient matageiiteiit, ind excessive irnivestment. and that these prob-
lems were éxncerbated by a further upsiirge of investment activity during 1978.

Ag a result, steps were taken dii edrly 1979 to seale down the capital construction

program, and many of the 120 major projects were cancelled or postponed. Nego-

reign companies,
munity in

“tintiond with foretgn firins slowed down considerably. . .

_ Desplte China's greater “opferiiiess” towiird foreign trmleﬂmliiiésfﬁ;&ﬁf. the
current retrenchment coupled Wwith various eonstraints on repayment and absorp.
tive capnbilities will limit-the inimedlate and short-term (1-5 year) prospects for

any large-scale participation in Chinese capital construction projects by foreign

companies. In the next few years, however, significant husiness opportunities
could exist for a number of.gelective projects. . . .

Y
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,,,,, 1¢_long-terin (510 yeurs) prospect for foreign participation in China's cap-
ital construction will hinge on the siecess that the PRC will ‘have in acquiring.
forelgn capital and technology throigh various arrangements for the projects in
the apove rour categories. il the iiext ey years. That success will greatly facilitate

the current readjnstment process, and 4 Successful readjustment will almost cer-

. talnly mean a greatly increased role for-foreign capital, equipment; and_tech-

nology in China’s developnietit planniig. Tt uccess also will increase China's
nt and absorptive capabilities, as well as its copfidence and experience in
1enting a more open approdach. | Chei Vol.2.1 I
__High priority probably also will be given \to projects£hat require less hard cur-
rency, provide a quicker retiirii 61i investnien »and off€r potentially greater export
earnings, . , . China'y hard ciirreiicy exports to the West—the PRC's major
source of foreign exchuange—are expected to slow in 1881-85, largely because of
Beljing's efforts to imiprove living standards, shortfalls in oil production; and
Erowing Western protectionism. Exports of manufactures, especially textiles and
other Hght industry goods, sliociild continiie to be the driving force behind China's
hard currency export growth; el
__Under high nnd low scenarios, projected Chinese hard currency import capacity
in 1985 ranges.fromi.$44:2 billion to $58.1 billion. Projected 1985 exports; mean-
while; total $41.6 billion to $54.2 billion. As a result, the implied average growth
rates for China’s hard. currency capacity over the next five years are 20 percefit
and 27 percent while thé rates for exports are 19 percent and 25 percent; [Gullo,
Vol.21 . B .

...Jupan now stands.as China's-leading trade part

ng tre rtner with about 20 percent of
its_total exports and imiports. The two economies share a natural _complsmen-
tarity buttressed by differences in level of d

levelopment, wage levels, capital stock;

and natural resource endowient. This complementarity provides for large gains
to be made froui specialization and exchange, Japan's high level of technological

. development, mechanization,- and wage levels comb led with g pear absence of

natural resoarces contrast sharply with China’s lower levels of manufacturing
technology, wages, nascent Iiechanization, as well as abundant reserves of nat.
ural resources. . . . [GJeographical proximity, long historical ties, elnse etlinie
idencification; tlie opportiinity for mutually advantageous trade, the Chitiése-per-
celved threat froui thie Soviet Union, and the sheer size of each economy. coinpel
closer economic ties between the two countries during the 1980s. These ties have
been flourishing under tlie- new institutional framework for Sino-Japanése eco-
nomic relations developed during the 1970s, =~ 77 -

In the China market, Japanese exports often compete directly with those fromi
the United States. Except in iron and steel products, in_which Japan. holds a
major cost advantage and in agricultural goods, in which the United Stuates holds,

dominant advantage, U.S. and Japanese firms frequently compete head-on for
sales to Ching: ; . . - e el -
_.In_1980, for example; while the United States exported _$3,754:4 million in

merchandise to China, Japan exported $5,108.7 niillion dollars’ worth: [Nanto,
Vol.23 _ _ ___ T T

.. China_has been a significant-importer of grain since the early sixties. In the
late seventies, however, China's grain purchases and its importance in. world
srain markets rose sharply. This rurge of imports has had an important impact
on_U.S. exparts.of grain, particularly wheat, During 1980 China was the leading
export. market for U.S. wheat, taking 17 percent of all U.S. exports; Since PRC
purchases are concerntrated in <cheaper grades of wheat; China's impact ini- this
-market bas been particularly dramatic. During the 1980781 wheat warketing
r which ended in.May 1981, sales-to China of 6.2 million tons accaunted for 78

yea

percent of total U:S. exports of soft red winter wheat. The U.S.-P.R.C. .grain

trade agreewent, signed in October 1980, sets an annual range of 6-9 million
tons for U.S. gruin sales to China during the 4 year period which began-in
January 1981 China will therefore continue to be an important market for U.S.
grain in years tc come: [Siirls, Vol, 2 o -
. Given the size and potential of the Chinese economy; the organization. fnd
management of that economiy,-the nature of a Contracting Party's obligations
within GATT,; and thie coiiplexities of certain methods of PRE entry Into GATT,
there are likely to be -advantages as well as disadvantages for both China and
the GATT should the PRC join. .. . L S

. Whether the advafitages. of  the PRC's entry into GATT will outweigh the
disadvantages will largely lie determined by the mutual desire of the PRC and
the GATT Contracting Parties to negotiate a method and terms of accession

gy
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which wili, o the one harnd, be itceeptable and feasible for China and will ensure,
on the other hand, PRC adhereuce to GATT principles and obligations and effec-
tive Chinese reciprocity to GATT menibers: [Liser; Yol. 2.] o

- 15. Normalization of commercial relations between the United States
und the PR has been an unevea grrocess. What iy the.talance sheet?

What American legislative and policy barriers restrict further normal-
ization? Extension of trade benefits (MFN. tariff status) has had some
effects on U.S. imports and employment. How serious have they been?
How do Chinese trade proctices limit ‘the development of normal
trade? Has the development of legal institations contributed to Chinese
modernization and nwormalization? Hare issues such as treatment of
industrial and intellectual property and unsettled U.S. claims inhib-
ited trade? How do U.S. firms view their éxperience in the China trade?

For over two decades following the Communist takeover of China, commer-
cial relations between the United Stiates and. “Mainland China” were virtually
Honexistent. During most of that period, tiie stand-still was principally the result
of g comprehensive emburgo that the Duited_States imposed on trade- with
Muinland China after the direct involvement of the Communist Chinese in the
AT, .+ oo T [ . -
argo on commercial. relations. with the PRC was lifted in mid-1971, und
e action the PRU'S ecess to some U.S. Commnodity Credit Corport-

tinil Progri was authorized in 1978, i hilateral trade ggreement between the
United States and the PRC, providing among_other_things for the reciprocal
Erjiiiting,,ot,,;11();it-fuyprgd¢1jﬁtibxl stutiis;, was approved in 1979, and the PRC’S
eligibility. for the operatious of thie Oversess Private Investment Corporation
witk atthoriz in 1980. Also in 1979, the PRC guined access to Eximbank export
credit faeilities, . ... - - [ -
. Withi .all _this. the U.S conumercinl -policy tosard. the PRC and_trade rela-
tions with it still are not normal in the sense thuat une_would characterize as
epormal” _the polley toward and relations with the. countries of the non-Coni-
munist world. Apart from a certain degree of unavoidable functional abnormnal-
ity thut is inherent in trade with 4 countiy wlose economy is under comprehen-
sive State guida wnd control, there still exists a number of U.S. statutory
aiid ddininistrative measures which place on con miercial relations with the PRC
testrietions _that do not_apply to the U.S. trade with most of its other trading
partiiers: [Pregelj; Yol.2.1 - G . -
Usilig triade turnover is an indicator, the success of the U.S.-PRC normali-
Ziiticii process_is quite impressive. Trade turnover stood aut $1.1 billion in 1978,
it doubled to $2.3 billion in 1979 and doubled ugain to $4.8 hillion in 1980. U.S.
exports to the PRC have far outpaced importy, with the Chinese trade deficit
growiig from $424 million in 1978 to $r1.1 billion in 1979 and $2.7 billion in
1080. These large Chinese trade deflcits tend to obscrire the impressive growth
of U.S..impoits from_the PRG, which expuiided from $3:24 million in 1978, to
$50¢ million. in 1979, and to s ghtly over $1 billion in 10800 & ... .. i B
‘'lie resulty suggest that in 1979, U.S. imports from the PRC_would have ex-
ceeded sctuml imports by appro imately $134 millicn, or 25._percent 1
imports been dutied at MFEFN rates throughout the. year. The _industries most
affocted include ceramic_products, footwear aiid textiles._and_apparel. This
translates to i loss of approximately 8600 empluyment cpportw.ities in the
1 »d_imports in the textile and apparel industry alone
would account for approximatcly 4600 fewer eniployment opportunities. Had the
P’RC also enjoyed. country-beneficiary status under the U.S. GSP_yprogram dur-
ing 1979, U.S. imports from the PRC would have exceeded .actual_and M

imports by 22.2 millicn; or 4.2 percent. For the ceramic products_industry, addi-
tional iinports.of approximately 48 percent of actil 1979 trade wounld have been
generated by GSD: Kor_the furnitu, e and woud products industry the increase
would have-been 25 percent. ' . __ - .
 The employment estimates resulting from: MFN and GSP status presented
in this paper-are job opporLities, aad arve uot necessurily changes_in actual
employment. Normal industry growth. labor force turnover and increased exporis
to the PRC may offset job opportunity losses in many industries. |Bayard,
On. Pelzman, Perez-Lopez, Vol. 2.] : :

>
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forelgn trade purallel it§ prolilems in ‘planning
tion. The Cliiiese leadersliip Is still getting orga-
d. 2 proeess that will take at leqst tiwo years and ray cover the entire 6th
Five Year Plan: In the foreign trade sphere. organization efforts have focused
on_deeentralization; sehich-has long term' implications and problems. Foreign
trade must succced 1f modernization s to work because consilerable foreign
luvestiient and techiology will be drawn from outside China. Current foreign
iu of_reducing. China's forelgn eveliange short-
to world techiology. [Monk/Rich.- Vol. 2.]
ted themselves to the foiir modernizations,

formul_legal instititioiis a§ part of their

China's efforis ta orgm
and implementing modernizy

triide policy has the dual purp
uges and maximizing China’s ace
- In 1977, swhen China’s leaders ded
they conseiously decided to reestab,

ambitious plan of growth. In light of China’s legal liistory sinee the Communist
vietory in 1049, this decigion is signifleant: Since 1949 taw hidnd Lore the heavy
lniprint 0f politics; since the Inte nineteen-fiftles, the Chinese leadership had
shiowii little coticern for the fate of formal legal institutions ;-Quring the Cultural

Revolution, the legal system had virtually disappexred. : . - The most prominent
[of the functions served by the new institutions) appear to.be_{1)- reinforcement
of diseiplitie und maintenance of social order; -(2) control of offieial arbitrariness,
and (3) prospective guidance of organizational and individusl behavior particu-
lurly economic. No insti utlon serves only one function,; and Chirnese legal insti-
tutions already serve mutually inconsistent ones Moreover, in-the future some
Of their functions may change in ways unforeseen or unintended by their creators.
Lastly, some observations have been included on the.role of 1awW In China's
international economic relations. New laws and regulations have been adopted
recently and more are to come. The leadership appears to have the goal of estab-
lishing a framework for forelgn cconomic activity in China, including direct
investment and a_variety of transactions hitherto uncommon or unknown in the
China trade. But progress towards creation of a Bystem of clear and consistently-
enforced rules to guide foreigners and Chinese officials alike is likely to be very
§loW. [Lubman, Vol. 2.
- At the present time, Chinese |
their treatinent of industrial pro [ d
amendinents to China's trndemark legislation are in the works. Moreover, interest-
Ing reformis foreshadowing these new legal systems Jhave been introduced and
uro ilready affecting China’s technology transfer activities, [Kirk/Detiny, Vol. 2.]
-On that cold March morning in_1979; the public waiting room of the Beljing
Airport may have seemed an unlikely place for Chine and- Amerlean officials
to signal agreement on unfreezing the so-called “frozen assets,” but the timing
came as no surprise. Two months earlier; the United States had finally recog-
nized the People’s Republic of China. (PRE) ag the.sole legal government of
China. The day before, the U.S. representative, then Treasury. Secretary- W. Mi-
chuel Blumenthal, had presided over the_official metamorphosis of the U.S.
Liaison Office into the first U.S. Embassy in Beijing in 29 yedrs. - o
In-the two years since the settlement was concluded, Sino-American economic

: leaders are contemplating significant changes in
perty. New patent and copyright legislation and

" relations have indeed progressed. The resolution of the claims/assets problem

was by all aecounts a prerequisite for that progress; and while the.implementa-
tion process continues—the last PRC payment is not due until October 1, 1984—
the settlement itself Is primarily of historical significance: [Lichternistein, Vol, 2.]

The China market, a place for US companies to buy and sell goods and
services, has historically held a_ promise of fortune. As. relative late comers to
the market pluce of “New China,” US firms still sense the old promise, bit for
many initial high hopes have moderated. During the early 1970s; after the 21
year trade embargo was lifted, newly gained access to a quarter of humanity
cuticed US company executives en masse to draw up plans for capturlng just a
small percentage of the China market, which appeared vast from the viewpoint
of a single eompany. = S L
—-<\t present, there Is not a very big pie for so many eager US firms to-share.
While some American companies have fared well in China, a few very well, most
have not. Substantial gains for the mnijorify of US companies i China will be

made in the longer term. [Groen, Vol.2.3 .. - o

The experience’of one U.S. company—Control Data Corporition (CDC) ot
Minneapolis, Minnesota—will be used to_highlight commoiiality of interest and
other key elements of U.S.-Chinese commercinl negotiations. - Specifically dis-
cussed are the CI)C negotiations_ between 1973 and 1978 for the sale of equip-
ment for seismie data processing centers to China. . ;




O

ERIC

Aruitoxt provided by Eic:

16

_The CDC contractual iiegotiations are important becanse they represent.the
sale of significant high-techinology items to China and also because by theinselves
they repreSent, in dollar teriis, i signiticunt share of the total trade turnover for
the years in waich the transactions occurred. . .. . -
~As of Junc 1981. however, the U-S: Gavernment still had not granted final
approval for the entire transietion. [De Pauw, Vol 2.1 .
_ With peotitical normalization iichleved, resident Carter and his cabinet recog-
nized the importance of renoving existing ebsticl nd establighing i franiework
yringl economic interelinng - To ensuvre that hilateral economic problenis
were_quickly add ad, ind thit.seithin the United States Government ecoioinic
policy toward China was eiirefully eoordinated, angd reflective of U.B. strategic
interests; the Carter Administration considered the its of establishing a joint
economic committee with the Chinese. It was euv joned that this committee

) ‘had with other non-murket

would differ from joiut corimissioiis tlie United Stare - 110
tionr and business
1 im:re(li'reriit,iii

economy countries, which then.foc ed primarily on

facilitation, While commercinl isSues were recogni - critical |

an_econontic relationship with Chiita, one ‘of the major objectives of U.S. policy

makers in_the eariy days of Horinlizittion was to set up a forum which- would
1

Thient of . ull. uspects. of economic ties, such ‘as finance,

tnvestment; trade, business ficilitiition, transportmion. agriculture, science and
tachnology; ete. During their Janbiry 30; 199 _meeling in Washington, President
arter_and Vice Premier Deng Xinoping discussed the possibility of creatitig a
bilateral forum and ngreed to estublish u 'joint economic committce. [Haas,
Vol 2] .

V. IsividcitioNs oF CruNese Proprras.aNp PROSPECTS FOR THE
REAGAN ADMINISTRATION AND THE 97t11 CONGRESS

Both Chini's problems; such as nneven gcononiie development; the
necessity to retrench, hard currency constraints, and the imbalance in
its trade with the United States; and its prospects for econonmc
growthi,trade expansion,; and attaininent of great power status raise a

number of policy questions:
CIIINA -AS & PREFERRED MARKET
In tho near teri China’s limited supply of hard currency will con-
strain its imports. If the Umted States decides to Ii;grl_htat,jchh_mese
purchuses o industrial and agricultural products with additional
aoverniment credits from the Export-Import Bank and the Commiod-
ity Credit Corporation; a more favoruble policy than that applied to

many other U.S. trade partners would be required. The innnediate
prospects for the China inarket inay not warrant i preferential credit
policy; but China’s longer term economic and political prospects may
merit consideration of such a policy.

<

BEYOND NORBMALIZATION

_ Since the nornialization of U.S. trade with China and the liberaliza-
tion of controls on exports to that countrys; there has Leen considerable
support_for further reductions in trade controls. If this policy 1s
chosen; the United States iniglit consider treating China as a_country
not subject to the legal constraints of the “Coinmniist country” and

“gtyte trading cconomy” statis. Similarly; Chinese industry might be
considered “state influenced” instead of “state controlled;” in which
case the more restrictive market disruption provisions that the U.S.
applies to imports from communist countries wotild not be applicable
to Chinese imports..To remove some restrictions, stich as the market

- 25
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disruption provisions of Section 466 of the Trade \ef of 1974, the
minhidatory iiclusion of s feguard eluuses in Lilateral agréements, and
the ban on imports of Clinese furs, legislation would be required.
Other restrietions required Ly law, notably tlie ban on Export-Import
Bank loans or loan guarantees for comnianist_countries and tle Jack-
son-Viiik Xmendinent to the Trade et of 1974, whicli s¢ts freedom
of emigration as u prerequisite for most-favored nation turift status,

are waived for China and severnd ot her comniinist eoiintries, A thixd
category of restrictions, primarily export controls, may be liberalized
atthe President s discretion: S )

In moving beyond norniali ation; the United States should consider
whether China's current policies ave likely to endure, Becanse of the
chance that the policies of the curvent Deng leadership could be
reversed, any legislative or administrative initiatives should allow the
United States flexibility to respond to major changes in poliey. Tt may
also be appropriate to consider the potential harin to import-sensitive
U7.S. industries such us textiles.

LONG-TERM PROSPECTES FOR TRADE AND ECONOMIC COOPERATION:

Do the longer termi prospects for the China. market warrant a pref-
erential policy in the present? 1 so, the United States might benefit
from coneluding u long-teriit econoinic agreement with Ching, Depend-
ing on whetlier foreign competitors followed suit. such an agreement
could establish an mstitutional framework that conld assure the United
States an equal or privileged position,in the China market for years

to come: I the niediuii- and long-ferm joint [7.5:-Chinese develop-

ment projects in metallnrgy, transportation, energy or agriculture
might be a component of such an agreement. X fornial [7.S] stiidy of
tlie feasibility of sucly projects und thieir likely profitability for the
United States might provide some insights on these questions.

ARMS SALES 10 TAIWAN AND THE PEOPLE’S REPUBLIC

U5 arms sales to Taiwiin aic a stumbling block in the development
of closer economic and political relations with the PRC. Chinese dis-

pleasure will force the Congress and the Execntive to consider the
advantages and disad vantages to the United States of continued srms
sales to Taiwan: Tt.may also be appropriate to.give cireful considera-
tion to thia desirability of selling nrmis and dual-nse technologies to the
People’s Republic;,even though large Chinese purchases are tinlikely
in the near term. Milita v developments, once undertaken; are hard
to reverse. Moreover, the United States would Imve little or no control
over Chinese use of military force.

CHINA AS A GLOBAL AND REGIONAL POWER
_The mixed pattern of Sino-Asierican relations, in which the two
cotintiies’ interests con verge 1 some cases, biit diverge in others; raises
somo questions about [7.S. policy toward China’s economic inoderniza-
tion and normalization of its economic and political relations with the

non-communist world, -

24
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CHINA AB A POWER
__If the United Stiites continues to favor a unified, stable, and strong,
People’s Republic of China what Chinese modernization gohmes are in
our interest ? Should we for example, encourage rapid 1nd ustrial, agri-
cultural and scientific and technological development through our po:

litical influence, scientific exchanges, and other means?

GIINA AS AN ACTOR IN THE ASIAN AND GLOBAL ECONOMIES

_ If Pacific rim economic interrelations develop further toward a

Pacific community; should we encourage the PRC to be an active mem-
ber? In moving toward “normal” economiic relations should we refash-
jon our laws and policy away from the restrictions imposed on trade
with Communist countries?

*. WESTERN RECEPTIVITY TOWARD CHINA

4 meajis of countering tho Soviet Union and, at the same time, o foster
the modernization of China’s economy and the opening of Chinese
society to the moderating influences of membership in the community
of nations, can we be sure that these goals are compatible? Is there a
"basis for a U.S. policy tovard the PRC that nations with such diverse

interests as Japan, South Korea, the ASEAN nations and India may

adopt? What formal or informal ecconomic steps might be useful to

1£ wo determine that it is in our interest o play the “China card” as

forge a common policy ?
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L POLICY AND PERFORMANCE
THE CHINESF. SEARCH FOR THE PATH OF SELF-
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SUMMARY

_ Deng Xiaoping has led the right-wing survivors of the two-line
strugglo in their steady rise to power within the post-Mao leadership

over the vears since the death of Mao and the overthrow of the Gang

of Four in 1976, This new or post-Mao leadership is dedicated to re-

establishing China’s economy on the path of susizined growth during
the 1980s as a necessary precondition to the long-run achievement of
the Four Modernizations: In their search for the path of sustained
growth, the post-Mao leadership has introduced a whole series of new
economic poli 1eCessa

lems, policies, and institutions they inherited
economic policies and reforms do not represe

cies and reforms made r’igt;i}ssgii?’{, by the economic prob-
om the past. These new

0 no cesent a well-defined economic -
- program introduced at a particular point in time, Rather, the post-
- Mao economic program is the result of 4 continiious process of experi-

mentation in their search for the path of sustained growth; a process

:which lias encountered problems and undergone several twists and

turns, but whicli is likely to continue throughout the 1980s,

__Taken as a whole; the post-Mao leadership’s program of economic

policies and reforms has become an across-the-board attempt to change
the traditional Chinese development model. This involves a rejection
of the Maoist radical economic principles in favor of those proposed
by the right-wing, the abandonment of Stalin’s “big push” develop-

*Department of Economics and Center for China Studies, University of ﬁichlgnn;
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ment strategy in favor of balanced growth and “consumerism,” and
a modification of the Soviet-type cconomic system to incorporate sig-
nificant clements of inarket socialism: The particular economic policies
and reforms adcpted over the past few years are described within this
three-fold framework of analysis: While the many problems encoun-

tered in snd created by the implementation of ‘these policies and re-
forms are indicated, they also have led to inany favorable changes in
China’s economy that auger well for the attempt to regain self-sus-
tained growth. And while the several short-run economic problems
which faes Lo post-Mao leadership have Ied to a pause and consolida-
tion in soine ¢ those new econoilic policies and reforms, the post-Mao
lendership renmins dedicated in their search for & new economic de-

velopient_inodel—principles, strategy, and economic system—more
appropriate to China’s needs on the rond to ‘econotilic modernization.

Ouie reason foi* the empliasis given to pointing out the problems en-
countered in adopting these new economic policies and reforms is to
provide a better means for evaluating the %smbnble, future course of
the new economic program over the course of the 1980s. Althouglh they
may well reappear as Hiiiting constraints; the rejection of the Mnoist

radical economiic principles as priority objectives should Teindin &
major ingredient in Cliina’s new developnient model: The current re-

jection of the Stalinist “big push” in favor of a “balanced growth”

strategy is expected to give way during the 1980s to a rate ot invest-

meiit and allocation of immvestment more representative of a com-
promise between thege two strategics. Finally, the outcome of the cur-
relit sttempt to develop an cconomic system which represents a inix
Letween a Soviet-type and mirket socialist system to obtain the cen-
tral control of the former and economic eficiency of the latter is inost
difticult wo predict. History, logic, and my own subjective imprescions
lead nie to-conclude the attempt to change the tiaditional economic
system will fail. Yet, the right-wing of the party has argued for re-

forin of China's Soviet-type cconomic systein since the inid-1950s. The
inefliciencies and problems associated with that system have been
widely publicized in €hina over the past few years; and several ex-
periments have beei iitroduced to reforni that systen: to incorporate

significant clements of market socialismn. 'Thus; as China searches for
the path of self-sustained growth throughout the 1980s; it will do so
by mewns of economic principles and strategics which differ from those :
i the past, and with an economic systenn that may incorporate sonie—
perhaps u great nuny- -modifications to allow for the deceiitraliza-
tion of deeision-innking according to market forces, rather than cen-
trully deterinined plans; in the allocation of resources. This new Chi-

“nese cconomie developinent model should mirk—to a lesser or greater

idegree—un inprovement over the old in tlic atteiiipt to regain the

path of self-sustained growth for China's economy:
BACKGROUND
Feonomie p:cies in China today can only be understood as but

the latest stage in the continuous evolution of the post-Mao leader-
ship’s program to solve the problem of China’s cconomic developiiient.

With only two decades remaining for its realization; “the moderni-
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zation of China’s cconomy by the end of the century” continues to
be a largely unfulfilled promiise. In the. past quarter of a century a
high rate of accumulation has been achieved; with the largest share
devoted to investment in fixed capital in industry:*.As a result indus-
trial growth rates have also been impressive, especially those for heavy
industry:? Thus, whereas in 1959 heavy industry accounted for about
one-third of total industrial production, by 1977 it accounted for over

one-half. In the 25 years between 1952 and 1977, largely as a result
of these high rates of industriai growth, China’s national income -
creased at an average rate of 6.2 percent® .. . _ " ..

_This goal of rapid industrial g owth lay behind the Chinese Com-
munist’s decision to adopt the Sg:viet; or centralized-command plan-
ning system; in the 1950s; Specific economic policies included the
nationalization of the means of production; accuniulation of profits as

revenue in the state’s budget, and direct allocation of that revenue_in
the form of unilateral gt

form ol unilateral grants for investment in industry—especially
the producers’ goods industries. Inasmiich as China was well endowed

with raw material supplies, had surplus labor to supply the increase
in industrial employment withott creating labor shortages m other

sectors, and was at a level of development where extensive rather than
intensive investment was required ( that is, duplication of basic pro-
duction facilities as opposed to increasing the_capital intensity of ex-
isting ones), this economic system worked well to achieve the results
depicted in the fore-mentioned macro-economic indicators.

_While a high rate of savings and investment and a substantial rate
of growth in total industrial production gre necessary conditions for

achieving economic modernization, h istorically the record of economic
development throughout the world clearly shows that these factors are

not sufficient conditions. Economic modernization in today’s industrial-
ized countries was achieved through s natural process of evolution
stemming from an agricultural revolution which provided the precon-

ditionis for their subsequent industrial revolution: In addition, during
the industrialization process increases in agricultural productivity
kept pace with those in industry. While this is not true of the Soviet
Union, a country which also sought modernization through a central-
ized command planning system, 1t did: begin its industrialization proc-

,,R’I,!ha,nvemge, annuoal rates of accumulation were 242 g_ercgn; ie 1938-57, 80.8 parcent
in 1958-62, 22.7 percent in 1963-85, 26.3 percent in 198 =70,.and_33- percent In 1971~75.
In ",2ps,and,nowrx§,ﬁl' Some Major Bconomic Targets (1953-79)," table in Beijing Review,
No. 12- (23 Mareh lgﬁl);g 25, oo T ———— - - T
___* Between 1952 and 1977 the gross value of industrial qutput Increased at an annnal Fate
of 9.4 percent, light {ndustry ,by,,s.g,pgcent;jﬁd,!iéazy,lndustpy by-12.1 percent: Calcula-
tions_of com und annual rates of growth are based on-statistics presented 1n '*Mafin. Indi-
cators.-Development of the Natlonal Econ y. of_the People’s Republic of China (1949—
1979),” State Statistical Bireau of the ‘People’s Republic of China, Beljing, 1980, These
growth rates are tor industrial production in what may be.called “current ces® as the
Bource specifically 1dentifies the gross valus of cutput in 1952 as belng in 1952 prices and
that-for 1977103970 prices, - =~~~ " 77 790« 88 REIOE S -

# 8ce note 2. The national Income-statistics in this gource are 1dentified a8 belng ih *car- -
rent- prices.” 'Iili:ﬂg _and t%g:%r,,s%tésncs for ,Crﬁihlm‘atﬁc&nomlc peﬂor‘t‘imcﬁiu@d’ in this -
)aper Are _merely presen .for -pu se of illustrating or suppor ng the arguments
Be&g made. A more detgl!gdg,gnd,gomprgo ofehe— quantitative dimensions of

re def énsive analysis
China’s economic. pérformance -are -to -be found in other papers Jin_this volume, Bee espe-
clally ; A G.- Ashbrook, *‘Chin ,,Economlc,,Modernlzauon,and—Long-’l’erm—Perfq,ltma,n,ce;!!
{for gross_national product -estimates) ; John 8. Alrd, “Itecent Demographic .Data From
China: Problems and Prospect=" (for population) : Johh phugr Emerson; *“The Labor Force
of China, 1957-1980," (for labor foree-statistics) : Robert M. Fléld. “Grosvth and- Strue-
tural Chauge In Chinese Industry,; 1952-1979,"" . {for- industrial- statistics) ; Frederic J.
Surls. and Franels.C.- Tuan, *China’s Agriculture In the Eighties,” (for agricultural statis-
tics) ; Ronnld G, Mitchell, “Chinese Defense Spending In the 19808, (for defense sector
éstimates) ; John Davie-and Dean Carver, "'China’s International Trade and Finance,” (for
foreign gector statistics). . ’
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ess with a considerablo agricultural surplus. By tlic middle of the
twentieth century China’s traditional agricultural development _had
led to a very high level of yields, velative to that of pre-industrial

technology. However, the program of industrialization initiated in the
carly 1950s was launched in an economy which remained dominated by
a traditional agricultural sector in which yields per worker were rela-
tively low.¢

; The adoption of the Soviet iodel was predicated on the accumula-
tion of a large share of national income i1 the hinds of the planners.
This 111\7'917\',0(1 the extraction of an agricultural stnrplus by ineans of

agricultural taxes mid by assigning quota deliveries of agricultural
products to the state at below “market” prices: This provided a source
for fixed ifivestinent and growth in the industrial Sector, with & limited

share of investment going to agriculture:® Any major developing agri-
cultural country seeking to implement a program of rapid industriali-
zation must “exploit” its agricultural sector to secure the necessary
level of inivestiiient in industry:® In China, however, with the low labor
productivity and per capita incomes in the ngricultural sector which
existed in 1949, the acquisition of the required agricultural surplus for
the industrial prograim nccessitiated increases in the aggregate level of

agricultural_production. With the major share of accumulation and

investient going to the non-agricultural Vsre'ctors;,thése increases in the
level of agricultural preduction relied on the significant increase in
the level of inputs within the framework of the traditional agricul-

svral techiology.” A primary means for providing the required expan-
sion of traditional inputs was the dramatic increase both in the agri
cultiiral labor force and in the total number of work days per year.
~ While the rapid rate of increase 1n the level of investment 1n indus-
try resulted in & 7 percent.increase in non-agi;;jqijflitjj'rralrpmpquyiment
vor vear between 1952 and 1957, these non-nericultural jobs were able
to absorb only one-third of the new entrants to the labor foree during
this period: At the same time, even given the limited new land and
capital ‘ivailable, the labor intensive agricultural sector was able to
ibsorb approximately 100 million new agricultural workers.® Between
s Althongh detailed offielal statiatics are not avallable for 1640, Western estimates indi-
eata_that the agricultural labor torce still accounted for over 80 percent ¢81.3-percent to
be exact) of- the total labor force in _1933; the first year of the-First _Five Xear Plan.
Hevent roporta in the Chinese press refer to-agric:

8¢ P re s haying contrihuted 70 pereent of
the total materlal output-In_agriculture and. indus{ry in 1940, For an-explicit quantitative
comparison of the agricultural sectors in Russia ghd China on the eve of their respective
leunching -of similar economic_develiopment Dré <, see-Anthony Tang. “Policy and Per-
fcrmance in Azciculture” in Aleander Ecksteln, alter. Gnlenson, and Ta-chung Liu,-eds.,
“}conomic ‘Trends in - Communist China'’ (Chflago: ,Al,(,llpg”PubllshlnF Company, 1988).
According to Tang's estimates, -**when-ecach of -the_countries entered its respective First
Five Year Plan perlod. in..which.socialization of agriculture and forced industrialization
were ‘0 take. plice, Communiat China’s per-capita food availability in grain terms was less
thanp holf that of the Soviet Unlon.” {(p.4668). ___ ... .. - ' R
-3 For un extended analysis of how the Chinere -ndoption of the Soviet model resulted in
the exploiiation-of the agricultural gector for the purpose of industrialization. see Rohert
F. Dernberger.. YAgriculture in Communist Development Strategy,” in Randolph Barker
and Radha Sinba, ‘‘The Cbinese "Agricnitural Economny” (forthcomiug).- - -~ —— - -
__ e Perhaps.if. Is necessary to explain my use of the term “exploited™ In_this sentence. I use
it i the traditiona! Marxian sense_0f.faking from producers their product without giving
them an equlvaleﬁf,xﬁljié,ofj:oods in return. _ - O

“7For a_statistical nnnlysln—ot—ﬂhow,,the,,Cbmés,e,stm!egy, war to increase - agricultural

production- by..means. of greater intensity in the use of -traditional Jnputi (without large.
kcale Investments or a teehnological- revolttion. in_this sector). see- Anthony M. Tang
“Foed and- Agriculfite i China: Trends and Pro; ections.-1952-77_and. 2000.’" in_Anthony
AL Taoy and Bruce Stune;- eds.. “Food Production in the People's Renublic of China,”
International Food Policy Research Institute, Research Report 15, May. 19800 . ...
~ 88ee Robert F, Dern rger.——i‘Economlcal Consequences and Fature Implieativns of
Population Growth 1o China, * Paper Series, East-West Population Institute, The East-West
Center, University of Hawall (forthcoming).
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1952 und 1977 this more iitensive use of traditional inputs (labor)
resulted in a 4 percent annual inerense in the grossg vilue of agricul-
tural production while grain produection increased only by 2:2 percent
# year.® This positive growth in agricultural prodiiction is tempered,
however, both by the problems of low labor iéduc,tivit;' and per
-eapita incomies existing in 1949 and by the “in ustry first” priorities
of China’s leadersliip. V’Ir‘rhru.éﬁi,t,s]jbjxd ome 1

funa’s feadd ] come as no surprise that the
adoption of these economic policies over the past tlirec decades has

resnlted in the inlieritance by the post-Mao leadership of a serious
agricultural problem. - -
_The agricultural growth rates presented above reflect the gross value

of outpnt; that is; increnses in output obtained by intensifyiig tlic
use of traditional iiiputs. In fact, the real cost per unit of output in
agriculture has increased; ie.; over the past 25 years total factor

productivity hus declined—that is, inputs have risen faster than
outputs 1n this_sector.’* One could argue that this exaggerates the
= cvolution of a findamental agricnltural problem faced by the post-
Mbuno leadership. This involves the very ripid ificredSe in *he use of

inputs purchiased from the industrial sector. Inasmuch as agricultural

outpnt prices have remained. relatively s :able while the price of agri-
cultural inputs supplied by the industrial sector has fallen, the money
costs per unit of output have not risen fast enough to offset the increase
in_total output; that is to say, agricultural mouey. incomes have in-

creased. Xccording to surveys carried out by the Chinese, however,

the cost of producing grains.and cotton . increased by more than-the

value of output Letween 1965 and 1976. As a result, production costs

have exceeded the state’s purchase price by 10.6 ercent for grain and

two. percent for cotton by 1976.1: (fgift@jimpjlys gy relying largely on

traditions! inpnts to achleve agricultural growth and the adoption of

a price policy which facilitates the exploitation of agriculture for

~-rapid industrial growth China’s policies have made agricultural pro-

" duction less “profitable” in terms of both real resource and money
costs. 12 o o ,

- -On the supply side, the crux of the problem inherited by the post-

Mao leadership was the necessity of increasing agricultural produc-

—--2“Maln Indicators.” based on gross value of ugricultural output in 1952; in 1952 prices

and in 1977, in 1970 privces. ... __ .- ... L T TN T
.- 19 According-to Tang's estimates,-total factor-productivity in China’s agricultural sector
In 1977 was 19 percent below_ the levél of 1952 (21 percent below the level.of 1057). He
sfates, “Technically, -there have been downwn{g 8hifts In the aggregate agricultural pro-
duction_function in the Peoble's Republic. This siggests.the conclusion that the Chinese
autput growth hnae been-realized-at-high _resource cost, especlally when compared with other
East_Aslan 'nations.’ In Tang's “Food. and Agriculture,” op. clt..--pp. -27-28. A recent
Chinese report confirms-that-net per cﬁlt&fproggctlvlt,y of the agricultural Jabor force has
Dot lncreased slnce 1937, J{ Ling and Lu. Nan, ‘‘Discusslon-ef-the Sisrors ‘Differential
Between Aczricultural nnd Industrlsl l'ro(lneitis.j',ﬂqngtu, No. 6 (1980), p. 48. _ _ .
.11 The production costs used in these estimates probably included 1abor costs, val ed at
the average value for work noints: The statistics for estlmating the cost of prodiicing graln
‘wera obtalned from a sample of 2.198 productlon trams. (see Guan ming Ribao, 775eceny
0-

‘;bg‘! }g;g) ; those for cotton from a sample of 302 production hrigades (see FBI1S. 28 Oc
T Yoo o T TR -
;-2 For-an. excellert detailed flinstration of these costs or lmits to the achlevemient of
further agricuitural growth by mesans of latensifyin the-expansion of China's traditional
agricultural technology. see Thomas B, Wiens. ““The Limits to Agricultural Inténsification :
The Suzhou Experlence.” In thls volamié, which analyzes this attempt to Increase the pracs
tice of multiple cropping.
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plis grew much faster: As a result, between the mid-1950s and mid-
1970s;, perrcnpitn consumption of foodstuffs did not increase.

_For nearly all of the twenty years from the Seconid. Five-Year Plan period
{1955-62). to the gdow! o

tall of the Gang of Four in 1076 there was little or
rise 11 l¢ing standards. Some years recorded a drop or only a slight rise which,
iliofe ofteri than not; reflected rehabilitation patlier. than.renl growth. . . . Each
peasant's annual grain ration remained for a lohg time at around 400 jin or 200
kilograins of unprocessed grain . .. and thie consumption of vegetable oils, eggs

and.aguatic products, aceording to our estimates, has not returned to the 1957

level.®

 Based on various Chinese press reports, I hive estimated that be-
tween 1955 and 1977 the total per cupita_disposable income of the
i@g@i}tﬁ,ri}icrensml by 17 yuan (about 19 U.S. dollars).. Niclolas

ardy has estimated that the per capita peasant income distiibuted

by the collectives, in constant prices, increased by 7 yuan. {about b
U.S: dollars) between 1957 and 1978.¢ At the same time industrial
workers, the sector whose growth was to be the beneficiary of the ex-
ploitation of agriculture, fared no better than the peasants.

 'The average wnges.for workers and staff in 1979 were 705 yuan; an increase of
10.8 perceiit over that of 1957. However prices had risen and real wages showed
a decrense s - L
~ In the 21 years from 1957 to 1978, the average per-capita grain supply in urban
areas dropped 3:2 percent; the supply of vegetable oil decreased 33.3 percent; the
supply of cotton cloth_decreased 2 percent. And this.level of supply was main-
tained only by reducing supply to the countryside and importing graln, edible oils,
and cotton.*

higher priority given the stite’s supply. network in the acquisition of
available supply, the rate of increase in the sijpfl,y”of,agricultural
commodities was not sufficient to meet the state’s demand. This growing

gap between supply and demand was met by an increased dependence

" Dospite rationing; various income distribution policies, and the

“on imports of agricultural commodities. Over the past three decades

ono of the inost significant festures of China’s econoniic development
performance has been a steady transition away from a troditional posi-

tion as a net exporter of raw and processed agricultural products, the
historical mainstay of China’s export trade and & major means_of
financing a sizable import of the producers’ goods essential for the
industrialization program, Today, ‘China is dependent on the net im-
port of these same commodities, Based on historical patterns this tran-
sition could be interpreted as evidence of thie natural results. of a coun-
try’s successful efforts to schieve economic devé]bpméjjg.flnrrchinn’s
case, however, with its large agrarian economy, this transition is the

consequence of the failure to solve the sgricultural problem. _

 On the export side; in the 1950s foodstuffs, beverages, and tobacco
had nccounted for about one-third of China’s total exports. By the mid-

1970s, this figure was only about one-fourtli.* The moast dramatic

" Liu Guogusng and Wang Xianming, A Study of the Speed and Balance of China's
Economic Development 7it Sclence in China, No. 4 (1980 )TPJD'” [
14 My estimate_comes from research.-fora-paper yet to be written for publicaticn. An ex-

. Eignut on-of how this_estimaté was _derived would require more space than Ix warranted

epe. biit 1€ 1a fmportant to note that-my “estimate relles on statistics from sample surveys,
national gverages; and-several simplifying ,asaumytlonn: The estimate by Lardy i from his
article, '*Chinese Agriculture Development Polley”’ (Iorthcoming). .

B Liu and-Wang, op.elt.... ... e il ol
1w Tiang Wensen and Tian Jianghia, s“p{pal Producti: A New Polnt of Departure,’
Soctal Sclences in China. No. 4 {1980).p. 61, o e
" 11 For. a.more detailed analysis of the quantitative changes in the levels of commodity
composition of China's forelgn trade. see John Davie and-Dean Carver,- “China’s Inter-
national Trade and Finance,’” and Fred Surls, *China’s Grain Trade,” in this volume.
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i;jiiiji'gé was the decline in exports of soybeans, oilseeds, and their sub-
sidiary products. In the 1950s, the export of these goods accounted for
20 percent of China’s exports; in the 1970s only 2 percent. It is on the

“import side, however, that the growing domestic shortages of agricul-

tural products are reflected niost clearly. For example; by the mid-

1970s, China had becoine a net importer of oilseeds and edible vegetable

oils and, by the end of the 1970s, one of the world’s largest importers
of these coinmodities. Between the 1950s and mid-1970s, China’s im-
ports of sugar and cottoii increased at an average annual rate of 12 and
20 vereenit, respectively. By the end of the 1970s, Ching had become

the world’'s largest importerr of raw cotton. The import of sugar
accounted for approximately half the total domestic ,Sugp!y,, compired
to less than one-fiftli in the 1950s. Finally, ia the 1950s, China was & net

- exporter of grain, importing virtually no grain at all. After the agri-

cultural crises of\1959-61, imports of grain, mainly wheat, ranged from
4.5 to 0.5 mi]]ion\tons for the next five years. By the end of the 1970s,

net_imports of grain were running af a level of approximately 10
million tons. Voo S
It could be argugd that these problems inherited by the post-Mao

leadership in the agricultural sector aie the “costs” incurred in imple-
menting 4 development strategy premised on the exploitation of
agriculture for the purposes of rapid indiistrialization, The imple-

" mientation of the Soviet model did allow (in fact; one could argue it
guaranteed) thie Chinese to “*build £00,000 industrial and transport en-
teirprises with total assets of 800,000 million Yyuan” (over 500 billion
U.S dollars) over the past three decades.’® This resulted in the 9.4 per-
cent a year increase in industrial production cited sbove: Thus one
could argue that the “costs” of the problems created in the agricultural
sector inust be

weighted against the efits” of growth which resulted
in the industrial sector: Our major concern in this paper; however; is
with the current leadership’s new program of economic policies—
policies adopted in @in attemipt to cope with economic problems in-
herited from the past. Despite the apparent successful record of growth
indicated by the macro-indicators for industry, those problems in-
- herited.in that sector are as serious as those in agriciilture.

In general these piobleiiis can be readily summarized as those of

growing inefficiencies and inter-industry sectoral imbalances. In g Te-
cent article iii Renmin Ribao, entitled “Exert efforts to raise the. eco-
nomic _results,” by He Jianzhang and Zhang Zhouyuan, the Chinese
provide us with an excellent ilhistration of this problem: 7

I e cumulation. for every 100 yuan in sccumulation and
investments in fixed as > amount of nutional income. produced averaged
23 yuan and 34 yuan respectively during the 1976-79 period. These figtres are
much lower compared with those scored nring the first 5-year plan period, which
stood at 35 ynan and 52 yuan respectively: : R » -
__With regard to production, raw materinl consuniption is great. During the
period of the first 5-yvear plan;_the proportion of raw material consuir.ption in
aggregate soclal products was estimated to be 443 percent. It has continued to
grow since the second H-year.plan and remchied 56 percent in 1979 . . . Of the
71 targets for raw materinl consumptlon i1 thie country's key industrial enter-
prises in 1979, 48 failed to measure up to the.lowest previously attained levels,
In 1979 energy consumption for every 100 million yuan worth of gross industrial

In respect fo eapital ‘¢

W Beijing Review, 27 April 1981, p. 6,

o
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. and agricultural outpiit value amounted to 95,000 dun of standard coal, 33,000 dun

more than during the period of the first 5-year plan. S R
" In respect to fhe turniover of circulating funds, for évery 100 yuan worth_ of
output value turned out by the country's State-run industial enterprises in 1979,
a_circulating fund of 31 yuan was_required on the average. This was 14 yuan
more than the lowest level 6f 17 yuan in 1956.* -

The article quotéd above does not cite comparative statistics for_the

most direct indicator of changes in efficiency—total factor produc-
tivity: For example; we are told that the fixed assets of state-run enter-
prises increased by approximately 2000 percent between the early 1950s
and the end of the 1970s.%° At the sume time staff and workers em-

loyed in “units owned by the whole people” is said to have increased

y approximately 500 percent.” These state-run enterprises are not

g but the industrial sector
accounts for by far the largest share of these units. We assume, for our
purposes here. that these statistics indicate an average rate of growth
of fixed capital and labor in industry of 33 and 6 percent a year be-
tween 1952 and 1979. - L o
~Inasmuch as the gross valie of industrial production increased at an
annual rate o e pet

f 10 percent over the same péri'(jd,@;cmidgjculcula;tion of

lsbor productivity (i.e.; dividing the gross value of output by fotal

employment) would show it increased by about 4 percent a year:

However, when we take the rapid growth of fixed capital per worker
into account in estimating the changes in total factor productivity,
using a weight of 75 percent for labor and 25 percent for capital; total
factor inputs_{labor and capital) increased at an average annual rate

of 12.75 percent; i.e, total factor productivity declined at an average
annusl rate of 2.75

percent between the early 19505 and 1979. -

" A decline in profits per unit of output merely reflects these declines
in factor productivity and increases in raw material costs. “Industrial
enterprises’ average profit from every 100 yuan of output value in the
country in 1980 was nearly one-third less than in the record year. of

1957.” 22* The cause of these inefficiencies was, to some extent, the dis-

proportionate growth fostered by the priorities pursued in allocating
investment amnong the various sectors. Thus, although heavy industry
(especially metals and machine building), had been developed to the
point of excess capacity and growing stocks of unwanted output, the
energy, building materials, consumers’ goods, transportation, and
urban social overhead capital sectors (along with agriculture) had
emerged as serious constraints on sustained economic growth in China.
Speaking about developments in 1976 and 1977 Xue Mugiao; one-of
China’s Foremost econormists, claimed that “not ‘only was the_develop-
ment of light industry far behind that of heavy industr, but also inside
heavy indnstry itself the production of energy and of many kinds of
raw materials could not meet the construction needs: Because of the

shortage of electric power, many factories had to stop work for 2 to 3
» Renmlia. Ribao, 30 March 1081, p. 5. -~ - e -
 ® Commentator, “Stralghten-Out ‘Gildelines for Economic Work—On Leftist *[isfakes
in -Economic Conatfruction.’” Renmin Ribao. 9 April 1081, p. 5. .
11 Main Indlcators, og.rclt..—p.ns. T - i
_ 13 The officia]l Bfafe Statistical Bureau statistics. report_an. average annual Increase in
labor,prgdu,ct,lvltg ‘of -3:9 -percent-a year.1n_*industrial enterprises owned by the whole peo-
ple:- between 1952 and 1979. Main Indicator:, oiy. clt..J). 9. . 3 L o
132 Commentator; ~‘Increase Economic Results and Broaden the Sources of Revenue,”
FBIS, 17 March 1981, L 17.
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days each week, while inany units had to suspend construction to wait
for the building materials; and construction of the projects dragged on
for & prolonged period of time.” % o S
__This somewhat lengthly introduction has been presented to indicate
the magniude of the serious economic problems faced by the post-Mao
leadership when they regained power after the death of Mao. The eco-
nomie policies they have adopted and mmplemented over the past few
years represent an evolutionary process of their attempts to solve these
problems: A eritical analysis of the consequences and success or failure
of these economic policies must take into account the fact that these
complex ccoriomie 151168 were a legacy of China's ecornoiiiic develop-
ment strategy to which the current leadership found themselves heir:

P.R.C. INpustriaL PoLicies; 1978 To THE PRESENT: AN OVERVIEW

__The death of Mao and overthrow of the Gang of Four in the fail of
1976 was followed by the rehabilitation and reascendance to power of -
leading elements of the right-wing under Hua Guofeng’s transition" -
governnient in 1977. At that time the post-Mao_leadership saw their

cconomic problems as easily solved by the mere overthrow. of the Gang
of Four and the elimination of the counterproductive effects of their
olicies on China’s modernization. Thus when the First Session of the
Fifth National Peoples’ Congress was held in the spring of 1978 Hua
Guofeng’s “Report on the Work of the Government” focused on the

outline of the Ten Year Plan (1975-85) fo.r China’s modernization:z4
Mao’s principle of continiing revolution to achieve the advanced stages
of socialism and the Maoist edict of “politics ifi command” were to'give
way to n stress on solving China’s problems of economic developmerit.
~The basic framework of the Ten Year Plan adhered to the same

priorities of rapid ~ccumulation and investment that had been piirstied
1n the past. Investment in industry over the niéxt seven Years was to be
greater than that of the entire past 28 years. One hundred twenty
major projects were to be constructed and industrial output was to
increase by over ten percent a year. These policies were to yield a gross
value of output over the next seven Years greater than that of the entire

past 28 years: Within the industrial sector it was heavy. industry,

especially those traditional priorities of the Soviet-style planners, that
would be favored. @~ = L o
__ Despite this renewed emphasis on the traditional pattern of high
rates of accumulation for the constiuction of new.industrial production
facilities—especially in heavy industry—agricultural production was
expected to expand rapidly as well. Over the eight years between 1978
and 1985, the gross value of agricultural production was planned to
increase i)y, 4:5 percent a_year, with grain production increasing by
more than 4.1 percent a year. A parently these optimistic projections
for agricultural Zrowth were related to the ,post-gﬁm leadership’s be-
lief that the radical policies of the Gang of Four were responsible for
most of China’s econoriic Woes. .

.- In the 11 years from 1966 to 1976, despite serlous interference and sabotage by
the . | [ Gang of Four, grain output still registered an annual Increase of over

_-#Xue Muqiao, “Adjust the- Natlonal Economy and Promote Overall Balance," Jingil
Yanjtu, No. 2 (20 February 1981), p, 27.
% Beijing Review, No. 10 (30 March 1978).
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4,3 percent in a third of the provinces, municipalities, and autonomous regions,
with n maximum of 5.5 percent. .. . With the smashing of the Gaug of Four, we
believe that it is entirely. possihle_for all the provinces, miunticipalities;, and au-
tonomous regions to attain or exceed thiis rate of increase tiirough their (own)
efforts.™ i T

 Soon after the introduction of the Ten Year Plan, however, the
Clinese becameo aware that China’s economniic problems were not simply
n matter of radical policies and interference. . o . o
~ Although the production. of grain_and cotton failed to meet the
planned target for 1978, output did grow by 7.8 and 5.8 percent, re-
spectively.?® Furthermore, the very rapid growth of commercial crop
production {oil-bearing crops, 30 percent increase; SUZAr CANc, 189
percetit incrense; and jute, 6.4 percent increase) meant that recovery
in the ngricultural sector, begun in the previous year; continued. Thus

in 1978 the gross value of agriculture showed an increase of 8.9 percent,

27 percent above the planned target. Growth in the gross value of

industrial production was also impressive; 14.3 and 13.5 percent in
1977 and 1078, respectively. Nonetheless, serious economic bottlenecks
which impeded the continued revival and sustained growth of the
economny became more and niore obvious: TLooking back on this period
Xuie Mugiao claims that:

Atb'tnis juncture, these imibalances in the internal relationships of our aational
ceonomy (were) becomiig very serious. This linbalance had been in existence over
the past 20 yvenrs. since 1958, . . . For this rea on, the “leftist errors whiel had
existed 30 years in éconouiic Wirk could not he sw tly corrected and, instead,
e errors of the “Great Teap Forward” were once again committed.
the appropriations for capital onstruction increased by..50

percent _and thie accumulation rate reached 36.5_percent. . . . (Over the 19708)
the_scale of capital c,qx)éti-li'ctitjii,'ekp:iiided,co,u,tin,uquslyﬁnn(l wasg achleved prin-
cipally by lowering the consumpitioi level of the populace. 1In 1976 and 1977, the
sverage grain ration per peasant was simaller than that in 1058 and 1957, the
average wage of the workers ani -employees. was_also lower, while the supply of
subsidinry food products in the cities became increasis gly stringent. . . . Some
comrades who had heen engaged iii econouic w rk for a long time cofimented :
- Accumulation provides the only source for expa ng reproduction ;” lowering
the nccumulation rate wolilld lower the speed of development of production and
in turn it would not be possible to improve the people’s living standard. . --. The

problem was_that the plan not only did not_leave any leeway vut actually had-..
many gaps. In reality, over several recent years the supply of sueh iteins as steel
products; con), electricity, cemeilt,. timber _and_transport could not ieet de-
. The insufficiency of materials for construction caused a squeeze On
, while insufficient supplies for. heavy industrial production caused
w_squeeze _on light industry and all joined together to cause a squeeze ou
agriculture. o - . A -
inqustridl production in 1977 and 1978 not only was of the .
_(there wasg 1o industrial grow in 1976) but it also com-
clements. Many of the_plants. anxious to fulfill their pro-
allowed the production costs to rise, and in particular they turred
of products not needed in the market or by the consumers and

dnction plans

these had to be stockpiled in the warehouses. Production of machinery @nd. irou
and steel claimed to lhave the highest speed but the stockpiling of products of
these two categories was the lighest and most serious. ‘What kind of economic
resnlt was actually achieved from this high production speed? =

Recognizing and reacting to the serious economic problems_asso-
ciated with their traditional economic dcvelopment strategy; in De-
25 Flua.Gaofeng, “Report on the Work of the Government,” Beljlng Review, No. 10 (30
March 1978),p.20.- - - . R oD
"_za/The statistles for nutput-growth in 1978 used in this paragraph are from Maln Indl-
cators, op.-clt. ; those for 1077 are from Xue Muglao. op. elt.

= Xue Muolao, op. clt.
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cember of 1978 the Third Plenary Session of the Eleventh Central
Committee adopted several draft proposals for.correcting this “sad
state of imbalance:” These were circulated and discussed internally:

- In his “Report on the Work of the Government” at thie Second Ses-
sion of the Kifth National People’s Congress (held in June 1979),
Hug annoiiticed that the study of the Third Plenum’s proposals had
led to the conclusion that “on thie basis of the solid achievement in
economic recovery and growth during the past two years and more,
the country should devote the thice years beginning from 1979 to
rendjiisting, restiucturing, consolidating; and ini})iﬁ?iﬁg,thé,hgtidﬁal
economy in order to bring it, step by step on to the path of sustained,
proportionate and high speed development.” #* In other words, the
Ten Year Plan was put on the shelf. The State Planning Commission
“revised the plan worked out for. developing the national economy in

1978, end the post-Mao leadership sought self-sustained growth by
means of a new and sweeping program of economic_policies. These
were packaged nnder the labels of readjusting, restructuring, consoli-
dating, aud improving—the “eight character program” of economic
reform: . . o

_ Readjusting referred to the Tecessary changes in priorities for the
allocation of investnient snd inputs aimed at correcting the serious
imbalances in the economy. New policies would give greater priority

to those sectors which liad emerged as critical bottlenecks to China’s

balanced_growth. Important in this area were energy, cons

] , 7, consumers’
goads; transportation, agriculture, social overhead capital -(educdtion
and housing), and building materials. Restructuring dealt with the

economic reform of the economic system itself; aimed at achieving
greater efliciency. This involved giving greater decision-makin

power to local units of production and in Increasing the role played
by market forees. Reforms involved in consolidation referred to the
weeding out or amalgamation of those enterprises that were not only
suffering losses, but—inore importait—iwere wasting real resources.

Improving focused on attempts to elevafe the level of technology and

managerial skills and practices in China’s ecoriomy. This aimed at not
merely borrowing modern technology, knowledge, and managerial

techniques from abroad to closs the ever-widening gap between China

. and the advanced or developed countries, but also at closing the con-

" siderable gap between. the averige level of technology and manage-

ment within & particular sector as a whole and that of the leading or
advanced units in that scctor. S o _

The purticilar details of the current leadership’s “eight character”
program of vconomic reform will be presented in a later section of
this paper. We can state at this point; however,.that the adoption
and implommtut._ion,of'\'“tirious’ new _economic policies; many on an

experimental basis, increased. steadily throughout the remainder of

1979 and 1980 Collectively they involved a sweeping package of
econoniie_iefornt which could be legitimately called China’s version
of & New Iconomniic Progiam.?®

% flua Guofenc, Renort on the Work of the Government." FBIS, 2 Jiily 1979, supplement.
. *Unllke the New Ecoriomlic Program In-the Soviet Union In ‘he early 1620s, it will be
argued in this paper that the Chinese economie reformis 6f the past few years have not dis-
carded the basle economic system of the previons period : l.e., the systéem of central, non-
market. planned -2lloeation of resources has not been replaced, only supplemented, by the

post-3ao economic¢ reforms,
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In 1979 the mucro-cconomic indicators for economic performance
showed that recovery and_growth in both output and money incomes
continued at inipressive levels.®® The gross va e of agricultural pro-
duction increased by 8.8 percent, largely. due to the very rapid growth
in the output of grain (9 pemeht),,&ihggil}b@ri—n'g crops (23.3 per-
cenit)® In fact; agricultural g rowtli. was slightly greater_ than the
growtl in thie gross value of industrial prodiction (8.5 percent). This
wase due largely to the decliné in the growth of heavy industrial pro-
duction (7.7 percent as compared to_15.6 percent in 1J78) and par-
tially to the introduction of the readjustment program in 1979. Yet
despite these impressive growth rates in the macro-economic indices;

economic _problems continued to pligue the new fcadership.
" In agriculture, although the gross value of output increased by

- 8.6 percent and grain output went up by 9 percent, due to the increase

tion fund increased by 16.5 percent. In addition, while light indus-
trial production had increased by 9:6 percent; growth in the produc-
tioii of many agricultural commedities important as_inputs In light

in money incomies of both peasants and workers in 1970 the consump-

. industry failed to iiieet the plan target. These included: cotton (1-8

percent growth in 1979). sugar cane (1.9 percent), jute (0.1 percent),

“urd tea (3.4 percent). Thus in order to close the growing gap between

domestic supply and demnand, the import of agricultural products

was increased. Grain iliports increased by over 1.5 million tons, to

i _peak level of 11 million tons in 1979, imports of soybeans almost

tripled (to_a level of over half a million tons), and—despite higher
prices—cotton imports increased to account for over one-fourth of
the total domestic supply.*® . } e
" Tiiport demands for producers’ goods generated by the original
Ten Year Plan itself were tremendous. The Chinese quickly became
involved in negotiating for a large number of plants and for the for-

eipn loans necessary to finince them: By the end of 1978 the foreign
debt implications of these negotiations -were becoming clearer; n

that year the import surplus in the balance of-commodity. trade steod
at slightly niore than 1 billion U.S. dollars. As the Chinese began to
have second thoughts about their Ten Year Plan a pause occurred iu
these negotiations. Yet while these doubts led to a revisiox in the
plan for 1979 and the introdiction of the “eight character” program,
the rapid pice of complete plant imports and foreign loan negotia-
tions were resumed. As a result China’s import surplus increased to

almost 2 billion U.S: dollars in that year.

__%0.Thé ddvocates of economie poliey reform {n CHIOE irguse this 1s one of the problems thay’
face In galning se port_lor the pollcy changes. Durlng a simliar period of_economlce policy
reforin in_ the early 1960s, because the economic_{ndicators clearly revealed the need. for
reform, the refor 3 mre,readllg,ﬁccept,eggfviqlp),osg ‘everyone. 1n-1077-79. however, these
dnme_lndicifors syowed rather igh rates growth and many challenged tiie need for-eco-

nomic reform.-1n Xue.Muglao’'s article cited above: he tells us that the intérnal discusslon

of the draft reform proposals issued by the Third Plenum at the end of 1978 led to ‘‘a bitter
debate” within-the pariy and the goveroment, - i e

31 Statiatick for output growth in-1979-in this.paragtaph dre from Malin Indicators, op. cit.
~ mThe increase In. consumption fund for 1979 was estimated by multiplying national In-
comde times.one minug the “percentage of accumulatiod in natlonal income’ 1n ‘both 1978 and
1979, Na‘fonaldncome data. from Mnin Indlcators, 0[)., cit. ; rate of accumulation from “Ups
and Downs of Sofe Malor Kconomie Targets,” op..clt. . ST -

s Trade data-for 1979-18 from National Forelgn Assessment-Center, oChing @ 1aternational
Trade, Second Quarter. 1980.” ER CIT 81-001, February, 1981, ) v

“_Fglance of trade statistics from 1978 and 1979 gi.- from Maln Indicators, op. cit,,
pD. (-5, ’ ‘
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Shortly after the overtlirow of the Gang of Four many of those
Youths previonsly sent down to the countryside were able to rejoin their
families in the urban areas. In addition, although the universities were
reopened, they were able only to absorb a miniscule share of the gradu-
ates from high schools. Fiirthermore, as a result of the “eight char-

acter” programi, new job opportunities in urban. areas were limited. In

responso to this problem tlie governinent urged these youths to:form
collectives or to cngage in private enterprise in the service trades which
were badly needed in tlie Citriigs.iisiirrjjil@i'ly,t}iéfy could “volunteer” to
return to the countryside; especially to the rontier areas. Despite
claims that jobs were found for many of these people, estimates plice
the number of nrban unemployed at more than 20 million, or ap-
proximately the same amonnt of unemploynent created in the early
1960s during a similar period of economic rehabilitationss  °

A budget deficit of over 10 billien U.S. dollars led to a substantial
incredse 11 tlie nioney supply and serious inflationary pressures. While
the planned budget for 1979 was balanced; attempts o increase peasant

amd worker incones resulted in revenues falling 4.6 percent short of

planned expenditures. This shortfall was compounded by the fact that
planned expenditnres rose 7.4 percent above the budgeted figures.’® The
inflationary pressures generated by this total budget deficit ultimately
ledl to actual price increases, both officizl and illegai, in 1980. While the
“oflicial™ rate of inflation that vear is said to have been 6 percent (13:8
pereent for foodstuffs), most ‘observers believe it was well above 10
percent. o e L
By the tinie of the Third Session of thie Fifth Natinnal Péople’s Con-
gress held. in. September 1980, Hua Guofeng in his “Report on the
Work of the Government” claimed that “our econoiny has taken on a
fairly new look in the past year or so as a result of the process of
readjustnient, restructuring, consolidation, and improvement. . . .
Practice has proved thut;;ﬁ',ﬁ{“}éiglit,i:}ji,irijc'tei”), policy : .. __is cor-
rect and has revitalized our economy and led it on to the path of sound
development:” 37 Otlier speakers at the Congress; however; had the un-

enviable task of reporting that the economic policies and reforms
adopted by the post-Mao leadership had led to budget deficits, infla-
tion, iniport surpluses, declining growth rates, large pockets of poverty

in the rural aress, snd urban unemployinent.®® It was admitted that the
goal of putting the economy back on the track of self-sustained eco-
nomic growth in tliree years would require an additional two._years.
A ofie-year plan for 1981 was announced; along with plaids for the
formulation of a new five-year plan for the period 1981-85. Within a
few moatitlis, following the Third Session of the Fifth National People’s
Congress, it was learned that even the earlier estimates for 1980 were
not reilized,
:j’rr,it-qqr,(llnr.; to a survey of 87.000 wage and salary earner famllies in 44 citles in IéBD,
unemployment-is an Important explanation of urban poverty. In familles in the “‘very-poor”
class (below 15 yuan g month of dlsposable income per capita), those who have a job. earn
& wage and-salary that (8- 97.7 percent of the average wage or .salary- for all wage and
salnry earners; but one workér 1n every 2.5 famlilles in the “very poor™ class 18 anemployed.
NCNC. 30 December 1980, e R st
1936\}'x1ng li)llm.;xlhin, “*Report on Financlal Work,” Beljing Review; No. 39 (29 September
80). pp, 11-12., - - B . T oY ,
R ;‘,ﬁlﬁ)cuoréng'ﬁ Speech” (tull text), Beljlng Review, No, 38 (22 Septémber 1980),
pp.. 1: . ST [ S '
¥ For example. see Yao Yilla, “Report on :the-Arrangements_ for the Natlénal Economic
Plans for 1980 and 1981,” Beljlog Review, No. 38 (22 September 1080).
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- Wlth the exception of gmm, output targets for “all seven other
major ngrlcultur;ilfpi'qdqt:trsr”r were overfulfilled in 1980. Cotton pro-
duction increased by 22.7 percent and oil-bearing crops by 19.5 per-

cent.* The 4.2 percent shortfall in grain_production was due both
to serious natural calamities {especially in North Ching) and the shift

 of both land and labor efforts to more profitable crops. On balance, the

v

!(!Zf,onpngg Plan-and §

gross vaiue of agricultural production increased by only 2.7 percent,
although this was said to be 3.3 percent above the revised plan released
in September 1980. Fhat same year heavy industrial production had
increased by only 1.4 percent. However, because the target for light
industry was exceeded by almost ten percentage pounts (increasing by
18:4 percent), thero was an ovecfulfiliment of the targeted increase for
industrial production as a whole. The slow growth in_heavy industrial
production was a major problem because it included an absoliite. de-
oline i1i some critically needed commodities; for example, energy. The

planned budget deficit for 1980 was exceeded by 50 percent, leading to

further overdrafts from the bank and an increase in currency circu-
liwtion of 7.6 billion yuan (more than double the planned amount).
Significantly zided by a rise in petroleum prices, exports increased
more rapidly than imports. As a result; the import surplus decreased
to 570 wmillion U:S: dollars, compared to 1.87 billion in the previous
yeur: , S

’ 'The impact of all these factors is reflected in the adoption of a re-
vised plan and budget for 1981 at_the Seventeenth Meeting of. the
Standing Committee of the Fifth National Peoples’ Congress. These
measures reduced the projected budget revenues and expenditures by
9.1 and 132 percent, respectively; to provide a balance budget. The
large reduction in planned expenditures was to be achieved by .45
percent reduction in the planned capital construction target for 1981
and additional restrictions in planned expenditures for nationzl de-
fense and government administration. Although. few detatls of the
repdjusted economic plan liave been announced, the éxtent of the en-
efgy crisis as a serious bottleneck is indicated b no growth in_1979,
a

ecrense in,output,iij,_,19,80,pnd, the further reduction in the energy

output targets for 1981 (a 6 million ton reduction in the_original
target for oil; 21 million tons for coal). In addition the steel produc-
tion target was reduced by 5.7 percent to save on energy consumption
and transport néédé.ﬂ,&c:g'gjrdinﬁ to Xue Mugiao “this year { 1981),
another big readjustment is eing attempted._and the industrial
growtli rate is estimated to be only 3 to 5 percent.”* .
The Chinese now admit they had lost complete control over capital
construction, as well as budget expenditures; Imports, prices; and wage
and bonus payments.** They have also been forced to admit that “the
planned. goal of modeérnization in the next 20 years will be at amoder-
ate level and not up to the present level of economically advanced
= Uniless otherwise noted, the-ecoiiomic statistics In this and the next piragraph are from
“Communique on-Fulflllment 'of Chbina's 1980 Nutional Econormmle Plan,” Beliing Review,
No. 10 (I1 May. 1981 %"npd—Yno Yilin, “Keport on the Readjustment of the.1081_Nafionil
ate Revenue and Expenditures (excerpts), Beljing Review, No. 11

¢ March 1981)... _ ..

« Xue Muqiae, op-eft...... .. oo Lol e
__« For_example; “‘at present, we not _only Lave no control over the number of ~workers,
but we have algo jout-control aver wages a8 o result-of the indiscriminiate handing out of
haniises by aome of gherentemrlnes."—Commentntor. “How to Appralse the Current Economli¢
Situation,” Hongl, No @ {Mareh 1981),
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countries. . . . a long and strennous process is required to muke the
country and thie people prosperous.” ¢ = _ N
At the present tine it has been decided that further experimentution
with reform of the cconomic system should not be.extended and that
a “consolidation”. of. experiences-in these reforms is necessary before
moving further. Quite simply, the Chinese have concluded that the
readjustment of the economy and public finance; i.e.; the restoration
of equilibrinm in_supply and demand; must. be achieved beforc fur-
1 system is carried out. Thus, “in carrying
out the eight-character policy . . . readjustinent is the key (and) in
order to get rather quick resu{

ther reform of the economic
o1 sults from readjustinents; it is necessary to
guarantes that the principal regulatory forces under this _Systein—
administrative orders and directive plans—possess full authority, and
that they are properly centrulized and unified.” * An eight point list

detailing specific areds of policy change; published in Beijing Review

on 16 March 1981, outlines ways in which the central government is

reasserting its traditional power of ceéntral control and unified author:
ity. These are: (1) the plan; (2) funds for investment; (3) financial
and taxation systenis; (4) credit and cash Systems; (5) material
supply and allocation systems; (6) prrircers:;;(7),,jvigge’s,,b,onuses,:un‘d
fringe benefits: aud; (8) foreign trade and forejon exchange. This
) > i _excluded) would
seemn to_represent a njor setback for the economic reform policies,
especially in the industrial sector, . - L
_The preceding overview of tlic chronological evolution of the cur-

extensive list (and one might ssk if an ything was

rent leadership’s.economic policies has been presented to provide the
necessary framework for the disciission that follows. We will ask:
What were tlie specific policies? What were they attempting to do?
With what results? -What are their prospects for the futiire? As the
discussion above makes clear, over the past three or four yvears a wide
variety, not a single compreliensive and well integrated package; of
econonlic policies was adopted. Yet I believé one can interpret the
post-Mao leadership’s economic policies as consistent in an attempt to
considerably modify the total economic development model—economic
system and strategy—they liad inherited in the mid-1970s.

Tue Innerrrep EcoNosic DeverormMENT Mobgr, 44

- The econoniic development model inherited by the current leader-
ship in the late 1970s consisted of three major ingredients: a Soviet
model (the centralized-planned economic system) ; the Stalinist devel-
opment strategy (the “big push”) ; and Maoist ideclop y {the radical
principles). The first two Ingredients were adopted Dby the Chinese
n the mid-1950s and. continued to be major featres of China’s. devel-

opment strategy until the time of Mao’s death. Maoist ideology became
operational as part of the Chinese development strategy briefly durin

the Great Leap Forward in 1958-59, reemerging during the Cultury

iii;ii‘;gtx;cﬁiii:éiéh Out the Guldellnes in Economic Work," Renmin Ribio, FEIS (10 Aprll
9 Wu Jingllag nnd Zhoi Shalian, Correctly Hnndle the Relationship Between Readfust.
ment.anil Restructuring.” Renmin Ribia (5 Dacen ber 19807 . . 5, p “etwveen Readfus
-~ 4 Some renders will. argue the dlseussion In this sectioii 6¢ the baper Is a simplification
of 4. véry.complex situation with treiendous variation over time. My reiponse Iy ;- true,
but-all meaningful analysls fx hased on n simplifleatloi of reality. The real test s If the
gbsﬁ:ngtllcéx‘l ’}"5?'“},’—‘{—"'{{’“"‘{ﬁ" mé,nlhlngfuLgnnl_vnfs 1nnd conclusions or, hecause of teo
reat a-leve apstractlon, the analyses and conelits ONs are not only ingles
wrong. In this ease I must leave it t6 the reader to declde. 5, meaningless, dut

-
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Revolution in the late 1960s throu,.. the time of Mao’s death. I believe
that the combination of these three major in edients best represents "
what most people have in mind when they refer to the Chinese model;
certainly they made up the development model inherited by the post-
Mao leadership in the late 1870s.

" The basic ingredient in China’s economic. paradigm is the Soviet
model, or the economic system itself. Often referred to as the

centrnlized-planning or command model; I have called it the Soviet
model because it was first adopted and implemented in the Soviet
Union and the Chinese directly borrowed it from that country. In the
industrial sector the means of production are nationalized and run by
public managers who are ‘assigned production targets by the state.
These and ;{iﬁiér targets are determined by a bureaucratic planning
administration: In agriculture, production is collectivized and the col-

- Jectives are assigned plans for cropping; yield, and delivery quota sales

to the state. Trade; that is, purchase and distribution of key com-
modities including all producers’ goods and most major agricultural
products and all %oreign trade, is monopolized by the state’s_trading
agencies under a unified supply plan: Public finance is also unified in
the state’s budget; with the profits of state enterprises being collected
as budget revenue and allocated as anilateral grants for investment
projects or as subsidies to cover losses incurred by state enterprises.
Prices are sel by the state and workers are hired by the state’s labor
bureaus and assigned to factories where they are paid wages set by
the state*® : . . e -
" The adoption of this economic system, of course, places tremendous
con-:mol over the mobilization and allocation of ‘resources in the hamnds
of the central planners. There is no reason, in theory at least; why the
_central planners cannot use this power to favor agriculturai develop-
ient, increases in the standard of living, light industrial production,
investment in urban social overhead capital, or any other sector they
choose. Historically; however; countries which have adopted the Soviet
model have also adopted the priorities set by Stalin and his. central
planners, These priorities place heavy emphasis on a very high rate,
of investment and rapid growth.in heavy industrial production, espe-
cially the basic metals and :nachine building industries. This occurs at

the expense of agricultural development, increases in light industry
and tho standard of living; or the development .of the service sectors.
In fact. these priorities are so typical a feature of economic planning in
countries that have adopted the oviet model ; i.e., the economic system,
+hat many authors include them.as an important _ingredient ‘of that.

_ model. Arguments and empirical evidence presented in the Chinese
press over the past two years make it clear that China had also imFIe-
riénted the Stalinist model throughout the quarter of a century before

the death of Mao. - - - - o S
. It is the third clement which makes the Chinese model uuique: the
Maoist ideology. Unlike the basic features of the Soviet and Stelinist

h Maoist radical principles were a dominant

niodels, the estent to whic
factor in_influencir

1g economic decision-making and activity varied

considerably between regions and over time. When the right-wing

- Fol!,an,exéélle'ut,urxumeut,,p,{,yvl;,yﬁgblua's economlic syster 1n the mid-1970s represents
the traditional Scviet model, desplte several miodifications the Chinese have tried -to_lntro-
duce-in that model over the past two decades, see Benjamin Ward, “The Chinese Approach -
to Economic Development,'-in Robert F. Dernberger, ed.; “China's-Development Experience
In Comparative Pérspective” (Cambridge: Harvard University Press, 1980), pp. 93-85.
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rged victorions after the death of Mao and overthrow of the Gang

eme irow
of Foui at the end of 197 6, however, the Maoist model was an integra
part of the development model they inlerited from the past. Radical
Maoist econoinic principles included : (a) local, regional; and national

self-sutliciency; with limited dependence on foreign trade or assistance;
e, the reduction of specialization in the division of labor; (b)
egalitarianism and noriiative incentives, including mass campaigns,
and & rediction in relatin individual, small g1 oup, or unit income to
the quality and quantity of work accomplished ; (c) the elimination of
the “vestiges” of capitalism or the reduction and elimination of private
income earnin activities outside the socialist sector; (d) mass par-
ticipation in_decision-making or -the elimination of an explicit hier-
archy of authority and responsibility based on skills or expertise and
job. assigiinient; ‘and, (e) the politicization of economiic- decisioni-

making, behuvorial rules, and policy determination and reduced em-

phasis oti economic rationality, in the sense of economic cost and benefit

calculutions; S S -
Any description of China’s development inodel and strategy in the

mid-1970s would have to include a_combination of the Soviet model,
Staliniist strategy, and Maoist_ideology, as defined above. The evolii-
tion of the post-Mao leadership’s package of ecoriomic policies, T
believe, represents an attempt to reform each of these three com?'q’@ii@
inherited from the past. Moreover, the evolution of their pack

1st. lution age of
economic reforins over the past few yeirs reveals a sequential pattern

which provides sn important explanation. of what these economic

refornis policies are trying.to achieve, where and why they have
encountered problems, and their prospects in the future,

TiiEg Post-Mao LEADERSHIP'S PROGRAM OF Econonmic PoLicies : REeronrm
oF THE MaowsT IbEoLogy

- The post-Mao lendership, which included many veteran right-wing

casualties of the two line struggle of the previous two decades, began,

ately upon regaining posi-

to discard the Maoist iﬁbdél;ulmosnimgmdi

tions of authority. They initially believed this alone woul be siifficient
for putting €hina’s economy back on the path of self-sustained eco-
nomiec growth; the econoury having bee (

en_diverted from that path due

to the influence of radical economic policies during the previous decade:

The Muoist model was judged to be an intuitive and corruptive inter-

pretation of true Marxisiii. The right:wing leadership now, sought the
.“economic priiciples of socialisin during the transition. period from
capitulism: to communism” froin the baslc,téxrt;sﬁ—”—l\,mljx, En%rfls, Lenin,
Stalin; and even Mo hxmself:VVSru'ghr theories were to be com ined with
empirical evidence; ie., seeking truth fromn practice.ss o
“ Deng Xiaoping's tteiapt to eliminate the _continueil {6fliehce of the Maolst_econamia
principles advoeated by the left-wing of. the party hy areulpg that “practice. {s the-sole
eriterfon-for testing triith’ enecuntered slpnjticant opposition. in 1978.-A major articls i
Deng's. plfort . was “*Proactice is the Solé_Criterion for 1 esting Truth'! Wwhich first-appeared
oen 11 May 1978 Aand was. publicly endorsed by Depng in. an important speech on _June Z2nd.
Deng's opposition were those lnbiled e **w P
breseited In-the party journai "his artf . E m
by _Chalrman Mao wag, we will resolutely. support:-w atever Chairman. Mao's directive
wag, we wlll unswervingly obey." Hongqi, No. 3 (1877), p. 10). Acenrding to a higtor:.of
party released by the Sixth Plendry desslon- of the- Eleventh Ceiitral Committee (June
1;)871,).kll*lunt(}utrité;u: wnaafxtnlemhgx:pr gne ‘(‘}wxmttlevéi-l;‘i}" group iHl-ld opposed Deng's pollcy
Qf -seeking truth from practice. Seéa * N Questions of x'arty Histor 7.'”* Beljl Review,
No. 27 (6 July 1981), p. 26. ¥ ¥ Jing Review

; : re o
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Mao’s principle- of a continuing revolution promoted by class
struggle, anti-rightist and socialist education csinpalgns, was to be
indetinitely postponed as primary objective; W le economic develop-
ment becanie China’s immediate and major objective. In his “Report
on the Work of the Governitient” to the First Session of the kifth
National Peoples’ Congress in_the spring of 1978 Hua emphasized
this change in objectives. He stated, “1n order to make Chiia a niodern,

powerful socialist country. by the end of the century, we must work
and fight hard in the political, econoniic, cultural, nulitary and diplo-
matic spheres; but n the final analysis wliat 15 of importunce. 1s the
rapid development of our socialist economy:™ As for the Marxist
justification for economics rather than politics being mn command dur-
m% the period of transition; this is testified to in Deng Xiaoping’s
sulogy ut the meniorial service for Zang Wentian on August 25, 1979
and by a Renmin IPibao article published thiat same day.® This article
was one which Zang had written i 11973, but had never been allowed
to paublish: In that piece Zang argued: 7
_In the long.run of history, an_important political life will. be_tried .and
cventually condeiined by aconomic -3 instead of changing the inevitable trend
redicted by economic Iaws. The struggle between a correct. and.incorrect po-
1 line always explicitly or. implicitly and directly or ifidirectly_reflects the
rdictions between economics and politics. A correct political line will
unlly win out lieciuse it adapts_itself to economics . . . HB for those “po-
ho talk +olibly about politics and fear to deul with econumics, they
cirefiilly stady what is the true contenit of .~politics being the
ression 761_ economics.” (phrase quoted frou th?' works of Lenin).
In other words, inistead of politics being in command, economics was
politics and those cadres who lind been recruited over the past twe
decades on the basis of their «redmess” werd to eitlier becone expo

- orbe replaced by those who were.

" The Third Plenuni of the Eleventh Central Comniittee. hield in
Deceniber 1978; which acknowledged the importance of relying on
practice as the sole criterion for testing truth, has been called “a turn-

ing point in Chinese political development sinice the May 4th (1919)
period.” ** In econoinic terins this plenum marks the launching of the
process in which the “trus” econoriiic laws or principles of socialism
(those advocated by the right-wing of the party) have replaced Mao-
ist principles as the party’s official economic Iiolicy. In addition, a
great many of tliose judged to have been falsely accused and perse-
cuted during the CnlturnT Revolution have now been exonerated and

rehabilitated. Tliese reprieves have even been posthumously extended
to tliose “persecuted to deat, .” Finally, many who have suifered from

diserimination and striggles due to their class labels s landlord and

capitilist wlich they inherited from their origins before 1949 have
een reclussified on the basis of their present occupations. Those who

o flun Giiote
Béfjing Review,
a7Zang Wis -

.10 (30 March 10T8).n. 18, .. . .. _ e e
"téj'nn,,cgm,\,mmlgr party- member {op more than 50 years and had died
Biit a_tnionth before the overthzow.of thie rag of Four. . - e
_% See Tany -Tsou, Miirr Blecher and-diitch Melsner, . “Pailéy Change ‘pt- the National
Qimmit and Institutional Transforma tici at the Local Level: The Case of Tachal and
Hulynng ‘County-in. the _Post-Mao Bra,” Seleeted Papers grom tlie Center for Far liastern
Studies (Unlversity of Chicago),-No, 4 (1979-80), p. 282.-According to the Chinese_com-
mumsts, the -Third Pléenum “marked a -crucial turning point of far-reaching significance
in the history of our Party since the birthi of the PPeople’s Republic.” See “On Questiony

. - . -
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have benefitted from reliabilitation or reclassification undoubtedly
offer strong support for the new leadershiip and their package of

. economic reforms, ) . - -
Noaetheless, this abrupt switch in lines, made possible by the desti

of Mao and the overthrow of radical Maoists st the top level of leader-

ship, has resulted in the crestion of serious obstacles to the implenien-

tation of the new leadership’s package of economie reforins. ¥or in-
" stance, althotigh there have peen suggestions that a purge of the lower
ranks of the purty will be carried out in the future, the bulk of cadre
at the local leveis—where the econlolnie policies are implemented—
continue to inctude not only Maoists; buc tiose wlio implemeénted; ad-

ministered; and believe in the Soviet and Stalinist elenients of the o
Chinese de eloptient model, 1t is they and not & new coliort of party
cadre who are being asked to implement a wliole new package of eco-
noric policies; and one which will; in fact, considerably modify
econumic administration as they have pricticed it in the past.® Given

these problems it is little wonder that resistauce to the implementation
of new economic reforms is_being blamed, extensively in the Chinese
+  press; on the reninants of “feudat” ideas and beliavioi that continue
to characterize China's politicul; economic, and social system: . . _
The principle of _setf-sulliciency is one of the -most basic Maoist
principles to be rejected by th¢ new leadership. Instead they favor
greater specialization and reliance on compirative advantage in the
division of labor—within the unit of production, as welt as regionally
and internationally. In agriculture Maoist policies centered on taking
grain as the key link; incrensing self Sufticiency in grain production
(even within individual comniunes); mid limiting “intra-provineial
grain transfers and specializiation in commercial farming. Over the

previous two decades these policies had proved to be a source of tre-

mendous inefficiency.®: For example, areas best suifed to animal hus-
bundry were forced to convert grazing land into wheat fields; high
yield ecommercial or industrial erop areas were forced to devote a por-
tion of thieir cropping areas to lov ‘er-yield production of grain. Once in
power; however, the right wing had no difficulty in arguing that
socialisin does not deny the benefits of the division of labor, speciali-

zation, and the gains from trads. Nor did they Lesitate to cite examples

(¢

ractice”) to show the benefits to be obtained froin specialization in
agriculture. Now individual agricultural units were to prodice on

-P0ne Is-reminded of a° similar occasion 1n. Cliltese -history ; f.e.; the Hundred Days -

Reform nt the end of theé nineteeath eentury,-when the Confucian officials were belng asked i

to limplement o retorm Progmmwthnt*\\‘o.xlil'éliilnge the system which had justified thelr -

past behavior aild even thelr existence.: il n

-5 Obvlousty, as Is true urmtr,qdltlonax,,ngrlcunure,lu,,mospcountrlcs, the typical peasant .

or_tenm desired _to grow._products to 'nieet- some of thelr own needs; to avold. riiks, -and-

axsure n -mintmom standard of Iving. Thig was alie important -to the (‘,rl;rl,ugse”p,eugnnt

wheen i free prili. inarket. did-not exist and e:g;eljmll,,syppl,le,s,,of,,i:i-iiln,ilependedfonﬁ-the—r —_—

burenucratically administe xlu;
8-

Istered state supple petivork. Thus the Densants>-standard—of Uvl
wan_largely détermlned. by thelr share uf the collectlves® outpuf of. graln. whick”

tributed ns lncome in kind to Its_ membeérs. 1t 15 therefore highly-unli.ely tha€ ]
a_cholce the. Chilnese peasant would choé se to completely speclillze _In the ] tl f
hou-grate crops or In non-crop. farm. s 1or..netivities.- On the other hand, the emphiasls
Biven seif-sillicient graln production at the local level throiighoiit Chlna (enforced by the
state’s asslgnment: of cropping. plans; giotas for- dellveries to ‘the state; 18_state's
control _over the graln  distribition and trade uetwork) sbvlously -inorea local
allocation of land and labor for growing grain at- the-expense of more “profitable’. and
deslrabla iigricultural retivitles. S : h a_nolicy often led -to_serlous thetliclencles In the
alleeation of resources, In fact. heééiuse.many production teams were-unableé to feet thelr

yield targéts for. grain. they sere forced to devote. even. more -land—unreported—for
growing graln _thnn was ealled for 1n thelr msslgned cropplng plar, 1n this way. they_hoped
1o _meet thelr grain dellvery quotas and yleld targets-—reported ylelds belng determined by
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the basis of their particular resource endowments and advantages,

gimed at the all-round development of China’s agriculture, includin
aninal husbandry, forestry, commercial and industrial crops; an

sericulture. Such a policy sought to correct the neglect. of non-grain
agricultural activities that had resulted from the emphasis and key
priority given grain production in the past. . . o

The post-Mao leadership’s recognition of the inefficiencies associated
with thie policies. of self-sufficiency in grain production at the local-s
level was centri! to their decision to promote specialization and diver-
sitication: Not only was it a jﬁiitjgrinf policy change; it was obviously
welcomed by those ut the local levels. Rational as it may be in-theory;——
however, the attempt to implement this policy has uncovered_many
practical problems which both limit its implementation and impede
the realization of the gains from specialization and trade that it at-
tempts to promote. Despite the priority given giain_production over
the previous two decades; per capita grain availability was relatively
low, not only as & national average, but especially in many communes
througliout China, and a significant share of the grain consumption of
workers in’soine major urban centers depended on grain imports from
abroad. Thus s reduction in the emphasis on grain self-sufficiency
throughout the agricultural sector would mean a greater dependence
on state supplies of grain or the creation of a gran market for those
units that chose and were allowed to specialize in' non-grain produc-

tion. The new leadership had originally hoped these increased grain

supplies could como from the nicreased output of China’s traditional,
high-yield grain areas and specifically designated several “commodity-
grain production bases” for this purpose. o L
" AS a result of encouraging greater specialization in agricultural
production; however; there was 1 reduction in the total sown ares de-
voted to grain and an accompanying increase in sown area devoted to
higlrer ‘yiéld,nnd[gi-wrj@er profitable crops.® In the last two years
sroduction of these latter crops has grown very rapidly. Cotton pro- .
'}duction increased by 25 percent between 1978 and 1980, oil bearing
crops by 47 percent, and the output of pork; beef, and mutton by 48
percent:*® Despite ‘the reduction in cropping area the output of graln
has also increased, largely as a tvesiilt of incentives created by the
post-Mao leadership’s progrant of economic reforms. However; be-
tween 1978 and 1980 the increase in grain ontput was only 4 &;lp:e'f'rcgn,t,;
More important from the point of view of increasing specialization
and interregional trade in Chinese agriculture were the difficulties en- -
countered by the state in obtaining and redistributing a larger level
and share of the grain produced. Between 1978 and 1980 the state’s col-
o lection of grain through taxes and procu.l-éip;égtrs’ringrre}psgd by only
———= - one ‘million -tons. Fhe.significantly higlier imports of grain at the end
of the 1970s did medn that the amount of ,gifiilirhf'diéfijﬁibll’t'ed'"by“thei‘ff—ﬁ
state was larger than it had been in the mid-1950s. Nonetheless, as &
" result of the drive for self-sufficiency and the attempt to. reduce the
level of inter-provincial grain shipments in the 1960s and 1970s; the
e sy s eporh D (ha e Solion i COBPE LA

ects the fact that pr juction.-teams undoubtedly reduced the *unreported’ cropping area
:gﬂe;{cgnsnd %oz-!rlx:érg,x}"iik%dfni,grmn production to mee&fbeii- yield quotas in favor of using

).grOW m fitable erops.—— - - - o o - - - - - .
t zlonﬁ?: {uila?il;ee'apt%ors" op. élt.paud*",Communlque on Fulfillment of Cbina’s 1980 National
EeotolR Plan.- Bel}ing Review, No. 19 (11 May 1981).
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than its share in the mid-1950s. It remsined at the relatively low level
of approximately 15 percent throughoiit the

state’s marketed share of domestic production had falleri (o fap locs

e period 1977-1980. Thus,
following the rejection of Maoist principles of self-sufficiency and the
shift to specialization, the production of many non-grain products
increased vupidly while the growth of grain output lagged behind and
nuch of this increase in grain output was distributed as income in
kind to the peasants>s ¢ . A R
. By the end of 1980, an editorial in Renmin Ribao summed up the
two major problems generated by the rejection of local and regional
self-sufliciency in favor of sp,ecin;ﬁzutibnrinjigriguljijréj The editorial
stated thut, on the one hand, cven the policy of seif-sufficiency had
not resvlted in the production of eli'o'yxgh%r@m,ﬁécbndly, spec:aliza-
tion .would require large-scale imports of grain; as. well as a fully
developed transport, stbrage, and trade/distribution notwork to
supply those areas whete specialization would lead to rediced self-

- sufficiency in grain. :
_.China 18 # populous cotntry. . . . Over the last 30 years; our country's grain
“broduction hus developed greatly. . . but because of speedy_population growth,
the nation’s uveruge. per capita grain consumption .. . is g very low standard, .

{and) a coustderable number of peasants have insufficient food rations. . . .
There are aetual probleins that we cannot deny. . .. To promote animal husbandry

and fishery, Wwe need a large amount of grain. If the average amiount of grain
ber capita cannot be gradually increased, then it is impossible to have enough
graln. to proniote animal husbandry and f ery..... Therefore, tor a-consider-
ably long tinic to vonie, our country as a whole must continue regarding devel-
opmernit of grain production as a prineiple task.® o .

_ While taking griin production as the principle task for the country
as a whole; such a policy is not inconsistent with the. shift toward
specialization whereby the nNecessary grain is to be obtained by the

State from the ten designated bases which specialize in grain produc-
tion. Yet the editorial quoted above explicitly acknowledges the prob-
“lems in achieving the necessary grain surplus by this method. As a
resitlt of an administered price structure for agricultural products
which is fixed and does not approximate true su ply and demand
conditions in the cconomy; “the economic benefits of grain crop
cultivation are lower than those of industrial crop cultivation.” s

Thus while the production costs of the ten grain production bases are

lower than n other areas, their rates of profits remain below that of
alternative agricultural activities. Furthermore, becaiise they have-
been traditionally high yield griin areas; their assigned quota deliver-

- % Thie recreation of rural markets, a reform polley.w aleh will -be elahorated’ upon later
1n this paper. compounded the roblem the state faced 1n obtalning a_larger_share of the

graln produced,- Bome 35,000 of these markets are.reported to now exist throughout the
rural areas, In 1079 (when i million tons of gram were reported to have néﬁﬁ,koli on-these
markets) prices on-these murkets are reported by varlois. observers to -have been more thap
2. D0 percent abore those.pald by the state for above quga,,QeuvLerms.,sméﬁ of grain on the
- riiral.markets (from producer to consumer) did not_Increase the £upply of graln avallable
for inter-reglonal trade ,ihd,,redlstrlbutloai—fl‘he—rec:;ggtj,qn of Jhg-s,e,,miiikél%iiimmade it

morae-diffieult for the-state to obtaln Its planned procurements-of 2ven those crops whose
outputs had Incrensed very rapldly_ln 1978-80, It was, of course, “jueg-ﬁl,!,ﬂj,,,ﬁ'exf,a eul-
tural"outgut— ;on -these markets -until the quota and abive uota procurement dellveries
assigned by the state had.been fulfilled. -Howcver, “instead of transferrlng. thelr-products
to.other.areas as called for 1n the state plan, some localities have retalned a rieultaral
and sidellne products needed by the gtate la their own arcas. ' See the Xinhna's Correspond-
ent’s. Commentary, “The Concept of the Interest of.the Whole Should Be Strengthened
o Improve the Purchase and Trabsfer of Agricultural sad Sidcline Products,' F1§Is (10
qupr!r}her 1980);{.. 24; t él Prodiicti b Good 708 1. e N
% tiay Close Attention tia Gralh Prodiic on, Do a Good Job In Diversification,” Renm
s (12 Docenber 1980). p. 1. : i ot nmin
% Quotes In this paragraph are from “Pay Close Attentlon,” 1Li1d,

‘
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tage of the premiums offere for above-quota deliveries to the state.
Finally, if these grain bases were to be relied upon to supply most of
the necessary grain_for areas specializing in_other more profitable
economic activities; it would be necessary to increase the tax and quota

rocurement races to an excessive (inequitable) level, reducing their
income level even further. . o o

During 1981; therefore, Chincse discussions of this problem have
with increased frequency cited the old slogan of taking grain as the

key link. It is argued that specialization is aimed at the correction of
previous atteinpts at self-sufficiency in communes obviously ill-suited
for growing grain (i.e., pasture lands).or in the use of surplus land and
labor not required for growing grain. These arguments go on to call for
the strengthening and enforcement of the state’s unified grain produc-

lion and procurement plans. In other words, s is true of most of the
new lendership’s economic reforms, the principle of specialization was
iiitroduced to counter and correct obvious and serious economic prob-
Jems ercated by the principle.of self-sufficiency inherited from the past.
"That objective, along with the general principle of specialization; re-
meins. Yet cortain developments over the past few years which have
resulted from this change in polijcyﬂhnv'gli

reintroduce limits or constraints in its implementation. Some of these
revisions reintroduce or rely to some extent upon the policies and
economic system they inherited. - . e

" In the foreign trade sector, however, the rejection of the Maoist
principle of self-sufficiency was even more dramatic, In an attempt to
justify this shift, Lenin’s arguinents favoring reliance on foreigi
assistance, including loans and direct foreign investment (which he

used at u similar stage in Soviet economic ﬁQVelmeent) were often

cited: The rejection of self-sufficiency was deemed necessary for the
develcpment of the national economy. This shift is reflected in the
trads statistics for this period. In both 1975 and 1976 China’s imports
froin non-Communist countries were reduced to the point where. hina
enjoyed an export surplus in the balance of trade of over 1 billion U.S.
dollars in the latter year.s” In the last half of 1977, however, China’s
imports were almost donble their level in the last half of 1976. In addi-

tion tho Chinese had obligated themselves to approximately $600 mil-
lion in -down paymerts for plants ordered by the end of 1978.%¢

This growing dependence on foreigii trade soon led to the negotia-
tion for over 95 billion U.S. dollars from abroad to finance China’s
tremendous import needs.. Recognizing the potentially serious prob-
lem that their import needs could mean in terms of foreign indebted-

ness, they are now seeking low. interest loans with very long payoff

. periods.”® At the same time, however, the Chinese are attempting to
v National Forelgn Assessment Center, “Chilnd : A Statlatical Compendium;” ER 70-10374 .

(July 1979): p=i3. [ o - e
,,,ugiatioiiELFéitélgn Assessment Center, ‘'China: tinternational_Trade Quarterly Revlew,
First Quarter; 1980 £R .CIT 80-004 _(September 1880), p. 17 and ibid., “First Quarter,
1979~ ER CIT 79-001_(September 1979). Y'l' e

69 Ag for these long-term, low {nterest loans. in March 1981- J1 Chingwel-reported that
China had successfully nepotiated the following - A 400 milllon U.S, dollars loan from

Japan (slx construction projects—two ports. three rallways. one power station)-at 3 percent
Interest, with _repayiment of the loan-to begin in the eleventh year ind to be repaid by the
30th year: 'a Japanese Export Tank loan of 1.5 billlon U.S, dollars for energy development
{coal mines_and. oilfields) at 8.25 percent Interest, repayment i 15 years after each project
15 completed : an- IMF loan- grant_of_450 milllon U.S. dollars, repayment in 30 .years. See
Ji Chingwel, “China’'s Utilization of Forelgn Funds and Relevant Policies,”’ Beljing Review,
No. 16 (20 April 1981), pp. 15-16. ;

.
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jes are relatively high, making it more difficult for them to take advan-

ed the new leadership to -
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further ease constraints imposed by their limited export earnings on
their import capacity by encouraging foreign investment by means of

Joint ventures, conipensation trade; and leasing arrangements. All of
these moves signal a policy of involvenient in internationsl trade and
foreign assistance which obviously reverses a principle basic to the
Maoist ideological tenet of self-sufficiency. @~ = .
While this rapid growth in. international economic involvement has
not been smooth; the constriints on that growth are not simply those
- of Chinu’s export growth. Over the past few years many sarticles have -
appeared in the Chinese press which argue against the development of
a_compradore attitude of dependence on and praise for foreigners.
These articles focus attention. instead on the impressive economic
changes the Chinese liave brougl-t about over the past two decades “omn
their own.” Equally importa eaction to_ policies
calling for greater reliance on foreign capital and technology are
arguments which call attention to the serious _problems the Chinese
have liad in absorbing foreign capital and technology. ™ S
_ Specifically; these projects are criticized on the basis of their foreign
exchange costs (they don’t produce exports and rely on some imported

At in the negitive rea

raw materials), high energy consumption (which requires closing
-down -other fictories in the area to provide the necessary energy),
skilled labor requirements, poor planning and design, transport re-
quirements, environmental impact; and _reliance .on foreigners for

equipment that could be supplied by the Chinese themselves. As g re-
sult the Chinese are now ) .
_ Making it a rule that before we sgres to a specific project, we must caretuily '
examine the project . .. that is to say, we must take into account the availability

- of raw materials, energy sources and transport, and make arrangements for

" the marketing of the project’s products; the organization of the required design-
ing and construction personnel; the ancillary parts of--equipment, personnel

—----training and managerial gkills*" T ]

- .. Large-scale projects which pass this test must, as far as possible;
5fbgunder,tzi,k;qrji7ij§;ijg long-term and low-interest or interest-free
loans” and utilize equipment the Chinese can produce themeselves.

Smaller-scale projects inust “yield good foreign exchange earnings”

and “both repayment (of foreign loans) and payment of profit (joint
ventures) have to come from the earnings of the project.” Despite
these constraints; however, trade retiurns gj‘ the first quarter of 1981 -
still show China’s imports growing more rapidly than exports—31.1
percent and 15:6.percent, respectively. This surge in imports was led

by an 80.8 percent increase in imports of new technology and com-

plete sets of equipment.sr =~ L
_In terms of the domestic economy the Muoist. emphasis on self-
sufficiency had resulted in the creation of independent production fa-

cilities within given industries throughout China. Given the bureau-
cratic administration of the distribution of industrial products and

often operating with an undependable source of input supply, these

% Ji Chingwel. op. clt. Quotes In £h8 patagraph are from this source. - - - - L
—-®China’s Forelgn Trade Expands,’ Beljing Review; No. 17 (27 April 1981), p. 8.-Trade
returns for the flrst s{x months of 1981, however, do Indicate the atlempt to llmit the
dependence on imports of complete plants from nhroad had begun o, have an effect.- Imports
of machinery and eqilpment have declined eompared with their level in the first slx months
of 1980. Nonetheless, these six month tradé statistlcs show that. due. to-imports -of agricul-
tural products, imports hiive continued to grow much faster than exports. In the first 81X

months of 1981 alone China has Incurred an import surplus In the balance of trade of

almost one billion yuan.
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plants became comprehensive iinits which produced as many of the
component parts as possible. The gains from greater specialization in
industrial production were obvious to the post-Mao. feadership. Ac-
cordingly they introduced a program of rationalization and amalga-
mation of enterprises within an industry into associations or com-
panies to help the relevant enterprises “move Taster towards speciali-
zation in production irrespective of their loculities and system of own-
ership.” °¢ “According to statistics from 28 provinces, municipalities

and autonomous regions, 19,300 enterprises had been amalgamated
into 1,900 specialized companies or general plants by the end of 1980.”

Nonetheless, while this aialgamation. for the sake of greater. spe-
cialization is quite rational when viewed from the standpoint of na-
tional interests, the individual enterprises in China still are owned by
different adininistrative units in the political system that ringe fromn

provinces, counties; inunicipalities, the state, and even. commnunes.
What is good for the country is not always beneficial to the unit that
owns tho individual enterprise. This the owners of individual plants
have been wssired that joming one of the new specialized comnpanies
will not involve a transfer of rofits or loss of profit: Apparently these
assurahces have not been enough; however, and it is now argied that
higher levels of authority must take the Jead in obtmining “yoluntary”
participation by these various units for the sake of nacional interests.

Finally; within the individual enterprise itself, the former practice
of organizing production by meuns of collective groups of workers in
work groups is being replaced by assigning tasks to specialized work

groups. Mempbers arc allowed to democratically elect their work leader

and organize their own internal work assignments. They are also re-
warded for their : jove-quotx production: To the extent this system

is adopted through ut China’s industrial sector it is only & matter of

timoe before these workers will discover that specialization in task
aseigninentsresults in greater ogtput. S S

“The post-Mao leadership ]ms.%tﬁtd little trouble justifying a related
shift from Maoist principles of egalitarianisin and reliance on norma-
tive incentives. They have simply quoted from the fundamental eco-
nomic law of socialism found in_the basic texts of Marx: “From each
according to their ability, to each according to work done.” In agri-

culturo houscholds with less labor power and skills h «d benefitted
from the Maoist cmpliasis on more equitable distribution of the pro-

diiction team’s income. At the same time, however; -he attempt to
increase output by means of miass’ campaigns and normative appeals
meant that while the production team might increase its production;
this was not matched by an equivalent increase in the team’s inci'me.
In fuct: it asmuch as.the price paid for quota deliveries to the state

vose little sver the past two decades while the quantity of purchased
inputs and labor per unit of output rose, the aversge income per_capita
of the peasants liad not imcreased significantly between 1957 and
19779 Furthermore, in an atteinpt to increase thie size of the basic

@ “Restructuring-of-ladiiatey,” Betling Review. No. 17-¢27 April 1981), p. 6. Statistics
and fhiotes in the remalnder of thig paracraph are from this.sooree. ... . .o o

« n 1977 the national azerage 6f net per caplta Income (from all sources. not just income
distribited by the_ collectives)y-wag-117 vuan. “Farther Feonomlc. Readjustment: A Break
With ‘Leftist’ Thinking.~ Beljing Revlew, No. 12 (23 March 1981). In 1955-the-national
average. wii 04 _yuan. ‘‘Prohlewms Concoernipne . the Living Standards of Peasants _and
Workers,” T'ung-chl- Kung-tso. (Statistical Work). No. 3 (14 July 71‘,):'177?. This yields an
average rata of growth of one percent a vear over these-two decades. while tlie gross value
of agricultural prodnction was inéreéasing by approximately 4 percent a year.

A



unit to share this poverty niore equitably, the Maoists had pressed for
the elevation of the basic unit of decision making, accounting, and
income distribution from the lowest level of the commune—the pro-
duction team—to the intermediate level—the brigade.® , )
-Production teams and brigades are part of the collective sector and,
although they were under tremnendous pressure from p,oli,ticai leaders
and.local level cadie to impleinient Muoist income distribution scheries
- during the period of leftist ascendency that preceded his death; actual
implementation varied widely. In all metiiods the annual net income
of the accounting unit was distributed to its members on the basis of
work-points earned during the year for work in the collective. At
one extreme were distribution systems that gave individual peasants
work points according to the type of tasks ,‘ﬁ?ﬁ@%@ﬁ@, the qgﬁli@g,,@d
quantity of work accomplished: At the other extreme were schemes
in which individuals were awarded a nionthly or annual amount of
work points; i.e., share of the collective’s net mcome, on the basis of

their “merit” as a member of the collective. This was determined at a
meeting of the collective’s membership and was based on political and
social factors in addition to economic ones. The latter scheme, that
advocated by the Maoists; not only resulted in a more equitable dis-
tribution of net income, but also weakened the relationship between

an individual’s income and the quantity and quality of the work they

did. Over the previois two decades these Maoist policies of expandin

the basic accounting unit to the level of the production brigade an
distributing ihcome on the basis of merit rather than strictly economic
factors; had becoine widely accepted throughout many areas of rural

China. .

When the post-Mao_leadership. came to power, they set about to
pressure the county and commune level cadre to restore the production

responsibility, and income distribution’ in agriculture.® They were
also mstructed to stop the practice of issuing policy decisions, plans,
and quotas as administrative orders from above and to consult with

the teams in implementing these decisions. In addition; they were to
stop the requisition and allocatior of team resources and iricome with-

out compensation. Tenm leaders were now to be elected and the mem-
bers of the team were to decide on the income distribution scheme they
desired. At the same time;, however, the new_leadership made. it

quite clear that the distribution of income on the basis of quantity
and quality of work done was g basic law of socialism: In this context
they provided a flood of empirical studies to show the positive benefits -
in terms of both greater productivity and higher income in those
communes which relied on task specific-rather than person specific
work point systems. As u result; over the past few years; those com-

munes that had adopted a more Maoist scheme of income distribution
__ % Except_for large-sicale_farmland reconstruction actlvities the agricultural production
activitles continued to be carrled out by the work groups within the.production team.

_® Oné of the dociiments which the Third Plehutn agreed to dlstribiite for trinl_nse was
“Regulations on the Work In Rural People's-Communes (Draft for Trial Use)." This docu-
ment. wis &.revised. verslon of the.“Slxty_Articles” .or. “Regulations-on the Work- of the
Rural People's Communes {(Revired Draft}” which had contasined thegse spme right-wing
principles and. <xwas_lssiéd by the Centril Committee In .September 1962.after the -faflure
o' the Great Leap Forward., The “Sixty-Articles” and the principles it contained. however,
weéré the subject of Maolsf atftacks during. the Cultural. Revolution.-In the two years fol.
lowing the Third Plenum most of the principles -included in the “Sixty Articles,” Including

those dlscussed here, have been Implemented by the post-Mao leadership,

‘ —
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have adopted a mateiidl incentive income distribution scheme which
directly relates a peasant’s income with work performance. =~ _

Yet, task specific work points are difficult to determine in China’s
multiple task agricultural system. Issues of quantity and quality must
incorporate n varicty of tasks that encompass the entire agricultural
cycle of planting; cultivating; and harvesting. Furthermore, the num-
ber of skilled bookkeepers required to award and record these work
points would greatly exceed the available supply. In response to this
problem; in 1978, & system of contract respousibility was discussed

and has since gained widespread acceptance in China. Under the con-

tract system, an individual; household, or work group within the team
accepts responsibility for producing crops on a particular allotment
of land; or agrees to complete a non-crop production assignment, such
as pig raising. The contract determines specific qnantity and quality
criteria for the cutput which is to be delivered to the team in exchange
for a fixed number of work points. Any production above that agreed
to in the contract can be kept and disposed of by the producer(s)
respoiisible for meeting the contract.

There is ample evidence that this élmjrjgéj,rj pbj’jg—yﬁtg bp’ﬂ;ypbj’mit

and encourige material incentives and income distribution based on
work done has been enthusiastically supported by the major portion
of China's peasaits. It is also clear that it is‘responsible; at least in
part; for the increase in agricultural production and, therefors,
peasant income from work in the coMective sector. Those.who suffer

froni this reversal from Maoist distribution scheines include the aged, -

disabled, military dependents, the less skilled, etc. In an attempt to

protect those houscholds v-ho are unable to earn a minimum standard
of living through their own production efforts, the new leadership

continuously urges the production team to look after their needs. In-
other words, less productive huuseholds must depend on the charity

of their fellow team members and the production team’s welfare

funde® - -

The contract responsibility system has become so popular that many
communes, with the approval and—very recently—the encouragement
of the new leadershin, have developed contract schemes that come

very close to changing the basic nature of China’s collectivized agri-

cunlture; These schemes; along withi other reforms through which the

new leadership proposes to change the inherited Soviet economic sys-
... ThHe gharity of those who earn more work polnts: that s, larger than average share of
the-tenm’s uet income, re‘errad 10 hiere Is—that-involved In the-team’s distribution on Income
in kind .(graln, on the basla of need). This has_alwavs heen a_feature of China's collec-
tivized agriculture and continues to hold true:today.-When the accounts are talancad.and
the heusehold's collective incomeé lIs determined Erain  distributed in this manner 19
charged aganist- the work points-earned by the household. Those who- have nul-earned
eninitgh work J,olnts,,ttl,“iiﬁ;v,f,oi-",tliggrﬂln, aistributed to them in kind incur a_debt to the
collective. This 18 to be repald ir-cash.. but more normally through-work polnts- earned. In
tha. future. Thore houreholds with lmited ability to earn swork polnts (mentloned.ln the
text) -are unable to- make up these debts they incur over -the venrs. However, refugee
reports indicate that the tenm members and leader have a “charitable’” attitude towards
these debts-and do not try to collect them; The new leadership’s program of material
incentives. In. agricultiiré bofh éills_for_ collecting thesé. debts_ to clanip. down.on ‘‘free
riders™ and argues that unfortunate housebelds that would face extreme poverty as-a °
resile of thé new Incentlve program be looked after. Iii cares where the teéam az a_whole
18 teo-poor and the grain diztributed in kind is {inenfilclent te maintain e minimuimn standard
ol living for 1ts members, there iire staté siipplled graln snhsldies anid 4 new line item hag
been Introdnced—in- the state’s hudget calling for clreet- financinl -subsidies to -these com-
n:unea ,ng mel].,'l*fngllteu}ze.,ngch Hrsfhﬁ"?éﬁi'éd in {th’éf msol budget. calléd for 500 milllon
yuan. n re-which 1s less-than-one-half-a-percent-of total expenditures. See “Report on
Finazelal Work, Beljlng Review (29 Sept. 1080), p. 17. »
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tem, will be discussed later in this essty. The point to be made here is
the extent to which they contribute to u reject ion of Maoist concepts of
normative incentives in favor of material and task specific ones. -

Equally important to the production incentives provided by mate-
rial_incentives are the increases in prices paid for agricultural com-
niodities sold to the state: At the Thir§ Plenumh_of the Central
Committee; it was decided that the procurement prices fora icultural
products shouild be increased by approximately 20 percent. } eginning
with the summer harvest of 1979, the state’s purchase price of 18
major farm Products; including grain, cotton, edible oils; hemp, sugar

cane, beets; pigs, cattle, sheep, fish; eggs and cocoons were increased.

In- 1980, the purchase price for. cotton, hemp, and sheep received a

further inerease:” These price hikes were folt necessary. to respoiid
to the steady crosion of the rate of profit in: thé production of these
crops over tge’ previous two decades that had resuited from the stable
procurement prices for commodities, relative to the rising real and

money costs for producing them. Thus, they. worked not only to stim-

tlate output and productrvity but aiso provided a windfall, catch-up-

In peasant incomes which had not increased significantly over the

- same period.

There are several aspects'to this increase in procurement prices that
are 1mportant to note. First, this 20 percent increase in prices was not

implemented unilaterilly. Depending on such eriteria as existing rela-
tive productivity and the relative urgency or need to increase supply;
procuremerit ces_for individual agricultural products were in-
creased at differential rates which varied from 10 to 40 percent. This
use of différential price increases was an obvious indication of the new

Jleadership’s desire to. rely on material incentives; i.e.; price responses

of the peasunts, to obtain not only a higher level of output in agri-

culture; but the desired product mix in_production as a whole:
Sccondly, the average 20 percent rise in. procurement prices was re-

those 18 comniodities, but they accounted for the dominamnt

share of farm sales to the state. In addition, this price rise is the larg-
est single such increase for any two year period over the past three

decades. As a result, these price increases are g major explanation for

the 16.1 percent increase in the average %)’éj{;c,@pl;tii distributed col-
lective income during this same period.ss "inally; in addition to pro-
viding both a production incentive and incom

ntive me_ subsidy to the peas-
ants; these price increasss were also nreant to increase the share of
production delivered to the state,. For this purpose a further price

Increase of 50 percent wis adopted for above quota sales ‘to-the state

for those commodities with the greatest priority within the state’s
proeurement prograni, such as grain and cotton: -

For all three reasons: production iticentives, income adjustments,
and state procurements, these price increases were long overdie. Their

- % 8ge U8, -Department of JAgriculture. . “Agrciltural -Situation-— People's Republic;
Review of 1979 and Outlook. for 1980,” pp. 4 and 47: and Abld., “Reéview of 1080 and
Outlook fer 1981, p. 5. -See also, baper by Frederic M. Surls and Franels C. Tuag on
“Chlnin,'sl Agricultire In the Eighties,” in this volume.

S SeeTPhin year (197

1o, the tucome of thie rirral people’s-communes; production brighdes,
production teams and_the Andividnal peasants will Increase by an estimated 13,000 million
yuan, ns a_result of hicher purciase prices for. farm. and sidelne products, reduction or
remission o6f agricultural iax In gome areas and expanslon of agriculturai groductﬂon."
Hua Guofeng. “"Report on the Work of the Government.” (1978), op. cit., p. 15.
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Stjecess in ternis of the first t}%b'6Ijj'eét,ive’s—fagi'i'cuitujs;ngqtput and
peasant Incoine-—cau,,bc,scglig in _the relatively rapid increase in both
these areas Since 1977:%%* Yet even this most rational and poptiiarly

supported of the economic reforms—the implementation of agricul-

tural procurenient _price increases—has generated. gerious problems.
Forentost among these is. the financial problem. In many cases the
increase iii procurement prices, especially the above guota premium
prices; put the purchase price above the wholesale price at which these
conunodities are sold. This caused the state’s supply. and distribution
ggencies to incur losses. 1n 1979, state ‘subsidies to_cover these losses
canie to 7.8 billion yuan -(20. percent above the estimate in tlic draft
budget) and accounted for 16 percent of the total budget deiicit in
that year.® Furtherinore; despite instructions to the contraty, some
stute procurement agents attempted to avoid these losses by regrading
the quality of agricultura) products offered by the units in order to
puy a lower procurement price. Similarly they sometimes simply re-
fused to accept above guotm commodities otfered for sale by the
colmimines; - . L 7 . . L

‘The wholesale prices of busic necessities are still set by the state
and, as is true of most socialist countries, low prices for necessities are
regarded as one of the few. basic rights of the people. In China, &
developing country in which agricuttiral products make up a large

<hare of the consuiners’ budget, over the past three decicdes these
necessities have been rationed and their prices kept artificially low
and stable. Yet it becanig inereasingly clear that somie degiee of ri-
tionalization was necessary and; at the end of 1979,'the whotesale and
retail price of noii-staple agricultural goods were raised. Although
busic, staple necessities such as grain were not increased, the “ofticial”
inerense in the retail prices of toodstutis amounted to 13.8 percent in
1980.7The failure to increase all wholesale and retail prices to leve.
higher than the existing procurenient prices meant that the state nad

to continuc to subsidize the losses to the state’s procurement and

supply system. I the 1980 draft budget this amount was estiinated to
anount to 5 billion yuan for above quota prirchases alone:™ On the
other hand, the increase iii sonie retail prices aimed at reducing this
subsidy merely led to worker discontent and demands. for wage 1n-
eroases. To oifset this loss in real wages by urban workers the state
granted them a five yuan per month wage supplemeiit. The.1980 draft
budget estimates this will cost 12 billion yuan.”® Finally, the increase
in wholesile prices for agricultural prodiicts purcliased by state indus-
~ — —— el o - S s e e S .
~_ess Agq mentioned -eatiler In the. text with _regiard to grain. these price Incre
boen s successful_In acliféving the third objective, that-of increasing -the state’s s e
the Inerense In agrieultural production resulting from the price response of the prvasants.
son for-this {s thé impact of another economic reform Introduced in_agricpltiire by
¢ leadership which will be dlscusseid _below. i the _recreation of rural miarkets as
weans for stimutnflng production_and i ng peasant incomes.. Desplie . thé
{ucrense in state procurement prices. unsil ve iitiy. flié prices _on_these irnl_markets
were tonglderably higher. 1t was, of course, alway llegnl” for the collectly » to-Sell prod-
liets. 0f these markets untll they had- fulfilied their guotis for suales to the state, but the
(Chinese press contalns many reports_that indicate hoorer gquulity eutput was used to meéet
the gilotn_find/or some. collectives sold comma:ilties on the rural warkets even though thelr
quotas for deliverles to the state hitd not been met. - -~ — R
w Wing Binggian, “Report on Financial Work.,"” op.. clt;. p..12 The_reduction and remls-
slon of taxes- by -those commiiities _eonsidered as still suffering poverty levels of Income
amoiinted to 2 blldon yuan In the 1979 final hudget aceounts. L. o
7 Yao Yilln, “Report on ihe Readjustment of the 1081 National Economlic Plan,” op. cit.

L 15, - - ) R AU )
P “\)\\'nng Blngqlun. “Report oh.Flnanclal Work,” op. cit.; p. 18 .
73 1bid. i P
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trial enterprises reduces their profits. This is listed as one reason for
the decline in state revenue in tlie draft. budget for 1980, although
no s}s;e’ciﬁgégtimaté of actual amount is presented. = , .

_The attempt to raise agricultural prociurement prices to achieve
tlie sct of objectives mentioned above has been rather successful: How-
ever; unwilling to undertake a complete reform of the whole admiin-

istered price system; this increase has also created a whole set of new
‘problems. This is, of course, a valuable economic lesson and merely

supports those who argue for a complete reform of the entire price
system:-Indsmuch as the new lendership now views the budget deficit

—— a5 their most serious problem it is unlikely there will be further rounds

theless; their positive impact can be measured both in the extent to
which they were suceessfully impleinenteéd in 1979 and 1980 and the

of price increases for agricultural products in the near future. None-

enthusiasm and support they received from the peasants: It also serves
ns 1 clear indication of the new leadership’s rejection of Maoist prin-
ciples of normative incentives; iness campaigns, and a more equitzble
distribution of iricome in the agricultural sector. =~

In industry, wage incentives within the eight-grade wage scale have
remuined a basic feature of China’s economy since the 1950s. The

Maoist emphasis on egalitarianism and normative appeals has been
& matter of relative importance, At tlie same time, however; in the
nawme of Maoist principles, wage increases, piece rates, bonuses, and
promotions had either been eliminated or greatly reduced over the
previous two decades. ‘The average wage of staff and workers in state
enterprises declined by & percent between 1957 and 1977."* However;

- the post-Mao leadership’s. attack_on Maoist. principles of normative
incentives and egalitarianisin in favor of material incentivés has had

an impact. In the last quarter of 1977, 40 percent of workers and staff

members in lower grades were promoted into higher wage brackets
and another 20 percent were to receive an merease in their wages”
In 1979, another 40 percent received pay raises and wage scales were

“readjusted” in certain regions: In addition to increases in wages and
salaries, & bonus system was reintroduced which was to be paid for

out of increased profits. for above quota performance:., =
As has been pointed out above, however, other economic policies

created problems which threatened to counterazct the material incen-
tives of higher wages for workers and led to considerable urban unrest.
-As a result of the state's increase in prices paid to peasants and the
introduction of “free” markets for peasant subsidiary products in the

cities, urban workers were faced with higher retail prices for agricul-
tural goods. As mentioned above, urban workers were each given a 5
Yyuan monthly supplement in an attempt to counter these infﬁitibnnty
effects on urban wages. As a result of this and other material incentives

programs; the average per capita disposable incomo for worker and
staff members’ households increased by 7 percent in 1978, 9.4 percent

in 1979, and 9.6 percent in 1980. At the same time, however, these
iricreases in workers’ incomes are said to be one of the factors con-
T Main, ihd—-léniurs., op. clt.. P. 9. Per cnplin,income of,,ingﬁséhﬁlds,,ﬁt staff and-workers
did-incrense over this period due- to the Incremse in workers per -household and decline in
houseliold size: f.e.. dramatic decline in dependents per staf member and worker,. -

19"1‘9’):UL01U31“' "Report on the Draft of the 1979 National Economic Plan,” FBIS (2 July

U1

-
o
'



Q

ERIC

Aruitoxt provided by Eic:

48
tributing to the state's budget deficit, the excess demand for con-
sumers’ goads; and the inflatien.

There is no doubt that the overwhelming rﬁﬂjéiity,bf,c,}iijiiiis j&'cji;k%
ers and staff members in industry have welcomed this fundamental

return to relying on material incentives. Yet the success of material

incentives in ceonomic terins such as greater eficiency and productivity

in industry must be measured according to actual increases in those
areas. Given the long period of frozen wages and promotions, however,
much of the wage increase was viewed as the repayment of a debt
owed for work done in the past. Over the past year even the post-Mao

lendership has begun to regard these wages as a necessary “catching-
up” process. They argué that given China’s present level of develop-
ment and financial difficulty; the state will be unable to repay all these
past debts for some timetocome. - :

This principle of making across the board wage adjustments is
most common in the awarduig of boriuses. Not only is it difficult.in

many enterprises to determine who or what group 1s. responsible for
the overfultillment of production targets, it is feared that the selection
of individuals or small groups as recipients for bonuses is actually
divisive and counterproductive, rather than providing an incentive
for greater effort. Most important, determining bonuses on the basis
of profit can result in-tl:e payment of large bonuses to unproductive
workers employed. in high profit industries; while more productive
warkers in relatively low profit industries might receive small bonuses.
{Relatively high and low profits being determined largely by the
state’s administered price structure). Once the principle of awarding
bonises was reintroduced, however, and along with Workers,’,demancé
to “catch up,” niany reports of enterprise managers unilaterally award-

ing boruses far in excess of the approved amount have appeared in
the Chinese press. . o S

VWhile the methods for distributing income in the collective sector:
and the use of higher procurement prices were important means for
creating material incentives in the collective sector, the reversal of the
Maoist attempt to eliminate “the vestiges of capitalism” was of even
greater importance to the peasant. When originally introduced; cal-
fectivization in China included the provision of private plots {5-10
percent of the collective’s arable land) and allowed the peasants to
engage in private sideline production (handicrafts) and services
{transportation). it also permitted rural “free” markets where the
peasants could seli and buy these products and ‘services. In 1957, per
capita peasant inconie from the private sector accounted for a signifi-
cant share of their total; ranging from averages of 18.6 percent in
Northwest China to 33.6 percent in South China.’® Maoist attacks on
these “vestiges of capitalism” in the agricultural sector were domi-
nant features of the periodi¢ anti-rightest campaigns which; along
with the Cultural Revolution in the late 1960s; reduced these activities
considerzbly. Rural markets were virtuslly ‘eliniinated and where
private plots continued to exist, they were e ther utilized collectively
or for the purpose of self-provided consumption: Thus; whereas total
‘er capita peasant income increased by only one percent a year be

= Kenneth-R. Walker, "Planning in Chinese Agrieulture” (Chicago: Aldine Publishing
Compaay, 19683), p. 34.
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tween 1955 ¢
in_the collective sector.” Incomes from the private sector actually
suffered an absolute decline over this period. . .

. The principles of private sector production were among those set

forth in the “Sixty Articles” issued by the Central Committee in Sep- -

tember 1962. These were reissued in reviSed rorm by the Central Com-

mittee in December 1978 by the' present right-wing leadership which

ind 1977, this included g higher rate of increased income °

N

uses Marxist texts to cothe up with an economic law of socialisn which -

denies the need to eradicate “the vestiges of capitalism.” This is in
apparent response to.a considerably entrenched belief in the Maoist

proseription, especially amcng many lower level cadre: The post-Mao

leadership argues that as long as the socialist economy plays a domi-
nant and controlling rcle; private markets and income earning activi-
ties siionld be encouraged in order to fill in the gaps and to increase
the people's'standard of living. The real question in the economic laws
of socinlism isnot over the existence of private ownership of the means
of production in the socialist stage, as it is accepted that all three types
of ownership—the state, collective, and private—will exist in the
initial stage of socialism. The question is whether the transition from
the three types of ownership to ownership by the state alone will be
carried out within the socialist stage or be a primary feature of the
transition from socialism to communism. At the present time. there
would appear to be a Jdisagrcement between those who argue that
private ownership will remain throughout the socialist stage and those
who believe it will be eliminated as the level of economic development
permits. Both groups, however, believe ‘it should be permitted at
China’s present level of economic development; as long as the state
sector dominates and controls economic activity in industry and ths
collective sector does so in agriculture:. ] o

.. This ubrupt shift in policy in suppoit of private plots, peasant side-
line activities; and. markets (trade fairs) has encountered restrictions

and interference from lueal cadre in some areas. Yet it has been-

enthusiasticelly supported by the overwhelming majority” of the
beasants. Guidelines issued by the post-Mao leadership have led to a

steady increase in the upper limit for private plots to its present maxi-
mum level of 15 percent of the prodiiction team’s arable land.”

Peasants use this increased production from private plots and sideline
activities mainly to supplement and provide greater variety to their

consumption from the collective and the state’s supply system; i.e;, the
major source of their foodstuffs and consumers’ goods.™ ¥et the result-
ing increase in their income—both in_cash and in kind—from these
privato sector activities over the past few years has been remarkable,
In 1979, average per capita total peasant income increased by 19.9
pe zent over the previous year. This figure represents a 14.6 percent

increase from tha collective sector while that fron: the private sector
increased 32.1 percent. Income from the private sector—in both cash
and_in kind—accounted for 36.3 percent of tie peasants’ total income
in 1979.° Over 35,000 “rural” markets have been reopened, over 2,000
',J!?i%gin,?ﬁgr%é"z 0f-10.282 households-in 23 -provinces, elties, and reglons,- the average
private plet per household was one (one-fifteenth of a hectare) per household. NCNA4,
(2 January.1981).. . . __ . N

™ The -same suyrvey clge{i, l,ﬁ, ;18!577 ;ﬁ{);é, :;é;)o;'ts that 83 percent 6f thé private plot -

wag used for self-provided consumption.
™ Same source as referred to In note 78,
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of thent in urban areas where the market demiand for the peasants’side-
line prodhicts is greatest. The State Statistical Bureau, which 1s respon- -

sible for making cstimates for the voluine of sales on. these peasant
markets in urban areas, reports that tlie peasants sold 6.9 billion yuan

worth of commodities “to the non-agricultural population” in 1980.%°
The restoration of private sector economic activities as a supplement
cconomy in rural China aid the proteetion and encour-

to the collective econoiny in rural China and the proteet! 18

agement of this sector by the post-Mao leadership is.undoubtedly one
of its niost welcome and successful new policies. Despite the reserva-
tions and éven outriglit opposition of sonie party members at all levels

(most especially those at lower levels who argue that this change In

policy; mors thun any otlier, will lead to the return of capitaiism); the
rural private sector is one of the most dynamic economic sectors in
China today. It offeis peasaiit liousehiolds witlr labor power and entre:
preneurial skills 1 means to use their resonrces to produce self-provided
consumption and earning iicoine that has been dented them for a

decade or more; They have reacted to this new opportunity with a -

vengeance; and one that is not always favorable to the state. For ex-
ample; the quality of produets oftered on these markets is nmuch better
than that of commodities niade svailable by the state’s suppl systenl
and retail network: The prices on these markets are also hi'g{’rer than
those paid by the state’s procurenient agencies. - :

~ As a result; the state has encountered difficulty in fulfilling its
planned quotas for some comiiodities which. not onlv. the peasant
houscholds, but the production teams as well, find ways to sell on the
higher priced market. On the consumer supply side; state retail outlets
have also encountered difficulty selling some products and services in
competition with the ligher priced, but better quality goods and
services, availuble through the markets. In short, while the total

amount. and variety of commodities, peasant inconies, and the satisfac-
tion of consumer demand has definitely increased; In many cises the
stato sector finds itself losing out in competition-with this sector. Not
suvprisingly, thierefore, many guidelines and oflicial rules issued by
the authorities over the past year have aimed at making these private
sector aetivities in agriculture more closely serve their intended role as
a snpplement to the collective and state sector’s planned economy:

~ These new guidelines address this problem in several ways. Com-
wodities within the state’s unified supply system imust be delivered to
the state’s procurement agencies to fulfill the assigned guotas andalso
offered to those agencies as_above guota deliveries. gn’ly those not
needed and purchased by the state supply system can be sold on the
rural markets. Prices are to he openly displayed and local authorities
are to supervise thess markets to prevent unwarranted or arbitrary
“profiteering.” Peasants legally participating in these markets are not

te b interfered with; but the quantity of goods they can offer for sale
must be carried on their backs, pulled in carts, or carried on bicycles:
They are not permitted to use trucks or engage in trade over long dis-
tances. Yet even these new gnidelines contain the implicit recogmnition
on the part of the post-Mao leadership of the importance of activity

_* Communique on Fulfillment of China's 1830 National Economic Plan” Beljlug Réview:
No. 20 (18 May 1981), p.-17. This undoabteédly 18 an underestimate of total marset sales by
peasant households of thelr sideline production.

an

-
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in the private sector us u nieans of supplementing collective and state
derived income. This belief has been vindicated by developments over
the past few years and lias contributed Significantly to an increased
standard of living in rural China. o . -

In the industrial sector, the transition to socialism and the state
ownership and control of all enterprises was acconiplished by the end
of the 1960s. Thus most urbun dwellers earn their incomes as workers
employed by the state. Yet in these last few years, growing unemploy-:
ment and the recognition that the Maoist decade led to a severe reduc-
tion in service trades has caused the new lendership to encourage unem-
ployed persous to organize cooperative units or even engage in private
entrepreneurial activities. Through this means they can.provide botl
consiumer services—restaurants, tailoring; baggage handling, peddling;
ete,, and a means to earn a living to the unemployed. As a result, the
urban areas have becomo a Leehive pjjij;c:h\iiéi:i\?ity.“ Vendors; food
stalls, and various other small-scale private enterprises can be seen on °
almost every street corner. As these small %66péfiitivés,and private
ertrepreneins also began to lure customers from the state Stores, the
post-Mauo leadership was faced with Some serious choices. F or example,
some.of these young entrepreneurs felt free charge what the traflic
would bear; others made more money than i:hEy would have in indus-

- try, ote.

The post-Mao leadership’s reiction to these problems has been some-
what mixed. While they recognize tiere is nothing wrong with mak-
ing money by supplying what consumers need; they maintain that
these protits should be progressively taxed, prices controlled; and all
illegal activities (what is and what 1s_not_profiteering?) should be
Severely dealt with. “Exploitation ;” that is; hirin, r workers for wages;
continues to be forbidden, bt unemployed workers can be hired us
“apprentices.” Nonetheless; the Chinese Fress contains many articles
reporting complaints of local authorities hdfﬁs§ing those engaged in
legitimate private or small-group cooperative’ production of goods
and services. As in the private sector in agriculture, the guidelines

“issiied by the new leadership niost recently have'argued that local au-

thorities should not interferc with these legitimate private or co-
operative businesses; should give them tax concessions if their profits

‘are too small to keep them in business, should not levy any arbitrary

fines or taxes on them; and should include their raw material needs
in the state unified supply system, \ . ,

__Another shift from Maoist principles of economic development has
been away from.the principle of the participation of the masses in de-
cision-making. In agriculture; where the lowest ‘level of production
was the production team, the right-wing had always argued that this
unit should be the basis of decisionma ing, accounting, and income
distribution and that the decisions of the team should involve the
participation of its members. As a unit.in the collective Sector, the
production team vas not a state enterprise and its production plans
and quotas for deliveries to the state should reflect ‘consultations and
" The nuniver of Tidieldval. hiisliinsees. “ln cition and towns" Incrensed from. 310 thoi-
sand n 1979 to 810 thousand In 1980. “Communiqne.of. Fildllment .of China's 1980 Na.
tlonal Economic Plan,” Beljing leview No. 20 (18- May-1981). p. 20.\ Accordlng t6 & survey
of 80055 families of wage and smlary earners. “‘oflior income’ amounted to only 36 yuan

8 year, or only 1.3 percent of total household srnnusl Income.
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negotintions between the team and higher level nuthorities—they
Slii):i'i];(l7i)r(r):t,7Vl):clﬁngs‘tigmxigiirirtﬁVgiven them by these higher level ofticials.
Yet the creation of the cominunes to replace the traditional wiang
{township) functions of government administration and the use of

state-appornted cadre meant that local eadre acted more as administra-
tors wlio iinposed decisions from above than as representatives of the

teams. Furthermore, the carrying out of Maoist mass campaigns mn
the riiral areas and the implementation of the Maoist principle of en-
larging the basic level of dec on iiiking; accounting; and income
distribution, had “further removed the locus of local authority. As a

regliisitioned the team’sresources, labor,
and income aiid imposed zllocation; production; and distribution plans
with a minimum of consultation.®* S o
~ Strangely enough, it is the post-Mao leadership that has sought
to ensure that the masses; i.e., the production temm members; will
participate in making these decisions. The production teain, where
appropriate; is to be reaflirmed as tt - basic decision making, produc-
tion, and income distribution umt in the collective sector. The team
lowder is to bo democratically elected. Production and delivery quotas
aro to be determined through consultation and negotiations with the
teaun (taking into account speeial local features and circumstances);
not imposed by higher level authorities. Higher officials are not to
requisition resources, labor, or i

result, higher level authorities

oitic front the team. without com-

sation. In short, the general principles of orgaiiization and furne-

tioning for China’s collective agricultural sector (as spelled out by the
right-wing in the 1962 and 19785 party docunients mentioned earlier)

aro to serve as the model.® There is little doubt the post-Mao leader-
ship will persist in its attemipt to implement these principles, despite

the resistance of loeal authorities in the commune and local level
biirciicriiey who continue te issue orders and assigninents to the pro-
duction teams as they have in the past.®

i dlsciission of the many_“external constraints™ imposed upon the production team
which seriously interfere-with its abllity -to deterinliie. fid achleve 1ts maxlmum potentlal
output-and -income,. sé¢ Robert F. Dernberger, “Agrlculture in Communist. Development
Steategy.” in Ruaundolph Barker and Radha Sinhii, eas., The Chinese A-vieultaral Economy,
fortheoming. ... ... ... . - R
& Article 20. ‘Production teams are-the. basle féediiiting units In n peoule's comrmune.
They-ecarry-on.lndeperideiit accountlng, assume responsibility for thelr profits. and losses.
directly orgunize productlon of grains. Once establlshed tliis system shall remaln unchanged
for-ut least thisty yen . o - T
CoArtlele 210 Al the land- within the product{on. tenii belofigs to the productlou team. . ..
‘I'hie lubor. forees withiii tlie production team are at:the produetion tenmn’s-disposal.

~Article 22, The productlon teams have the free-will to munage production and distribute
Erallis, o v e B o
" Artlcie 38. The productlon-team must fully. priictiee - the. systen of democratic_decision
manasement of-the teamn, and bring to_the full the netivism of making (the) members_the
. All lmportant th:lngs such as the team’s.production and_ineomne. distribution must
{ded through discussionis at n general meeting of (the) members, and not by the

- 1 Repula tlons of the Work of the Rurnl People’s Communes (Revised Deaft).i™ Le,
tlie 60 Artleles,” Documents of the Chlnese -Commmitiist Party. Central Commlttee, Vol.
ume 1--tHong- Kong-: Union. eseiireh . Institute, 1971), hp. 695-727 The rexised xverslon
of the 60 Articles’ Issued by the Third-Plenum-has not been published, but what 1s clalmed
te be a copy of the-.dowiineiifs. distriboted by the, Third enum has heen -pablished In
il See Chung-kung yen-chlu, Vol. 13, No. 5 (13 May 1979). pp. 150-62 nnd No. 6 (15
June-1979): pp- 13952 — - oo Lo T - - B

.ocil ‘el cadre who contlnue to- obstruct. the {mpleinentation of this nnd other
1 - ormns- are presently. b lfig dittacked for thelr “feudal }m-utnrllt_\'."—YeL,therposf-
Man fendership admits that Maolst wentlment does not He nt thé roof of all thls reslstance.
Qome cudre, based on thelr experlences I the past, nre mdopting a wait-and-see” attitude;
i.e. we hateé been through thils before ant sooner or later polléles will be_changed agaln,
Other cadre. acting out of -self-Interesf, fear they “will lose power and their jobs wiil be
more difeiit If they implement these new poligies, Finally there aré. those “hat ity to
comply with the new policles, but.do so In name and not tn spirit, They implement the new
reforis, 1ntrodaclng some minor changes, but continue to do things basically as they have

always done.

o
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Within industry this shift in the nature of decision making has
resnlted in impottant changes. With the renewed emphasis on skills
and expertise; specialization and the division of labor, and eccnomics
in command, the principle of ,“'o'x'i'e'-ﬁerson management” of enterprises
has begun to reemerge, ns has the hierarchy of authority and respon-
sibility withiin tlie enterprise. Revolutionary Committees;, created dur-
ing the Cultural Revolution to promote participation and control by
the masses, liave beéen disbanded. I,’artf' cadre are now instructed to
“stand-aside” and not interfere with the day-to-day activities of an

Revolution: While these developments certainly reversed the Maoist
principles of enterprise management, they also have created a dilemma
for the new leadership. Who within the enterprise would serve as a
check on the enterprise manager; now that he or she had regained
considerable power uver the operations of the enterprise? The Trade
Union liad been revived and might possibly serve this.function, but it
was a national mass organization and its interference in the operation
of an individual enterprise was less preferable than that of the pirty.
The leudership hus, therefore, 7fjo’,ij7£®;thfj);ijtpbée’s of control .and to
provide worker incentives, introduced the system of workers’ con-
gresses in the enterprises: By the fall of 1980 these congresses of staff
and workers had been established in over half the state.owned enter-
prises. In principle *" eso cotigresses are to be democratically elected,

have the right to m. nage the enterprise (ie;; “discuss and decide

'ent'ei-r'ris'e, as the managers had been forced fo do during the Cultural

majorquestions”); and to clect aiid dismiss administrative leaders (i.e;
“tlie right of su pex:vxsm? the cadres”).ss
1

- At the present time,

owever, reports in the Chinese press make it
clear that while some ,enterprises,g N gref

self-management, they “have not given the expanded self-management
rights to their staff and workers.” They go on to say that many of
the congresses that have been established only achieve “a repetlticn
of “leaders making appeals and the masses. making pledges.’ ” ¢ Of
course, workers are also told “there is still the need for a unified and

ave_been-given greater rights of

centralized system in production and management . ., and the enter-
prise should exercise higlily centralized leadership in administration.”
In short, this amounts to the creation of “demoeratic cenitralism”
within enterprise management. As the Chinese press acknowledges,
“the protracted erosion by feudalistic paternalism and by the ideology

. of seeking special privilege, the leading cadres of many enterprises still

lack a profound understanding of the fundamental issie that the staff
and workers, are the masters of their enterprise:” As a result “tlie
congresses of staff and workers : ; ; ars still in an embryonic stage.”

The preceding review should be sufficient to indicate the exterit to
which_the economic policies of the post-Mao leadership represents a
wholesitle rejection of the Maoist economic ideology: ’I‘Eis review has
2’ 9 émphasized the numerous difficulties encountered in their attempt
to repluce Maoist principles with their own economic laws of social-
- % imgren Ribno Reports on Congresses of Staft Workers FRIS (7 October 1980),
"L i Comment." FRIS (T October 1980), L 3-5. Quotes In the rest of this para-
graph ate from thls source.
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ism:™ It has also pointed out that despite the cotinter-productive im-

pact of Maoist principles on Cliina’s cconomic development, that’
leftist. resistance does continnte. At the same tiine, however, there has
been significant popiilar sipport for these new acononiic reforms. Fur-
therniore, despite these obstacles and some of the particular economic
consequenees of these reforms, the rejection of Maoist. policies is_con-
sidered _to be the most suecessful aspeet of the post-Mao leadership’s
economic reform pregram. The canipaign to reject the Maoist model
which began immediately upon the right-wing’s reascendance to power
continues today and, despite the many _obstacles and difficnlties en-
couite red, will undoubtedly continue in the future.

Ttk Pust-Mao Leapersiir’s ProGraM oF Ecoxoxic Pouicies : ReFora
: T OF THE STALINIST STRATEGY

- By the end of 1978, it was clear that China’s cconomic problems
weroe not merely the fanlt of the Maoist model. The Stalinist strategy
also bore its share of the biame. The high riate of accunuilation and
investment and tlie voneentration of that investment in heavy indus-
try, especially key basic indugtries snch as nietils and machine build-
ing, had led to the creation o F serions imbalances that threatened the
citpacity Tor further growth. Most problematic of these were serious
shortages in the energy and builiing materials industries within heavy
indnstry; shortages of eonsimers’ woods_due to the neglect of light
industry and agriciiltiire, and serious bottlenecks in transportation
and honsing _resulting from  the neglect _of service sectors. Over
time, the Stalinist strategy and priorities in the allocation of invest-
nient and stress on inmcreases in ontput_had created the mertality of
investment and prodiiction for its own sake; irrespective of how useful
it was in the long-run development of the economy. In fact, the enter-
prise was considered sitecess fiil if it was able to meet its ontput target.
Fiirther, that output was added into the gross value of industrial pro-
duction, even if no one wanted it and. it ended np in accumulated
stocks. As a result; per capita gross valne of output would show an

.increase, even though actual per capita consumption remained

polittively stagnant, S . o
" Tn order to change this traditional Soviet mentality the post-Mao
feadeiship felt it necessary to develop aiiotlier econoniic law of social-
ism e the end of socialism was not production for production’s sike,
but to iiiprove the peaple’s standard of living. It is ironic that they
found the needed jistification for this economie law of socialisin in the

. m Attentlon hag been drawn to the eontribution of the post-Mao. lendership's policies and
thelr rejection of -Maolst principles to_.the. fero-cconomle problems of Import surplus.
budget deficits, inRiation, ete. whieh they face; Le,, those current economic problems sum-
marized in an earlier section. of. the. texf. Merition should be made. however, of nnother
economie problem which they faee it the present time. 'This I8 onesvhieh ling been explicitly
created by the rejeetion of the Mnoist principle of epnliturianisni. in faver- of relying-on
materind incentives: i _more inequitable aistribution-of income. As-a result of the post-Mao
lesdershin's economic volteles and _the restiorafion of brivate seetor_getivities Ineome distri-
bution within-the agriciiltural and industrial seetors and between the -urban_and._ piital
spétors has hecome sl{:niﬂmnny less equal.over the past fwo years. Although the introdue-
tion -of more progresalve tix and sthsldy sehemes as n menns of redistributing incomeé maore
equitobly have been disenssed in artieles In the Chinesé press: the overwhelming arguments
presented nre{ustlﬂeutlﬂﬁiﬁf the higher ineomes being enrned by eertnin -groups. locilities,
and individuals ng thelr just and neeessary..incomes to induce and rewnrd thelr greater

contributions to-China’s économie growth; L.e., the basic purpose of the materlal ineentive

schemes introduced by the post-Mao leaqershlp.

>
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writings of Stalin.* More relevant was the argument they used to show
how production for its own suke was self-defeating and would lead to
a situation where “expanded reproduction” was impossible. Changing
this traditional strategy of growth in practice, of course; required a
dramatic changé of priorities in the allocation of investment and
resources: . -
- The st iimportint economic sector 1

{ terms of China’s moderniza-
st socialist countries; it was

tion is agriculture and, as is true in most s
this sector which had suflered the most from the Stalinist model prior-
ities in the allocation of investmerit funds over the past three decades.
From 1966-75 the share of the state’s budget for agriculture was only
11.5 percent. In 1979. however, the revenue side of the state’s budge
included provisions for reduced revenues due to the price increases
for quota and above quota purchases and the rediction or remission

of agricultiiral taxes “in some places:” It was estimated in the drdfE

budget that -these measures -would boost agricultural incomnes by 7

billion yuan., When the final accounts were drawn up, however, the
figures indicated that this actually amounted to over 12 billion yuan.
On tlie_expenditures side the. state’s capital construction allocation
was planned to increase froin 10.7 percent in 1978 to 14 percent in 1979,
This figure for the state’s planned investment in agriculture was ex-
ceeded by 28 percent. Despite the budget deficits and. inflation; these
price subsidies, tax concessions, and higher levels of investment in
agriculture were continued in the 1980 and 1981 budgets.t* B

. Nonetheless; because agricultural production is carried out.in-the

collective sector; direct state investmerit is litinited. Yii the state budget

miost of the.allocation for agriculture is directed at large seule irriga-
tion water control projects. Unlike itidus ry, a considerable share of
investment is self-provided by the cominunes or financed by bank
loans. s a result of the new emphasis on material incentives and in-
creases in collective and individual incoines in the rural areas, savings
have increased: By the end of 1980 the savings deposits of comnunes

and production brigades, communc and production brigade run en-

terprises; and individual peasant. households in rursl credit coopera-

tives increased to a level of 27 billion yuan. In addition, the deposits
of “rural areas” in the state’s bunking system amounted to 24 billion
yuan that same year.*® Loans to agricultural producers, however, liave
not kept pace with this increased shaie of deposits generated in that
sector. Loans to state farms; conumunes, and brigades by banks in the

state sector were. 70 percent of “deposits in rural areas” while loans
to communes and brigades and the enterprises they operated, and to
individual peasants were 30 percent of the deposits in rural credit co-

-3¢0 Zhenkin, “On Se-ernl Controversial Questions in tue Discusslon on. Soclalfsf Pio-
duction Goals,” Gongren Ribao (19 November 1980), p. 3. The relevant quotes from Stalin
he fundamental property -of soclalst production is to satisfy peeple's comsimption
... . Production divorced from the satisiaction of soclal needs will decline and
bécome -extinct,!” - L
__®The reylied budget tor 1981 iacludes biidget cuts in most expenditure-categories when
comparell with the planned budget in order to cope with the prohlem of infiation. Thus
lu.'ltl,cul,tumlJnvosxméanm be cut, but i1t 18 diflicult to determlne what will happen to its
Telative share of the total, - -- oo
cooperntives are orkanizotionally inder the dlrection of the Azrievlitural Bn of China.
--®-*China’s- 1980- Monetary--Statistics.” Beliing Review. No. 29 (1981). Rural. credit
Unfortunately, it Is 0ot possible. to.-tell how-much. of the “deposits In rural areas’ of 24
billlon yuan in the state’s hanklng system refers to the deposits of communes, brigndes, and
gensa,nts in rural eredit cooperatives which are redeposited in the Agricultural Bank of

o
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operatives (in 1980). A ﬁiji:iifj,n'c;ij.iis”by which the state assists agri-
culture is in setting the prices at. which machinery, fertilizers, and
other agricultural produceis’ goods are sold by _the state to the coin-

muncs and peasants: The Third Plenun called forr & 15 to 20-pereent
reduction in these prices over the aext “two or three years.” The dif-
ference between policy making and implementation, however; remains
ut question. Delegates to the. Third Session of the Fifth National
Peoples’ Congress in 1980 openly complained that these price redue-
tions liad not been carried out. o o

~ Noiietlieless, the post-Mso leadership explicitly argues that the tra-
ditionn] Stalinist investment priorities ignored the basic requireinents
for China's modernization and that their adoption in the past had led
to serious imbalances in the evonoiny. Thus those priorities have been
changed so is to ameliorate the previous neglect of agriculture. This
change in priorities is responsible, at least in part, for the higher-
arowth rite in the gross vahic. of ag cultural production compared to
tharate of growth in indunstiial prodiiction.in 1979: While grain output
fell by 5 perceiit in 1980, due largely to dronght conditions in North
China;, the output of cash crops registered-10 to 20 percent increases.
The overall rite of growth in the gross value of agricultural produc

tion (3:3. pereent), however; again remained higher than that for

henvy industry (1.6 percent). Yet even with its higlher priority, agri-
vitltwral development remains largely a matter for the collective sector
and pensant lipuseholds:. Tlie material incentives; price policy, invest-
nient and credit availability of thie post-Mao cconomy continue to
favor the urbancindustrial sector. . - e

It sl i ficet. changes in the total level of investment and its allocation
within the urban-industriak sector which have demonstrated the post-
Mao. leadership's rejection of the Stitlinist model most dramatically.

. In the'draft budget for 1970 state investment in the light indnstrial

sector was only incrensed from 5.4 to 5.8 percent of the total invest-
ment expenditures in the state’s budget.’* In the final accounting; how-
ever. the aetual share was 6.1 percent in 1979 and this increased to
9.1 percent_in 1980. The overwhelming share of industrial investient
still goes to heavy. industry. but this was said to be necessary to “en:
sure the proper allocation of funds to such key industries as the fuel
aid power industries, Furtheimore, light industries were to be given
priority in the alloeation of funds for ,“timsiing thie potential of enter-
prisess Lex modernizing them. In 1979, the allocation of funds for
Stapping their potential” were approxima

tely 40 percent of the

state's total capital construction investurent in light industry. In-
cronsold shares of the state's nvestiment in_that year also went to the
eihicition and housing sectors. These revised priorities in the alloca-
tion of state investnient also eontinued in 1980 and explain; In part,
the rather drmmatic shift in the structure of Chinn's itdustiial sector
and growth. Light industry g w by 9. pereent i 1875 and by 17.4
percent in 1980 while heavy industrial production grew by 7.7 and 1:6

_®Th and other statistles i the tollowling puragraphs are front. Zhang Jingfu, “Report
onthe Mlaal $tate Accounts of 1078 and-the Draft State Budget for 1979, - KBS (3. July
1079) ; Wang Blngqlan.-“Reporf on the Final State -Aceonnts for 1974, iind the Draft State
RBudget for 1980, and the Financinl Estimates.for 1981 Reliing Review, No. 38 {22 Sep-
tember 1880) @ Yao “Yilin, :Repotrt on the Readjustment: of the -1 __Natfoual Economic
Pian and Stite Revenue and Expenditure (Excerpts).” Beljing Review (16 Mareh-1981)
and “Communique on the Fulfillmient of the 1950 Nationnl Economle Ilan,” FBIS (20

Aprll 1981),
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pereent, respectively: Light industrial prodiiction is now greater than
beavy iidustrial prodiction for the first time in over a decade. ] .
As a resnlt of this restructuriiiz of allocation priorities for invest-
Inent and prodiiction, it is clear that the post-Mao leadership has
rejected the “big push™ strategies of the Stalinist model for those of
buluiieed growth, Diic to thé serious ¢conomic imbalances_inherited
from the past, this new strategy of bulaneed growth should continue
in the foresceuble fiiture, or until these imbalances have been cor-
rected. These new priorities also favor industries with niore workeid
per it of vutput and greater output per unit of capital and those
which produce consumners’ goods that sonk up excess purchasing pow-
er, fuvorable features for stopping infHation, curing unemployment,
and maximizing the rute of return on investment allocations. The
defense and basic industries (metals and machine building). are now
being asked to “step uside” while bitlanice is restored to China’s eco-
nomic structure to ensure rapid economic growth: Their. demands to
“catch-up™ through another cycle of “big push” or Stalinist growth
shoiild, however;, gain greater weight as that economic balance is
restored: . e L
__In the meantime; of course; it is the general population that has
undoubtedly gmined the most from the post-Mauo leadership’s rejection

of the Stalimist mnodel: It is claimed that the trazditionil Stalinist -

strategy created @ mentality of obtaining fricereases in ontput simply
by building more plants—that is; extensive growth; The post-Mao
leadershiip now rejects that approach in fuvor of modernizing or
“tapping the potential” of existing plants; intensive growtli. As a
result, not only has a greater shaie of statc investment been devoted

to the modernization of existing plants, the level of total investment
1s being cut as well. In theory this cut in the level of investment is an

Pl

‘attempt to seek out the “ideal” rate of investment for long-run Sus-

tamined growtli.-Specifically, this aims at the proper restructuring of
the economy to ensure rates of sccumulation and consumption con-
sistent with balanced growth. . o i} :

__ Western economists seck to deterniine this “ideal” rate of accumula-
tion by means of mathematical growth models. Such models require

the specification of target years for maximizing some objective or

make it necessary for the researher to specify a social rate of interest.

_The Chinese, however; have adopted a more empirical approach that

draws on their own economic experiences.. They note that present
economic problems arose in the period after the First Five Year Plan;
~hen the rate of accumulation rose to more than 30 percent. During
the period of the First Five Year Plan itself, however, there were
“pq Al TIRReases in production, productivity, and consumption withoiit
“adyet delgits, w emp!ojyment and disequilibrium in the balance of
: Lts. A Thﬁltriihér,,t,l,é rate of accumulation was about 25 percent.
5 Chinese . us conelude that the proper rate of accumulation must
o S bireen: - S -

-t mosi rmmediate sense the practical reason for cutting the

ro# L5 accumutation and even the absolute level of_investinent are
t3 rtages of

e imbs Tinces that exist in industry; These include shortages of
+0¢. 2y . operacing new plants and of the construction materials

6.
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for building thein, the budget deficits and inflation, and the need to
cut aggregate demand to the level of aggregate supply. Yet the post--
Mao leadership’s decision to cut the rate and level of investinent has

also restlted in some serious problems, as the next section of this

:paper_will explain, At this point; rome specific figures of the Chinese

government’s decision to cut investment will be presented to provide
the background for the discussion that follows: . . o
~ Between 1978 and 1980, the amount of capital construction invest-
ment in the state’s biidget allocations was re('i)nccd by about one-third.
A sizable further reduction is planned for 1981. On the.other hand,
the decline in the rate 6T accumulation has been much slower. After
rising fron 32.3 percefit in 1977 to 36.5 percent in 1978, it declined to
33.6 percent in_1979. The rate of accuinulation for 1980 is not yet
know, but it probalily did not_fall miich below the rate im 1977—
despite the sizable decNne in capital construction investment allocation
in the state’s budget. Inyestment in state énterprises outside the state’s
budget and plan-were a wroximately equal to those within it, Quite
simply, the central planndgs and I adership were losing control over
investment spending. This Ts-a_wfjor.reason why the State Planning
Cominission’s control over all funds for capital construction is at the
top of the list of fields targeted for centralization and'unification at
the prese:t time. . .. . o .
This shift in piiorities from defense and heavy industry to agricul-
tiire and light industry has, of course, led to a significant incremse in
the supply of consumers’ goods wid the standard of living. Yet, at the
same time, the emphasis given material incentives by mesnns of wage
increases and bonuses for workers and the higher prices and tax con-
cessions to peasants hias resulted in even greater increases in per capita
disposable income. Based on sample survey data released over the past
year in the Chinese press, I have estimated that the average per capita
disposable income of the peasants increased by 47 percent_between
1977 and 1980 (14:2 percent in 1978, 19.9 percent in 1979, and 6.1 per-

cent in 1980). Disposible per capital income of the families of workers
and staff members increased by 28 percent over thie siiie period (7 per-
cent in 1978, 9.5 percent in 1979, and 9.6 percent in 1980).%% Thus the
shortages of consumers’ goods continues to be a serioiis problem and
the distribution of increases in supply to meet demand (especially in

the rural areas) is hampered by the poorly developed transportation
and supply distribution system. . . _ o
The priorities now favoring the production of consumers’ goods
and the greater share of natioral income be'm¥ devoted to consump-
tion will undoubtedly eontinue; especially while inflation, unemploy-
ment; and serious bottlenecks limiting the_expansion of heavy in-
dustry remain. Yet, while.the rejection of Stalinist “big push” stra-
tegies in_favor_of balanced growth may continue over the foreseeable -
future, the shift to lower rates of investent and higher rates of con-

_ s Limits of space Ju not rmlt—the—‘»resemanuuiifjiir derivation of these estlmates for
n paper yet to te written for publication. It is important to note, however, they.rely. onm-
statistics. from_vample surveys, natioual Averages, und seéveral simplfylng assump.1ons.
1t 18 also lmpoi"..l'-t—%oJlote”!lii!;,,El\',enl,!h,e,,l‘,e!,!!i,‘f?l,&i,,1,0?9!,,‘?“59 of peasant incomes. the
Ligheér percentass growth In peasant versus fndustrial workers' Incomes has led to a closing
of tha rural-urban income gap in A itatlatical sense (the ratio of-urban to rural -lmcomes
hus declined). "u: the absolute size of the gap has increased. 1n othér words. as a result of
the post-Mao lvadership's roform package. including the higher grlcgn paid by the state
for agricultural j:oducts, average worker-incomes have {ncreased’by a lirgér aniount than
have those for thé % :nsants—by my estimates, almost twice ay much.
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sumption may not. Oned balancs hias been restored to the structure of
production. the rate of growth is determined by the rate of invest-’
ment: and there is & tremendous backlog of investment needs for
transportation; urban development, housing; science, education, de-
fense, ete. Thus the current empliasis on increasing the rate of con-
sumption and the standard of living may only be a temporary or
one-time shift aimed at alleviating rieglect over the past decades, There
is some hint of this in current discussions regarding how to solvé the
budget. deficits and inflation problem. These discnssions suggest that
there should be no further price or wage increases given in the next
few yeurs: S
. In other words; the rejection of Maoist economic priticiples may
well reflect & perimanent change in China’s ¢cconoimic development, but

tho rejection of the Stalinist “big push” strategy in favor of balanced

growthimay not continue once equulibrinm among the sectors has been
restored. The recent emphasis on _consumerism, inoreover, may be an
even shorter orr more teinporary change. Whether or not the rejection
of the Stalinist development strategy in fuvor of balanced growth
and consuitierisin_becoies 4 more perinanent feature of China’s eco-
nomie develepment program depends, I believe, upon how successful
the post-Mao leadership is ini their attempt to modify the third major
ingredient, of the Chinese development model they inherited froin the
past : the Soviet model, or China’s ¢conomic systemn. 9

Tae Post-Mao Leapkrsioe’s ™ - - - Econoaic PoLicrss:

Rerorn or 1L TR
t..c right-wing veterans
3% priot to the death
tss of 1956. The speeches
we thet conmress argued for
-sstion of a grenler role for the

-Tho curtrent leadership obvionsl-
of the two line struggle. The peak
of Muo, occirred at the Eiglii:
given by both Bo Yibo ang «
reform of the cconomic system ‘n .
market.”* When they regained, hower nftisr ‘he death of Mao, these
same individuals, and otliers; renewsd tlir arguments for economic
reform. This effort to implement reform of the economic system is
conceriied mainly with tlie non-a ¢

: y with tl n-agricultural sectors of the economy—
those sectors directly administered ard operated by the state’s plan-
ning and economic administrative buicaucracy. {Vithin _these sec-
tors; the major purpose of the reforms is to introduce more
decentralized decistion-niaking, in connection with a greater reliance

on market forces in decision-making. This is aimed at rediicing the
tremendous inefliciencies which come from their very exclusive re-

liance on the highly centralized bureaucratic economic administration
of tho Soviet iitodel. : -
- The Soviet model or economic system. vas_origlnmis. developed.to enable planners- to
lmplenient the Stalinist development strategy. glving them the abllity to control allocation
of resources, production. wnd the distrihution of ontputs and -end -products. This is-why
many.authory identify- stalinist strategy as-part of the Sovlet model. In theéory. how-
ever, th Iy no reason why the planners could not pursue. a different strategy: le., bal-
anced growth nud cousumerism. dhere is, however, a very large body af Ntérature which
indicates that other_ccopomic systems iire mieh more efficient for the purpose of achleving
thae ohjectives of halanced-growth and consamerism, : o . .

_® See “Specch by Bo Yibo, Clinirman of the Naflonal Neonomic Commlsslon.” and “*Speech
by Comrade Chen Yun,” ln-Eighth- Natlonal Congress of the Comminisf Party of China.
Vol. 11, Speeches (Beijing ; Foreign Languages DPress, 1056), .
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Agricultural production, on the other hand, is carried out in the
collective sector—tha colleetivization of agricultural production bgmg
a principle ingredient of the Soviet model. As purt of the collective~
soctor, the production tewm osns and determines how best to allocate
its resources and income, subject to tlic taxes, cropping and quota de-
livery plans it is assigned by the state. Following the failure of the
Great Leap Forward, the right-wing of the party gained control over
economic policy aid suceeeded in having the Central Committee issue
the 60 rticles” mentioned earlier. These articles specified their own
model of China’s cellectivized sgriculture: the team was to ‘be the
bisic-level decision-m:aking, production, accounting, and income dis-

tribution unit in agriculture; Higher level authorities Loth within
the communa and at the local level were not to assign plans and
quotas to the team without consultation and in consideration of its

speciul circumstances; or requisition their resources or income without
prover compensation. - : s
These principles were, of course, commonly. violated and ignored

between the mid-1960s (ie:, the overthrow of the right-wing) and

1976 (the overthrow of the Gang of Four). When the right-wing
regained power following the death of Muao, they were successful in
reissuing @ revised version of the “60 Articles” at the Third Plenum
of the Central Coihmittee (December 1978). These do_not, of course,

call for a change in the economic_system ‘in agriculture; bnt rather
reaftirm the rights and responsibilities of cach of the three levels of
organization im China’s collectivized sector (tlie commune; the brigade,
and the production team) that the right-wing had advocated tlirough-
out the pust quarter of a century in the.two line struggle: In other
words, this reform involves a rejection of the Maoist and Stalinist
iiodels; but not the Soviet one. Collectivized agriculture—as specified
in the “60 Articles™—is now viewed asnot only an essential ingredient
of th'gli]n- modernization program, but as a fundamental law of socialism
as well, . o

 There are; however; two recent developments which would call for
changes in the existing institutional organization of China’s agricul-
tural sector. These could be. classified as changes in thie economic
system; although agricultural production Wonlf continue to be col-
lectivized: The first; an argument presented in an article published
in Jingji Guanli (Ecoiionic Managentent) in February 1981, proba-
bly represents views not widely shared among the post-Mao leader-
slup:** 1 Lave not, n_faet, seen these argunents repeated by other

athors adwvocating cconomic reform in published form. Nonetheless,

- this anthor’s argunents points out a fundamental problem that con-

tinues to obstruct the realization of the right-wing model of collec-
tivized sngriculture in China. .- - . . . : .
~ As originally created (in the mid-1950s) the elementary agricultural
producers’ cooperatives (the present-day production teams) were true
collectives and not part of the state sector or directly adniinistered by
tho state. As a result of leftist movements to reach a higher stage of
gocialisin, the communes and production brigades weie created above
the production team as part of a three tiei zollective structure. Unfor-

_te Lin . Tlan, “Inqiley Into t!iv Questlon of the System of People’s Communes,” Jiagi
Guanlt, No. 1 (15 February 198’ 7, pp.310-13.
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tiinately, in this process, the commune lavel administration took over
the duties of the township level of government, with cadre takin
the role of government administrators who took the initiative in divid-

Jng up the plans and qiiotas froni high level authorities and imposing
“them on the production tepms. Whereas, the Great Leap Forward has
now bteen criticized us a failure and a “leftist adventure;” the three
tier organization of the collective has not Leen abandoned. Nonethe-
less; it was the commune systein which had served as the vehicle
whereby leftist policies were imp -on the production teains. As
long as this conmnitine system renidins, how can the production teams
becona the basic _decision-making unit? Thus, niot only do the com-

mune administrators continte to act as the local representatives of
thae state in assigning quotas and plans; they also corntinue to establish
operational guidelines and policy for the production teams: Without
resources of their own (i.e, land and Izbor), the commiines and bri-
gades continue to build up tlicir income producing assets by expro-
priating them from the teams: According to this author, over the

past. two decades, this process of exploitation has resulted in the

diminution of the tewns to a size where thiey are too sinall to be viable
collective unifs of production on their own. . B
_ In order to realize the principles spelled out in the “60 Articles.”
especially those invelving making the prodiction team the lowest nd-
ministrative unit with tle resources and incentives to achieve greater
ontput and income. the author provides a simple solution: He suggests -
that the township be reinstitnted as the lowest level of governiment and
thaut cadre at this level take on the task of “negotiating” tax, produc-
tion, and delivery quotas_with the agricultuial collectives that will be
the true collectives. T arder to assure this, communes and brigades will

o done away with and their asvets distribiited to the prodiiction teams.

The prodietion tednis, as the only nnit in China’s collectivized agricul-
tural sector, would be the actunl locus of decision-making; accounting;

production, and inconie_distribution.®® In order to make them. more
economically viable. the size of thie production teams would be adjusted
npward to approxinate their ize'in the mid-1950s. They would net,
however. be Inrge enough to be economically efficient with regerd to the
rinning of snall-scale factories, agricultural machinery parks, irriga-
tion projects, etc.; the traditional economic argiiment for having the
conumnunne and brigade Ievel administrative units. Here; the author puts
lis trust in the wisdont of the peasants. Where the benefits of larger
seile adininistration and coordination of activities exist, the produc-
tion teams will vohmtarily get togetlier and pool their reésources and
share the beriefits from specific projects. The production teams will by:
much more conscious of the costs and benefits of such projects than has
becn true of the conununes and brigades; who simply requisitioned the
team’s resources and mcomes for siieh purposes in the past.

The wreunients of this single author have been presented here not
beeanse they are likely to be adopted by the new leadership in the near

future: but because they elearly identify the contradiction between the
present institutional organization and the goals of new econornic re-

“ The state farms, of course, would continue to be bni;t of the stiite séctor,
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forms.? Although iniprobuble as such arguments now ssem, the post-
Mao lemdership’s reevaluation of Mao. their search for truth from

Ffﬁétiéc, and their urgent need to solve China’s basic agricultural prob-

em muy evertually lead to a more serious discussion of these issues.

with the basic principles of a Soviet model econiomic system. They
would, however, considerably tiodify the particular characteristics of
the Soviet medel economic sysiem from that_inherited by them when .
they assumed power.

Much miore significant is the seconid rocent development : the imple-

Even if adopted, such institutional change would not be inicotisisterit

entation of the coiitvict responsibility system. As discussed earlier,

giveri the problems with determining the quantity and quality of work
done in the traditional “work-point” system; and consistent with the

reriewed hinportance given material incentives, the new leadership has
not only allowed; but actively encouraged; the introduction of “con-

tract” requnsibilit{;; systems over the past year.®® The form of these
“contract” responsibility schemes takes has already been discussed in
temiis of the movement away from Maoist principles of normative in-

centives to the new leadership’s material ones. A small group, house-
hold, or individual signs a contract with the production team in which

thiey agree to deliver a fixed & ;iji)tit?’ of product; rceiving land and/or
inputs for that purpose. In return they are awarded a fixed quantity of

work points upon delivery of that product and are allowed to keep and

dispose of any surplus above the fixed contract amount.”® This form of
Geontruct responsibility,” the most widespread of those presently
adopted by the 'p'l-odii'ction,teams,:clmngés,thé manner i which tasks
are ussigned xnd income distributed, but it does not change the basic
institutions of collectivized ngriculture in China. -

A more advanced forin of “contract responsibility’ that is being
introduced in sonie arcas at the present time, however, could well be
considered a systemic change. It involves, in fact, the introduction of a
1w model of collectivized agricuiture which differs considerably from

_v1 oThHa admlnistrative structure of threc-lavel ownership based on_the production team -
13 too complicated. The conidiiinie. and_ hrigaae have actually become two administrative
Wtriciores. divorced. from produetion. Moreover, under this system there are contradictions
between ownership.righis. and. administrative rights. The contradict. s manifest them-
selvéy. As 7ollows: Within the sphere-of the -production-team, the meai. .7 production such
ay lond and the labor forceare owied and. illecated by the production tesa, and production
14.arranged by the preduction team independently, with responsibilify for. 1t own_profits
wsew. -Hut the commune aod. brigade cadres can issue orders without being held

ar
red iible. for_cconomic losses caused by the mistakes in their-guidunce, . ... Cadres at
the communs tevel . . .-are assigned by and. have thelr salaries paid by the state, but they

are In chirge of the coilective economy, Quite often they-are ouly responsible to the sfate;
that 14, the higler level..So it-is very eliny. fof theiii.to {ssne Instructions blindly. During
the implementation. of the economic policy In the countryslle, it has been -proposed to
respect the right of the production teim tu act od its’own, .But_this problem cannot be
tiindamentally solved, if the system of “three-level ownershlp based on the production
team* i not-changed. 15 Tian,op. elt............. ... oo
e Thia vAFIOUE_tyhes of “contract responsibility® systems uctnally- were-initinted by-the
collectives on thefr-own and sinflir scheties. hi n practiced {n the 1950s. Inasmuch as
ihey pEovid _to. be hoth very pupular and effective. however, the Central Committee gave
tr4 formal _approval of these incentlve schiemes in. 1380, Thix officiai actinn wis Usted by
thia Beljlng Review (No. 1. 5 January 1851) as the sixth in a-1list of the Ten Major Events
of 1950, Devised and iaplemented by the dudividual. collectives, the.varlety_.of confract
" {:{Inﬂl"illzi\',xystyms suaperation throughout Ckina In early 1981 was tremendous, Much
Y the “luwrlrn;:l(llsgu n in this paper draws heavily on the excellent, detailed. sumnmary
yeteIas
“Poltc

sl s of the end of 1980 in “Uang Trou, Mare Blecher,

L Chy r at the -wational Samm itioual. Transforma a
op. eitL npl 328 3K, See (h) The evolving system of labor management
nt_in relatlons of production in rural Chlna: “the system of respon-
ldlu('tlnn,' oo Yo do- e . . T

. . those responsible do-not get to Keep the surplvs or have to-make.up the
24 ia.pFacsetion, tinfoare awarded bonuses or assessed penaltles in w " 5" the
+ et LA¥Ing tho total product produced. P n. ork points; the
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the basic institution of the Soviet model: In this more advanced form
of “contract responsibility”” communes; brigades, and teams “farm out”
taxes, production, and quota sales assignments to small groups of
houseliolds or individual houssholds. The latter become responsible for

orgaiiizing and carrying out production to meet their shaie of these
taxes and snles quotas, keeping any surplus produced or making up any
deficit on their own. In this schenie, the small-household or individual
becomes the basic unit of decision-making, production, accounting, and
incomo distribution. Communes, brigades, and teams continue to exist

as administrative units; maintain agricultural machinéry parks, and
orginize projects beyond the capubilities of the small group or individ-
uxl household: o S

_As fur as the approvil of the post-Mao leadership regarding this is

concerned; the creation of small groups or individual households as
the basic unit in agriculture is to be limited to those areas where col-
lectivization has not produced increased productivity; in less densely
populited areas and liilly regions where the economies of scale have
not been realized: These arcas; with standards of living below the pov-
erty level, are siid to account for approximately 10 percent of the col-
lectives in. China: A line item in the budget for state subsidies for im-
poverished production teains is direci.d at these same areas. In an
attempt to elevate the standard of living in those areas, the post-Mao
leadership has widely publicized this “contract responsibility” system
as & means for achieving this: It has also been their policy, however,
to restrict thie impleniciitatioin of this system to those particular areas
and concern has been expressed about its spread to other collectives in
rural China.!*® It is difficilt to judge the extent to which this advanced
form of “contract responsibility” has spread beyond that 10 percent of
the collectives tliat has been officially permitted to adopt it: Yet the
concerns expressed by the new leadership for | reventing its adoption
in other ctjllife'crtiyés implicitly recognize both the popular support for
it aniong a _large segment of the peasants and the serious erosion of
collectivized in favor of liotuschold farming it could potentially
cause, 0% S . . e

_ Despite such indications of possible grass roots support for systemic

chiange in the future and the argument calling for the elimination. of
the commune and brigade that was published 1n an official publication
of the Chinese Academy of Social Sciences, as well as the ~urrent in-
troduction of tlie “contrict responsibility” system; the post-Mao
leadership has not_pursued a program of reforms alined at changing

the basic system of collectivized agriculture. Rather; they judge that

the new policies introduced to replace Maoist principles and Stalinist
“100See, for example, Yu -Guoyao, “How-to View the System of Fixing Production Reapon-
sibil{ty in the Houaeholds,”” Hongql, No. 20 (1980), pp. 12-15; 35. St el weliarreri
" iwe A recent article by Renmin-Ribao correspondents which argues strongly for giving
ths peasants. themselves greater. freedom in determining thelr own production and income
distribution odmits that-the -contract responsibllity syatem (which essentially recreates the
liotisehold as the basic decislonmaki:z unlt in agricuiture) was-to be limited to backward.
poverty-level communes. Nonetheless, ‘he authors refer to a 1980 Central Committee docu-
nient which Btates that {n_those comnmunes with-higher incomc ievels where the -team
members deslre-to introduce this contract responsibility aystem. ar !ong as the state and
colleetivized sectors dominnte che cconomy (?), the cadre:should nct be-afrald.to-introduce
t..in systenr, Presumably this refers to-the farmlnf,out,of xaijous sideline activitien to the
indlvidial lioaaeholds, while the basle grain production of-the tear: remains a collective
endeavor. See An-Gang. Song Cheng.-and Huang. Yuejun,.“Thére 1a. Hope for the Vigorous
Development of Agriculture Ip China—Comm ry on the Controversy Over-Safeguard-
ing uf 'easant's Interests,” Kenmin Ribao (9 July 1881), p. 2 (FBIS, 23 July 1981,"p. K18).
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strategy in the agriviiltiril seetor to be sufficient and the results ob-
tained from these changes in policy to be rather favorable. -
Those post-Mao econorniic reforms tlat would change the S

viet

‘model or economic system are concentrated rather in the non-ggricul-

turnl sectors. Furtliermore, the reforms suggested for implementation
11l these sectors are not only extensive and widely publicized, they also
appear to have the support of the post-Mao leadership. Yet it 1s very
inmportant to remember that even at the lightli Party Congress in
1056. the advocites of reforniing thie economic systen did not have the
inanimous backing of the right-wing of the party, and I would srgue
the sante is true today.™™ One proponent of economie reform has sum-
marized the division of opinjon as follows: = .- - ]
" The way to reform China’s economic system is still under study.
Generally speaking; there are three lines of thinking:- o
1. The trouble with our structure.is not too rnuch but too little
centralization by the state. Although such a vicw has not appeared
in print; it is supported by muny more people than one might
expect. (Italics added):
o The treuble is indee )

I d over-centralization, but mainly over-
centralization by the central withoritics. More independence

should be grant«d to the provineial or municipal authorities. This
view is supported by many: L -
3. The m.in tionble af presert is lack of indepen. ~nce on the

~ part of ihe enterprre; This dampens their initiative %%

“Fhis lLatter view dom.untes critical analyses.of China’s present eco-
nontic gvstem in ublished sources; expecially those journals published
by the Chitrse Academy of Sccial Sciences. Tlie point to be made is
that mch of the extensive discussion of economic reforn in Cliiniese
puk-ications atiempts  provide the ideological and economic justi-
ficariong for reform of the economic system. Yet the actual reforms

that have toen introduced or implemerted in practice on an experi-

mental bisis fall considerably short of these more academic arguments.
Onv purpose here is to analyze policies the post-Mao leadership has
actually adopted and implemented; not the wealth of suggestions and
proposals that have been made. The reforins thiat have been adopted
and implemented in China’s cconomy over the past few years had
their origin in the attemnpt by ‘Zhio Ziyang and other leaders in
Sichnan, to determine how the “enthusiasm and initiative of the enter-

and workers” in_that province could be “aroused” to achieve

rises d
Bét,tgtécjjij@ijijcvi'esurlts.w? - S ) .
This campaign in Sichuan began in the spring of 1978 and the
resulting “‘experinients” were derived from comparisons betweéen tlie
performance of collectively owned entcrprises not incliuded in the
state's cconomic plan and state enterprises that were. In addition,
reqitests were niadde that managers of state enterprises suggest meth-

" 101In analyzing the reasons why thelr économlie reform policles have encouniered prob-
ey in Acceptance and implementatlon, 1t i3 clalmed that beeause thelr economic problems
were more serlous after the fallure of the Great Leap. the right-wing program of economle
refiFfiin 10 the early 1960x had more unanimous-supprort than is true at the present. time.
11 Hang Ylwel, “Phe Theory of i Enterprlse-Based Economy, * Social Selences In Chiua
1 {1080, pp. H3A=D4. . o - - e

103 This story concernlng the origla of the economlc reforms In China's Industrial sector
14 that provlded by the Chinese themselves. It s based on- Tlan Yun's “More. Autherlty for
Enterprises Revives the Economy."" Beljing Kevlew. No. 14 (6 April 1981). The description

ot thée economlic re.orms which follows 1s drawn from thls source.
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ods for reforming the systeii of management within the limits of the
preseribed national cconomic system: These reforms were aimed at
enabling them to perform as well or better than collectively owned

(i.e., profit maximizing) enterprises. In October 1978, prior to the

mitiation of the national campalgn to restructure the economy; experi-
niental reforins were implemented at the Ningjiang Machine Tool
Plant_in Sichuan and subsequently adopted by 100 other enterprises
i Sichuan, Yunnan, and Anhut Provinces: Given the reported success
of these experinicnts, by the end of 1980, similar industrial reforms
were adopted at some 6,000 enterprises througliout tlie eountry. While
these 6:000 enterprizes accoiint for on ly 16 percent of the nafion’s state-
owned enterprises; they are among the largest and more Suecessful,
aceounting for 60 percent of the gross value of output and|70 percent
of the protits for all state-owned enterprises. T

. As the above discussion shows, these experimients in economic re-
form_were not_part of z complete progriani_of reform| aimed at
transforming China’s économic systeimn from. one patterned on the

Soviet. model, Neither did they refieet the adoption of the “market

socilist” madel being proposed Dy “aeidemie™ thcurist%;wRatll'er,

o reforms were an attempt to i v pert ~nt” with modifications in

Litsic system of the eentrally pli cconomy to make it more
eficient. "The experiments adopted inelude granting state owned enter-
prises the siithority to:

Ain produgtion that lies outside the Stite plan, In other words, once
e outpft assigned by the pliit is tilledd, the enterprise can mobilize
N ces to produce whatever i nieeded by -the “market,”
2. Thix above or outside plian prodoction is to be offered to the state's
v 1, which pureluises it at dniimistered jirices set by the state, If, howe
the state’'s “commercial and miteriil depuirtimernts” do not purchase this out-
put, the en ise’van sell it on the niirket. L
C 3 A8 aninceative; ‘the. enterprise ciii retiiii a share of the resulting profit
own use, This profit reteiition Seheme tikes various forms, but in most
the enterprise his the right to retidin o shire of its “planned” profit ufter
. met its plunned output- target : 3.3 percent of the planned profits, They are
allieed to retain a lurger shiire of profits inade from its above and/or outside
play_produetion : 152 percant: A significantly- smaller number of those enter-
prises participating in these experiments are allowed to retain a proportionate
hare o their_total grosy + -ofits; ‘1 his proportionate share is inversely
tothe profit_rates enjoyel Sn o thie relevaiit industrial sector, In_another very
small number of enterprises e efiterprise rotains ill its net profits, after paying
the siate profit tax aud jndustrial and coibinercinl tuxes (a8 was true_jn the
st aud e tax on tixed sssets (which is new), In other words, instead of turn-
ing over its profits 4s reveiit duet

i1 tlie stite's budget, the er

fixed users ¢charge for its ¢ il usiety and is reésponsible for its r B
Lei llowed to retain it profits; The retnined profits generated by these various
sche are to be used to develop production, improve the workers’ welfare (i.e.,
fringe henetits); wnd. to pay boidiiises, - - B
b In addition to these retidned profits, funds at tire disposal of the enterprise
are further supplemetited. by _iticreasing the share of depreciation funds retained

by the enterprise froni 40 to 60 jierceiit. . - S
B As an_incentive to use these retained profits “to develop prixlt.
enterprixe has the right to retain all profits eirned for the first tu
/ny_expansion or retovittion ofits production facilities (financed by these re-
taimed or self-provided fuids); 1 3 few specifleally de: ated industries; such
ax the machine building gind textile industries, funds for self-financed invest-
ment pueposes_eiilt bé obtaified. by loans fron the hanking system.
t

supply

its own co

“ion.” the

Jr order to proniote exports, participating enterprises can apply for ap-
€ in exports of their above and/or outside plan prc.; ~-

proval to Qirectly engig
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tion. A8 an Incentive they ure allowed to retuin a share of thielr foreign exchange
enrnings to lport tew tectinology, raw materials and otlier inputs, and Key
equipment” and machinery, . o - I
7. As an iuceniive for workers. participating cnterprises 1nay distribute
bonuses out Of-thieit retained profits These are not to exceed -tlie liinits set by
<he state ;- that Is, Hot more thin tws jonths, wages a yeur in 1850, - S
8. Finally, partieipating enterprises are permitted to directly: recriit @nd hire
their own workers,. They can. enforce labor cipline by having tlie. power to
discharge any.. worKery, focluding _“'party retaries and. faetory directors,"””
found respousible for “heavy Jusses to the state.” While this reform means the
enterprise is no longer. forced to_accept, w

nterprise it workers ussigned to 1t Dy the state's
labor bureaus (in priiiciple. it least), thé workers it does hire must-obtiin work
permits from tliose bitreaus. In other words, the enterprise must choose among
jub applicants sent-to it_by the labor burenus. 'Tlie enterprise cuii Gily. exercise
its Fight to fire workers for “the most serious offouses.” Furtherwore, they must
have the approval of the tride union and workers' congresses (ind, us ulways,
the party), and this ig given only in exceptional circumstances. - -
“The justification for these “hist resort’. limitations, even though the purpose
of this reform isg to.-foster discipline; is that any worker fired from a stite en-
terprise would find it immpossible to find another job. Socialist cotintries do not
have unemployment comipeiigation programs. i o

" Even thougl the preceding list of reforms are restricted to the 6,000
state owned cnterprises and does not ieplace the basice system of cen-
trally planned output and supply turgets, they do represent a signifi-
canit modification of the traditional Soviet model. Tliere are; however,

cevornl factors which make this program less radical in natuie than

‘

it might appear at first, Foremost wnotig these is the failure of local
cadre to faithifully implement them: These cadres are ~ceused of being
itiflienced by “feudat” beliefs; in practice this means they continue
to follow the traditionial Soviet adininistrative approach to the con-
trol and operatior: of the enterprise. They are criticized for carrying
out the reforins onlv in i superficial manner while, in fact; continuing
thio practices of the past. Srecitic published complaints indicate that
while somo enterprises were entitled to receive a share of their profits
or foreign exchange earnines for their own use, tlicy were unable to
obtain it from the local cadre or authorities. Other enterprises coin-

plain that they continue to be assigned workers by the labor bureaus.

1n an attempt to remedy this problem; speeches by the post-Mao leader-
ship call for a campaign of political education to remove the “feudal”
behavior and thinking of local party cadre and administrators. -
~ Secondly, wlile the above list incorporates all eiglit basic features of
xperiinental” reforms, this does. not mean that all eight are
being simultaneously introduced in each of the 6,000 enlerprises tak-
ing part in the experiment. This is related both to the willingness and
enthusiasin with which local authorities attempt to-carry out the re-
structuring program, as well as specifications in the reforms them-

selves. As lias zlready been mentioned, Some ieforms are limited |

specific enterprises in certain. industries; to be adopted only under
cortain circumstances; and within specific limits. For example; rather
than providing unilateral grants in the state budget, the financing of
investinent from bank loans was limited to the imaching building and

textile industries and to the renovation or modernization of existing
p]{!'nt’,s' I . - S - i e - g - -

‘Finally, the terminology used in outlining these reforms does not
always mean the same as might he cominionly understood in the West.

For example, the sale of above-target production on the “market” does

-
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West, In this sense: the only free minrkets periiitted by the post-Mao
leadership exist in the agricultural sector; the rural trade fairs or
those markets that distribute the products gencrated by private side-
line or cooperative activity. Even these markets are “controlied” by
local authorities, “Markets” for the products of state enterprises is
stnply the terminology nsed to designate the transfer of products to
other enterprises that takes place outside the state’s supply allocation
plan.?’t These goods must still be first offered for sale to the state’s
supply distribution =ystem, and only then transferred to other enter-

prises through face-to-face negotiations: This transfer takes pluace at
“negotiated” prices, but these must either be at the state’s aduinistered
prices; or lower: Thus; although this outside of plau production en-
joys a seller’s market with excess demand, according to the ground

rules sct by the economie reforms; enterprises do not havs the right
to set hiigher priees for th

et highel es for thewr produets.
While profit sharing schemes have increased the retained. funds
availuable to pirticipatmg enterprises, the higlier percentages of profit
sturing rutes for above turget production were dr()ssigned to =ct as in-
centives to increase production. At the same time, by setting the profit
shurs going to the enterprise on thie_basis of the profitability of the

particular mdustry; the reforms still limit the total share of retain-
ublo profits to below 20 percent. For those few enterprises allowed to
keep all therr net profits; the users charge on-eapital and taxes col-
lected by the state setually miean thut these enterprises also retain-less
than 20 pe of their gross profits. Of the toial profits earned by
purticipating enterprises in-1980, 87 percent was turned over to the
state, 10 percent was retained by the enterprise; and 3 percent was used
to repay state lonns or devoted to subsidies* . .

Even given the fact these reforms were limiterdd to 6,000 enterprises;
wera constrained by failures in implementatisn and restrictions placed
on the rights actually given to the participating enterprises; these re-
forms do introduce ehanges that considerably modify China’s Soviet
model economic system in the industrial sector. In addition; although
not preeluded by the traditional Soviet model, -two nation-wide
changes have taken place which significantly modify the model as it
his been iniplemiented in Cliina in the past wnd in nigny other socialist
countries today. 'These ave : the inerease in the share of budget revenue
retained by local authorities and the closing down of unprofitabla
enterprises. S : S

Revenue sharing by budget units at various levels of the govern-
ment has alway~ been practiced within the context of the state’s unified
budget, systent. n the past, however, the share retained by local units
was tatlored to coincide with 1ts expenditures; 1.e.; those expenditures
.1 Thera i _an_exceptlon to this gerieral assertlon :_that 18, the market that has been
created for producers: goods. In thelr reinterpretation of Marxist economlc laws of soclallsm
the Chinese now define nroducers’ goods ps “commoditiex® which, therefare, can be bought,
wald, and owned by state enterprlses., State-owned enterprlses cannot uuly. sell these pro-
ducers’ goods on-the market-they can.advertise to-find buyers. These markets, however, are
wpecitically restricted to those producers’ goods which have been {;quuced,ln the past and
have ncenmulated-in laventories: e goods-for which-there 13.a buyers’.and not -2 sellers’
market. To facilitate sales of there goods the enterprise can offer price discounts. Accordlng
to the ground-rules set ont by the economic reforms, current production Is not to be devoted

to producing goods for this market. . - ) :
- 16 ~China Grants 6,000 Enterprises Extendei Power,” Beljlng Review, No. 14 (8 Aprll

1981}, p. 23.
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approved by ceutrul nuthorities:?* The post-Mao leadership’s desire
to rely on material incentives and the decentralization of some of its

decision makinyg power was aimed at mobilizing the initiative of Jocal
level authorities. Thus, they liave not only significantly increased the
rates of reveiu- shared by thie lower level units but, even more impor-
tant, given those units the authority to determine hew that retained
revente is spent. In addition, local authorities have also been given
greater authority to adjust the tax rates they impose. Whus, the sig-
niticantly greater freedom given locul levels of government in deter-
mining the use of these funds signals a meaningful degree of decen-
trilization in the fiscal system; albeit within China’s version of the
Soviet model.?®” As a result, while the planned budget for 1981 shows

aii nverall biinnce of revenues asnd expenditures for the unified
national budget; the central government anticipates a deficit of 8
billion yuan. However, “quite a number of local governments will
have financial surpluses.” 1v¢ . o : -
~ Tlic second of these charres involves the closing down of enterprises
due to heavy financial losses, the inefficient consumption of scarce
regoirces, and/or the production of .poor quality products. Aguain,

while this change does not conflict with the Soviet model in_theory,
it does represent a very significant modification of traditional prac-
tice: Xecording to traditional practices; once a socialist enterprise is
ereated it receives subsidies for its losses, cannot break the “ivon rice

bowl” of its workers by firing them. and tries to mect its planned

target as best it can, The thought of laying off workers or closin

down an enterprise because it fails to make a profit or meet an effi-

ciency test is simply alién to the thinking of a traditional socialist

planner: Yet, in an attempt to balance_the budget and reduce inflation,
the post-Mao_leadership has been forced to “bite-the-bullet” and

closs _the most ineflicient plants because they were using resources,
especially energy, that were needed to keep more ¢« ificient plants in

operution, and were creating a_serious drain on. the state’s budget.
Complete plant closedown is still used only as a last resort; the pre-
ferred solution is to incorporate them into specialized companies so
as to take advantage of specialization and more efficienit management.

By the end of 1980, a total of 19,300 enterprises had been amalgamated

into 1,000 specialized companics or genéral plants, but tlie number of
state enterprises suffering Josses still remmined at 24 percent of the
total.’® Continuing discussion in the Chinese press concerning the
. 108 §ee Nlcholas R. Lardy, “Economl¢ Growth and Distributlon in China" (New York:
Cambridge University Press, 1079). = I
307 These revenue sharng rites vary among levels and unlts of government from less than
20 to over 70 percent. Yet it Is very difficult to determine the share of alned revenue-that
[n_traily At -thie disposil.of _the_local . nit of government. As In the @ et reforms In the
19508, Increases in-the share of revenue retained. can be accompanie.! = Increased respon-
wibillty. for expenditires sfipulated by o higher level of government, kur example, as the
center of experiments in cronomic reform, Sichuan' share of retained revenue is very- high,
fts_contribution to the central gavernment In 197D {8 reparted to have heen only 80 million
vuan, While this very hich share for retained revenue Is said to he due to the fact Sichuan
wax-stili. recovering from the gévere damage inflicted_npon thelr economy by the Gang of -
Four, it i3 algo related to Sichuan’s being assigned responsibility for numerous investment
projects, formerly the responsibllity of the céntral government, - . . i
1% Y30 Yilln, "Report'on the Readjustment-of the 1981 National Economlic Plan and State
Revenue nmlrEerendltn:c”(,!’.xcerpmi,',‘ Belilng Réview. No. 11 {(16.Miarch 1931), p. 18.
" 1e "Restructuring of 1ndustry,” Boing Review, No: 17 (27 April 1981), pp. 5-6. Accord.
ing to Zhang Jincfu's “Report on the Final Stafe of Accoiints of 1978 and the Draft State
RBudget for 1979’ (FBIS, 3 July 1979), “‘at the end of-1978 . ... state enterprises running
at a loss still accounted for 2.4 percent of the totnl.,” (p. L 135:) : .
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need to protect and miaiiitiin equipment and for paying the wages and
sularies of workers and staff in closed enterprises does jndiés%ﬁ that -
the policy of plant shut-down is still being carried out; Furthermors,

iven China’s present budget crisis, enterprises that continue to suffer

losses have been assigned profit or loss targets. If they fail to meet

- those targets; they are to be faced with the cut-off of subsidies from
the state. -~ ] ] . ] - -

If implemented und continued o1 & broiad scale; these-economic e -

formnis in the industrial sector would result in the significant modifica-

tion of the third, und final, clement of the economic development

model that China’s current leadership inherited from the past. Yet,
even as these reforms were introduced, they began to generate prob-
lenis. 'This has led the post-Mao leadership to.at_least pause and re-
think their plans to expand decentralized “market” activities aimed at
modifying their basie, Soviet economic system: These -problems in-
volve not only “feudal® foot-draggiiig by local authorities and enter-
prise managers; but those who took advantage of the new opportunities
to do just what the post- do—maximize

Mao leadership wanted them to do—maximize
prolits. Iiven though enterprises were supposed to offer above-quota
production to tho state’s supply network at administered prices, many
are reported to have behaved as if they were in n market economy,
selling their prodiets to enterprises that were willing to pay a higher
price. Even though such sales were to be limited to inventories that had
uccuriulated over time, once they were able to advertise and sell goods

on_a true market; some enterprises began to sell commodities from
current. production—again at highér than authorized prices, A few

-enterprises even began to take orders for commodities not yet
produced; . S . o o
_ In addition, while the reforms specified that retained profits could
-be 1ised to distribute bonuses to workers on the basis of increased pro-
ductivity, some enterprises handed out bonuses indiscriminately and
for .nounts larger than the state allowed. Some enterpriscs took ad-
vantage of their opportunity to gain foreign exchange_through ex-
porting their above-target production by diverting production from
deliverics to_domestic enterprises. to foreign customers. This forcud
some scheduled domestic buyers to import these same commodities. -

Some enterpriscs nlso used their foreign exchange to import com-
modities that hardly qualify for “rencvsting or modernizing their
production facilities;” l.e.; automobiles and color television sets. Ono
could easily add to this list of ways in which material self-interest;,
once it was permitted, took advantage of the reforms in ways not
intended by the new leadership. . -~
__A-more serious problem was the increased financial resources that
these reforms placed at the disposal of local units of government and
stat owned enterprises. This was coupled to granting them the legal
authority to use these ,funds.,fﬁ,,ié?@@ihgéi@@ their production
possibilities or welfsre of their workers and staff: These revenue and
profit shiaring scliemes not only reduced the potential revenue of the
central government, but. the increased prices paid to peasants and the
higher wages and salaries for workers and staff reduced the potential .
profitability 6f the state’s trading network and the state enterprises.
The resulting budget deficits were financed by drafts on the bank and
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the issuance of new ciirrency, adding to the current inflation. In an
attenipt to combat this inflation, the eentral government tias tried
to cut the rite of investment and stem the arbitrary catch-up increases
in wages and bonuses. Yet, given the increased financial resources of °
the local units and tlieir ability to use these resources as they choose;
by increasing their out-of-plan investment and by awarding bonuses
they have neutralized the central government’s efforts in this area.
~ Even if this local spending were not inflationary, however, there
would still be a major problem with these reforms: the difference
between locul interests and those of the central aiithorities. For ex-
aple, alocal unit desiring to make.a profit might. want to establish a
particulur enterprise, even if a similar one already exists in another
unit; i.e.; although the commodity. may be available, they recognize

that whoever owns the enterprise will get the profit. Otie pertinent ex-

ample of this is the cigrarette industry. When these reforms made it
possi
their own cigarette factories, diverting cigarette production and prof-
its from existing enterprises that could produce higher quality ciga-
rettes more cfliciently. As a result, the central government lost revenue
whilo the local units gained revenue, and idle capacity in tlie state’s
niode n industrial sector went up while efficiency and productivity
went dowi. . : o o -
" "Fhis same problem occurrd in dealing. with existing plants as well.
1£ an enterprise in one adminstrative unit. produced inputs for usein
thit. of another administrative unit, any above plan ocutput in the
former conld now be diverted to other buyers. Sinee it was free to
produce for the market and negotiate directly with other enterprises,
the cnterprise would sell cither to buyers \i;i,tfl,ili its own unit ot those
i any other administrative unit. This would make it necessary Tor
enterprises that lind veceived these inputs in the past to scarch for new
supphiers: This, in fact; is_the argnment given for why China’s best
prodiicer of television picture tubes in Beijing is currently having
problenis securing the nec y parts, For tliose enterprises now
»Howed to protiote exports mud to retain a share of the foreign ex-
change to import machinery and equipnient to niodernize their produc-
tion facilities. many did so, with the result that China’s import surplis
not only inercased but duplicate jinports of machinery and ecﬁuipment
were negotiated by many enterprises. The list of such exatiples could
ba externded. but the resnlts weuld all lead to the same conclusion:
Wlicn cential autliorities decentrualize deciston-making power iand con-
trol over money and resourees to lower levels, the resulting decisions
will serve local ifiterests and objectives, not necessarily those of the
central government. o

A major problemi with the Soviet model is that centralized deter-
niination of ontput targets for an industry resilts only in & generalized
cquation of supply and demand for a rather broad commodity cite-
gory: Tt is not an equation of supply and demand that is iten; time,
and space specific. The breakdown of these national level aggregates

into spectfic instructions to individual enterprises is dong by nieans of

a vortieal hierarchy of administrative units. Thus; it is very tunlikely

wsible for them to do so, local units in tobaceo growing areas built

that those inst ructions will represent a feasible and consistent set of
targets for specific enterprises: In an attempt_to cope with this prob-
leni; as well as unexpected developments which occur during the plan

?'
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period, the enterprise must work thﬁ)“gh the vertical chain of com-
mard. It is unable to negotiate directly with other enterprises to 501}',(’-
its problems: Thus. & more eflicient achievement of state plans neces-
sitates w decentralization which gives the enterprise greater flexibility
fo hegotinte directly with other enterprises. Yet, once some of the
ilecision-iniking power over the allocation of resources is transferred

from the direct control of the central authorities to those at lower
levels, the latter arc unable to make rational choices unless they })ase
their decisions on rutional prices; iie:; profit-maximizing alternatives.
In order for the cconomic reforms to work in the manner that is
intended, they inust be acconipanied by & price reform. o

Althoiigl o few of China’s advocates for economic reform have
inclnded the need for price veforn in their arguments, there is little
vidence that sueh a reform is planned in the foresceable future. As a
vesult: ccononne reforms nimed ut granting greater material incentives,

financial résources, and decision-making power to lower levels of gov-

ernment and state owned enterprises have been carried out in the cong
text of an reational price structure. This creates u tremendous variety
of profit (and loss) rates for ditferent cconomic activities, In other

words, sonie enterprises would continue to be very profitable without
any anerease in efliciency while others would have to become terribly
efficient to make any profit. For example, China’s economy needs coal

amd. graing yet becuuse of the “relatively” low price of these com-

~uodities set by the central anthorities; both activities have very low

proiit rates. Rather than cope with this problem through the introduc-
tion of a price reform; it is argued that a complete sct of differential
profit and loss norms, taxes; and subsidics, etc, needs to be imple-
mented. ‘The history of decentralist economic reforms in Soviet eco-
nomic systems tell us; of course, that attenipts to.solve the problem in
this manner creates as many new problenis as the old ones it solves:

No miatter, for as has been mentioned earlier, current cconornic prob-

fems and experience in economic reform liave led the post-Mao leader-

ship to reconsider therr evolving econonmic developmant nivdel and

strafegy. Reahzing the magnitide of the economic imbalances tiiat lie

at the hedrt of these problems; th y mow assign greatest priority to
cconomic readjnstment. This readjustment involves balancing supply
and demand within and among all sectors of the economy, balancing
the hudget and the balance of payments; and achieving the proper
ratio between mvestuient and consumption. This macro-level economic
adjustnient cannot be sccomplishied by individual units of government
and units of production in the state or collective sector at the local
level. The econonie reforing which provide greater decision-making
power and control over resource allocations to those units may even
work against the objectives of readjustment: Furtherniore, these eco-

smic reforms cannot be expected to achieve their desired resnlts until

ter the objectives of readjustment have been achieved; i.e.; until
bulance lias been restored to the econoriiy., * ‘hus, the leadership has
decided that tliess experitents in é&:bﬁdi{iié,Eestru'cturing are not to
b expistiided until that balance is achieved. There is to be g “consolida-

tion™ of their expericiieg with reform experiments alrcady carried

out. When used in this conrext, “consolidation’ usually means retrench-
nient by the Chinese communists, ‘
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PRI post-Mieleadership, the only way to achieve
., the wonomy. is_by means of centiral conirol. This s to bo
o iy % ceseeable futuire by a program of “centralization and
pmitieni o 0 eisht felds: Tocal mmits are instructed to carry out “the
policies and oo wres” adopted by the central government. The State
Planning Coininission will have unified conirol aiid manageihent over

FR R

“all constructivn, s1.<l investment uat the loeil level: There 1s also to be

anified central 7 strol over all local financial and taxation systenis.
Central. contrus. 4 to be excreised over eredit and cash management.
State plans for praduction and supply allocation must be carried out
s “preseribed by the state.’ Price control regulations are to be devel-
oped an.t unautliorized price changes are to Le “resolutely curbed.”
i addition; wages; bonuses; and fringe benefits stipulated by the state
are to bo rigidly adliered to and w strict system of examingtion and
snpcr\'ision%c enforeed to make sure this is done. All foreign trade
and foreign exchange ire to be placed under unified management; L.e.,
central controk: Finally; in oi;tll'cr to help cover the planned budget
deticit of the cential governient in. 1981 and to reduce the funds at
the disposul of.local levels, 4 to 5 billion yuan of treasury bonds are
to he ,aﬂﬁiicaté,d for sale to those stute enterprises and local governments
that hiave accumulated surpluses. o . S

Unlike cconoiite reforns introduced to replace the Maoist prin-
eiples and Stalinist strategy, those implemented to modify the eco-
nomie system are not part of an attempt to replace the busie principles
of & Soviet model; Certain types of contract responsibility systems
introduced to create a move effective incentive system are not intended

to replace the basic institutions of China’s collectivized agrieulture. In
industry; a great many cconomic reforms have been experimented with
that would, if taken as a whole, be more consistent with a market-

ocitlist cconomy than a Soviet niodel economy. Yet, ratlier than dis-
pliciig thie Soviet model, these reforms seck to supplement it. The
econoniic problems associated with the basic Soviet miodel, however;
o well known thiroughout the Western, non-socialist world and these
same problems have also now been publiely discussed in China: In

addition, mitay reforms presently being introduced which supplement
and modify that Lasic model to make it work more efficiently could
well leaid to ehianges that wonld ultimately transform China’s Soviet
model economy into one more like those now called market socialist
ceonomies, The possible future consequences and destiny of the post--
Muo leadership's program of economic reform are discussed in the
concluding section of this paper: .

Forure Prosprcrs

"This essay has analyzeil the post-Mao leudership's economtic devel-
t model in terins of its explicit rejection of Maoist priuciples
talinist strategy acconipznied by econoniic reform ammed at
modifying their Soviet-type economic system. Despite the wide range
and variety of economic policy changes that attempt included; that
diseiission doey 1ot represent a complete catalogue of economic policy
changes the post-Mao lé;ii,lo,ijshjﬁj ha - introduced over the past few
yoars, Nor have the specific detail: of those changes been presented. A
complete and detailed analy -is 6f the ongoing flood of post-Mao eco-
nomic policy would require i« book length study. In fact. at the present

- ~
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time, 2 more conplete and detailed analyvsis would be prematvre. This
new prograni of ceononfivc-reforin is still unfolding with »°5. ' and
unexpected changes oceurring with every passing mont it . shicrt,
we are still in the nildst of a transition .eotod which by . o (ih the
death of Mao and overthrew of thi- Cinngr of Tfonr ir % B} the
fall of 1951 the right-wing of the jeirty, under the icaaership of
Deng Xinoping, had consolidated its Lold over tor level positions
of power in the party, Liit they ave still scavcliing for o well-defined
et of principles, strategy: and ceonomie system for achieving the
ceonomic modernization of China,

Our analysis argues that the post-Mio economic prograni repre-
scnits an evolutionary process which began with their rejection of
Muoisi. principles which they hud objected to since the 1950s; prin-

ciples wlhich liad obviously proved cconomically counterproductive
during the lust two decudes: "The post-Mao leadership soon came to
realize, however. that tlie Stalinist strategy which they themselves had
advoented in the past had also crewted serious inefliciencies and bot-
tleneeks in the economy. This réalization led then to adopt the strat-

gy of balunced growth: Finally, using the niew guidelines of “seeking
truth - from pinctice” which allowed for open and frank discussion o
the well-known inefliciencies of u& Soviet-type econo

lI-known inefliciencies of a Soviet-type economic system, the
post-Mao leadership began to experiment with reforins aimed at modi-
fying their basic economie systeni; not; however; to dismantle it. This
reform progiwun builds npon right-wing proposals of the 1950s; but -
goes beyond those earlier pmposals in a coniprehensive atteipt to Gis-
cover and adopt a_blend”f capitalism, market socialism, and u Soviet
typo economy that. will fulfill‘their dual objeetives of economic mod-
ernization and the transition to a higher stage of socialism. =
Within this general framework; thie discussion here concentrated
on in analysis of the paurticular economic policies and reforms intro-
duced by the new leadership over the past few veuars. In this disciis:
sion. the arions obstacles each veform encountered and/or economic
probleins ieir implementation created weie pointed oiit in order to
mdieate clearly the difficulties the post-Mao leadership has had in
that effort. These difliculties not only lielp explain some of the eco-
nomic problems they currently face (as is pointed out by various con-
tributors to this volume); and why the evolution of that economic pro-
gram has undergone varisus changes and is currently being “consoli-
duted ™ bat heip expilnin vwhy it is vy difficult to predict the eventual
outcome with any certainty. At thé®ime tine, however; our emphasis
on those problems slionld not be®aken to. imply that- program has
d: nor—imore relevant—that_the post-Mao leadership has given
np_in their search for that blend of eapitalism, market socialism, and
a Soviet type economy that will achieve their objoctives of a modern-
ized, socialist economy: S o
Many of the problems engenntered in their program of economic
refornt can be explained by the very serious siature of the niany prob-

lems they inherited when they eame to power. In addition; many of

“these problems replicute the experiences of other Soviet type economic

gystems in thieir atteiipts to adopt similar policies and reforms. to
achieve the same objectives: Finally; although we have concentrated
on the problems as<ociated with the new leadership's program of eco-

nomic policies and reforms: as other papers in this volume show, there
are & greic many ceonomic benefits from this program. Compared to

P10 O - BRI - A tyo F
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the situation in the past, standards of living have increased rapidly;
the cconomy is being rebalanced, and the private seetor is flourishing.
A fundamental change for thie bett. - is the leadership’s readiness to
adniit und discuss their economic problems, to release quantitative
data to illustrite their magiitnde. 2nd to seek trath from practice
in solving those problems. Finally, while it 1s very difficiilt for a West-
ern observer to judge, there obviously is considerable popular support
for the post-Mao leadership’s program of economiic_policies and re-
form. As in.any Western democracy, there are many who complain.
The real question, however; is how many wonld want to go Lack to the
ceonomie policies and

d system that existed before the death of Mao?
~ Obviously; usa Western observer from Ann Arbor; I can:, v inswer
that question. Yet; as a student of China’s economy over the past two
deeades, I do have x snbjective opinion as to the fate of the post-Mao

leadership’s program of econvnile policies and reform in the future.
Any assessment_of the possible futnre evolution of the post-Mao eco-
nomic reforms depends significantly on an assessinent of the palitical
future of the right-wing, post-Mao leadership itself. This latter, in
fuct. is the subject of Robert G. Sitter’s paper in this volume; “The
Political Context of the Four Modernizations.” Inasniuch a8 his argu-
ments and eonclusion are complementary and consistent with my own,
1 citii refer the reader to bis paper and merely present my subjective
or intuitive projections foi the post-Mao leadership’s progrant of eco-
nomic policies and.reforn below: '

With the complete rejection of Maoist principles; the pendulum
has now swung to the extreme right. Althongh history has tauglit us
to anticipate a future.swing back to the left, I do not believe _this
will happen. There are & number of reasons which support this, First,
the Chinese have experienced the negative ipact of Maoist principles
on China’s economic developnient. The new leadership has devoted
considerable effort to a reinterpretiation of Murxism to slhiow that Mao-
ist principles are an unortliodox interpretation of Marxism. Mao him-
self is dead, and while considerabl¢ effort lias been made to retain
his symbolic role in history; much of his work over the past two dec-
ades of his life has been discredited. Yet, I do expect the pendulum to
move back to a more moderate compromise with some Maoist
principles. ) L o
- The nesw eniphasis o> material ince es; dependence on the import
of foieign technology, specialization and a greiter division of lubor
internally, exposing. entorprises to the tests of efficiency and profita-
bility will continue, but within greater limits. We can already see some
of t“ig modeiution and the creation of limits being introdnced in the
cconomic policies of the right-wing. Quite simply, as operational pro-
gianis, Maoist economic policies were. an economie disaster. However;

ns general principles, they have considerable appeal not only among
the population, but anjong purty cadre as well: 2is the economic con-
sequences of the post-Mao leadership’s economic ‘development. model
and strategy beeome evident ; sneh as.a more inequitable distribution
of income; greater dependence on foretaners, and increased nnemploy-
ment, support for Muoist principles cun be expected to increase. Asa
result. I believe the post-Mao Ieadership will be persuaded to mod-
erate Somewhat’ their outright rejection of Maoist principles. I do,

8i
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however; expect the pendulimi to Femitin right of center for some time
to come. . L . S - o

-The.rejeetion of Stalinist “big push” development strategy in favor
of giving higher priority to €hina’s probletii bottleneck sectors (such
s cnergy, transportation, light industry, agriculture, urban social
overhend capital) is dictated by economic necessity, I also expect that
this_feature of the post-Mao economic model will last over the fore-
seeable future, or at least until the economy regains the path of bal-
anced and sustiined econoiiiie growth. In 1979, the. post-Mao leader-
ship thought this would take three yenrs. Tle following year, they
extended thieir forecast another two years. Now they speak of “five
vears or more” or of “two'five-year plans.” I expect that the “readjust-
ment™ or “rebalancing” of China’s economy will continue to be. the

major concern of Clitm's leadership for the rest of this decade. Once

this rebaliicing and path of self-sustained growth is obtained, how-

ever, the pent-up demands—assuming the post-Mao leadership is able

to keep them pent up that long—of traditionat “big puch” interest
groups such us heavy industry and defense, will be arguing for high
rittes of investment and growth. i, . -

In_my opinion; sucli_interest groups will create a serious political

problem for the post-Mao leadership long before the end of this dec-
ade. As eurrent short-run economic problems begin to be solved,
China’s eiitrent loaders

ship will find it difticult to contain the pressures
these groups are sure to assert. In addition, I believe that the change
in priorities in favor of cousumerisin, at least fo the extent it has been
carried out in the past year, will be a short-riin temporary phase.
Again, the current priority given to consumers’ goods is_dictated by
economic necessity. After three decades of strenucus effort for the
suke of national cconomic growth, the Chinese population obviously
demanded wand deserved a sighilicant ierease in their standard of 1ive
ing. On_the average, their standard of hving las iniproved over the
past two ov.three years: Once this cateh up redistribution of resources

has been achieved; however, and as economic conditions improve, fur-
ther inecreases in the well-leing of consumers will probably be con-
strained for the sake of further geowth in the development of bottle-
neck sectors ani to meet the de ter

mands of the special interest groups-

- referred to in the previous paragraph. 2\ in the case of current policies

which negate Maoist principles, T do not believe the balanced growth
st of the pest-Mao leadership will soon give wiay to vet another
per.  of Stalinist “big push’™ development campaigns, Rather, the
rite o investinent and the allocation of that investment will be siic-
cessfully adjusted in favor of a much greater compromise between
those twol msically different strategies than is true at the present time.

I am more pessimistic about the fate of the economic reform pro-
gram itself. While cconomic necessity has mandated its iniplementa-

tion: the prineiple advocates of these reforins lack a broad power base

within China’s political system, Furthermore, the history of econormiic

reforni exposes the extent to which these reforms represent a tug-of-
war over ceonomic and political power between central and local au-
thorities. T simply have my doubts about whether local interests can
win this tug-of-war in China. Nonetheless, the post-Mao leadership
argues that the reassertion of centralization and unification at the

tf 8';
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present time is mecessary to achieve rendjustinent, but once readjust-

nient s achieved *he c~anotiiic reform program will 1ot only be feasi-

bile; it will be curried out. It is true that these economic reforms will
work better once the ecoonmiy is bala 'ed. Nonetheless, even in_&
balaneed cconomy: cconomic reforms which transfer real decision
making power to tho lower levels require the adoption of & systemn of
ritiomitl prices: In other words, the basic problems or contradictions
of ccononiic reformi in i Sovict type economic system will remain.

Wherews compromises between Maoist and right wing economic prin-
ciples and balanced growth and big push strategies can be expected to

evolve wvier the decade of the 1980’s the cumpromises implicit in &

mixed oroioinic Systeni which incorporates major features of both
decentralized: market socialism and a centralized, planned economy
have proven to be very unstable. Nonctheless; the need for and seeds
of economic reform have been acknowledged and created. —

At the presen: tine there are aniple reasons for believing the Chinese
will retuin th: basic features of the traditiozal Soviet econoimic
il [Towaver, over the foreseeable future; it is far from certaln
theet the emnprsign to_reform Chinn’s Soviet type econoniic system—
initinted in the mid=1950s, reniewed in the early 1960s; and vigorously
puisued wftor the death of Mao—will not succeed. It can be srgued
with some certainty, however, that the new Chinese econcinic develop-
nient model of the 1980s—one that rejects giving operational priority
io the Maoist ceonoinic principles, adopts a rate and allocation of in-
vestient thut is & compromise between the Stalinist “big push” and
the “balanced growth” striategies, ard to a lesser or greater extent
allows for decentralized_decisions based on market forces tc supple-

ment central control and planning in the allocation of resources and

products—will be a considerable improvement over thie Cliinese model

of the past in the post-Mao leadership’s search for the path of sus-
tained growth and ultimate modernization of the Cliinese economy.**

- economist, after
¢.ol.tha éco..omic

el s luteresting- to note-that Mition Friedman, Nobel prize-winn
i very brlel rip o Chinn, cume to vonclusjons concernlug the pussibie
reform progrum slimilar to m, owil. e sald. i 2:On_itn_abSolute ievel
backward econofiy. ‘The grent bulk of Ity enormous--poputation is -
.. . aud the level of productivity T indastry I8 terribty low. . . . With respect to change,
an. opposed . to.1evel; the situation is more complex. There clearly Lus been.n declded.improve-
Mielsy 1 the ceottomly - over-the pust. thire¢ yerd or so. The Chinese attribuce this to tue new
Cprugiiatics bolléles ndopted nuder v ice-I'remter Deng, who s clen rly the persoi In chirge.
My own hmpression s somewhat differvit, 1.1 i coapmon ooservation that the restoration

pAn it _soclety that has been in n state or turmoll s capable .of producing a 2
Lent lu the eeotiomy, . . .- Fhe mere restoriition of _order on the death of Mao
it poswer hy Deng was bound to permit w rapid recovery -and & junp in economic
jevel, 1 belleve that §8 1 far more. fundimentil eXphifation than the Deng reforms. moast
of which are 86 7ir only_on puper. The reforms- the attempt to lntroduaze-market elements,
the openin: up of contaets with the West, and the encotirnzement of foreizu Investment,
and s0.ol-—are i desiruble direction. But the test of whether they will-be.carried.out
nud what their effects vl be is still _for_the fitiire..... ... My own conjecture is that there
wiil be.considerahle_progress in the nest few veuars n8 some of thie newls announced-policles
work them g -through the system, At the samie tliie, 1 am pessimistic that the progress
will ue_fouz contiited. Opening up the system lnvolves dispersing power and responsibility
and that wili produce threats to the x ity of tlie. centralized politicn] apparatus. It s
Hikel¥ to respand by clasing down agnin.'” (Milton Friedman, “Report to the Committee on
Sehiolarly Commuaication-with thie- Pecple's Kepublle.of Clifiid on Trip to Chlna.” mlmeo).
Milton Frisdpan. cisited China i the fall of 1980, - - L oLl L
Coutge ik important to Rete that- the.adoption of a4 iniproved. Chinese economie up-
ent made thy. tlie. post-Mao leadership 18 only n neceswary-condition,-not & sufficient. eon-
for solviug both the current short-rin szazoniliprablems. they fuce—hudget deficlts.
1. teieanplopietit dmport surpluges, ere.—and the fundamental lang-run obstacles-to
2 leruization of China’s ecottamy -—the problems of agricultiire, pop:lation. technology.
el The assessment. o fthe présent status of these problems and the possible héadway the
post-Mao tendership will muke-in trying to solve.them In thé decade of the 1980s 1s
presented in the many papers which tollow In this volume. .

Ltinge, o elned
the galning
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MODERNIZATIONS .
Ry Robert G- Suttor®

CONTENTS

. Page
SUMMArY - - . LI T DI I I Il e e o e 7
Introduction . 2 oo Ilol oIl e o 78
Political Reforms, 1977~81 222 0o ool cmmicc o 81
The Third Plenum, December 1978 - - . __ . ____ - 83

The Fifth Plenum; February 1980 RN - 84
Recent Developments ; - 85
_Assessment. . _ .- __o--Coooooo 87
Current Impediments 1 Political Reform 89
Leudership Divisions. __.-..c_-cZZ2C 89
Institutionsl Complications. -.2-2: 91

. Contradictions in Reform Measues--_---== 92
Prosge,c,t,s and Iinplications for the United States sg
. pesd

StaMaRy *

Recent Western scholarship and authoritative Chinese comment
have shown that Chinese politics and China’s political system have

scriously hampered China’s recent economic development efforts.

Seme Chinese leaders have been particularly outspoken in arguing
that sweeping political reforms are a prerequisite for an cffective pur-
suit of the four modernizations. .~~~ .~ . i
The reforms include changes in Chinese laws; institutions and :d-
ministrative practices, but at their heart are major leaders

lership changes.
Following the death of Mao and the arrest of the “gang of four” in
late 1976, Chinese leaders inherited a inassive administrative struc-
ture staffed by cadre seriously divided along ideological; generaticnul,

institutional and factional lines. Reformers * like Chinese Commu-

nist Party (CCP) Vice Chairman Derf Xisoping recognized that
Chinese decision making on economic development and other pro-
grams would continue to be disrupted by such divisions unless they
manage.. to establish a more unified and competent lsm,dm% group at
eaders, In

*8pecialist In Asian Affairs, Forelgn Affatra and Natlonal Defensz Division, Congres-
slonal Research Service. . .
- 11-would Ifke to- thank- Rickard-Bush,-Ca:! iamrir, H..Lyman Miler and Larry Niksch
for_their helpful comments on ¢arller versions ol ‘nis crticle. Jamies Huskey provided very
valuable research assistance and numerous insights. - - - - - - - - - -
_. 1= It {8 important (o emphasize at theé outset thiat t=e term ‘‘téformers’’ 15 tised in. this
articie as -a matter of -couvenlence to-refer to those-Clinese leaders-Interested in major
political changes in Chlni. Of course, Inasminck a8 politicel fonsiderations have long had a
profound impaet on economic polley and develrment in China, this group clearly overlaps
with another_distlnct group of oficlals~—tho.: who advocate. . speclfic reforms .in China's
economsc system. This latter group is frequently referred to as “reformars” in other articles

Lan

Iz theé volnme.
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turn, would he positioned to rally the support of frequently hesitant
and indecisive cadres it lower levels in thie Chinese administration,
and to win the backing of the Chinese people for their moderniza! "an
programs. Without a more unified Jeadership; strong differences among
senior tenders would cause indecisiveness and vacillation over modern-
ization policies and other programs. Officials at lower levels would -

be inelined to hiedge their bets in this nhcertain atniosphere, ind would
avoid the full commithient iieeded to carry out modernization pro-
grams effectively: . } : S -

" Chinese reformers have sichieved considerable success in altering
Chinese luws, institutions ard practices and in removing political op-

ponents. However, they remain far from achieving their goals. The

recoril of the past few years sliows that Chinese leadets remain divided
over how fur they shoulid go in reducing the influence of Maoist ,g)'dl,i}
cies of the past.un-! in removing officials closely as ocidated withi those
policies. They debute over the need for decentralizing economic deci-
il making, =« 5osed to stroug ad ministrative coutrol for ecoriomic
developient., €0 contr

shioiitl be exert i over public opinton and the work of intellectuals
it scientists; what role capitalist conrntries should play in the de-

yor issnes include how miuch administrative control

velopiieiit. of China’s economy, and liow closely China should align

with the conntries of the Wost in opposition to the TJS:S:R.
Prograrts for solving these kinds of leadership differences appear
anwerts e, Suture political reform and leadership unity will be com-
plicatod 1+ divisions left over from the past, differences over the im-
pact of strong reforins on Chinese political stability. and persisting
institutional, generationul and factional divisions. Reformers will also
t wlership rectifica-

find it difficolt to moke headway when conducting les
tion (i.e.. pitrges? through party channels influcnec:i *n many cases by
officials who oppose reform. Their éfforts will also b= andercut by con-
tradictions and tradeofls seen in many reform measures; tlhiese canse
<ile offects chat have a negative impact on important Chinese interests
and prompt calls for a halt or ~low down in reform.

" X cautiously optimistic scenario for tlie next few years hoids thai
Chinese reforniers will continue to make slov. and halting t:rogiess

toward the establishment of & inore unified, prigmatic and technically
compotent_leadership that will gradually develop a _more coherent
modernization. pre;sram capable of eliciting miote active support_from
Uhinose officials and people: Opnosition to reform programs will pet-
sist. but will probably remain diffused. as in the past. Opponents will
probably be unable to offer a competent alternative strategy to the

recent modernization efforts. This scenario does not hold out great

opportunitics for large. increases in U.S. economic investment in
China, although bilateral trade may continue to 20w, But it seems to
sorve Amerean interests in promising a continwition of close Sino-
American cooperation in fostering a_mutually beneficial balance of
power in_Asian_and world affairs: barring a muajor flareup over such
sensitive hilateral issues as Taiwan.

1. INTRODUCTION

Chinese politics have long had a major impact on Cliina’s approach
to modernization and economic development. Major economic decisions
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have been made by oflividls in the administrative structure of the Chi-
nese government. party and srmy: who in turn have been doniinated

by leaders of thie Chinese Communist Party. In the past; Chinese com-

munist political organization and ideology were widely seen as instru-
mental in forging strong national cohesion and economic progress in

China. ‘They were viewed as fundamentally important in transforming
Cliitiit from @ stiate of demoralized disintegration earlier in the QGtﬁ
century to a status swong the top Fanks of world power in recent years.
Even erities oF the siiny “liuman costs” of China’s revolution—-the
strict restraints or meiividunl froedom; the large-scale purges of Chi-
nese leaders and hitellectuals, and the mass campaigns directed against
varions sectors of Chinese society—were grudging {,impmrss’edr by the

Cliinese udniihistration’s ab'lity to organize and mobilize the resources
of the country in a drive to develop China’s wealth and power.® .

In the eirly 1970, a growing number of Ainericans—including
many members of Congress-—travel-d to China for their first close look
i over twenty vears. Wiile they differed in their overall impressions

of China, they generally agreed that the Chinese political adniinistra-

tion hiiid proved to L in effective instrument in promoting conditions

needed. for materinl advancement and economic modernization,? A
student of Asian affairs who spent considevable time in China a3 a
young man; Senate Majority I eader Mike Mansfield was among the
most outsipoken in this. regard; althe:'gh similar sentiments were seen
in.a wide variety of svhoﬁu-ly and press reprrt: about China at that
time. Praising China's accomplishinents fo'lew ing his visit there in
1972, he smid : : ;

There has not been @ w4 ior flood, pestilence or fn...e for many vears. The
clties are eleati, orderly .ind safe; the shops well stork.«d with food, c.uthing and
other ecnsumer items; . . . The housing is of a Lo lype. tat is now
sutlicient to etid the speetacle of milll,ns of the ¥ .. _digposvessed whe,
fil tlié } . Wilked tlie tracks and roads or anch . wsWipa 59 in the rivers
of Chinid and lived out thelr lives in a space litt 12 han & sov.boat?

choed these themes more

The liveliico? of the people seems to be improved from what it was at the
iime of my 8 st visit to the People’s Republic aimost - “ree years ago. In Peking,
fcz example, 3 great dea’ of new housing was evident. The people appeared to be
Letter cl +ted. ilore trurl + und other com:héreial vehicies and more sophis.;cated
bicyeles vere on ‘he streei .. Shops offered a greater variety of cousnmer goods.*
. The Senator also offered & positive assessment of Chinese medical
earo and the Chinese education system. He noted in his report i, 1375
that : .

h_a population plagued bv mmﬁﬁti-méi[; communicable

and parasitic_disenses, and_inadequate heslth factlities and. pe el. Every-
where there were 3scurvy-ridden; lice-infested, potbellied él;lldi'éii with inflamed

_. 1*Schurmann, F, ,H,,ideojog'y and Organization in Communist China. Berkeley, Univer-
slty of California Press, 1966, U.8&. Cougress, Senate Committee on Forc'gn Relations; Sino-
American Kelatlons: X _New Turn. Washington, U.S. Guet. Pr..% .>* 1979, pp. 117-134,
{Hereafter cited as Senate Ferelgn Relations Committee, Sinv-A:
New VUL o ol oo . o L -
- :?8cnate Forelgn Relatlons Committee, Sino-American Relatlons: 4 New Turn; pp. 117—
134 i

.¥lcan Relatlons: A

- +11.8 Congress. ".waate., Journey to the New China. Washington, U.S. Govt. Print Off.
U4V S “Congress. SeunteChina: A Quarter Century After the Founding of the Peaple’s
Repuhlie. Washingtofi, TSI Govt, Print. Of, 197, p, 3. (Hereafter cited as China : A
Quarter Century.)
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eyes. nil cotifitless heggnrs, An open prostitution problem existed as did rampant
veniereil @isesise nnd tuberculosts . . . Now there has evolved. a system_which
provides iniversal basle health eare. Tt is 2 system which hay eHininated veneral
disense. coiitrolled tubercnlosis; partially controlled maliria and =elilitoxomiasis.
and iniiile. world-recognized_achievements in burn therapy. re-implantation of
aiiipitited extremities and digits. and in the treatment of 'ractiires. The system
his giveli rebirth and new significance to traditional Cliiniese medicine in the
nsage of aciipuncture.

Ife went on to note that :

jon is frec and compiliory for seven to_nine yeanrs. varying in length
... . Fiducatioh in Clins is directed to practical applieation.
for the sake of leariing. Young children are tanght to rend and
nerally prepared for liimited specialized training. Work @ other
* also instilled in thein in aecordance with Maoist concepts. At
'} -onda| . educition is usually combined with piactical experience
keyed to turniug out persons capible of going directly te jobs in_the communes
and factories Additional on-the-job traliing takes.p!.. * Tiewse destined te
be skilled to “inicians, for Instaiee, go through an ap- = = .3 0f geveral years.®

~ More . ont i*’c‘:'p"dj:tihg,byfspt;icriij,lisrtrs@pdr STl visitors has re-
flocted @ ebipge in Western attitudes concerniry Chinese politics and

maodern -ation. While acknowledging the accomplishments of the
1.1y _observers have become skeptical that the ciirrent Chiness

I Jaany b C

politicel and administrative systems are ¢ell suited to foster future
economic development. and material p rress. They have seen them
niore 1s impediments than as assets in this regard. Thus, for example,
they have highliglited the negative impact of policies followed by

Miw Zedong and his more radical followers during the decade of the
Cultural Revohition, 1966-1976. They have notad suchi things as how
tlic effects of leadership disruption and factionalism brought on_ by

Maoist. policies teiided to paralyze the planning process and ‘ed. to

widespread work stoppages and disruptions in the transportation

system which in turn had @ negative effect on economic growth.® -
Following the death of Mao and the arvest of the gang of four in

late 1976, sore analysts judged that negative effects of Maoist policies
oi. the Chinese administrative gystem and modermization might last
only a short while. They were encouraged by pelicy changes begun by
more practical post-Mao leaders in Peking, judging ot they could
fairly quickly reorient Chinese pelicics in suppore of & pragmatic
pursuit of cconomic progress.” _ : B

" Other obseirvers were loss sanguine, however, They have seen the
legacy of Maoist. politics.as a long term and deeply rooted impedi-
ment to the pursuit of the four modersizations. In particular, they
have. questioned . the ability of Chinz's new..leaders—representing
widely different Hackgrounds, interests and political points of view—
to cooperute effectively, rally the support of the enormous Chinese

rarty-government-military bureacracy, and mobilize the Chinese

people in support of innovative bt~ frequently untested economic
proFTAMS. o o ) s
~ Several have judged that a kind of “fifth’ . ferriazation; involving
large scale political reform and major lea  -in ‘hanges, would be
requiired in order for China to sicceed 1n - ' v ng its agriculture;
* Chinn : A-Quarter Conturs, ppod: 100, o o e
e See artlcle by. Nicholas Lardy in-U.S, -Congress. Joint liconomlé Committee. Chinese
Ec_f’)rllrf:llg) Post-Mao. Washington, U.S. Govt. Print. ofr.. 1978.
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mdustry, science and teehnology and national defense. Typically, an
infhientinl CLA study; “Chi- T'he Continuing Search for & Moderni-
zation Strategy " stressec b Ching needed basic changes in its
leadership organization ane  .cology in order to mect politicsl require-
menits for effective rconomi.  cvelopment. Tlie study warned that nong
of the needed changes woul e easily achieved and added that “years
of consistent and patient ¢ rt by the leadership and its successors

will be required before thes lements begin to reinforce; rather than
hamper; Chinese economic gro wth.>? — — . °

Chinese commentaries atso have frequently been frank in acknowl-
edging that leadership diffv-ences continue to complicate Clhinese
decision making at all levels. Fhey view the_current condition of
Chind’s political s¢stem as an impediment to effective modernization.
They advocate wide-ranging reforms that will lielp establish a nioro
unifted Chinese leadership that will be able to puisuc a more coherent

modernization strategy with the support of the Chiness people- They
frequently recall the leadership rectitication campaign in Yanan dur-
ing the 1940s as a1 model for enrrent reform: Through' the Yanan
enmpaign, Mao purged-large numibers from a party organization
bloated in previous yeuss throngh looser recruitment criteria, a main
target being cadre who were sympathetic to Wang Ming’s “leftist
devintionist™ lendership and whose “dogmatic” adherence to the Com-
intern pelitical line inhibited flexible adaptation of Marxist-Leninist
principles to the contemporary Chiness situition. Siinilarly, the
recent ot s onent has been that the implementation of China’s modern-
zation. p.ogrum also requires drastic political changes, including
feadership purges. reevaluation of the Muoist political line, reassess-
ment. of the party’s past, and greater “democracy” and collectivity in
the party leadership. '

II. PoLiticAl, REForats; 1977-1981.5

Since the death of Mao and purge of the gang of four, advocates ot
politieal reform in China have made considerable headway against

¢ diviese leaders as CCP Vice Chairman Leng Xiaoping, who was
wwhabilitated in. mid-1977; they have maraged to launch a number
*suecessful reform initiatives and have removed several opponents
from positions of power: The - goals arr fir fiom being reached,
liwever. Their initiatives have frequently seen offset by entrenched

opposition or have become mired in some of the rogative side effeets

of reform measures. AS a result, the Chinese ..1idershi:; remains

divided on & mumber of important policy issues and has found it

difficult. to achieve a lasting consensus on a coherent nmodernization
progran; S e
‘he first major push for strong leadership reform came in early

1978. Media comment on a campaign to rectify and modernize the

# Central Intelligence T} ontinui
ey, A Research imju;-if. ER 80-1-248__Aprll 1680, 21 p. - . - -

"s This- sectlon benefited- greatly from and relles heavily on ihe excellent analysls. of. tlic
coutse of Chlitese 1o ltieal reform.done by the Analysis Gruaip of the Foreign Brordcast
Information Service (FBIS). Weekly reports on Chlnese developments appear in _the pihll-
catlon "' Trends In Communist Media” In_addition. several special reports have been Issued,
Including most notably “Chlnese Politleal Debate Since the December Third Plenum.”
Aa 30 I0TY. by Drl I Lyman Miller, -

2 : The Continning Search for a Modernizatlon Strat-

5.
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Chinesoe army showed ihat. Chitiese leaders disagreed over the extent
te; which the party and stiute apparatus should be_cleansed of syuipa-
ti; zers of the gang of four. The intense Ariny rectification campaign,
fucled by a series of Liberation Army Daily commn > 8

eries of Liberation Army Daily commantaries, was de-
si-med to lead to a more thorough purge of gang of four followers
thoughoit the Clinese institutional structure. Opposition to such &
course of wction was apparent, however, in tlie erratic treatment of the
Liberation Arniy Daily comment in People’s Daily, and the failure of
the oficial party newspaper to endorse the aritly campaign:. . . . :
The army, canipsign attacked three kinds of cadre which it said
continued to pose serious danger to China’s futuire development :
PPeisons who “follow the wind” by shaping their political con-
vietions and principles to prevailing circumstances, - - -
géi‘?;bh.i who “slip awuy” from responsibility for political error,
~ Persons who “create earthouakes” politically and hope to profit
_from the disorde., ; o . o
 The campiign niarked a sharp carnabout from the previous Chinese
line, seen ut_the 1ith Congress of the CCP in mid 1977, swhich main-
tnined that investigations and purges of the Chinese leadership since
thic arrest of the gang of four had been largel y completed.? o
CCP Chairinan 1hia Guofeng reaflirmed his opposition to further
iajor leadership changes in an address at the 5th National People’s
Congress in February 1978, e reiterated the line that the rectification
of official ranks since the arrest of the gang liad “in the main been
completed.” 1 Biit other comin ¢ 1nsisten

Hients it the congress were inststent that
ilore sweeping political changes were needed to siiooth the way for
offective Chinese inoderiization. Thus, the March 6 joint cditorial
marking the close of the congress suid that “We cun . . . take big
strides on the road of the new Long March "towsrd modernization )
only when we strip away the gang’s “leftist” cloak, uncover their ul-
trarightist essence and clirify riglit and wrong with regard to theory
aiul Hine it . S o e ) .
__Renewed signs_of debite over leadership 1sSues were seen at the
March 1978 national science conforance. Deng Xinoping sdvocated
that China’s scientific elite be freed.from “past political controls to
piirsue their professionul work.- while Hud Giuiofeng remfirmed the
continued i’rﬁpd:jt:j.jj@ﬁgf”pp'i’\"i'cs and Munoist egalitarian idcology,
evoi i the seientific worldI® ir ar army political conference in May;

Jiua and CCP Vice Chisirman Y. Jianying advocated such mild_po-
ltical methods as ideological traiming based on Msa- Zodong’s military
ings in order to rectify the arniy’s workstyle: whereas Deng Xido-

writings in order to re: thic 1y’s works
ping way less inclined to freat Mao’s legacy with reverence and im-
plied that an expanded purge of army officers was called for.*?

» Forelgii. Broadedst Informatlon Serviee (FBIS). Trends-In Cuomnniinidt Medli. _Sipple-
ment. Peking Leadership Diepute _Oxer Piirgé of *‘Gang’ Followers. Fehruary 24, 1978,
T New Chlna Néws Agency, March 6, 1978 Transcribed In FBIS Daily Report. China
March 7, 1978, - - [, o T T

1 PHIS Spectil Report_on Camninnlst Media. The Fifth Chinese Nutlonil Peoples Con-
gresw. March 17, 1978 p. b oo o o ne o G as 1078 Delip's §pe .-

11 [Ina's sprech 18 seefi in IS Dally Report. China. Mareh 27, 1978 Deinig’s spécch 18
Seedidn the Mareh 21, 1978 editlon. . T ) R

13 FBIS. Speclal.- Report. on "Commmunist Media., Chinese Army Political . -Conference:
poralstent lLoadership Difference Amid Mountlng Pressife For Wider urge, June 16, 1978,
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THE THIM PLENUM,; DECEMBER 1078

The Cliinese Comniunist Party work confcieiics and third plenary
session of the party’s 11th Central Conumittee wus held in late. 1978

and strengtliened the power of Deng. Xiaoping and other officials
interested in broad rectification and reform of the Chinese leader-
slip: New appointiierits to the Cenitiml Committee and its Politburo
widened support for reformist policies i those bodies: The selection
of Hit Yaobatig—u elose associate of Deng—gs party secretary gen-
cral and propaganda chief nugmented his abiliiy to wipleniient these
policies und enhanced the likelihood of their long-term survivali
The plenum aiso endorsed efforts to. transform the basic style and
character of Chinese politics along line: favored by reformers: It
dismantled the personality cult surrouniding Mao and promoted intra-
puarty democeracy ; it redoceed the mithority of Mao's legacy by suggest-
mg the Iate chairman’s fallibility and limicidons; and its reasserted

the ultimate authority of the party organization itself: As a result,
the plenum . fostered an atmosphere of leadership collectivity- and
cast off idevlogical bonds that had hobbled Chinese cfforts to modern-
ize. The moves wso served to dilute the authority of Hua Guofeng,
whose stiatis as Mao's heir and arbiter of the Maoist ideological legacy
was substantially diminished. : e
_\lthough réformers won important gairs at the plenum; the long
delily - tions required an accominodation with other leaders holding
differ g views. particularly those who hed profited from.the Cul-
tural Revolution and'its subsequent struggles. Thus, some high rank-
ing leaders who had opposed political change lost their bases of
political pewer but retained their seats on the party Politburo for the
time heing, More important, the plenum decided to shelve such poten-
tinlly divisive issies as din assessment of the Cultural Revolution in
tho interest of gotting on with the modernization drive: -

Fotlowing the close of the plenuim, there were renewed efforts to
“hieve political reforms and leadership changes that had been com-

dseddat tho plenini, The efforts inchided attempts ‘5 redefine the

aal hie of the gang of four as “eftist” rather than “rightist,”
- e 10 recpen ussessrient of contvoversi 1 developments in the party’s
history, notably the niturat Revolution: Tlhe aim was to prowmote a
more thorough-going o of ecadre ricenited and promoted diring
and since the Cultaral ilevolution who still remained committed ov
beholden to that period’s Maoist ideology and policies. Press com-
ment at the time portrayed the purge as an. essential prerequisite to
effective Cliinese miode nization and equated it with Mao’s elimina-
tion of opposition to his policies during the Yanan rectification move-
ment of the 19408 . ) ) . .
__The ealls for reforns ran up_against resistance fiom strongly pio-
Maoist opponents. And the reforms were blocked by more moderate
leaders. perhaps including Chairman Hua and Vice Chairman Ye,

who avgiied that the purge of pro-Maoist leaders remaining in the

10 FBIS. Analysts Report. Chinese Lenderalilp Conference and. CCP Plenum, Nov.-Dec.
1878, Ratifientton of the Modernlzation- Program. February 1. 1979, . o
B EPRIS. Analysls Report. Chinése 1’olltical Debiite Since the December Third Plenum,

August 1, 197w,

C
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administration would harm the party’s stability and unity, and would
consequently hinder progress m. China’s niodernization programs:'®
Eveiits during mid-March to mid-April 1979 also cause \

7 -March t aused the vigor-
ous challenge mounted by the reformers to drop off sharply. Instead,;

fitors nioderite views upholding compromises made a* the chird
plenum were vaflirmed in reneived calls to maintain leadership “stabil-
ity and unity.” And Peking emphasized 2 new line strassing the impor-
tanee of upholding the ideological orthodoxy. seen. in the “four
priticiples” —allegianee to the soc1alist road; to CCP rule, to the dicta-
torship of the proletariat. and. 7tj)'”Miijji:i.s‘ﬁi-f)@hiiiism-i\[u() Zedong
Thought. Commentary duriag. this period indicated that a variety of
practical difficulties facing ~hina—including u strained international
environiment following Chinu’s punitive attack on Vietnam, the out-
break of social untest and political dissidence in several Chinese cities,
and & growing realization of serious imbalances in the economy—to-
gether with a resurgence of leftist criticismi of rcform policies—pro-
vided the im;{gtns for the strong reaffirmation of the more orthodox
views that reformers had been challenging. N o

. Reformers soon revised their approuch and by early May ..Cy began
to stress that the policies and leadership changes they were advocat-

ing were consistent with. the “four principles” and “stability and

unity” in China. They subsequently renewed initiatives for a wider
purge of their opponents in the administration.
TiE PFIFTH PEENTUM; FEBRUaKY 1980

_3c new milestone. was reached at the fifth plenum of the 11th CCP

Congress lield in Peking in February 1980.17 The plenim focused on
reform , facilitiate iodermization; and substan-

g1 aders » to Tacl-ilal

tially ,i{!jjijjgirhgr)'c;-iitri'ii] leadersiip institutions in order to 1insure longer
term_cont ity and implementation of practical modernization poli-
¢ies. The plentin renitoved. several high-level critics of reform poli-
cies: clevated to high positions younger leaders, many of whom were
closely associated with Deng Xiaoping. and restored the party Secre-
tariat to Iigh status in the iniplementation of policy:

The plenum’s decisions on the entral leadership and organization
appeared intended to inspire {nilar organizational streamlining at
lower levels of thie party. G Slenum actions—including its long
awnited rehabilitation of the (.. - a; Revolution’s primary target;
former chief of stite Lin Shacq - asilarly lent imnpetis to party wide
reform and rectification, The plenum’s militant communique amounted
to a call to political battl: against persisting resistance to leadership
veform and modernization policies. - - . - . S L

Later tiiat vear, ITun Guofeng was, reluced in-statis when he gave
iip his premiership to the governor of Sichuan;, Zhao Ziyang; a prime
advocate of econoniic and political reforms. Administrative and eco-
nom

s changes in line with Zhao's experience In Sichuan were further
promoted tntoughout, Chinua: The long awaited trials of the gang of
four began in Peking in Novenber 4 iid tended to further diseredit Hus -
Guofene and leaders like him who had supported Maoist policies in

—

1 Thld._ IR - Tt e = - . A .
¥ FBIS. Amalysis Report. Chinese Party Plenum : Movement Toward Successlor  ectl-
fication. April 11 1980.
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the Cultural Revolution and were resisting sweeping political changes
and practical econoniic e forns. ' -

RECENT DEVELOPMENTS

At the turn of 1980~81. signs of apparent growitig Chinese political
Jdissidence suchi ns direct challetiges to the leadership of the CCP, the
cutbreak of disturbances in severul cities, anti-party pohhg]ggg,
bombings. strikes; and sclivol boyeotts combined with major economic
dislocations requiring new decisions to scile. dovwn Cliinese economic
reforms and to refiert administrative control over the cconomie read-
jiistment begun in early 1979: Togetlher, these developnients stalled
those in the Chiinese leadersliip who were pressing for more political
cliange. They also blocked, at least temporarily, the formal demotion
of Chatrman Hya: . © o :
. Peking did not publicize any of the speechies made bt top party
leaders at a December 1980 work conference, but the usnaily reliable
leftwing Xong Kong journal, Cheng Ming; on February 1 summarized
the muin points of ‘speechies _reportedly delivered by Peng, Zhao
Ziyung, aud CCP Vice Chairmen Chen Yun and Ii Xiannian. The
views Cheng Ming attribited to Chen Yun, relating almost entirely
to economie matters; were reflected in authoritative Peking préss com-
ment ot econotiic readjustuicit since early December 1980, The politi-
cill views the journal ascribed to Deng set the pattern for aiitlioritative
Peking comment on the political sitnation in China since the turn of °
tiic year,'* , - S
Deng’s speech underscored evident concern over political disorders
and other challenges to party leadership seen ini editorials published
on January 17 and February's in the party newspaper People’s Daily.
‘Lie Junnary editorial, entitled “Political Stability Is tlie Guarantee
of Economic Readjustment,” carried forward a line introduced in &
Decetiiber 5 editorial on_political work, It cautioned that there are
“many factors of instability ™ which, if not dealt with; could prevent

sticcessful economic readjnstment; hamper t! « “four modernizations;”

and slow political reformis. The editorial idertified factors making
fut instability at both ends of the political specirum. On the one hand,
it Linted that rightwing elements liad pressed for drastic curtailment
of the party's leading role; People's Dnily71:ectur§dﬁtli§.i;,léadér§hip
by the purty is stipulated in the constitution; and “whoever wants-
to change it is on_a very dangerous road.” On the other hand, the

editoriufd‘cno’uncedrp:ermnrnnrtflgéftist elements in calling it “imperative”

to strike firmly at unrepe:tant “rebels” who “still uphold the misdeeds
of Fxin Biano and the ‘gang of four’ and . . ..indulge themselves in the
‘ffour bigs’ [criticizing party leaders] and beating and smashing and
looting:™ =0 . T - A o
_The February 8 People’s Daily editorial was entitled “Democratic

Reform of tle State Must Be Realized Step by Step Under Conditions
of Stability and Unity.” In the vein of the January editorial; it ex-

.- 19.See the tet of the Indietment in the trials, replayed In FBIS Dally Report, China.
November 20, 1us0, o Sl el o - .

* For bickground _and- anaiysis on this perlod. sce FBIS. Aualvsle ¥éport. Politieal
Ins{a—hlll?- in Chilna Slows 1’r0{:rqss,on Reforms. February 13, 1981, - 3

2 The January 17 editorial {s seen in FBIS Dally Raport, Ch'aa JRADUELy 19, 1981.

.
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pressed coticern over political instability and threats to party leader-
ship and snggested that political reform. like economie readjustinent,
niust be delayed while those problems persist. After reviewing 1in
detail the reforms already begun since the third plenuni, the editorial
stited thiit democratization muost “go through a process and cannot
possibly be accomplished in one move —ieform is “a ‘complex ques-
tion” that calls for prepuratioi plunning: and experimentation. It
cautioned those pressing for rapi’ wforni that stability an 1 ity are
“indispensible™ prorequi-its te poshing forward democ. .ization”
C e state. STrmoii o said. Cedaniot protiote democer v and is
+tiigental to thie demveratic reforntof theState” # -
“abesquent comment specifieally addressed the issue - ° Tership
~~fotni. In late February, Peking media publicized » o made
@ fow months earlier by the permanent secretary of the party’s Dis-
cipline Inspection Contmission.” The report showed that problems of
indecisiveness and. vacillation, caused by leadershiv differences, con-
tinied to coniplicate decision making at_all leve:s of the Chinese
administrative structure. Thus, for example, the secretary mentioned
eflorts by Deng Nisoping to “streamiline” the Chinese bureaucracy.
e said that even though Deng's initiatives had been widely discussed
for years, they “still eannct be implemented I many places” because
of cadre footdragging or outright opposition. He added that decisions
on stich sensitive issues as the i'uhi[[)ilitu'tion of officials discredited
during the Cultural Revolution frequently still remain
LYeegiise *1io otie Will xolve problems” aud *no one will assume respon-
sibility:” Hoe. culled such “irresponsibility™ the toot cause of the “bu-
rediicritisi thit has underinined the power and prestige of China’s
mchimulst it ion in recent years. S
A People’s Daily editorial on March 10 made clear that Deng and
other refor still_did not have the power to conduct a sweeping
purge of remaining leftists and other opponents in the leadership.??
The editorial, pointedly criticized cadre who had resisted reforin poli-
cios pursued since the third plenum and characterized such resistance
as a fundsmental impediment to the four modernizations. It said:
Sitice the 3d. pletiary session of the 11th party Central Commitcee. some com-
tides hiave failed to understaid; even resented, the party’s line, and this is the
crux of the probleni: Very obviously; if this nroblem is not solved, or aot prop-
orly solved, it id Hiiiossible to eorrectly appi ise the eurrent '« ation or thor-
oughle iindorstiiid the ilecessity of furtlier e omie readjustm- and po
stability and impossible to redall: uphold t:. fenr basie prin.
{eading cadres ire conceriied. If ¢ i} Ceazoe5hly everha .
ing. set thihgs riglit and. rid themselves of t - “tef*” thiugs, once tnz climate
is right, they will experience a relapse ani a;7in ngke the same mistakes.
The editorial went on to recall the Y:.nar rectification campaign
as 1 model for ridding the current leadership of the “pernicious” in-
fluence of “leftist™ deviation. It said: “It was only after overcomin

in abeyance

the ‘left’ mistakes that the Chinese revolution became victorious. Anc
only after we have seriously cleired up and corrected the ‘left’ mis-
tikes will our four niodernizations program embark on a path of sound
development.”

1 The Febraits 8 editorlal Is reen in FBIS Dally Report. China. February 8. 1081.

22 The report 15 seen in FB1S Dally Repert. China, March 10, 1881,

21 The editorial 1s seén ln FBIS Dally Report. Chlna. March 11, 1881.
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_ However, instel of calling for demotions. and dismissals of negli-
gent or unsympatlictic leaders, as advocited by réfofiers in the past,
the editorial restricted itself to calling for a “study cammpaign” that
woenld allow all comrades to clear up theirr thinking and to make self-
eriticisms in a “genile” atmosphere of “sincere heart-to-heart” talks.
It calledt on purty miembers to tliite evei with officiais who hx.” made
“serions mistalk in the pust. It added &n implicit acknowledgement
that the previiling consensus wiiong leiders i Chiia would not tol-
evd e the Fivd o f amjor leadership changes favored by some refs niers;

notit. o ot rarki ehunges would make it “very difficult to maintaii

and dovelop <o ity and nnity” in China:
This slow;. oniprom

. muse approach to leadership reform was clearly
in evidence after the convening of the long-delayed 6th plenary session
of thie 11th Central Committee, which was held in Peking on June 27~
20;-1981. While Hua Guofeng was removed as party chairman, he

retained a post us u piurty vice chairman. Reform-minded officials Hu

Yaobang and Zhao Ziyang were appointed Party chairman and vice
chairman; respectively—a niajor victory for Deng Xiaoping; who re-
placed Hua as Chairman of the €CP’s Military Affairs Commission:
However, officials who had been thought to resist Deng’s efforts to
purge party ranks and to condemn Maoist excesses of the past—
not -1y CCP Vieo Chuirman Ye Jianying, retained their high party
posts. They were presumably influential in determining the plenum’s
nlunced assessment of Mao Zedong and the CCP history since 1949,
in contrast to the harsh censure favored by other leaders inciuding
Deng and Hu. e

ASSESSMENT °
lielpful to the pursuit of the four modernizations have been initiated
“"‘{ successfully cvarried out. Thus, for example, the top level of the
centril party and government apparatus is a far different group today
than it was at the time of the 11th CCP COU%:;ESS in 1977. The so-called
“whatever faction™ of Maoist loyalists has been removed from power:
while more pragmatic and technically competent managers have beea
appointed_to direct day-to-day affairs. Even more moderate figures
like Hua Guofeng have been discredited in their efforts to preserve
Maoist ideological tenets in the face of the need for greater mate~ !
progress and hinprovements in the life of the Ckinese people. Provin-
cial level officers have been changed, as many leaders removed during
the Cultural Revolution have been retiurned fo power. A variety of
other past injustices have been redressed ; and the rule of law in society

The record of the past fetw years sliows that many political reformis

Maoist doging, thie cult of personality, distuptive mass political cam-
paigns and other features of the Cultural ‘Revolution have been dis-
credited as Cliinese lindeis have firmly emphasized a new.approach
that. “secks truth from facts” and cites “practice as the sole criterion
for truth.” Txcessive revolutionary fervor-—a hallmark of the Maoist
era—has been labeled as an impediment to Chinese development and
tlie moin cause of Chini’s aronomicé shortcomings over the past 20
years:

Voo g,
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Intelloctuals aid seivntific personnel have been freed from many
of the idelogical shackles thut prevented them froin working to their

full potential in the past. Scicnce and teclinology have been viewed o5

koy clements in the modernization process and their practitioners are
basking in new prestige. - o S }
. Economtic development; rather than idcological purity, has. been
established as the main source of legitimacy of the Chinese administra-
tion. An imderlying theme of Cliinese domestic policy since tlie third
plenuni_has been that economic ‘prodiictivity; consumer welfare and
political stability arc interrelated.® Aany of the changes in economic
poliéy since the plenum-—use of inaterial incentives for production;
jnercases in income for workers and peasants, installing new systems
of rewards and penalties for industrial managers st economic en-
titics, and experimenting with new and more oflicient forms of in-
dustrizl organization—are aimed at productivity increases. In effect;
the administration has made an nnprecedented appeal to tlic self in-
torestof the Chinese population. o S :
Political stability cnters_into the relationship betWween consumer
welfure and productivity becanse the leadership believes that its
grasp on power and permanence of its policies pivots on demonstrat-

ing the benefits of the new policies for most of the Chinese population.

In the absence of improvemert in consumer welfare, productivity will
remiain. low and the pole

remain. o ntinl for political disruption; as well as the
leadership’s vulnerability to challenges from within the party, may
INCrease,

In seciirity poliev and foreign affairs; the Chinese administration

] hartered an unprecedented forthcoming approach.to the capital-
sst. world. notably the United States; as a fundamental ingredient in
China’s basic effort to foster a strong_international united front

against the U.S.S.R. Closer ties with the West give China the security
it needs in order to_focus on internal eeonom ic_development while

Jimiting Chinese military spending: They also provide China _with

access to technolegy and equipment needed to modernize its industrial
infrastructure. R - o -
_ Despite these achievements; Fowever, the record of reform is also
full of shortcomings; half measures and reversals: Thus, while lcaders
at top levels agree on the need to reduce the ir.fluence of Mnoist
policies of the past, they differ strongly on how faur they shounld go
in this regard and how rigorously they should attempt to remove
officizls who wore closcly associated with radienl policics of the past.

They debate over the need for ‘decontralized cconomic derision mak-

ing, as opposed to strong administrative control of economic planning.

Other issues inclide how _much administrative control shoiild be
exerted on public opinion. the workings of sipply and demand in the
consumer marlket. and the freedom of intellectuals and scientists to

piirsiie their work: In foreign affairs. Chinese leaders.appear to hold

differont, views on the wisdom of largescale foreign invostmert wnd
other involvement in China. Some also call into question the comprn-

micos China was reqiiired to make in order to reach a modus vivendi
with tlie West. notablv China's compromise over Thaiwan in agreeing

to normalize diplomatic rélations with the United States.

% Seq the dlscusslon 1 CIA. China : The Continuing Search for a Modernization Steategy.
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The checkered veeord of politienl and, cconomic reform has con-
tiiueil to renerate confusion and nnu-xtmntv wunong c.uh(‘ in China.
F ar ml w lth 1'||mH\ vh.m"mg .unl TR tun(- (unﬂutm«v sigenit ls fmm

Fuliv, T hey Tuy ¢ sometimes reverted (o a low p0<tmt‘ and h.lvo, fl'h‘ll to
avedd i dividual responsibility—- pl actice which is widely reported as
anajor factor undermining many ehanges Clina has tried in support

of the fonr modernizations, <iimo recent commentaries even have

referted to a terisis of contidence™ in China-—a growing belief on the
part of miany Chinese ofticials that the PRC system as it Toxists today is
not. capable of suecessfully achieving the fovr modernizations.?® In
sliort, the record shows that the Chitese adi: i<t ration siill has far to
o 1o establisla mm«\mnhwl leadersliip it will effectively nobilize
thie resoutees of the Chinese purety, govermpent and arny to diveet and
rully the Chinese pe aple towaid o more efficient and colierent. piirsuit
of thie four modernizations.

ITI. Corvent Taeennyrexts to Ponrrncan REForM

Cirrent _politienl roforni and closer leaderskip unity in Clina are
hampered by leadership divisions left over from past political strug-
lescrecent ditfer nees over the effeet of strong reforms on Chinese
stibility. and persisting institutional. gencrational and ch'hon'ﬂ divi-
sions: Reforniers also find it difficult to make lieadway whoen conduet-
ing leaderchip rectifieation. throngh the ('nnm*‘, administrative stric-
tirre staffed by cidre with divided lovalties and “nterests. Their efforts
are alo underent by the absence of clear critet:a justifying demotion
or de al of oflicials. and by ide-¢ffeets of some political and eco-

nowis refori: measures which negativeiy affeet important Chinese in-
CrestiHng reqitire a rev m'. sl or slow down in reform.

LEADERSIIP TIVISIONS

The 7 iltural Revolution fostered o wids cleavage between officials
wlio st to power by supporting or nccommodatnm Maoist policies.
and saniers who were pnrged and have only recently been restored to
power. Today. members of the latter group appear to hold the initia-
tivo at top levels inn the Chinese party “and government. and they liave
imaged (o remeve some Maoist svmparhizers from the Polithuro and

elsewhere: flowevi < they have difficulty implementing their policies

at lower levels th”o nmanv ndro were Eolo tod dmlnﬂ the doc'ule of

imunmnm in pnbho Othom hnvo w;th-

r and. h.n e A\'Oldod mhm'_r a ﬁrm <tand on

oonhmm-&l.ll 1(\f’mm~~—'l hrn
ent the pew policies and programs; s
© Resistanee ilso conies from leaders who fear th:)gsj\:ogplng pohtlcu.l

reforms_ov largeseale. purges will prove too disrnptive; They have
sremiied tlint it is better for China to tolerate diversity among its

Coe, \tlnn Wnll Qtroot .mernnl Derember r":’ 19'&0
" Aam Indobted to Davld Rnddocl\ for hls Insights on this point
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