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LETTERS OF TRANSMITTAL

JuLy 27, 1982.

To the Members of the Joint Economic Committee:

I am transmitting for the use of the Joint Economic Comittee,
Congress, and the interested public a compilation of papers assessing
the economy of China entitled “China Under the Four Moderniza-
tions, Part 1.” This compilation contains current information and
analyses of China’s recent economic performance and changes in
policy with respect to the domestic economy. A companion volume
covering China’s foreign economic relations will be transmitted in
the near future.

We are grateful to the Congressional Research Service of the
Library of Congress for making available the services of John P.
Hardt, who helped plan the scope of the research and coordinated
and edited the contributions. Dr. Hardt was assisted by Kate T.
Tomlinson of the Congressional Research Service staff. The project
was supervised for the Joint Economic Committee by Richard F.
Kaufman.

The views contained in this study are not necessarily those of the
Joint Economic Committee or of individual Members.

Sincerely,
Hexry S. Reuss,
Chairman, Joint Economic Committee.

JuLy 20, 1982.
Hon. Hexry S. Reuss,
Chairman, Joint Economic Committee,
Congress of the United States,
Washington, D.C.

Dear Mr. CratrmaN: Transmitted herewith is a volume of studies
on the Chinese economy entitled “China Under the Four Moderniza-
tions, Part 1.” The studies were written by specialists who were
invited to contribute because of their expertise about China. The
authors come from universities, research organizations, and agencies
of the Federal Government.

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 Economic Committee.

Sincerely,
: Ricaarp F. KavurMan,.
Assistant Director, Joint Economic Committee.
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FOREWORD
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
came to power after the death of Mao Zedong in 1976.

The post-Mao government’s economic objectives were ambitious.
In the period 1977-85, grain production was supposed to grow from
300 million tons to 400 million tons, steel production from 24 million
tons to 60 million tons, and oil production from 2 million barrels per
day to 5 million barrels per day. Rapid industrial expansion was to
be achieved through increased investment, especially in heavy in-
dustry. Agricultural expansion was to take place through a kind of
“Great Leap Forward” by the peasantry, unimpeded by the Gang of
Four. China was to advance in accordance with the policy of “The
Four Modernizations”—in industry. agriculture, science and technol-
ogy, and defense, in that order. While the slogan and the priorities
with respect to major sectors have not changed, economic policy along
with Western hopes for expanded trade has become more realistic.

The question is whether the new policies, which give greater weight
to agriculture, consumers’ goods, transportation, and light industries,
and which attempt to increase the role of market forces, will work.

The specialists who contributed to this volume are cautiously opti-
mistic about China’s prospects. China’s overall performance, as
Arthur G. Ashbrook states, is characterized by “strong but erratic
economic growth.” Most importantly, China is one of the few develop-
ing nations that have avoided massive foreign debt.

On the other hand, China faces serious economic problems. Agri-
cultural production is barely keeping up with the population. Oil pro-
duction peaked in 1979 and has been declining, and energy can be
expected to be a constraint on growth for the next few years. The de-
fense burden has been rather moderate, outlays having been reduced
or. kept level in the past several years. But there are pressures to
increase defense allocations. Such a change in policy could have
serious consequences for the economy.

In 1981, the Chinese economy grew by about 3 percent, compared
with the 5 percent forecast by the government. Agriculture grew sur-
prisingly well. Total farm production increased by nearly 6 percent
over the previous year. Industrial production was mixed. The light,
consumer-oriented industries grew by 14 percent, but heavy industrial
production declined by nearly 5 percent. The energy sector was an
unmitigated failure. Production of both coal and oil declined for the
second straight vear. China has a great potential for producing coal. It
holds the third largest proven coal reserves in the world. But the coal
industry is inefficient and lacks the modern machinerv, equipment, and
rail transportation to reach its potential. Robert Michael Field and
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Judith A. Flynn, authors of an essay on energy, conclude that poor
performance in this sector will slow industrial growth to between
3 and 5 percent per year through 1985. In contrast, industrial growth
averaged 9.6 percent in the period 1975-80. :

Priorities were shifted from heavy industry to agriculture and the
consumer sector because the prior policy was not working. A policy of
balanced growth and “consumerism” was substituted for a Stalinist
big push development approach. Wage increases and concessions to
the peasants have succeeded in raising per capita disposable income.
At the same time, inflation, unemployment, and industrial bottlenecks
have been increasing and raise the possibility, as Robert F. Dernberger
writes, that “the current emphasis on increasing the rate of consump-
tion and the standard of living may only be a temporary or one-time
shift aimed at alleviating neglect over the past decades.” At some
point, it must be supposed, industrial and military interests will
increase their influence 1n Beijing.

In sum, recent economic and political trends in China have been
very favorable to the United States. Since 1977, our volume of trade
with China has increased dramatically and our political relations have
improved greatly. These improvements are now somewhat threatened
by China’s present precarious economic situation. Although China has
so far managed to adjust to the disappointing results of its earlier
policies and the unfavorable developments in the world economy, new
setbacks could prove to be disruptive to both China’s internal develop-
ment and its developing external relations. Qur own policies ought to
be designed to foster China’s efforts to achieve balanced economic
development and to strengthen, not jeopardize, our relations.
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SUMMARY
By John P. Hardt

I. MopErN1zATION : A Rocky COURSE

The determination to modernize the economy of the People’s Repub-
lic of China on the course 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 advanced industrial economies
is resulting in increasing degrees of interdependence. :

However, the Four Modernizations, the program for modernizing
agriculture, industry, science and technology, and defense has under-
gone considerable changes since it was first announced in 1977. Having
realized that it was much too ambitious, given China’s current capabili-
ties, the leadership is in the process of adjusting, reorienting and re-
trenching the Four Modernizations into something more pragmatic,
realistic and attainable. The main lines of the modernization program
still obtain, but the adjustment may occupy much of the decade of
the 1980s:

Economic development is still the overriding imperative, but
the reliance on costly major projects is being reduced. For ex-
ample, the mammoth, modern Baoshan iron and steel complex is
being scaled down to a more attainable size and schedule.

Although implementation of economic reforms such as de-
centralization of planning and the introduction of incentives con-
tinues, efforts have been made to retain necessary central control
and economic stability.

Western systems and processes are still important, 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 foreign experience and self reliance.

Improvement in living conditions is still an important goal,
but the earlier expectation that China could rapidly move beyond
meeting the subsistence requirements of its citizens must be
tempered.

Uncertainty about the effectiveness and permanence of the adjust-
ment persist. Retrenchment may yet become reversal. Leadership
changes may resurface at least some of the old ideological priorities
evident during the Cultural Revolution and the Great Leap Forward.
Likewise, the priority of the fourth modernization—that of the mili-
tary—may rise and threaten the preeminence of the other three.

The normalization of economic and political relations with Japan,
the United States and other advanced Western economies continues
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-
cordance with China’s limited hard currency reserves and special
technological requirements.

Institutions, legal systems, market practices are still in a state
of flux. While Western practices are emulated, they are also being
adapted to China’s special circumstances and needs.

Barriers to Western economic relations such as expropriation
claims, political constraints and tariffs and credit restrictions con-
tinue to be reduced, but the full use of Western business and gov-
ernmental 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 normalization is eriti-
cal to political stability and economic growth in the P.R.C. Opportu-
nities for Western exporters in the China market, business facilitation,
financial mechanisms, and legal facilities all turn on the pace and char-
acter of normalization. Once again Western exporters have seen
through the “oil for the lamps of China” mirage and adopted more
modest expectations for new and profitable China markets. Chinese

lanners, in turn, have scaled down their plans to fit technical and
financial possibilities. ' S

Military modernization may,in turn, benefit from the widened pros-
pects for American military sales. Still, limited Chinese hard currency
reserves as well as continued American caution may preclude any sub-
stantial flow of arms from the United States to China.

II. Furure MODERNIZATION UUNCERTAINTIES

Prospective improvements in the economy of the People’s Republic
of China may bring problems as well :

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

‘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
sf,x:nue 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 policy, Western in-
fluence is still likely to be greatest in relation to China’s economic
needs. In spite of the possibilities for progress in controlling pop-
ulation growth, the Malthusian specter still looms in China’s fu-
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ture. Transfers of agricultural technology from the West may be
critical for the long run. Although only marginally significant
in the short run, imports of grain may at times provide a critical
‘margin, '

4. Effective planning and management turn on accurate and
timely information. The poor quality of statistical processing in
the past, especially during the Cultural Revolution, poses prob-
lems for Chinese planners and makes it difficult for Western ana-
lysts to evaluate the Chinese economy’s prospects. In recent years,
modest, but significant, improvements in the quantity and accu-
racy of published economic data, empirical evidence from ex-
changes, and substantially increased Western access to the end
users of Western imports have aided Western analysts in apprais-
ing China’s economic policy and performance. _

It is difficult to separate long-term or cyclical trends from variable
or temporary factors in performance. Nonetheless, it seems 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, however, are not
characterized by the Stalinist urgency to overtake and surpass the
West in a short, definite time period—a goal the Chinese themselves
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 derailed the progress of economic nation-
building in the short-term. These policies threatening the primacy of
economics may re-emerge in the years immediately ahead and influence
economic performance:

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
liil?ielihood to an’ unsettling struggle rather than an orderly transfer
of power. ' , ,

Revival of ideological preeminence.—There have been times such as
the Great Leap Forward and the Cultural Revolution when the em-
phasis on ideological revitalization conflicted with policies to improve
economic performance. If this experience is repeated, stable long-
term growth may be jeopardized. To assume that no recurrence of
these economically disturbing political-ideological cycles is likely is,
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 other hand, to de-
emphasize the broader base of support for the “Yenan” revolutionary
spirit in the Party and nation as a whole. '

Foreign threats or opportunities requiring more weapons and mili-
tary forces.—Concern about the Soviet Union may at any time lead to
a major shift in Chinese military policy or a force buildup. In addi-
tion, Peking might well become more actively involved in supporting
Asian Communist powers if circumstances were different, despite
present indications of military restraint. - '
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I11. Uﬁcmrm:m 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. Yet important progress has been made and significant changes
have been initiated.

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
ahead, but success should not be ruled out.

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

IV. ConTriBUTORS’ INSiGHTS oN CHINESE MODERNIZATION AND
NORMALIZATION

The authors of the chapters in this 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 authors’ access to key people and institutions in the major cities
and in the countryside have greatly enhanced the quality of insights.
The interest of Chinese officials and scholars in previous volumes on
the Chinese economy released by the Joint Economic Committee con-
tributes to U.S.—P.R.C. cooperation and mutual understanding. This
interest is evidenced by the publication of complete official Chinese
translations of previous volumes in large editions, which have been
widely distributed in the People’s RepubTic of China.

Some of the major questions addressed in the studies in both vol-

umes, and indications of some of the authors’ responses are illustrated
below :

1. I 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 Xiaoping has led the right-wing survivors of the two-line struggle in their
steady 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-
Mao 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 economic
policies and reforms made 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
the 1980s.

Taken as a whole the post-Maio leadership’s program of economic policies and
reforms has become an across-the-board attempt to change the traditional Chinese
development model. . . . [Tlhey 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.]
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2. How will the political dynamics of the post-Mao era influence

future economic policy? Will political dynamics change the character
of the Chinese development model formulated under Mao’s rule?

Some Chinese leaders have been particularly outspoken in arguing that
sweeping political reforms are a prerequisite for an effective pursuit of the four
modernizations.

The reforms include changes in Chinese laws, institutions and administra-
tive practices, but at their heart are major leadership changes. Following the
death of Mao and the arrest of the “gang of four” in late 1976, Chinese leaders
inherited a massive administrative structure staffed by cadre seriously divided
along ideological, generational, institutional and factional lines. Reformers like
Chinese Communist Party (CCP) Vice Chairman Deng Xiaoping recognized that
Chinese decision making on economic development and other programs would
continue to be disrupted by such divisions unless they managed to establish a
more unified and competent leading group at the top levels of the party, govern-
ment and army. . .. .

Prospects for solving these kinds of leadership differences appear
uncertain. . . .

A cautiously optimistic scenario for the next few years holds that Chinese re-
formers will continue to make slow and balting progress toward the establish-
ment of a more unified, pragmatic and technically competent leadership that will
gradually develop a more coherent modernization program capable of eliciting
more active support from Chinese officials and people. [Sutter, Vol. 1, pp. 77, 78.]

3. What have been the major developments in the Chinese economy
since Mao’s death?

1. After an initial burst of overoptimistic economie plans, the post-Mao
government has brought its modernization goals in line with China’s real needs
and available resources.

2. The government has provided more inputs for the agricultural sector, raised
farm procurement prices, and encouraged private plots and peasant markets.

8. Concurrently, Beijing has canceled or postponed major construction proj-
ects, particularly heavy industry projects with expensive foreign equipment.

4. The People’s Liberation Army, while continuing to improve in weaponry
and discipline, has had to aceept a stretchout in its re-equipment program.

5. Scientists have returned to laboratory and classroom, universities have re-
stored their admission standards, and gifted students have gone abroad to master
Western technology.

6. The government has re-affirmed the clear-cut goal of the population control
program—one child per family. )

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

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

9. These pragmatic programs will help offset factors pushing down growth
rates in the 1980’s, such as diminishing returns in agriculture, the overloading
of transportation and communication facilities, the dearth of modern accounting
and statistical methods, the apparent spread of cynicism and self-indulgence, and
the drawbacks of a Soviet-type system for running an increasingly complex
economy. .

10. In particular, the recent peaking of oil production at 2 million barrels
per day (plans had called for 5 million b/d by 1985) will dampen growth by
reducing China’s ability to buy foreign machinery and technology.

11. Because of the absence of a charismatic leader like Mao. Zedong and the
economy’s development of deeper roots, political turbulence probably will disturb
economic activity much less in the 1980’s than in the first three decades of com-
munist rule.

12. The huge population will remain the single most dangerous long-term
threat to maintaining rapid growth; today’s one billion Chinese will have
increased by at least 200 million at century’s ¢nd, even assuming the success
of the government’s population control program.

13. In short, while growth rates in China almost certainly will fall off in the
remainder of the century, the new pragmatic policies will greatly reduce chances
of a precipitous decline.



14. The People’s Republic will realize substantial absolute gains in agriculture,
industry, defense, and science and technology, while remaining far behind the
s%r:dgrds of Japan and the leading Western nations. [Ashbrook, Vol. 1, pp.
100-101.]

4. Has China’s transportation network been expanded in the last
decade to meet the burgeoning needs of the economy?

.China’s - transportation networks continued their remarkable growth during
the 1971-1980 period. All the modern transport sectors—rail, road, water, air,
and pipeline—set new records in freight handling; the traditional sector con-
tinued supplementing the modern sector by moving large quantities of goods
over short distances. . . .

In 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 railroads, carrying 50 percent of national freight turnover
in the modern sector, remained the predominant form of transportation. How-
ever, the utilization of railroads is near 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 continuous dredging of water-
ways and harbors and for the modernization of ports and the inland fieet restricts
expansion of inland water routes and development of harbors. With a limited
number of only poor quality highway routes, 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 slowdown in
cil production, the pipeline sector, handling 4 percent of modern turnover,
probably is the only sector not being pushed to capacity. For the air sector to
significantly increase its contribution to the transportation infrastructure, cargo-
handling facilities and internal transport system linkages will require moderni-
zation. [Peterson, Vol. 1, p. 139.]

5. What are the likely ranges of population growth and how has
Ohkina been controlling population growth? What are the problems
and prospects of the new, upcoming census?

A major change has taken place since 1978 in the availability of national and
provincial population data from China and in the policies of the Chinese gov-
ernment toward statistics in general. . . .

Some of these data show a demographic impact from the food crisis of 1959-61
that is far more serious than most foreign observers had supposed. Chinese
sources say that there was even a net loss of population in one or two of the
years. : . :

Other doubts are raised by the extremely rapid declines in fertility and nat-
ural 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 China, and several say that births
are deliberately underreported in order to show success in family planning
wotk. . . . .

Concérii about the reliability of population data is one of the reasons why
the Chinese leaders have decided to take a new census. But the census poses 4
threat of exposure to those local leaders who have falsified population data.
The critical question is whether the census field procédureés can be designed in
such a way as to make sure that the census returns are immune from local
manipulation before they are submitted for tabulation. . . . The census has at-
tracted worldwide attention because it is the largest census ever undertaken and
is expected to provide answers to imany of the long unanswered questions about
China’s population. [Aird, Vol. 1, pp. 172-173.]

8. The wrban and rural labor forces of China are sharply different
in terms of their economic and social roles. How does primarily rural
collective labor differ from predominantly state-run urban labor?

Since completion of the land reform and collectivization of agriculture and
traditional trades and socialization of the modern sectors of industry, con-
struction, transport, trade, and finance in the 1950’s, employed Chinése have
worked in either one or the other of two basic types of enterprise or organiza-
tion, one a collective undertaking and the other a state-run organization. Up-
wards of 90 percent of the population of China works in (and are members of)
collectives, which are predominantly (although not exclusively) rural, while



the remainder work in state-run undertakings, most of which are located in
urban areas. Collectives are responsible for their own profits and losses and,
in general, are not eligible for investment made under the state plan or for
any other form of state cash distributions, except for disaster aid. State-run
undertakings, on the other hand, receive state subsidies, as needed, and invest-
ment made under state economic plans. . . . The state sector, representing less
than 20 percent of the population, primarily urban and nonagricultural, re-
ceives almost all of the investment made under the state economie plans.and
almost all of the subsidized welfare and educational services and entertainment
that the state provides, and is fed on what amount to state-subsidized rations
of grain, edible oil, meat, and fish purchased from the rural peasant population
usually at fixed prices set by the state. On the other hand, the more than 80
percent of the population, mostly peasants, that provides most of the labor used
to produce the food consumed in China, receives very little in return, small
amounts of cloth and other rationed items but very low social and welfare serv-
ices. This situation can be viewed in several ways. One way is to think of it is
as most of the peasant population supporting the favored few in the cities,

_Another is to consider the two sectors as two separate economies which have

very few interconnections. Either way, it is perfectly clear that it costs the
state much more to support one city dweller cligible for state grain and other
rations than to maintain one peasant at a subsistence level of living.

Differences between urban and rural standards of living have preoccupied
Party leaders ever since the completion of collectivization and socialization pro-
grams in 1957-1977. [Emerson, Vol. 1, pp. 235, 236.]

7. Why has Chinese modernization not entailed urbanization, as
has been the pattern elsewhere? Have the Chinese avoided the prob-
lems of wrbanization common elsewhere?

While modernization normally implies urbanization, China has been attempt-
ing to modernize without increasing the proportion of the population 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 struggling with unemployment, pollution, housing shortages, land use,
consumer services and innumerable other difficulties that stem from utrban
growth, Beijing does not know how many people live in the urban areas.

The experience of the People’s Republic of China has been quite different
from that of other developing nations. China’s urban growth has had its ups
and downs—periods of “blind infiltration” by the peasants and of forced evacu-
ations—but over the past three decades China has been able to limit the flow of
population into the cities and thereby has avoided some of the worst conse-
quences of urban sprawl. She has not found any magic solutions, however, and
“‘success” 18 only relative. Her urban problems may appear somewhat more man-
ageable simply. by virtue of controlled ufban migration, but they are actually
numerous and serious. In a sense, by “bottling up” the fufal populafion, Beijing
has spread a host of problems more evenly between town and village. And, in
a Sense, this was Mao’s intention. [Orleans, Vol. 1, pp. 268, 270.]

8. How are key industries adjusting to meet the needs of moderniz-
ing China? What kind of constraints and stimuli do energy supplies
exert on Chinese economic growth?

In the last four years, both Chinese and Western perceptions of the outlook
for Chinese industry have changed drastically. At the National People’s Con-
gress in March 1978, Premier Hua Guofeng announced an ambitious ten-yedr
plan for the modernization of the Chinese economy. Steel was expected to grow
from 25 million tons in 1977 to 60 million tons in 1985, and the gross value 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 industrial performance during the previous several years
(especially 1974 and 1976) to political disruption. . . . Many Western econom-
ists recognized at the time that the targets of the ten-year plan could not be ful-
filled by 1985, but neither they nor the Chinese planners had enough data to
understand fully the nature and scope of the problems.
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Even as these important limitations to growth were surfacing, a fundamental
crack appeared in the foundation of China’s modernization plan. Planners in
Beijing—who were counting on continued high growth in oil output to fuel and
finance the modernization program—found that oil prospects had been seriously
overstated. In contrast to 10-percent annual growth they had anticipated, they
were faced with the prospect of a decline in output. This rapidly emerging
problem has led us to examine the impact of energy shortages on industrial out-
put over the next five years.

We have concluded that energy constraints alone will slow the industrial
growth rate to between 3 and 5 percent annually through 1985, compared with
9.6 percent in 1975-1980. Heavy industry will probably continue its downward
drift through the mid-1980s, and even under the best of circumstances, will barely
make up for the decline we anticipate in 1981. The tight energy supply, par-
ticularly of oil products, will probably force Beijing to intervene repeatedly in
the allocation of fuel, implying strong central control.

This general pattern will persist until the energy shortage is relieved. [Field/
Flynn, Vol. 1, pp. 335, 357.]

Construction of the Baoshan Steel Mill began in 1978 as a symbol of China's
drive to develop one of the world’s advanced industrial economies by the year
2000. The projected six million ton per year Shanghai-area plant was to be the
linchpin in the expansion of the industry viewed as the key link in overall develop-
ment, It was also designed to be a showcase example of gaining access to state of
the art technology through cooperation with foreign companies.

By 1982, however, Baoshan has become synonymous with difficulties and set-
backs encountered in the modernization drive, and with abandonment of goals and
changes in priorities. . . . [M]ost of the controversy over the plant is connected
with larger policy issues, such as what China’s industrial priorities should be, and
what role foreign companies should be allowed to play in China’s economy. Above
all, Baoshan’s turbulent history shows how greatly economic planning and politi-
cal struggle have affected each other.

In the final analysis, Baoshan has been an expensive failure. But at the same
time, it signifies many potentially positive changes. The plant has driven home the
need for thorough feasibility studies for major projects. It has contributed to the
Chinese understanding that there is more to modernization than buying advanced
technology. Finally, Baoshan’s history suggests that China, to an extent without
precedent in Stalinist command economies, may succeed in overriding the influ-
ence of the bureaucratic heavy industrial interests that have done so much to
distort development patterns in Socialist countries. [ Weil, Vol. 1, pp. 367, 391.]

In the last three years, the government of the People’s Republic of China has
released far more data on industrial performance than have been available since
the 1950s. ...

As more and more data have become available, the observer of the Chinese
‘economic scene can answer hitherto unanswerable questions. Are the GVIO
[gross value of industrial output] and physical output data consistent? Are the
current figures comparable to those published in the 1950s? And do they ac-
curately reflect the growth and change in industrial structure of the last three
decades? . . .

The official and estimated branch of industry indexes for 1979 ... [compiled by
the author—Ed.] are remarkably close, despite the theoretical deficiencies of
the official indexes and the practical shortcomings of the indexes that I esti-
mated. For those industries producing relatively homogeneous goods—such as
metallurgy, electrical power, coal, building materials and timber—and for the
slower growing, more stable light industries—such as food produects, textiles and
paper—the data suggest that the official and estimated indexes are consistent.
For the more rapidly growing petroleum, chemicals and machinery industries,
however, the conclusion is not so clear. . . . Nevertheless, it appears that GVIO
indexes are reasonably reliable measures of Chinese industrial output. [Field,
Vol. 1, pp. 304, 312, 314.]

9. What progress has been made in Chinese plans to reform industry?

In the two years after December 1978, the People’s Republic of China initiated
a broad set of economic reforms. In December 1980, industrial reforms came to at
least a temporary halt. . ..

By the end of 1980, more than 1600 of these so-called “specialized industrial
corporations” or general plants had been formed in China, each controlling an
average of ten plants. The corporation’s function is to redistribute production
processes among these plants in a more economically rational way.
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This activity will undoubtedly succeed in garnering some universally obvious
_efficiencies. But the policy is not a part of true economic reform ; indeed, in some
ways it is reform’s antithesis, a device for streamlining and facilitating continued
central planning. . . .
Where does this leave us? The most that one can say is that fundamental reform
is still on the agenda. [Reynolds, Vol. 1, pp. 119, 136, 137.]

10. Rural industrialization is often described as a uniquely Chinese
aspect of industrialization. How has it fared in recent years?

[T]he rural industrialization program of People’s Republic of China deserves
close study. With over one million small-seale enterprises employing well over
20 million workers, the Chinese program is unparal.eled not only in size, but also
in innovativeness. Of special interest are the 600,000 enterprises in the “five small
industries” of iron and steel, farm machinery, chemical fertilizers, cement and
hydroelectricity. Using modified versions of technologies that were long ago obvi-
ated in the West, these small-scale, relatively labor-intensive plants constitute an
important experiment in the use of intermediate techno.ogies. At their peak, they
produced major portions of output in these industries :in 1978, they accounted for
almost all of the small and medium farm tools and machinery, over half of the
chemical fertiiizers (by weight) » 65 percent of the cement, etc., that were supplied
to the agricultural sector. , . .

While it is often impossible to isolate problems and attribute them exclusively
to a single cause, we can nevertheless discern two distinct categories of problems
afllicting the rural industrialization program. One category is discussed under
the heading of “techno-ecqnomic” probiems, which inciudes problems involving
the viability of technologies used in the small-scale plants, choice of plant scale,
and plant location vis-a-vis skill and resource supplies. The second is broadly
termed “administrative,” and it includes provlems of policy, performance indi-
cators, investment choice criteria, tautness of State plans, and coordination among
decision-making units. [Wong, Vol. 1, pp. 395, 397.]

11. How has agricultural modernization fared in the readjustment
veriod? 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 evolving commitment to higher standards of living.
This commitment is an important underpinning for the claims to legitimacy of
the new leadership. It is also crucial to efforts to raise productivity and generate
greater economic growth through more reliance on material incentives. The higher
real incomes required by this commitment mean substantial new demands on agri-
culture on top of a backlog of unfulfilled demand accumulated in past years of
economic stagnation. Failure to meet these demands will seriously compromise
China's current drive for modernization and sustained economic growth.

China’s agriculture at the beginning of the eighties appears positioned to grow
somewhat faster than historical growth rates, at léast through the mid-eighties.
But no major breakthroughs in production are imminent. . . .

China’s leadership is stressing productivity gains from new policies as the
major stimulus to agficultural growth in the eighties. More decentralized de-
cisionmaking, greater reliance on material incentives, and growing specializa-
tion and commercialization of agriculture are being counted on to increase the
quantity of output that can be produced with available supplies of land, labor,
capital, and current inputs such ag fertilizer. These policies will have to be suc-
cessful if growth rates are to rise. . . .

The increases that can be reasonably expected may be insufficient to meet the
full range of demands on agriculture. A serious shortfall would generate pres-
sure for further changes in agricultural policy and possibly for a reassertion of
centralized control over agriculture. [Surls/Tuan, Vol. 1, pp. 419, 420.]

Chinese grain production can now be maintained at a level that supports an
adequate basic diet. The problem the Chinese face now that they can feed them-
selves is improvement in the quality of the diet. China‘s present government gives
high priority to raising personal incomes and living standards. Quality foods,
especially meat, will be viewed by the Chinese as an important aspect of raising
living standards. If per capita incomes rise, as they will if the Chinese are
successful, increases in consumer demand for non-grain food products will press

87-193 0 - 82 -~ 2
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China’s agricultural production capabilities for the rest of this century. Recent
increases in meat, oil and sugar supplies have begun to partially meet this
demand but population growth and technical and resource limitations will make
continued increases in per-capita supplies difficult. | Kilpatrick, Vol. 1, pp. 449—
450.]

The main thrust of China’s past strategy for agricultural development has
been maximization of annual crop yields through further intensification of culti-
vation techniques. It is an emphasis which is broadly consistent with China’s
resource endowments—lack of unexploited arable land and surplus of labor. It
also seems generally consistent with the peasants’ goal of farm income maximi-
zation, because of an institutional framework in which labor is rewarded in
workpoints rather than fixed wages and, at least in the past, a production tech-
nology which involved minimal dependence on the industrial sector. That is, the
goals of the state and the peasant should be reasonably consistent.

But this consistency or harmony of objectives has unequivocably broken down
in Suzhou Prefecture (an eight-county area in Jiangsu Province just west of
Shanghai Municipality). The area is representative of the frontiers of high-
yield, labor-intensive cultivation technology in the PRC. It is favored by natural
conditions, abundant labor, developed mechanization, and a reliable irrigation
and drainage system. . . .

The projections express a conviction that in Suzhou the Chinese strategy of
yield maximization through intensification of cropping and labor use has at
once reached its highest state of development and the end of the road. Further
development of Suzhou agriculture means a retreat from this approach, and
movement toward the kinds of modern agricultural practice found today in
Japan, South Korea, and Taiwan. [ Wiens, Vol. 1, pp. 462, 474.]

12. How hawve the efforts to modernize science and technology fared
in the post Mao period? What is the outlook for Chinese science and
technology? What is the Chinese attitude towards technology transfer
and how effectively do the Chinese assimilate Western technology?
What is the Chinese approach to the Communist dilemma of choos-
ing between “red” and “expert” and traditional Chinese problems of
zl’}if.z'sm?? What is the status of professional economists in today’s

ina!

An enormous scientific and technological wave crested in 1977 and 1978, when,
because science and technology were to spearhead the Four Modernizations,
China announced some extremely ambitious goals that incorporated expensive
projects and plans in a variety of fields. The wave hit on some contradictions in
1979 and 1980. Specifically, the authorities had disregarded shortages in scientific
and technical manpower and serious financial constraints. They now admit that
they were too impetuous, were deceived by “expectations for easy success,” and
had an “inadequate understanding of China’s reality.” Thus, the wave began
to recede. Buit another wave of a different size and configuration is already crest-
ing. Now Beijing maintains the basic problem in the past was a lack of coordina-
tion between scientific and technical work and economic work. Undeér the pres-
ent policies of readjustment and reform, more attention will be devoted to the
“problems of application and development in science and technology.” There
will be less basic research and much effort will be expended toward “absorbing
foreign production techniques suitable to our own national conditions.” To ac-
complish this tagsk Beijing is insisting on much closer contacts between scientific
research institutes and production enterprises.

The quick rise and recent downturn of the status of the Chinese scientist
prompt some important questions. . . .

Can today’s China accommodate a conspicuous return to the historical dicho-
tomy between the man of learning and the rest of the society? . . .

A degree of scientific exclusiveness is a universal phenomenon—and up to a
point it is supported and perpetuated by all of us. But why should the dichotomy
between the man of science and the rest of society be greater in China than in
the United States, for example? [Orleans, Vol. 1, pp. 475, 477, 478.]

The post-Mao drive for scientific and technological development, and the
identification of science and technology (S&T) as key factors in the moderniza-
tion of agriculture, industry and national defense, is thus but the latest reaf-
firmation of an elite recognition that reliable knowledge of the material world
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is essential for the transformation of China into a prosperous and powerful
country. [Suttmeier, Vol. 1, p. 489.]

Notewonthy’among the shifts in policy under the Four Modernizations drive
are the positive sanctions now given to transfers of technology between the
People’s Republic of China (PRC) and the highly developed nations of the
West . . . , underscoring the official line on the importation of technology: “We
must also make use of foreign capital and technology and energetically develop
f5oreig'5g8 trade. However, we must emphasize self-reliance.” [Wilson, Vol. 1, pp.

53, .]

China’s ability to assimilate foreign technology is severely conmstrained by
four factors: (1) uneven performance with respect to translating research re-
sults into the serial production process; (2) poor management capabilities,
particularly in such areas as project integration and industrial organization ;
(3) technical backwardness, particularly in precigion instrumentation and test-
ing equipment; and (4) insufficient numbers of qualified S&T personnel to assist
with the management and adaptation of imported technology. These problems are
critical constraints in both the civilian and military sectors. Although the Chinese
have made appreciable progress during the past several years at remedying many
of their deficiencies, most of the above are deep-seated problems with long-term
solutions. The Chinese must first upgrade their basic capabilities in such funda-
mental areas as alloy processing, computer and electronics development and ap-
plications, and systems management before imports of foreign technology will -
have an appreciable impact on their modernization program, [Simon, Vol. 1,
p. 514.]

Economists and economies enjoy a dominant position among the social sciences
in China’s academic and research institutions. . . . Judged from the standards,
methods, and objectives of contemporary Western economics, my impressions
concerning the current state of academic training and research in the field of
economics in the PRC lead one to a very pessimistic conclusion. This gap between
the state of the arts in the field of economics between the two countries may be
somewhat alleviated in the future. This can be achieved by the sending of Chinese
students to study in the United States and other Western countries and by the
sending of Western economists to China to give and hold seminars or joint con-
ferences. It can also be furthered by the revival of imports of Western journals
and books in the field of economics. However, the small scale of these activities
and the limited extent to which they are grafted into the main stream of
academic training and research in economics in China will, I believe, do little
to close the existing gap in the near future. [Dernberger, “The Status of
Economics . . .,” Vol. 1, pp. 569, 577.]

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

China’s military modernization strategy thus seems to be one of delay, of sub-
optimization, of capitalizing on known assets and of balancing enemy against
enemy. Thusly defined, China will probably continue to adhere to the require-
ments approach for the next several years (barring, that is, major political re-
orientation internally or large-scale conflict with the Soviet Union or its Viet-
namese ally) . . . . If a prediction may be ventured, therefore, it is for relative
stability of direction and pace of Chinese military modernization along lines by
now clearly evident. [Robinson, Vol. 1, p. 596.]

China’s defense modernization program, a two-decade effort aimed at improving
the People’s Liberation Army (PLA) and the defense industries, is making lim-
ited progress but has far to go. The effort arises from deep-rooted apprehension
over Soviet military capabilities and from the leadership’s desire to “move China
into the front rank of nations” by the year 2000. It will be successful only if the
nation enjoys prolonged political stability, retains access to foreign capital and
technology, avoids costly foreign military campaigns, and moves forward in
higher priority efforts to modernize agriculture, industry, and science and
technology.

China’s prospects for military modernization are influenced by strengths and
weaknesses in its political, economic, and technical bases. The country suffers
from a serious shortage of trained technicians and deficiencies in key technologies
and defense industries. The principal factors favoring success of the moderniza-
tion drive include the leadership’s dedication to the program and the availability
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of foreign technical and financial assistance (to the extent that Beijing can pay
for costly technology). [Jammes/Lamborn, Vol. 1, p. 5§97.]

China announced in February of 1981 the start of a program of “further
economic adjustment” that calls for a reduction in the current national budget,
including defense funding. The program also entails a restructuring of the
economy toward light industry and a reemphasis on centralized investment
decisions. In light of China’s worsening economic situation, and the new eco-
nomic program’s shift in priorities away from defense-related industries, the cut

in the defense budget may portend a period of lower defense spending lasting
several years. [Mitechell, Vol. 1, p. 605.]

14. How has the PRO’s international economic policy changed under
the post-Mao leadership? How have the major construction projects
been related to foreign trade plans? How will hard currency income
restrict imports? Japan, a natural Western trading partner, has ex-
panded China trade. With what success? What is the future of the U.S.
grain trade with China? W hat steps has China taken to join the inter-
national economic institutions: GATT, IMF, World Bank, etc.?

In the five years since the death of Mao Zedong China’s new leaders have moved
the country unrelentingly toward greater participation in the world’s economy.
Beijing has dropped its ideological aversion to foreign debt, encouraged foreign
investment in the uomestic economy, established trade and diplomatic relations
with the United States, joined the International Monetary Fund and World Bank,
decentralized its foreign trade organizations to promote direct foreign contacts
at the enterprise level, and sent thousands of students abroad in search of a West-
ern education.

More importantly, fundamental Chinese attitudes are changing with respect to
the role of trade in a planned economy. Imports are viewed decreasingly as an
instrument to serve the .eeds of the state and increasingly as a means of satis-
fying the needs of the people. Exports no longer are seen purely as a means of
paying for imports, but also as a leading force for upgrading China’s domestic
industry. By euncouraging Cniua s steepy domestic induostries to compete to earn
foreign exchange in Western markets, the leadership is attempting to improve
the quality of goods produced for the domestic market as well. The Chinese now
recognize that in order to maximize the gains from trade they must specialize
along lines of comparative advantage—it is no longer enough to export whatever
happens to be in surplus domestically. . . .

Despite the rapid increase in trade, China's exports still amount to only a small
fraction of domestic output, and a tiny part of world trade. The leadership is gen-
uinely displeased that a nation with nearly one-fifth of the world’s population
and one-twentieth of the world's economic output, still accounts for less than one
percent of the world’s trade. They are determined to move China forward into
the mainstream. [Davie/Carver, Vol. 2.] )

During 1978 a series of contracts valued at $7.8 billion for the supply of equip-
ment and technology for 22 major projects were signed with foreign companies.
These activities created great interest among the Western business community in
what was conceived as a vast potential of the China market. This period is now
characterized in Chinese press articles as yangyejin, meaning a leap outward to-
ward foreign countries for the supply of capital and technology, in contrast to the
Great Leap Forward relying largely on indigenous, labor-intensive methods some
20 years earlier.

The period of yangyejin, however, wag relatively short. After a sober assessment
of the country’s economic situation, Chinese planners came to the realization that
there were serious problems in the capital construction sector caused by poor
planning, inefficient management, and excessive investment, and that these prob-
lems were exacerbated by a further upsurge of investment activity during 1978.
As a result, steps were taken in early 1979 to scale down the capital construction
program, and many of the 120 major projects were cancelled or postponed. Nego-
tiations with foreign firms slowed down considerably. . . .

Despite China’s greater “openness” toward foreign trade and investment, the
current retrenchment coupled with various constraints on repayment and absorp-
tive capabilities will limit the immediate 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 business opportunities
could exist for a number of selective projects. . . .
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The long-term (5-10 years) prospect for foreign participation in China’s cap-
ital construction will hinge on the success that the PRC will have in acquiring
foreign capital and technology through various arrangements for the projects in
the above four categories in the next few years. That success will greatly facilitate
the current readjustment brocess, and a successful readjustment will almost cer-
tainly mean a greatly increased role for foreign capital, equipment, and tech-
- nology in China’s development planning. That success also will increase China’s
repayment and absorptive capabilities, as well as its confidence and experience in
implementing a more open approach. [Chen, Vol. 2.]

High priority probably also will be given to projects that require less hard cur-
rency, provide a quicker return on investment, and offer potentially greater export
earnings. . . ..China’s hard currency exports to the West—the PRC’s major
source of foreign exchange—are expected to slow in 1981-85, largely because of
Beijing’s efforts to improve living standards, shortfalls in oil production, and
growing Western protectionism. Exports of manufactures, especially textiles and
other light industry goods, should continue to be the driving force behind China’s
hard currency export growth.

Under high and low scenarios, projected Chinese hard currency import capacity
in 1985 ranges from $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 percent
and 27 percent while the rates for exports are 19 percent and 25 percent. [Gullo,
Vol. 2.] ) )

Japan now stands as China’s leading trade partner with about 20 percent of
its total exports and imports. The two economies share a natural complemen-
tarity buttressed by differences in level of development, wage levels, capital stock,
and natural resource endowment. This complementarity provides for large gains
to be made from specialization and exchange. Japan’s high level of technological
development, mechanization, and wage levels combined with a near absence of
natural resources contrast sharply with China’s lower levels of manufacturing
technology, wages, nascent mechanization, as well as abundant reserves of nat-
ural resources. . . . [G]eographical proximity, long historical ties, close ethnic
identification, the opportunity for mutually advantageous trade, the Chinese-per-
ceived threat from the Soviet Union, and the sheer size of each economy compel
closer economic ties between the two countries during the 1980s. These ties have
been flourishing under the new institutional framework for Sino-Japanese eco-.
nomic relations developed during the 1970s. i ’

In the China market, Japanese exports often compete directly with those from
the United States. Except in iron and steel produets, in which Japan holds a
major cost advantage and in agricultural goods, in which the United States holds
dominant advantage, U.S. and Japanese firms frequently compete head-on for
sales to China. . . .

In 1980, for example, while the United States exported $3,754.4 million in
mefclzlandise to China, Japan exported $5,108.7 million dollars’ worth. [Nanto,
Yol. 2.1

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
grain markets rose sharply. This surge of imports has had an important impact
on U.8. exports 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 concentrated in cheaper grades of wheat, China’s impact in this
sub-market has been particularly dramatic. During the 1980/81 wheat marketing
year which ended in May 1981, sales to China of 6.2 million tons accounted for 73
percent of total U.8. exports of soft red winter wheat. The U.S.—P.R.C. grain
trade agreement, signed in October 1980, sets an annual range of 6-9 million
tons for U.S. grain 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 to come, [Surls, Vol. 2.]

Given the size and potential of the Chinese economy, the organization and
management of that economy, the nature of g Contracting Party’s obligations
within GATT, and the complexities of certain methods of PRC entry into GATT,
there are likely to be advantages as well as disadvantages for both China and
the GATT should the PRC join. ...

Whether the advantages of the PRC’s entry into GATT will outweigh the
disadvantages will largely be determined by the mutual desire of the PRC and
the GATT Contracting Parties to negotiate a method and terms of accession
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which will, on the one hand, be acceptable and feasible for China and will ensure,
on the other hand, PRC adherence to GATT principles and obligations and effec-
tive Chinese reciprocity to GATT members. [Liser, Vol. 2.]

15. Normalization of commercial relations between the United States
and the PRC has been an uneven process. What i3 the balance sheet?
W hat 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 practices limit the development of mormal
trade? Has the development of legal institutions contributed to Chinese
modernization and normalization? Have issues such as treatment of
industrial and intellectual property and unsettled U.S. claims inhib-
ited tradef How do U.S. firms view their experience in the China trade?

For over two decades following the Communist takeover of China, commer-
cial relations between the United States and “Mainland China” were virtually
nonexistent. During most of that period, the stand-still was principally the result
of a comprehensive embargo that the United States imposed on trade with
Mainland China after the direct involvement of the Communist Chinese in the
Korean War. . . .

The embargo on commercial relations with the PRC was lifted in mid-1971, and
by legislative action the PRC’s access to some U.S. Commodity Credit Corpora-
tion programs was authorized in 1978, a bilateral trade agreement between the
United States and the PRC, providing among other things for the reciprocal
granting of most-favored-nation status, was approved in 1979, and the PRC's
eligibility for the operations of the Overseas Private Investment Corporation
was authorized in 1980. Also in 1978, the PRC gained access to Eximbank export
credit facilities. . . .

With all this, the U.S. commercial policy toward the PRC and trade rela-
tions with it still are not normal in the sense that one would characterize as
“normal” the policy toward and relations with the countries of the non-Com-
munist world. Apart from a certain degree of unavoidable functional abnormal-
ity that is inherent in trade with a country whose economy is under comprehen-
sive State guidance and control, there still exists a number of U.S. statutory
and administrative measures which place on commercial relations with the PRC
restrictions that do not apply to the U.S. trade with most of its other trading
partners. [Pregelj, Vol. 2.]

Using trade turnover as an indicator, the success of the U.S.-PRC normali-
zation process is quite impressive. Trade turnover stood at $1.1 billion in 1978,
it doubled to $2.3 billion in 1979 and doubled again to $4.8 billion in 1980. U.S.
exports to the PRC have far outpaced imports, with the Chinese trade deficit
growing from $424 million in 1978 to $1.1 billion in 1979 and $2.7 billion in
1980. These large Chinese trade deficits tend to obscure the impressive growth
of U.S. imports from the PRC, which expanded from $324 million in 1978, to
$592 million in 1979, and to slightly over $1 billion in 1980. . . .

The results suggest that in 1979, U.S. imports from the PRC would have ex-
ceeded actual imports by approximately $134 million, or 25 percent had PRC
imports been dutied at MFN rates throughout the year. The industries most
affected include ceramic products, footwear and textiles and apparel. This
translates to a loss of approximately 8600 employment opportunities in the
United ‘States. The increased imports in the textile and apparel industry alone
would account for approximately 4600 fewer employment opportunities. Had the
PRC also enjoyed country-beneficiary status under the U.S. GSP program dur-
ing 1979, U.S. imports from the PRC would have exceeded actual and MFN
imports by 22.2 million, or 4.2 percent. For the ceramic products industry, addi-
tional imports of approximately 48 percent of actual 1979 trade would have been
generated by GSP. For the furniture and wood products industry the increase
would have been 25 percent.

The employment estimates resulting from MFN and GSP status presented
in this paper are job opportumities, aud are not necessarily changes in actual
employment. Normal industry growth, labor force turnover and increased exports
to the PRC may offset job opportunity losses in many industries. |Bayard,
Or1. Pelzman, Perez-Lopez, Vol. 2.]
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China's efforts to organize foreign trade parallel its problems in planning
and implementing modernization. The Chinese leadership is still getting orga-
nized, a process that will take at least two years and may cover the entire 6th
Five Year Plan. In the foreign trade sphere, organization efforts have focused
on decentralization, which has long term implications and problems. Foreign
trade must succeed if modernization is to work because considerable foreign
investment and technology will be drawn from outside China. Current foreign
trade policy has the dual purposes of reducing China’s foreign exchange short-
ages and maximizing China’s access to world technology. [Monk/Rich, Vol. 2.]

In 1977, when China’s leaders dedicated themselves to the four modernizations,
they consciously decided to reestablish formal legal institutions as part of their
ambitious plan of growth. In light of China’s legal history since the Communist
victory in 1949, this decision is significant. Since 1949 law had borne the heavy
imprint of politics; since the Iate nineteen-fifties, the Chinese leadership had
shown little concern for the fate of formal legal institutions ; during the Cultural
Revolution, the legal system had virtually disappeared. . . . The most prominent
[of the functions served by the new institutions] appear to be (1) reinforcement
of discipline and maintenance of social order, (2) control of official arbitrariness,
and (3) prospective guidance of organizational and individual behavior, particu-
larly economic. No institution serves only one function, and Chinese 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 law 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 foreign economic 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 system of clear and consistently-
enforced rules to guide foreigners and Chinese officials alike is likely to be very
slow. [Lubman, Vol. 2.] :

At the present time, Chinese leaders are contemplating significant changes in
their treatment of industrial property. New patent and copyright legislation and
amendments to China’s trademark legislation are in the works. Moreover, interest-
ing reforms foreshadowing these new legal systems have been introduced and
are already affecting China’s technology transfer activities. [Kirk/Denny, Vol. 2.1

On that cold March morning in 1979, the public waiting room of the Beljing
Airport may have seemed an unlikely place for Chinese and American 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 (PRC) as the sole legal government of
China. The day before, the U.S. representative, then Treasury Secretary W, Mi-
chael Blumenthal, had presided over the official metamorphosis of the U.S.
Liaison Office into the first U.S. Embassy in Beijing in 29 years.

In the two years since the settlement was concluded, Sino-American economie
relations have indeed progressed. The resolution of the claims/assets problem
was by all accounts 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. [Lichtenstein, 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 place of “New China,” US firms still sense the old promise, but 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
enticed US company executives en masse to draw up plans for capturing just a
small percentage of the China market, which appeared vast from the viewpoint
of a single company.

At 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 majority of US companies in China will be
made in the longer term. [Groen, Vol. 2.]

The experience of one U.S. company—Control Data Corporation (CDC) of
Minneapolis, Minnesota—will be used to highlight commonality of interest and
other key elements of U.S.-Chinese commercial negotiations. Specifically dis-
cussed are the CDC negotiations between 1973 and 1978 for the sale of equip-
ment for seismic data processing centers to China.

<
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The CDC contractual negotiations are important because they represent the
sale of significant high-technology items to China and also because by themselves
they repregent, in dollar terms, a signiricant share of the total trade turnover for
the years in which the transactions occurred.

As of June 1981, however, the U.S. Government still had not granted final
approval for the entire transaction. [De Pauw, Vol. 2.]

With political normalization achieved, President Carter and his cabinet recog-
nized the importance of removing existing obstacles and establishing a framework
for normal economic interchange. . .. To ensure that bilateral economic problems
were quickly addressed, and that within the United States Government economic
policy toward China was carefully coordinated, and reflective of U.S. strategic
interests, the Carter Administration considered the merits of establishing a joint
economic committee with the Chinese. It was envisioned that this committee
would differ from joint commissions the United Stat2s had with other non-market
economy countries, which then focused primarily on trade promotion and business
facilitation. While commercial issues were recognized as a critical ingredient in
an economic relationship with China, one of the major objectives of U.S. policy
makers in the early days of normalization was to set up a forum which would
oversee the re-establishment of all aspects of economic ties, such as finance,
investment, trade, business facilitation, transportation, agriculture, science and
technology, etc. During their January 30, 199 meeting in Washington, President
Carter and Vice Premier Deng Xiaoping discussed the possibility of creating a
bilateral forum and agreed to establish a joint economic committee. [Haas,
Vol. 2.]

V. InrrricaTioNs oF CHINESE PROBLEMS AND PROSPECTS FOR THE
REAGAN ADMINISTRATION AND THE 97TH CONGRESS

Both China’s problems, such as uneven economic development, the
necessity to retrench, hard currency constraints, and the imbalance in
its trade with the United States, and its prospects for economic
growth, trade expansion, and attainment of great power status raise a
number of policy questions.

CHINA AS A PREFERRED MARKET

In the near term China’s limited supply of hard currency will con-
strain its imports. If the United States decides to facilitate Chinese
purchases of industrial and agricultural products with additional

overnment credits from the Export-Import Bank and the Commod-
ity Credit Corporation, a more favorable policy than that applied to
many other U.S. trade partners would be required. The immediate
prospects for the China market may not warrant a preferential credit
policy, but China’s longer term economic and political prospects may
merit consideration of such a policy.

BEYOND NORMALIZATION

Since the normalization of U.S. trade with China and the liberaliza-
tion of controls on exports to that country, there has been considerable
support for further reductions in trade controls. If this policy is
chosen, the United States might consider treating China as a country
not subject to the legal constraints of the “Communist country” and
“state trading economy” status. 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 would not be applicable
to Chinese imports. To remove some restrictions, such as the market
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disruption provisions of Section 406 of the Trade Act of 1974, the
mandatory inclusion of safeguard clauses in bilateral agreements, and
the ban on imports of Chinese furs, legislation would be required.
Other restrictions required by law, notably the ban on Export-Import
Bank loans or loan guarantees for communist countries and the Jack-
son-Vanik Amendment to the Trade Act of 1974, which sets freedom
of emigration as a prerequisite for most-favored nation tariff status,
are waived for China and several other communist countries. A third
category of restrictions, primarily export controls, may be liberalized
at the President’s discretion.

In moving beyond normalization, the United States should consider
whether China’s current policies are likely to endure. Because of the
chance that the policies of the current Deng leadership could be
reversed, any legislative or administrative initiatives should allow the
United States flexibility to respond to major changes in policy. It may
also be appropriate to consider the potential harm to import-sensitive
U.S. industries such as textiles. -

LONG-TERM PROSPECTS FOR TRADE AND ECONOMIC COOPERATION

erential policy in the present? If so, the United States might benefit
from concluding a long-term economic agreement with China. Depend-
ing on whether foreign competitors followed suit, such an agreement
could establish an institutional framework that could assure the United
States an equal or privileged position in the China market for years
to come. In the medium- and long-term joint U.S.-Chinese develop-
ment projects in metallurgy, transportation, energy or agriculture
might be a component of such an agreement. A formal U.S. study of
the feasibility of such projects and their likely profitability for the
United States might provide some insights on these questions.

Do the longer term prospects for the China market warrant a pref-

ARMS SALES TO TAIWAN AND THE PEOPLE’S REPUBLIC

U.S. arms sales to Taiwan are a stumbling block in the development
of closer economic and political relations with the PRC. Chinese dis-
pleasure will force the Congress and the Executive to consider the
advantages and disadvantages to the United States of continued arms
sales to Taiwan. It may also be appropriate to give careful considera-
tion to the desirability of selling arms and dual-use technologies to the
People’s Republic,.even though large Chinese purchases are unlikely
in the near term. Military developments, once undertaken, are hard
to reverse. Moreover, the United States would have little or no control
over Chinese use of military force.

CHINA AS A GLOBAL AND REGIONAL POWER

The mixed pattern of Sino-American relations, in which the two
countries’ interests converge in some cases, but diverge in others, raises
some questions about U.S. policy toward China’s economic moderniza-
tion and normalization of its economic and political relations with the
non-communist world.,
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CHINA AS A POWER

If the United States continues to favor a unified, stable, and strong
People’s Republic of China what Chinese modernization policies are in
our interest ? Should we for example, encourage rapid industrial, agri-
cultural and scientific and technological development through our po-
litical influence, scientific exchanges, and other means? _

CHINA A8 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” economic relations should we refash-
ion our laws and policy away from the restrictions imposed on trade
with Communist,ceuntries?

. WESTEEN RECEPTIVITY TOWARD CHINA

If we determine that it is in our interest to play the “China card” as
a meaps of countering the Soviet Union and, at the same time, to 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 toward the PRC that nations with such diverse
interests as Japan, South Korea, the ASEAN nations and India may
adopt? What formal or informal economic steps might be useful to
forge a common policy ¢
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SuMmMary

Deng Xiaoping has led the right-wing survivors of the two-line
struggle 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 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
economic policies and reforms made necessary by the economic prob-
lems, policies, and institutions they inherited from the past. These new
economic policies and reforms do not represent a well-defined economic
program introduced at a particular point in time. Rather, the post-
. Mao economic program is the result of a continuous process of experi-
mentation 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 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 Economies and Center for China Studies, University of Michigan.

(19)
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ment strategy in favor of balanced growth and “consumerism,” and
a modification of the Soviet-type economic system to incorporate sig-
nificant elements of market socialism. The particular economic policies
and reforms adopted over the past few years are described within this
three-fold framework of analysis. While the many problems encoun-
tered in and created by the implementation of these policies and re-
forms are indicated, they also have led to many 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 face the post-Mao leadership have led to a pause and consolida-
tion in some of these new economic policies and reforms, the post-Mao
leadership remains dedicated in their search for a new economic de-
velopment model—principles, strategy, and economic system—more
appropriate to China’s needs on the road to economic modernization.
One reason for the emphasis 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 probable future course of
the new economic program over the course of the 1980s. Although they
may well reappear as limiting constraints, the rejection of the Maoist
radical economic principles as priority objectives should remain a
major ingredient in China’s new development 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 of invest-
ment and allocation of investment more representative of a com--
promise between these two strategies. Finally, the outcome of the cur-
rent attempt to develop an economic system which represents a mix
between a Soviet-type and market socialist system to obtain the cen-
tral control of the former and economic efficiency of the latter is most
difficult to predict. History, logic, and my own subjective imprescions
lead me to conclude the attempt to change the traditional econromic
system will fail. Yet, the right-wing of the party has argued for re-
- form of China’s Soviet-type economic system since the mid-1950s. The
ineficiencies and problems associated with that system have been
widely publicized in China over the past few years, and several ex-
periments have been introduced to reform that system to incorporate
significant elements of market socialism. Thus, as China searches for
the path of self-sustained growth throughout the 1980s, it will do so
by means of economic principles and strategies which differ from those .
in the past, and with an economic system that may incorporate some—
perhaps a great many—modifications to allow for the decentraliza-
tion of decision-making according to market forces, rather than cen-
trally determined plans, in the allocation of resources. This new Chi-
nese economic development model should mark—to a lesser or greater
degree—an improvement over the old in the attempt to regain the
path of self-sustained growth for China’s economy.

BackerouNnDp

Economic policies 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 economic development.
With only two decades remaining for its realization, “the moderni-
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zation of China’s economy by the end of the century” continues to
be a largely unfulfilled promise. 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 hea
industry.? Thus, whereas in 1952 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 industrial growth, China’s national income in-
creased at an average rate of 6.2 percent.?

This goal of rapid industrial growth lay behind the Chinese Com-
munist’s decision to adopt the Soviet, or centralized-command plan-
ning system, in the 1950s. Specific economic policies included the
nationalization of the means of production, accumulation of profits as
revenue in the state’s budget, and direct allocation of that revenue in
the form of unilateral grants for investment in industry—especially
the producers’ goods industries. Inasmuch as China was well endowed
with raw material supplies, had surplus labor to supply the increase
in industrial employment without creating labor shortages in 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 are necessary conditions for
achieving economic modernization, historically 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 a natural process of evolution
stemming from an agricultural revolution which provided the precon-
ditions 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 acentral-
ized command planning system, 1t did: begin its industrialization proc-

1The average annual rates of accumulation were 24.2 percent in 1933-57, 30.8 percent
in 1958-62, 22.7 percent in 1963_6%5 c%g,g ercent in 1966-70, and 33 percent in 1971-75.

L
In “Ups and Downs of Some Major ¢ Targets (1953~79)," table in Beijing Review,
No. 12 (23 March 1981), }) 25.

3 Between 1952 and 1977 the gross value of industrial output increased at an annual rate
of 9.4 percent, light industry by 8.3 percent, and heavy industry by 12.1 percent. Caleula-
tions of compound annual rates of growth are based on statistics presented in “Main Indt-
cators. Development of the National Economy of the People’s Republic of China (1949-
1979),” State Statistical Bureau of the People’s RepubMe of China, Beijing, 1980, These
growth rates are for industrial production in what may be called “current prices” as the
source specifically identifies the gross value of output in 1952 as being in 1952 prices and
that for 1977 in 1970 prices,

3 See note 2. The national income statistics in this source are identified as belng In *‘cur-
rent prices.” These and other statistics for China’s economic performance used in this
ggper are merely presented for the purgoae of illustrating or supporting the arguments

ng made. A more detailed and comprehensive analysis of the quantitative dimenstons of
China’s economic performance are to be found in other papers in this volume. See espe-
clally; A, G. Ashbrook, ‘“‘China: Economie Modernization and Long-Term Performance,”
(for gross national product estimates); John S. Afrd, “Recent Demographic Data From
China : Problems and Prospects” (for population) ; John Philf Emerson, “The Labor Force
of China, 1937-1980,” (for labor force statistics) ; Robert M. Field. “Growth and Strue-
tural Change in Chinese Industry, 1952-1979,” (for industrial statistics) ; Frederic J.
Surls and Francis C. Tuan, “China’s Agriculture in the Elghties,” (for agricultural statis.
tics) ; Ronald G. Mitchell, “Chinese Defense Spending in the 1980s,” (for defense sector
estimates) ; John Davie and Dean Carver, “China’s International Trade and Finance,” (for
foreign sector statistics).
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ess with a considerable agricultural surplus. By the middle of the
twentieth century China’s traditional agricultural development had
led to a very high level of yields, relative to that of pre-industrial
technology. However, the program of industrialization initiated in the
early 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 model was predicated on the accumula-
tion of a large share of national income in the hands of the planners.
This involved the extraction of an agricultural surplus by means of
agricultural taxes and by assigning quota deliveries of agricultural
products to the state at below “market” prices. This provided a source
for fixed investment and growth in the industrial sector, with a 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 investment in industry.® In China, however, with the low labor
productivity and per capita incomes in the agricultural sector which
existed in 1949, the acquisition of the required agricultural surplus for
the industrial program necessitated increases in the aggregate level of
agricultural production. With the major share of accumulation and
investment going to the non-agricultural sectors, these increases in the
level of agricultural production relied on the significant increase in
the level of inputs within the framework of the traditional agricul-
tural technology.” A primary means for providing the required expan-
sion of traditional inputs was the dramatic increase both in the agri
cultural labor force and in the total number of work days per year.

While the rapid rate of increase in the level of investment in indus-
try resulted in a 7 percent increase In non-agricultural employment
per year between 1952 and 1957, these non-agricultural jobs were able
to absorb only one-third of the new entrants to the labor force during
this period. At the same time, even given the limited new land and
capital available, the labor intensive agricultural sector was able to

_'absorb approximately 100 million new agricultural workers.® Between

s Although detailed official statistics are not available for 1949, Western estimates indi-
cate that the agricultural labor force still accounted for over 80 percent (81.3 percent to
be exact) -of the total labor force in 1953, the first year of the First Five Year Plan.
Recent reports in the Chinese press refer to agriculture as haying contributed 70 percent of
the total material output in agriculture and industry in 1949. For an explicit quantitative
comparison of the agricultural sectors in Russia and China on the eve of their respective
launching- of similar economic development programs. see Antheny Tang, “Policy and Per-
formance in Agriculture,” in Aleander Eckstein, Walter Galenson, and Ta-chung Liu. eds.,
“Beonomic Trends in Communist China” (Chicago: Aldine Publishinf Company, 1968).
According to Tang’s estimates, “when each of the countries entered its respective First
Five Year Plan period, in which socialization of agriculture and forced industrialization
were to take glace. Communist China’s per capita food availability in grain terms was less
than half that of the Soviet Union.” (p. 466).

s For.an extended analysis of how the Chinese adoption of the Soviet model resulted in
the exploitation of the agricultural sector for the purpose of industrialization, see Robert

. Dernberger, “Agriculture in Communist Development Strategy,” in Randolph Barker
and Radha Sinha, “The Chinese Agricultural Economy” (forthcoming).

o Perhaps it 1s necessary to explain my use of the term “exploited” in this sentence. I use
it in the traditional Marxian sense of taking from producers their product without giving
them an equivalent value of goods in return.

7¥or a statistical analysis of how the Chinese strategy was to increase agricultural
production by means of %reater intensity in the use of traditional inputs (without large-
scale investments or a technological revolution in this sector), see Anthony M. Tang,
“Pood and Agriculture in China: Trends and Proilectlnns. 1952-77 and 2000.”" in Anthony
M. Tang and Bruce Stone, eds., “Food Production in the People’s Reoublic of China,”
International Food Policy Research Institute. Research Report 15. May 1980.

8 See Robert F. Dernberger. “Economical Consequences and Future Implications of

Population Growth in China,” Paper Series, East-West Population Institute, The East-West
Center, University of Hawall (forthcoming).



1952 and ‘1977 this more intensive use of traditional inputs (labor)
resulted in a 4 percent annual increase in the gross value of agricul-
tural production while grain production increased only by 2.2 percent
a year.® This positive growth in agricultural production is tempered,
however, both by the. problems of low labor roductivity and per
capita incomes existing in 1949 and by the “industry first” priorities
of China’s leadership. Thus it should come as no surprise that the
adoption of these economic policies over the past three decades has
resulted in the inheritance by the post-Mao leadership of a serious
agricultural problem.

The agricultural growth rates presented above reflect the gross value
of output; that is, increases in output obtained by intensifying the
use of traditional inputs. In fact, the real cost per unit of output in
agriculture has increased; i.e., over the past 25 years total factor
productivity has declined—that is, inputs have Tisen faster than
outputs in this sector.® One could argue that this exaggerates the
evolution of a fundamental agricultural problem faced by the post-
Mao leadership. This involves the very rapid increase in the use of
mputs purchased from the industrial sector. Inasmuch as agricultural
output prices have remained relatively stable 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 money incomes have in-
creased. According to surveys carried out by the Chinese, however,
the cost of producing grains and cotton increased by more than the
value of output between 1965 and 1976. As a result, production costs
have exceeded the state’s purchase price by 10.6 Eercent for grain and
two percent for cotton by 1976.* Quite simply, by relying largely on
traditional inputs to achieve 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.?

On the supply side, the crux of the problem inherited by the post-
Mao leadership was the necessity of increasing agricultural produc-
tion. However, their legacy in terms of demand (the distribution of
production) was equally problematic. Although the growth of agri-
cultural output was somewhat greater than population growth during
this period (1.9 percent), the industrial demand on agricultural sur-
—:‘amlu Indicators,” based on gress value of agricultural output in 1952, in 1952 prices
and in 1977, in 1970 prices. ) -

19 According to Tang's estimates, total factor productivity in China’s agricultural sector-
in 1977 was 19 percent below the level of 1952 (21 percent below the level of 1957). He
states, “Technically, there have been downward shifts in the aggregate agricultural pro-
duction function in the People’s Refublic. This suggests the conclusion that the Chinese
output growth has been realized at high resource cost, especially when compared with other
East Aslan nations.” In Tang's “Food and Agriculture,” op. ecit., pp. 27-28. A recent
Chinese report confirms that net per capita productivity of the agricultural labor force has
not increased since 1957. Ji Ling and Lu Nan, ‘‘Discussion of the Sissors Differential
Between Agricultural and Industriz]l Products.” ﬂong i, No. 6 (1980), p. 48.

11 The production costs used in these estimates probably included lagor costs, valued at
the average value for work Points. The statistics for estimating the cost of producin grain
*were obtained from a sample of 2,196 production teams (see Guangming Ribao, 7 em-
.l;bgr %g;g; ; those for cotton from a sample of 302 production brigades (see FBIS. 26 Octo-

T .

~, BFor an excellent detailed illustration of these costs or Mmits to the achievement of
further agricultural growth by means of intensifylnithe expansion of China's traditional
agricultural technology, see Thomas B. Wiens. “The Limits to Agricultural Intensification :

The Suzhou Experience,” in this volume, which analyzes this attempt to increase the prac-
tice of multiple cropping.
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plus grew much faster. As a result, between the mid-1950s and mid-
1970s, per capita consumption of foodstuffs did not increase.

For nearly all of the twenty years from the Second Five-Year Plan period
(1958-62) to the downfall of the Gang of Four in 1976 there was little or no
rise in living standards. Some years recorded a drop or only a slight rise which,
more often than not, reflected rehabilitation rather than real growth. . .. Each
peasant’s annual grain ration remained for a long time at around 400 jin or 200
kilograms of unprocessed grain . . . and the consumption of vegetable oils, eggs
and aquatic products, according to our estimates, has not returned to the 1957
level.”®

Based on various Chinese press reports, I have estimated that be-
tween 1955 and 1977 the total per capita disposable income of the
peasants increased by 17 yuan (about 10 U.S. dollars). Nicholas
Lardy has estimated that the per capita peasant income distributed
by the collectives, in constant prices, increased by 7 yuan (about 5
U.S. dollars) between 1957 and 1978.2¢ 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 wages for workers and staff in 1979 were 705 yuan, an increase of
10.6 percent over that of 1957. However prices had risen and real wages showed
a decrease.”

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 grain, edible oils,
and cotton.”

Despite rationing, various income distribution policies, and the
higher priority given the state’s supply network in the acquisition of
available supply, the rate of increase in the supply 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
on imports of agricultural commodities. Over the past three decades
one of the most significant features of China’s economic development
performance has been a steady transition away from a traditional posi-
tion as a net exporter of raw and processed agricultural products, the
historical mainstay of China’s export trade and a 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 the natural results of a coun-
try’s successful efforts to achieve economic development. In China’s
case, however, with its large agrarian economy, this transition is the
consequence of the failure to solve the agricultural problem.

On the export side, in the 1950s foodstuffs, beverages, and tobacco
had accounted for about one-third of China’s total exports. By the mid-
1970s, this figure was only about one-fourth.!” The most dramatic

1 Liu Guoguang and Wang Xlanming, “A Study of the Speed and Balance of China’s
Economie Development,” Social Science in China, No. 4 (1980), p. 19.

1 My estimate comes from research for a paper yet to be written for publication. An ex-
lanation of how this estimate was derived would require more space than is warranted
ere, but 1t is important to note that my estimate relies on statistics from sample surveys,

national averages, and several simplifying assumptions, The estimate by Lardy is from his
article, “Chinese Agriculture Development Policy” (forthcoming).

1 Liu and Wang, op. cit.

1 Liang Wensen and Tian Jianghia, “Final Products: A New Point of Departure,”
Soctal Selences in China, No. 4 (1980). p. 61,

1 For & 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-
pational Trade and Finance,” and Fred Surls, ‘“‘China’s Grain Trade,” in this volume.




change 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 most clearly. For example, by the mid-
1970s, China had become 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 commodities. Between the 1950s and mid-1970s, China’s im-
ports of sugar and cotton increased at an average annual rate of 12 and
20 percent, respectively. By the end of the 1970s, China had become
the world’s largest importer of raw cotton. The import of sugar
accounted for approximately half the total domestic supply, compared
to less than one-fifth in the 1950s. Finally, in the 1950s, China was a 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 6.5 million tons for the next five years. By the end of the 1970s,
net imports of grain were running at a level of approximately 10
million tons. i

It could be argued that these problems inherited by the post-Mao
leadership in the agricultural sector are the “costs” incurred in imple-
menting a development strategy premised on the exploitation of
agriculture for the purposes of rapid industrialization. The imple-
mentation of the Soviet model did allow (in fact, one could argue it
guaranteed) the Chinese to “build 400,000 industrial and transport en-
terprises with total assets of 800,000 million yuan” (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 above. Thus one
could argue that the “costs” of the problems created in the agricultural
sector must be weighted against the “benefits” 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 an attempt to cope with economic proglems 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 agriculture.

In general these problems can be readily summarized as those of
growing inefficiencies and inter-industry sectoral imbalances. In a re-
cent article in Renmin Ribao, entitled “Exert efforts to raise the eco-
nomic results,” by He Jianzhang and Zhang Zhouyuan, the Chinese
provide us with an excellent illustration of this problem.

In respect to capital 'accumulation, for every 100 yuan in aceumulation and
investments in fixed assets, the amount of national income produced averaged
23 yuan and 34 yuan respectively during the 197679 period. These figures are
much lower compared with those scored Guring the first 5-year plan period, which
stood at 35 yuan and 52 yuan respectively.

With regard to production, raw material consumption .is great. During the
period of the first 5-year plan, the proportion of raw material consumption in
aggregate social products was estimated to be 44.3 percent. It has continued to
grow since the sécond 5-year plan and reached 56 percent in 1979 . . . Of the
71 targets for raw material consumption in the country’s key industrial enter-

prises in 1979, 48 failed to measure up to the lowest previously attained levels.
In 197Y energy consumption for every 100 million yuan worth of gross industrial

1 Beljing Review, 27 April 1981, p. 6.
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and agricultural output value amounnted to 95,000 dun of standard coal, 83,000 dun
more than during the period of the first 5-year plan. '

In respect to the turnover of circulating funds, for every 100 yuan worth of
output value turned out by the country’s state-run industial enterprises in 1979,
a circulating fund of 81 yuan was required on the average. This was 14 yuan
more than the lowest level of 17 yuan in 1956.

The article quoted 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 betiveen the early 1950s
and the end of the 1970s.2° At the same 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
just those engaged in industrial production, 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. -

Inasmuch as the gross value of industrial production increased at an
annual rate of 10 percent over the same period, a crude calculation of
labor productivity (i.e., dividing the gross value of output by total
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
annual rate of 2.75 percent between the early 1950s 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 among 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 %oremost economists, claimed that “not only was the develop-
ment of light industry far behind that of heavy industry but also inside
heavy industry 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

1 Renmin Ribao, 30 March 1981, é) 5.

2 Commentator, “Stralghten Out Guidelines for Economic Work—On Leftist Mistakes
in Economic Construction,” Renmin Ribao, 9 April 1981, p. 5.

21 Main Indicators, op. cit, p. 8.

32 The official State gtutlstlca] Bureau statistics report an average annual increase in
labor productivity of 3.9 percent a year in “industrial enterprises owned by the whole peo-
ple”’ between 1952 and 1979. Main Indicators, oft'sd;'ﬁ J) 9

22 Commentator, “Increase Economic Resu Broaden the Sources of Revenue,”
FBIS, 17 March 1981, L 17.
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days each week, while many units had to suspend construction to wait
for the building materials, and construction of the projects dragged on
for a prolonged period of time.” 23

This somewhat lengthly introduction has been presented to indicate
the magnitude of the serious economic problems faced by the post-Mao
leadership when they regained power after the death of Mao. The eco-
nomic policies they have adopted and implemented over the past few
years represent an evolutionary process of their attempts to solve these
problems. A critical analysis of the consequences and success or failure
of these economic policies must take into account the fact that these
complex economic issues were a legacy of China’s economic develop-
ment strategy to which the current leadership found themselves heir.

P.R.C. InpustRIAL PoLices, 1978 10 THE PRESENT: AN OVERVIEW

The death of Mao and overthrow of the Gang of Four in the fall of
1976 was followed by the rehabilitation and reascendance to power of
leading elements of the right-wing under Hua Guofeng’s transition
government in 1977. At that time the post-Mao leadership saw their
economic problems as easily solved by the mere overthrow of the G
of Four and the elimination of the counterproductive effects of their
policies 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) for China’s modernization.?*
Mao’s principle of continuing revolution to achieve the advanced stages
of socialism and the Maoist edict of “politics in command” were to give
way to a stress on solving China’s problems of economic development.

The basic framework of the Ten Year Plan adhered to the same
priorities of rapid accumulation and investment that had been pursued
in the past. Investment in industry over the next 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.

Despite this renewed emphasis on the traditional pattern of high
rates of accumulation for the construction 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 4.4 percent a year. Appare 1tly these optimistic projections
for agricultural growth were related to the post-Mao leadership’s be-
lief that the radical policies of the Gang of Four were responsible for
most of China’s economic woes.

In the 11 years from 1966 to 1976, despite serious interference and sabotage by
the . . . Gang of Four, grain output still registered an annual increase of over
2 Xue Mugiao, “Adjust the Natlogs_}l Economy and Promote Overall Balance,” Jingji

Yanjiu, No. 2 (20 February 1981), p, 27.
% Beljing Review, No. 10 (30 March 1978).
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4.3 percent in a third of the provinces, municipalities, and autonomous regions,
with a maximum of 5.5 percent. . . . With the smashing of the Gang of Four, we
believe that it is entirely possible for all the provinces, municipalities, and au-
tonomo;s regions to attain or exceed this rate of increase through their (own)
efforts.

Soon after the introduction of the Ten Year Plan, however, the
Chinese became aware that China’s economic problems were not simply
a matter of radical policies and interference. '

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; sugar cane, 18.9
percent increase; and jute, 26.4 percent increase) meant that recovery
in the agricultural sector, begun in the previous year, continued. Thus
in 1978 the gross value of agriculture showed an increase of 8.9 percent,
9.7 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 1978, respectively. Nonetheless, serious economic bottlenecks
which impeded the continued revival and sustained growth of the
economy became more and more obvious. Looking back on this period
Xue Mugiao claims that: .

At this juncture, these imbalances in the internal relationships of our national
economy (were) becoming very serious. This imbalance had been in existence over
the past 20 years, since 1958. . . . For this reason, the “leftist errors which had
existed for 20 years in economic work could not be swiftly corrected and, instead,
in 1978, the errors of the “Great Leap Forward” were once again committed.
In the state budget, the appropriations for capital construction increased by 50
percent and the accumulation rate reached 36.5 percent. . . . (Over the 1970s8)
the scale of capital construction expanded continuously and was achieved prin-
cipally by lowering the consumption level of the populace. In 1976 and 1977, the
average grain ration per peasant was smaller than that in 1956 and 1957, the )
average wage of the workers and employees was also lower, while the supply of
subsidiary food products in the cities became increasingly stringent. . . . Some
comrades who had been engaged in economic work for a long time commented :
“Accumulation provides the only source for expanding reproduction ;” lowering
the accumulation rate would 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 but actually had
many gaps. In reality, over several recent years the supply of such items as steel
products, coal, electricity, cement, timber and transport could not meet de-
mand. . . . The insufficiency of materials for construction caused a squeeze on
production, while insufficient supplies for heavy industrial production caused
a squeeze on light industry and all joined together to cause a squeeze on
agriculture. i

The growth in industrial production in 1977 and 1978 not only was of the
nature of a recovery (there was no industrial growth in 1976) but it also com-
_ prised certain false elements. Many of the plants, anxious to fulfill their pro-
duction plans, allowed the production costs to rise, and in particular they turned
out many kinds of products not needed in the market or by the consumers and
these had to be stockpiled in the warehouses. Production of machinery and iron
and steel claimed to have the highest speed but the stockpiling of products of
these two categories was the highest and most serious. What kind of economic
result was actually achieved from this high production speed? =

Recognizing and reacting to the serious economic problems asso-
ciated with their traditional economic development strategy, in De-

= Hua Guofeng, “Report on the Work of the Government,” Beljing Review, No. 10 (30
March 1978), p. 20.

26The statistics for output growth in 1978 used in this paragraph are from Main Indi-
cators, op. cit. ; those for 1977 are from Xue Mugqiao, op. cit.

27 Xue Mugiao, op. cit.
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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 the Second Ses- - -
sion of the Kifth National People’s Congress (held in June 1979),
Hua announced that the study of the Third Plenum’s proposals had
led to the conclusion that “on the basis of the solid achievement in
economic recovery and growth during the past two years and more,
the country should devote the three years beginning from 1979 to
readjusting, restructuring, consolidating, and imﬁroving the national
economy in order to bring it, step by step on to the path of sustained,
proportionate and high speed development.” 2* In other words, the
‘I'en Year Plan was put on the shelf. The State Planning Commission
“revised the plan worked out for developing the national economy in
1979,” and the post-Mao leadership sought self-sustained growth by
means of a new and sweeping program of economic policies. These
were packaged under the labels of readjusting, restructuring, consoli-
dafting, and improving—the “eight character program” of economic
reform,

Readjusting referred to the necessary changes in priorities for the
allocation of investment and inputs aimed at ocorrecting the serious
imbalances in the economy. New policies would give greater priority
to those sectors which had emerged as critical bottlenecks to China’s
balanced growth. Important in this area were energy, consumers’
goods, transportation, agriculture, social overhead capital (education
and housing), and building materials. Restructuring dealt with the
economic reform of the economic system itself, aimed at achieving
greater efficiency. This involved giving greater decision-making
power to local units of production and in increasing the role played
by market forces. Reforms involved in consolidation referred to the
weeding out or amalgamation of those enterprises that were not only
suffering losses, but—more important—were wasting real resources.
Improving focused on attempts to elevate the level of technology and
managerial skills and practices in China’s economy. This aimed at not
merely borrowing modern technology, knowledge, and managerial
techniques from abroad to close the ever-widening gap between China
and the advanced or developed countries, but also at closing the con-
siderable gap between the average level of technology and manage-
ment within a particular sector as a whole and that of the leading or
advanced units in that sector.

The particular details of the current leadership’s “eight character”
program of economic reform will be presented in a later section of
this paper. We can state at this point, however, that the adoption
and implementation of various new economic policies, many on an
experimental basis, increased steadily throughout the remainder of
1979 and 1980. Collectively they involved a sweeping package of
economic reform which could be legitimately called China’s version
of a New Economic Program.?

2 Hua Guofeng, “Report on the Work of the Government,” FBIS, 2 July 1979, su plement.
2 Unlike the New Economic Program In the Soviet Union in the early 1920s, it will be
argued in this Paper that the Chinese economic reforms of the past few years have not dis-
carded the baslc economic system of the previous period ; i.e., the system of central, non-

market, planned allocation of resources has not been replaced, only supplemented, by the
post-Mao economic reforms.
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.In ‘1979 the macro-economic indicators for economic performance
showed that recovery and growth in both output and money incomes
continued at impressive levels.?® The gross value of agricultural pro-
duction increased by 8.6 percent, largely due to the very rapid growth
in the output of grain (9 percent) and oil-bearing crops (23.3 per-
cent).®* In fact, agricultural growth was slightly greater than the
growth in the gross value of industrial production (8.5 percent). This
was due largely to the decline in the growth of heavy industrial pro-
duction (7.7 percent as compared to 15.6 percent in 1978) 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 plague the new leadership.

. 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
in money incomes of both peasants and workers in 1970 the consump-
- tion fund increased by 16.5 percent.** In addition, while light indus-
trial production had increased by 9.6 percent, growth in the produc-
tion of many agricultural commodities important as inputs in light
industry failed to meet the plan target. These included: cotton (1.8
percent growth in 1979), sugar cane (1.9 percent), jute (0.1 percent),
and tea (8.4 percent). Thus in order to close the growing gap between
domestic supply and demand, the import of agricultural products
was increased. Grain imports increased by over 1.5 million tons, to
a 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.*® _

Import 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-
eign loans necessary to finance them. By the end of 1978 the foreign
debt implications of these negotiations were becoming clearer; in
that year the import surplus in the balance of commodity trade stood
at slightly more than 1 billion U.S. dollars.” As the Chinese began to
have second thoughts about their Ten Year Plan a pause occurred in
these negotiations. Yet while these doubts led to a revision in the
plan for 1979 and the introduction of the “eight character” program,
the rapid pace 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.®*

20 The advocates of economic policy reform in China argue this is one of the problems they
face in gaining support for the policy changes. During a similar period of economic policy
reform in the early 1960s, because the economic indicators clearly revealed the need for
reform, the reforms were readily accepted by almost everyone. In 1977-79, however, these
same Indicators showed rather high rates of growth and many challenged the need for eco-
nomic reform. In Xue Mugqiao’s article cited above, he tells us that the internal discussion
of the draft reform proposals issued by the Third Plenum at the end of 1978 led to ‘‘a bitter
debate” within the party and the government.

31 Statistics for output growth in 1979 in this paragraph are from Main Indicators, op. cit.

21 The increase in consumption fund for 1979 was estimated by multiplying national in-
come times one minus the “‘percentage of accumulation in national income” in both 1978 and
1979. National income data from Main Indleators, op. cit.; rate of accumulation from “Ups
and Downs of Some Major Economic Targets,” op. cit.

s Trade data for 1979 is from National Foreign Assessment Center, “China : International

Trade. Second Quarter, 1980,” ER CIT 81-001, February, 1981.
2 Balance of trade statistics from 1978 and 1979 are from Maln Indicators, op. dt.,

pPD. 7-8.



31

Shortly after the overthrow of the Gang of Four many of those
youths previously 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. Furthermore, as a result of the “eight char-
acter” program, new job opportunities in urban areas were limited. In
response to this problem the government urged these youths to form
collectives or to engage in private enterprise in the service trades which
were badly needed in the cities. Similarly they could “volunteer” to
return to the countryside, especially to the frontier areas. Despite
claims that jobs were found for many of these people, estimates place
the number of urban unemployed at more than 20 million, or ap-
proximately the same amount of unemployment created in the early
1960s during a similar period of economic rehabilitation.®

A budget deficit of over 10 billion U.S. dollars led to a substantial
increase 1n the money supply and serious inflationary pressures. While
the planned budget for 1979 was balanced, attempts fo increase peasant
and worker incomes resulted in revenues falling 4.6 percent short of
planned expenditures. This shortfall was compounded by the fact that
planned expenditures rose 7.4 percent above the budgeted figures.’® The
inflationary pressures generated by this total budget deficit ultimately
led to actual price increases, both official and illegal, in 1980. While the
“official” rate of inflation that year is said to have been 6 percent (13.8
percent for foodstuffs), most observers believe it was well above 10
percent.

By the time of the Third Session of the Fifth National People’s Con-
gress held in: September 1980, Hua Guofeng in his “Report on the
Work of the Government” claimed that “our economy has taken on a
fairly new look in the past year or so as a result of the process of
readjustment, restructuring, consolidation, and improvement. . . .
Practice has proved that t%e (“eight character”) policy . . . is cor-
rect and has revitalized our economy and led it on to the path of sound
development.” 3 Other 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, import surpluses, declining growth rates, large pockets of poverty
in the rural areas, and urban unemployment.® It was admitted that the
goal of putting the economy back on the track of self-sustained eco-
nomic growth in three years would require an additional two years.
A one-year plan for 1981 was announced, along with plans for the
formulation of a new five-year plan for the period 1981-85. Within a
few months, following the Third Session of the Fifth National People’s
Congress, it was learned that even the earlier estimates for 1980 were
not realized.

% According to a survey of 87,000 wage and salary earner families in 44 cities in 1980,
unemployment is an important explanation of urban poverty. In families in the ‘“very poor’
class (below 15 yuan a month of disposable Income per capita), those who have a job earn
a wage and salary that is 97.7 percent of the average wage or salary for all wage and

salary earners, but one worker in every 2.5 families in the “very poor” class is unemployed.
NCNC, 30 December 1980. )

19'8;'0\)\'ang llsing&lan, “Report on Financial Work,” Beljing Review, No. 39 (29 September
, Pp. 11-12, !

ﬂi‘sﬂ_lii)(;uofeng's Speech” (full text), Beljing Review, No. 38 (22 September 1980),
pp. .

3 For example, see Yao Yilin, “Report on the Arrangements for the Nati 1
Plans for 1980 and 1981,” Beijing Review, No. 38 (22 September 1980). ational Economie
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' With the exception of grain, output targets for “all seven other
major agricultural products” 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 China) and the shift
" of both land and labor efforts to more profitable crops. On balance, the
value 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. That 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 points (increasing by
18.4 percent), there was an overfulfillment 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 absolute de-
cline in 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-
lation of 7.6 billion yuan (more than double the planned amount).
Significantly aided by a rise in petroleum prices, exports increased
more rapidly than imports. As a result, the import surplus decreased
to 570 million U.S. dollars, compared to 1.87 billion in the previous
ear.

y 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 a 45

reent reduction in the planned capital construction target for 1981
and additional restrictions in planned expenditures for national de-
fense and government administration. Although few details of the
readjusted economic plan have been announced, the extent of the en-
ergy crisis as a serious bottleneck is indicated by no growth in 1979,
a gz,crease in output in 1980, and 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 needs. According to Xue Mugiao “this year (1981),
another big readjustment is being attempted and the industrial
growth 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 modernization in the next 20 years will be at a moder-
ate level and not up to the present level of economically advanced

2 Unless otherwise noted, the economic statistics in this and the next paragraph are from
“Communique on Fulfillment of China’s 1980 National Economic Plan,” Beljing Review,
No. 19 (11 May 1981) and Yao Yilin, “Report on the Readjustment of the 1981 National
Economic Plan and State Revenue and Expenditures” (excerpts), Beijing Review, No. 11
‘(16 March 1981).

: :‘; %ue Mugtao, op. cit.
or example, “at present, we not only have no control over the number of workers,
but we have also lost control over wages as a result of the indiscriminate handing out of

bonuses by some of the enterprises.”” Commentator, “How to Appraise the Current Economic
Situation,” Hongl, No 6 (March 1981).
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countries. . . . a long and strenuous process is required to make the
country and the people prosperous.” 42 )

At the present time it has been decided that further experimentation
with reform of the economic 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 equilibrium in supply and demand, must be achieved before fur-
ther reform of the economic system is carried out. Thus, “in carrying
out the eight-character policy . . . readjustment is the key (and) in
order to get rather quick results from readjustments, it is necessary to
guarantee that the principal regulatory forces under this system—
administrative orders and directive plans—possess full authority, and
that they are properly centralized and unified.” ¢ An eight point list
detailing specific areas of policy change, published in Bezjing Review
on 16 March 1981, outlines ways in which the central government is
reasserting its traditional power of central control and unified author-
ity. These are: (1) the plan; (2) funds for investment; (3) financial
and taxation systems; (4) credit and cash systems; (5) material
supply and allocation systems; (6) prices; (7) wages, bonuses, and
fringe benefits; and, (8) foreign trade and foreign exchange. This
extensive list (and one might ask if an thing was excluded) would
seem to represent a major setback for tie economic reform policies,
especially in the industrial sector.

The preceding overview of the chronological evolution of the cur-
rent leadership’s economic policies has been presented to provide the
necessary framework for the discussion that follows. We will ask:
What were the specific policies? What were they attempting to do?
With what results? What are their prospects for the future? As the
discussion above makes clear, over the past three or four years a wide
variety, not a single comprehensive and well integrated package, of
economic policies was adopted. Yet I believe 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 had inherited in the mid-1970s,

THE Inurrrrep Ecoxomic DeveLopMENT MoDEL #

The economic 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 1deology (the radical
principles). The first two ingredients were adopted by the Chinese
In the mid-1950s and continued to be major features 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 Cultural
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Revolution in the late 1960s through the time of Mao’s death. I believe
that the combination of these three major ingredients 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 1970s.

The basic ingredient in China’s economic paradigm is the Soviet
model, or the economic system itself. Often referred to as the
centralized-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 other targets are determined by a bureaucratic ({)Ia,nning
administration. In agriculture, production 1s collectivized and the col-
lectives 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 unilateral grants for investment
projects or as subsidies to cover losses incurred by state enterprises.
Prices are set by the state and workers are hired by the state’s labor
bureaus and assigned to factories wherce they are paid wages set by
the state.*

The adoption of this economic system, of course, places tremendous
control over the mobilization and allocation of resources in the hands
of the central planners. There is no reason, in theory at least, why the
central planners cannot use this power to favor agricultural develop-
ment, 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 machine building industries. This occurs at
the expense of agricultural development, increases in light industry
and the 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 Soviet model; i.e., the economic system,
that 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 imple-
mented the Stalinist model throughout the quarter of a century before
the death of Mao.

Tt is the third element which makes the Chinese model unique: the
Maoist ideology. Unlike the basic features of the Soviet and Stalinist
models, the extent to which Maoist radical principles were a dominant
factor in influencing economic decision-making and activity varied
considerably between regions and over time. When the right-wing

4 For an excellent argument of why China’s economic system in the mid-1970s represents
the traditional Soviet model, despite several modifications the Chinese have tried to intro-
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 Perspective’ (Cambridge: Harvard University Press, 1980), pp.p 93-965.
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emerged victorious after the death of Mao and overthrow of the Gang
of Four at the end of 1976, however, the Maoist model was an integral
part of the development model they inherited from the past. Radical
Maoist economic principles included : ( a) local, regional, and national
self-sufficiency, with limited dependence on foreign trade or assistance;
Le., the reduction of specialization in the division of labor; (b)
egalitarianism and normative incentives, including mass campaigns,
and & reduction in relatin individual, small group, 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 earning 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 assignment; and, (e) the politicization of economic decision-
making, behavorial rules, and policy determination and reduced em-
phasis on economic rationality, in the sense of economic cost and benefit
calculations,

Any description of China’s development model and strategy in the
mid-1970s would have to include a combination of the Soviet model,
Stalinist strategy, and Maoist ideology, as defined above. The evolu-
tion of the post-Mao leadership’s package of economic policies, I
believe, represents an attempt to reform each of these three components
inherited from the past. Moreover, the evolution of their package of
economic reforms over the past few years reveals a sequential pattern
which provides an important explanation of what these economic
reforms policies are trying to achieve, where and why they have
encountered problems, and their prospects in the future.

TaE Post-Mao LeabersHIP'S Procranm or Economic Poricies : Rerorm
OF THE MaolsT IpEOLOGY

The post-Mao leadership, which included many veteran right-wing
casualties of the two line struggle of the previous two decades, began
to discard the Maoist model almost immediately upon regainin posi-
tions of authority. They initially believed this alone would be sufficient
for putting China’s economy back on the path of self-sustained eco-
nomie growth, the economy having been diverted from that path due
to the influence of radical economic policies during the previous decade.
The Maoist model was j udged to be an intuitive and corruptive inter-
pretation of true Marxism. The right-wing leadership now sought the
“economic principles of socialism during the transition period from
capitalism to communism” from the basic texts—Marx, Engels, Lenin,
Stalin, and even Mao himself. Such theories were to be combined with
empirical evidence; i.e., seeking truth from practice.!¢

4 Deng Xiaoping’s attempt to eliminate the continued Influence of the Maolst economic
prlnclPIes advocated by the left-wing of the party by arguing that “practice is the sole
crltet: on for testin‘g truth” enccuntered significant opposition in 1978. A major article in
Deng’s effort was “Practice is the Sole Criterion for Testing Truth,” which first appeared
on 11’ May 1978 and was bublicly endorsed by Deng in an important speech on June 2nd.
Deng’s opposition were those labeled the “whateverists ;” a term derived from an argument
presented In the party journal Honggi. This article had stated “whatever the decision made
by Chairman Mao was, we will resolutely support; whatever Chairman Mao’s directive
wag, we will unswervingly obey.” Honggqi, No. 3 (1977), p. 10). According to a history of
party released by the Sixth Pienary Session of the Eleventh Central Committee (June
1981), Hua Guofeng was a member of the “whateverist” group and opposed Deng’s policy

of seeking truth from practice. See “On Questions of Party History,” i
No. 27 (6 July 1981), p. 26. N i 73." Beljlng Review,
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Mao’s principle of a continuing revolution promoted by class
struggle, anti-rightist and socialist education campaigns, was to be
indefinitely postponed as a primary objective, while economic develop-
ment became China’s immediate and major objective. In his “Report
on the Work of the Government” to the First Session of the Fifth
National Peoples’ Congress in the spring of 1978 Hua emphasized
this change in objectives. He stated, “In order to make China a modern,
powerful socialist country by the end of the century, we must work
and fight hard in the political, economic, cultural, military and diplo-
matic spheres, but in the final analysis what is of importance is the
rapid development of our socialist economy.”” As for the Marxist
justification for economics rather than politics being in command dur-
ing the period of transition, this is testified to in Deng Xiaoping’s -
eulogy at the memorial service for Zang Wentian on August 25, 1979
and by a Renmin Ribao article published that same day.** This article
was one which Zang had written in 1973, but had never been allowed
to publish. In that piece Zang argued :

In the long run of history, an important political line will be tried and
eventually condemned by economic laws instead of changing the inevitable trend
predicted by economic laws. The struggle between a correct and incorrect po-
litical line always explicitly or implicitly and directly or indirectly reflects the
contradictions between economics and politics. A correct political line will
eventually win out because it adapts itself to economics . . . as for those “po-
liticians” who talk volubly about politics and fear to deal with economics, they
should please carefully study what is the true content of “politics being the
concentrated expression of economies.” (phrase quoted from the works of Lenin).

In other words, instead of politics being in command, economics was
politics and those cadres who had been recruited over the past two
decades on the basis of their “redness” were to either become experts
or be replaced by those who were. ]

The Third Plenum of the Eleventh Central Committee held in
December 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 since the May 4th (1919)
period.” ¢ In economic terms this plenum marks the launching of the
process in which the “true” economic 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 policy. In addition, a
great many of those judged to have been falsely accused and perse-
cuted during the Cultural Revolution have now been exonerated and
rehabilitated. These reprieves have even been posthumously extended
to those “persecuted to death.” Finally, many who have sutfered from
discrimination and struggles due to their class labels as landlord and
capitalist which they inherited from their origins before 1949 have
been reclassified on the basis of their present occupations. Those who

41 Hua Guofeng,. “Unite and Strive to Build a Modern, Powerful Socialist Country!”
Beijing Review, No. 10 (30 March 1978), p. 18.

4 Zang was a veteran communist party member for more than 50 years and had died
but a month before the overthrow of the Gang of Four.

9 See Tang Tsou, Marc Blecher and Mitch Meisner, “Policy Change at the National
Summit and Institutional Transformation at the Local Level: The Case of Tachai and
Hsiyang County in the Post-Mao Era,” Selected Papers from the Center for Far Eastern
Studies (University of Chicago), No. 4 (1979-80), p. 282. According to the Chinese com-
munists, the Third Plenum “marked a crucial turning point of far-reaching significance

in the history of our Party since the birth of the People’s Republic.” See “‘On Questions
of Party History,” op. cit., p. 26.
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have benefitted from rehabilitation or reclassification undoubtedly
offer strong support for the new leadership and their package of
economic reforms.

Nonetheless, this abrupt switch in lines, made possible by the death
of Mao and the overthrow of radical Maoists at the top level of leader-
ship, has resulted in the creation of serious obstacles to the implemen-
tation of the new leadership’s package of economic reforms, tor in-
stance, although there have veen suggestions that a purge of the lower
ranks of the party will be carried out in the future, the bulk of cadre
at the local levels—where the economic policies are implemented—
continue to include not only Maoists, but those who implemented, ad-
ministered, and believe in the Soviet and Stalinist elements of the
Chinese development model. It is they and not a new cohort of party
cadre who are being asked to implement a whole new package of eco-
nomic policies; and one which will, in fact, considerably modify
economic administration as they have practiced it in the past.>® Given
these problems it is little wonder that resistance to the implementation
of new economic reforms is being blamed, extensively in the Chinese
press, on the remnants of “feudat” ideas and behavior that continue
to characterize China’s political, economic, and social system.

The principle of self-sufficiency is one of the most basic Maoist
principles to be rejected by the new leadership. Instead they favor
greater specialization and reliance on comparative advantage in the
division of labor—within the unit of production, as well as regionally
and internationally. In agriculture Maoist policies centered on taking
grain as the key link, increasing self suliciency in grain production
(even within individual communes), and limlting intra-provincial
grain transfers and specialization in commercia) farming. Over the
previous two decades these policies had proved to be a source of tre-
mendous inefficiency.5! For example, areas best suited to animal hus-
bandry were forced to convert grazing land into wheat fields; high
yield commercial or industrial crop areas were forced to devote a por-
tion of their cropping areas to lower-yield production of grain. Once in
bower, however, the right wing had no difficulty in arguing that
socialism does not deny the benefits of the division of labor, speciali-
zation, and the gains from trade. Nor did they hesitate to cite examples
(“practice”) to show the benefits to be obtained from specialization in
agriculture. Now individual agricultural units were to produce on

5 One 18 reminded of a similar occasion in Chinese history; f.e., the Hundred Days
Reform at the end of the nineteenth century, when the Confuclan officials were being asked

to implement a reform program that would change the system which had justified their
past behavior and even their existence.

5 Obviously, as is true of traditional agriculture in most countries, the typical peasant

state’s assignment of cropping plans, quotas for deliveries to the state, and the state's
control over the grain distribution and traude network) obviously increased the local
allocation of land and labor for growing grain at the expense of more “profitable” and
desirable agricultural activities. §.ch a policy often led to serlous inefficiencies in the
allocation of resources. In fact, because many production teams were unable to meet their
yield targets for grain, they were forced to devote even more land—unreported—for
growing grain than was called for in thetr assigned cropping plan. 1n this way they hoped
to meet their grain delivery quotas and yield targets—reported yields being determined by
dividing actual output by “planned” cropping area.
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the basis of their particular resource endowments and advantages,
aimed at the all-round development of China’s agriculture, including
animal husbandry, forestry, commercial and industrial crops, and
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.

The -Mao leadership’s recognition of the inefficiencies associated
with the policies of self-sufficiency in grain production at the local
level was central to their decision to promote specialization and diver-
sification. Not only was it a rational policy change, it was obviously
welcomed by those at the local levels. Rational as 1t 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 grain production over
the previous two decades, per capita grain availability was relatively
low, not only as a national average, but especially in many communes
throughout China, and a significant share of the grain consumption of
workers in some major urban centers depended on grain imports from
abroad. Thus a 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 grain 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 come from the increased output of China’s traditional,
high-yield grain areas and specifically designated severa “commodity-
grain production bases” for this purpose.

As a result of encouraging greater specialization in agricultural
production, however, there was a reduction in the total sown area de-
voted to grain and an accompanying increase in sown area devoted to
higher yield and/or more profitable crops.®> In the last two years
production 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 grain
has also increased, largely as a result of incentives created by the
post-Mao leadership’s program of economic reforms. However, be-
tween 1978 and 1980 the increase in grain output was only 4 percent. -
More important from the point of view of increasing specia ization
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-
lection of grain through taxes and procurements increased by only
one million tons. The significantly higher imports of grain at the end
of the 1970s did mean that the amount of grain distributed by the
state was larger than it had been in the mid-1950s. Nonetheless, as a
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
ol Chine pres eport it (hat the Seuction 1o oopPlag et vl G

hat production teams undoubtedly reduced the ‘“‘unreported” cropping area
€§2§° isa‘tihgoi%::rgy usle)ed for grain production to meet their yleld quotas in favor of using

le crops.
1t {.°£‘l’: Ftll%l;gapt?rgmgp? git.pand “Communique on Fulfillment of China’s 1980 Natlonal

Economie Plan,” Bel}ing Review, No. 10 (11 May 1881).
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state’s marketed share of domestic production had fallen to far less
than its share in the mid-1950s. It remained at the relatively low level
of approximately 15 percent throughout the 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 rapidly while the growth of grain output lagged behind and
much of this increase in grain output was distributed as income in
kind to the peasants.5*

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 specialization in agriculture. The editorial
stated that, on the one hand, even the policy of self-sufficiency had
not resulted in the production of enough gram. Secondly, specializa-
tion would require large-scale imports of grain, as well as a fully
developed transport, storage, and trade/distribution network to
supply those areas where specialization would lead to reduced self-
sufficiency in grain.

China is a populous country. . . . Over the last 30 years, our country’s grain
production has developed greatly. . . but because of speedy population growth,
the nation’s average per capita grain consumption . .. is a very low standard. . .
(and) a considerable number of peasants have insufficient food rations. . . .
There are actual problems that we cannot deny. . .. To promote animal husbandry
and fishery, we need a large amount of grain. If the average amount of grain
per capita cannot be gradually increased, then it is impossible to have enough
grain to promote animal husbandry and fishery. . . . Therefore, for a consider-
ably long time to come, our country as a whole must continue regarding devel-
opment of grain production as a principle task.®

While taking grain production as the principle task for the country
as a whole, such a policy is not inconsistent with the shift toward
specialization Whereﬁy the necessary 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
result of an administered price structure for agricultural products
which is fixed and does not approximate true su ply and demand
conditions in the economy, “the economic benefits of grain crop
cultivation are lower than those of industrial crop cultivation.” %8
Thus while the production costs of the ten grain production bases are
lower than in other areas, their rates of profits remain below that of
alternative agricultural activities. Furthermore, because they have
been traditionally high yield grain areas, their assigned quota deliver-

5 The recreation of rural markets, a reform policy which will be elaborated upon later
in this paper, compounded the I)robl’em the state faced in obtaining a larger share of the
grain produced. Some 35,000 of these markets are reported to now exist throughout the
rural areas. In 1979 (when 5 million tons of graln were reported to have been sold on these
markets) prices on these markets are reporte by various observers to have been more than
50 percent above those paid by the state for above (iuota deliveries. Sales of grain on the
rural markets (from producer to consumer) did not increase the supply of grain available
for inter-regional trade and redistribution. The recreation of these markets also made it
more difficult for the state to obtain its planned procurements of even those crops whose
outputs had increased very rapidly in 1978-80. It was, of course, “illegal’ to sell agricul-
tural output on these markets until the quota and above quota procurement del veries
assigned by the state had been fulfilled. However, “Instead of transferring their roducts
to other areas as called for in the state plan, some localities have retained agricultural
and sideline products needed by the state in their own areas,’ See the Xinhua's C%!x.'res ond-
gntis Commtirtlltar N “l'll‘he Cogce t 01; thetIAntezi'esg tgt {he Wg{.\alel Should Be Strengthened
0 Improve the Purchase an ransfer of Agricultural and cline Products,”
que’l’)'bercllgso)AL' 4 Grain Production, D o B,

5% *'Pay Close Attention to Grain Produc on, Do a Good Job in Diversification,”

Ribao (12 December 1980), g 1. Renmin

52 Quotes in this paragraph are from “Pay Close Attention,” 1tLid.
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ies are relatively high, making it more difficult for them to take advan-
tage of the Eremiums offered 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 rates to an excessive (inequitable) level, reducing their

income level even further.

During 1981, therefore, Chinese 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

revious attempts at self-sufficiency in communes obviously ill-suited

or 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-
tion and procurement plans. In other words, as is true of most of the
new leadership’s economic reforms, the principle of specialization was
introduced to counter and correct obvious and serious economic prob--
lems created by the principle of self-sufficiency inherited from the past.
That objective, along with the general principle of specialization, re-
mains. Yet certain developments over the past few years which have
resulted from this change in policy have led the new leadership to
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.

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 arguments favoring reliance on foreign
assistance, including loans and direct foreign investment (which he
used at a similar stage in Soviet economic development) were often
cited. The rejection of self-sufficiency was deemed necessary for the
develcpment of the national economy. This shift is reflected in the
trade statistics for this period. In both 1975 and 1976 China’s imports
from non-Communist countries were reduced to the point where China
enjoyed an export surplus in the balance of trade of over 1 billion U.S.
dollars in the latter year.®” In the last half of 1977, however, China’s
imports were almost double their level in the last half of 1976, In addi-
tion the Chinese had obligated themselves to approximately $600 mil-
lion in down payments for plants ordered by the end of 1978.°

This growing dependence on foreign trade soon led to the negotia-
tion for over 25 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

87 National Forelgn Assessment Center, “China : A Statistical Compendium,” ER 79-10374

. (Ggiy 1979). p. 13 . )

ational Forelgn Assessment Center, “China: International Trade Quarterly Review,
First Quarter, 1980” ER CIT 80-004 (September 1980), p. 17 and ibid,, “First Quarter,
1979,” ER CI'T 79001 (September 1979), p. 1. .

5 Ag for these long-term, low interest loans, in March 1981 Ji Chingwel reported that
China had successfully negotiated the following: A 400 million U.S. dollars loan from
Japan (six construction projects—two ports, three rallways. one power station) at 3 percent
interest, with repayment of the loan to begin in the eleventh year and to be repaid-by the
30th year ; a Japanese Export Bank Ioan of 1.5 billion U.S. dollars foi energy development
(coal mines and oflfields) at 6.25 percent interest, repayment in 15 yeafs after each project
1s completed ; an IMF loan grant of 450 million U.8. dollars, repayment in 30 years. See

Ji Chingwel, “China’s Utilization of Foreign Funds and Relevant Policies;” Beijing Review,
No. 16 (20 April 1981), pp. 15-16.



further ease constraints imposed by their limited export earnings on
their import capacity by encouraging foreign investment by means of
joint ventures, compensation trade, and leasing arrangements, All of
these moves signal a policy of involvement in international 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 constraints on that growth are not simply those
of China’s export growth. Over the past few years many articles have
appearcd 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 have brought about over the past two decades “on
their own.” Equally important in the negative reaction to policies
calling for greater reliance on foreign capital and technology are
arguments which call attention to the serious problems the Chinese
have had in absorbing foreign capital and technology.

Specifically, these projects are criticized on the basis of their foreign
exchange costs (they don’t produce exports and rely on some imported
raw materials), high energy consumption (which requires closing
down other factories 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 a re-
sult the Chinese are now

Making it a rule that before we agree to a specific project, we must carefully
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 skills.*

Large-scale projects which pass this test must, as far as possible,
“be undertaken using long-term and low-interest or interest-free

, n long ;

loans” and utilize equipment the Chinese can produce themeselves.
Smaller-scale projects must “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 returns for 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, s A

In terms of the domestic economy the Maoist 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

0 Ji Chlngwel. op. cit. Quotes In this paragraph are from this source.

81 “China’s Foreign Trade Expands,” Betjing Review, No. 17 (27 April 1981), p. 8. Trade
returns for the first six months of 1981, however, do indicate the attempt to lMmit the
dependence on imports of complete plants from abroad had begun to have an effect. Imports
of machinery and equipment have declined compared with their level in the first six months
of 1980. Nonetheless, these six month trade statistics.show that due to imports of agricul-
tural products, imports have continued to grow much faster than exports. In the first six

months of 1981 alone China has incurred an import surplus in the balance of trade of
almost one billlon yuan.
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plants became comprehensive units which produced as many of the
component parts as possible. The gains from greater specialization in
industrial production were obvious to the post-Mao leadership. 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 faster towards speciali-
zation in production irrespective of their localities and system of own-
ership.” 2 “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 amalgamation 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 administrative units in the political system that range from
provinces, counties, municipalities, the state, and even communes.
‘What is.good for the country is not always beneficial to the unit that
owns the individual enterprise. Thus the owners of individual plants
have been assured that joining one of the new specialized companies
will not involve a transfer of profits or loss of profit. Apparently these
assurances have not been enough, however, and it is now argued that
higher levels of authority must take the lead in obtaining “voluntary”
participation by these various units for the sake of national interests.

Finally, within the individual enterprise itself, the former practice
of organizing production by means of collective groups of workers in
work groups is being replaced by assigning tasks to specialized work
groups. Members are allowed to democratically elect their work leader
and organize their own internal work assignments. They are also re-
warded for their above-quota production. To the extent this system
is adopted throughout China’s industrial sector it is only a matter of
time before these workers will discover that specialization in task
assignments results in greater output.

The post-Mao leadership has had little trouble justifying a related
shift from Maoist principles of egalitarianism 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-
culture households with less labor power and skills had benefitted
from the Maoist emphasis on more equitable distribution of the pro-
duction team’s income. At the same time, however, the attempt to
increase output by means of mass 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 income.
In fact, inasmuch as the price paid for quota deliveries to the state
rose little over the past two decades while the quantity of purchased
inputs and labor per unit of output rose, the average income per capita
of the peasants had not increased significantly between 1957 and
1977.¢* Furthermore, in an attempt to increase the size of the basic

@ “Regtructuring of Industry,” Beijing Review, No. 17 (27 April 1981), p. 5. Statisties
and quotes in the remainder of this paragraph are from this source.

& In 1977 the national average of net per capita income (from all sources, not just income
distributed by the collectives) was 117 yuan. “Further Economic Readjustment : A Break
With ‘Leftist’ Thinking.” Beijing Review, No. 12 (23 March 1981). In 1955 the national
average was 94 yuan. ‘“Problems Councerning the Living Standards of Peasants and
Workers.” T'ung-chl Kung-tso (Statistical Work), No. 3 (14 July 1957f. This yields an

average rate of growth of one percent a year over these two decades. while the gross value
of agricultural production was increasing by approximately 4 percent a year. -



unit to share this poverty more 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 tremendous pressure from political leaders
and local level cadre to implement Maoist income distribution schemes
during the period of leftist ascendency that preceded his death, actual
implementation varied widely. In all methods 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 done and the quality and
quantity of work accomplished. At the other extreme were schemes
in which individuals were awarded a monthly or annual amount of
work points; i.e., share of the collective’s net income, 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 previous.two decades these Maoist policies of expanding
the basic accounting unit to the level of the production brigade and
distributing income on the basis of merit rather than strictly economie
factors, hag become 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
team as.the basic unit for decision-making, accounting, production
responsibility, and income distribution in agriculture.®® They were
also instructed 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 allocation of team resources and income with-
out compensation. Team leaders were now to be elected and the mem-
bers of the team were to decide on the income distribution scheme the
desired. At the same time, however, the new leadership made 1t
quite clear that the distribution of income on the basis of quantity
and quality of work done was a 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 a result, over the past few years, those com-
munes that had adopted a more Maoist scheme of income distribution

‘¢ Except for large-scale farmland reconstruction actlvities the agricultural production
activities continued to be carried out by the work groups within the production team.

% One of the documents which the Third Plenum agreed to distribute for trial use was
“Regulations on the Work in Rural People’s Communes (Draft for Trial Use).” This docu-
ment was a revised version of the “Sixty Articles” or “Regulations on the Work of the
Rural People’s Communes (Revised Draft)’ which had contalned these same right-wing
principles and was issued by the Central Committee in September 1962 after the failure
o’ the Great Leap Forward. The *Sixty Articles” and the principles it contained. however,
were the subject of Muolst attacks during the Cultural Revolution. In the two years fol-

lowing the Third Plenum most of the principles included in the “Sixty Articles,” 1
those discussed here, have been implemented by the post-Mao leadershlg. ’ ncludfng
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have adopted a material 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 a variety 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, a system of contract responsibility 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 quantity and quality
criteria for the output 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)
responsible for meeting the contract.

here is ample evidence that this change in policy to both permit
and encourage material incentives and income distribution based on
work done has been enthusiastically supported by the major portion
of China’s peasants. It is also clear that it is responsible, at least in
part, for the increase in agricultural production and, therefore,
peasant income from work in the collective sector. Those who suffer
from this reversal from Maoist distribution schemes include the aged,
disabled, military dependents, the less skilled, etc. In an attempt to
protect those households who 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 households must depend on the charity
of their fellow team members and the production team’s welfare
fund.®® _

The contract responsibility system has become so popular that many
communes, with the approval and—very recently—the encouragement
of the new leadership, have developed contract schemes that come
very close to changing the basic nature of China’s collectivized agri-
culture. These schemes, along with other reforms through which the
new leadership proposes to change the inherited Soviet economic sys-

% The charity of those who earn more work points ; that is, larger than avernge share of
the team’s net income, referred to here is that involved in the team’s distribution on income
in kind (grain, on the basis of need). This has always been a feature of China's collec-
tivized agriculture and continues to hold true today. When the accounts are talanced and
the household’s collective income is determined grain distributed in this manner is
charged aganist the work points earned by the household. Those who have nut earned
enough work points to “pay for” the grain distributed to them in kind incur a debt to the
collective, This i8 to be repaid in cash, but more normally through work points earned in
the future. Those households with limited ability to earn work points (mentioned in the
text) are unable to make up these debts they tmcur over the years. However, refugee
reports indicate that the team 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 agriculture both ealls for collecting these debts to clamp down on “free

ders” and argues that unfortunate households that would face extreme poverty as a
result of the new incentlve program be looked after. In cases where the team as a whole
1s too poor and the grain distributed in kind is insuficlent to maintaln a minimum standard
of living for its members, there are state supplied grain subsidies and a new line {tem has
been introduced in the state’s budget calling for direct financial subsidies to these com-

mmunes as well. This item, which first appeared in the 1980 budget, called for 500 million

yuan, a figure which 1is less than one-half a percent of total expenditures, See “R
Financial %Vork, Beljing Review (29 Sept. 1980), p. 17. P ures. See “Report on




tem, will be discussed later in this essay. The point to be made here is
the extent to which they contribute to a rejection 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-
modities sold to the state. At the Third Plenum of the Central
Committee, it was decided that the procurement prices for agricultural
products should be increased by approximately 20 percent. Beginning
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 increase.” These price hikes were felt necessary to respond
to the steady erosion of the rate of profit in the production of these
crops over tﬁe previous two decades that had resulted 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-
ulate output and productivity but also 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 important to note. First, this 20 percent increase in prices was not
implemented unilaterally. Depending on such criteria as existing rela-

tive productivity and the relative urgency or need to increase supply,
procurement prices for individual agricultural products were in-
creased at differential rates which varied from 10 to 40 percent. This
use of differential price increases was an obvious indication of the new
leadership’s desire to rely on material incentives; i.e., price responses
of the peasants, to obtain not only a higher level of output in agri-
culture, but the desired product mix in production as a whole.

Secondly, the average 20 percent rise in procurement prices was re-

stricted to those 18 commodities, but they accounted for the dominant
share of farm sales to the state. In addition, this price rise is the larg-

est single such increase for any two year periodp over the past three

decades. As a result, these price increases are g major explanation for
the 16.1 percent increase in the average per capita distributed col-

lective income during this same period.? Finally, in addition to pro-
viding both a production incentive and income subsidy to the peas-

ants, these price increases were also meant to increase the share of
production delivered to the state. For this purpose a further price
ncrease of 50 percent was adopted for above quota sales to the state
for those commodities with the greatest priority within the state’s

procurement program, such as grain and cotton.

For all three reasons: production incentives, income adjustments,
and state procurements, these price increases were long overdue. Their
®” 8ee U.8. Department of Agriculture, *“Agricultural Situation: People’s Repubite,
Review of 1979 and Outlook for 1980,” pp. 4 and 47 and ibid., “Review of 1980 and

Outlook for 1981, p. 5. See also, paper by Frederic M. Surls and Francis C. Tuan- on
“China’s Agriculture in the Eighties,” in this volume, .

¢ “fhis vear (1979). the income of the rural people’s communes, production brigades,
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success in terms of the first two objectives—agricultural output and
peasant income—can be seen in the relatively rapid increase in both
these areas since 1977.%%* Yet even this most rational and popularly
supported of the economic reforms—the implementation of agricul-
tural procurement price increases—has generated serious problems.
Foremost among these is the financial problem. In many cases the
increase in procurement prices, especially the above quota premium
prices, put the purchase price above the wholesale price at which these
commodities are sold. This caused the state’s supply and distribution
agencies to incur losses. In 1979, state subsidies to cover these losses
came to 7.8 billion yuan (20 percent above the estimate in the draft
budget) and accounted for 46 percent of the total budget deficit in
that year.®® Furthermore, despite instructions to the contrary, some
state procurement agents attempted to avoid these losses by regrading
the quality of agricultural products offered by the units in order to
pay a lower procurement price. Similarly they sometimes simply re-
fused to accept above quota commodities otfered for sale by the
communes.

The wholesale prices of basic 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, a
developing country in which agricuitural products make up a large
share of the consumers’ budget, over the past three decades these
necessities have been rationed and their prices kept artificially low
and stable. Yet it became increasingly clear that some degree of ra-
tionalization was necessary and, at the end of 1979, the wholesale and
retail price of non-staple agricultural goods were raised. Although
basic, staple necessities such as grain were not increased, the “official”
increase in the retail prices of toodstufts amounted to 13.8 percent in
1980.7° The failure to increase all wholesale and retail prices to a level
higher than the existing procurement prices meant that the state had
to continue to subsidize the losses to the state’s procurement and
supply system. In the 1980 draft budget this amount was estimated to
amount to 5 billion yuan for above quota purchases alone.™ On the
other hand, the increase in some retail prices aimed at reducing this
subsidy merely led to worker discontent and demands for wage in-
creases. To offset this loss in real wages by urban workers the state
granted them a five yuan per month wage supplement. The 1980 draft
budget estimates this will cost 12 billion yuan.”? Finally, the increase
in wholesale prices for agricultural products purchased by state indus- -

682 Ag mentioned earlier In the text with regard to grain, these price increases have not
been as successful in achieving the third objective, that of increasing the state’s share of
the increase in agricultural production resulting from the price response of the peasants.
The reason for this is the impact of another economic reform introduced in agricplture by
the new leadership which will be discussed below: the recreation of rural markets as
another means for stimulating production and increasing peasant incomes. Despite the
increase in state procurement prices, until very recently the prices on these rural markets
were considerably higher. 1t was, of course, always “illegal” for the collective to sell prod-
ucts on these markets until they had fulfilled their quotas for sales to the state, but the
Chinese press contains many reports that indicate poorer quality output was used to meet
the quota and/or some collectives sold commodities on the rural markets even though their
quotas for deliveries to the state had not been met.

& Wang Binggian, “Report on Financial Work,” op. cit., p. 12. The reduction and remis-
sion of taxes Dy those communes considered as still suffering poverty lévels of income

amounted to 2 billion yuan in the 1979 final budget accounts.
70 Yao Yilin, “Report on the Readjustment of the 1981 National Economic Plan,” op. cit..

. 15. .
P 7 Wang Bingqian, “Report on.Financial Work,” op. cit., p. 16.
7 Ibid. . ¢t
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trial enterprises reduces their profits. This is listed as one reason for
the decline in state revenue in the draft budget for 1980, although
no specific estimate of actual amount is presented.

The attempt to raise agricultural procurement prices to achieve
the set of objectives mentioned above has been rather successful, How-
ever, unwilling to undertake a complete reform of the whole admin-
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. Inasmuch as the new leadership now views the budget deficit
as their most serious problem it is unlikely there will be further rounds
of price increases for agricultural products in the near future. None-
theless, their positive impact can be measured both in the extent to
which they were successfully implemented in 1979 and 1980 and the
enthusiasm and support they received from the peasants. It also serves
as a clear indication of the new leadership’s rejection of Maoist prin-
ciples of normative incentives, mass campaigns, and a more equitable
distribution of income in the agricultural sector. :

In industry, wage incentives within the eight-grade wage scale have
remained a basic feature of China’s economy since the 1950s. The
Maoist emphasis on egalitarianism and normative appeals has been
a matter of relative importance. At the same time, however, in the
name 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 5 percent between 1957 and 1977.”* However,
the post-Mao leadership’s attack on Maoist principles of normative
incentives and egalitarianism in favor of material incentives 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 increase 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, a 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 counteract 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
yuan monthly supplement in an attempt to counter these inflationary
effects on urban wages. As a result of this and other material incentives
programs, the average per capita disposable income 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
increases in workers’ incomes are said to be one of the factors con-

7 Main Indicators, op. cit.,, p. 9. Per capita income of households of staff and workers
did increase over this period due to the increase in workers per household and decline in
household size; i.e., dramatic decline in dependents per staff member and worker.

er.
19;*9}){11[%1511, “Report on the Draft of the 1979 National Economic Plan,” FBIS (2 July
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tributing to the state’s budget deficit, the excess demand for con-
~sumers’ goods, and the inflation.

There is no doubt that the overwhelming majority of China’s work-
ers and staff members in industry have welcomed this fundamental
return to relying on material incentives. Yet the success of material
incentives in economic terms such as greater efficiency 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
leadership has begun to regard these wages as a necessary “catching-
up” process. They argue 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 time to come.

This principle of making across the board wage adjustments is
most common in the awarding of bonuses. Not only is it difficult in
many enterprises to determine who or what group 1s responsible for
the overfulfillment 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 the payment of large bonuses to unproductive
workers employed in high profit industries, while more productive
workers 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
bonuses was reintroduced, however, and along with workers’ demands
to “catch up,” many reports of enterprise managers unilaterally award-
ing bonuses far in excess of the approved amount have appeared in
the Chinese press.

While 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 coIl)lective sector, the reversal of the
Maoist attempt to eliminate “the vestiges of capitalism” was of even
greater importance to the peasant. When originally introduced, col-
lectivization 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 sell and buy these products and services. In 1957, per
capita peasant income 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 periodic anti-rightest campaigns which, along
with the Cultural Revolution in the late 1960s, reduced these activities
considerably. Rural markets were virtually eliminated and where
private plots continued to exist, they were either 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

7 Kenneth R. Walker, “Planning in Chinese Agriculture” (Chicago: Aldine Publishing
Company, 1865), p. 34.
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tween 1955 and 1977, this included a higher rate of increased income
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 form by the Central Com-
mittee in December 1978 by the present right-wing leadership which
uses Marxist texts to come up with an economic law of socialism which
denies the need to eradicate “the vestiges of capitalism.” This is in
apparent response to a considerably entrenched belief in the Maoist
proscription, especially among many lower level cadre. The post-Mao
leadership argues that as long as the socialist economy plays a domi-
nant and controlling role, private markets and income earning activi-
ties should be encouraged in order to fill in the gaps and to increase
the people’s standard of living. The real question n the economic laws
of socialism is not 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 disagreement 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 the
collective sector does so in agriculture.

This abrupt shift in policy in support of private plots, peasant side-
line activities, and markets (trade fairs) has encountered restrictions
and interference from local cadre in some areas. Yet it has been
enthusiastically supported by the overwhelming majority of the
peasants. 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 production 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.’ Yet the result-
ing increase in their income—both in cash and in kind—from these
private sector activities over the past few years has been remarkable.
In 1979, average per capita total peasant income increased by 19.9
percent over the previous year. This figure represents a 14.6 percent
increase from the collective sector while that fprom the private sector
increased 32.1 percent. Income from the private sector—in both cash
and in kind—accounted for 36.3 percent of the peasants’ total income
in 1979.” Over 385,000 “rural” marketd have been reopened, over 2,000

79 See note 63.

7In a survev of 10.282 households in 23 provinces, citles, and regions, the average
pl:lvate plot per1 household was one (one-fifteenth of a hectare) per household. NCNA,
(J“J’%ggas?m}aggm)';'ey cited in note 77, above, reports that 83 percent of the private plot

was used for self-provided consumption.
™ Same source as referred to in note 78.
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of them in urban areas where the market demand for the peasants’ side-
line products is greatest. The State Statistical Bureau, which is respon-
sible for making estimates for the volume of sales on these peasant
markets in urban areas, reports that the 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
to the collective economy in rural China and the protection and encour-
agement of this sector by the post-Mao leadership is undoubtedly one

" of its most welcome and successful new policies. Despite the reserva-
tions and even outright opposition of some party members at all levels
(most especially those at lower levels who argue that this change in
policy, nore than any other, will lead to the return of capitalism), the
rural private sector is one of the most dynamic economic sectors in
China today. It offers peasant households with labor power and entre-
preneurial skills a means to use their resources to produce self-provided
consumption and earning income that has been denied 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 products offered on these markets is much better
than that of commodities made available by the state’s supply system
and retail network. The prices on these markets are also higher than

“those paid by the state’s procurement agencies. _

As a result, the state has encountered difficulty in fulfilling its
planned quotas for some commodities which not only the peasant
households, 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 higher priced, but better quality goods and
services, available through the markets. In short, while the total
amount and variety of commodities, peasant incomes, and the satisfac-
tion of consumer demsand has definitely increased, in many cases the
state sector finds itself losing out in competition with this sector. Not
surprisingly, therefore, many guidelines and official rules issued by
the authorities over the past year have aimed at making these private
sector activities in agriculture more closely serve their intended role as
a supplement to the collective and state sector’s planned economy.

These new guidelines address this problem in several ways. Com-
modities within the state’s unified supply system must be delivered to
the state’s procurement agencies to fulfill the assigned quotas and also
offered to those agencies as above quota deliveries. Only those not
needed and purchased by the state supply system can be sold on the
rural markets. Prices are to be openly displayed and local authorities
are to supervise these markets to prevent unwarranted or arbitrary
“profiteering.” Peasants legally participating in these markets are not
to be 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 guidelines contain the implicit recognition
on the part of the pest-Mao leadership of the importance of activity

8 Communique on Fulfillment of China’s 1980 National Economic Plan,” Beijing Review,

No. 20 (18 May 1981), p.-17..This-umdoubtedly-is an underestimate of total marset sales by
peasant households of their sideline producthu.
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in the private sector as a means of supplementing collective and state
derived income. This belief has been vindicated by developments over
the past few years and has contributed significantly to an increased
standard of living in rural China.

In the industrial sector, the transition to socialism and the state
ownership and control of all enterprises was accomplished by the end
of the 1960s. Thus most urban 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 leadership to encourage unem-
ployed persons to organize cooperative units or éven engage in private
entrepreneurial activities. Through this means they can provide both
consumer services—restaurants, tailoring, baggage handling, peddling,
etc., and a means to earn a living to the unemployed. As a result, the
urban areas have become a beehlve of such activity.®* Vendors, food
stalls, and various other small-scale private enterprises can be seen on
almost every street corner. As these small cooperatives and private
entrepreneurs also began to lure customers from the state stores, the
post-Mao leadership was faced with some serious choices. For example,
some of these young entrepreneurs felt free to charge what the traffic
would bear; others made more money than they would have in indus-
try, ete. .

The post-Mao leadership’s reaction to these problems has been some-
what mixed. While they recognize there is nothing wrong with mak-
ing money by supplying what consumers need, they maintain that
these profits should be progressively taxed, prices controlled, and all
illegal activities (what is and what is not profiteering?) should be
severely dealt with. “Exploitation ;” that is, hiring workers for wages,
continues to be forbidden, but unemployed workers can be hired as
“apprentices.” Nonetheless, the Chinese press contains many articles
reporting complaints of local authorities harassing those engaged in
legitimate private or small-group cooperative production of goods
and services. As in the private sector in agriculture, the guidelines
issued by the new leadership most recently have argued that local au-
thorities should not interfere 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 awa.i 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 decisionmaking, 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 was not a state enterprise and its production plans
and quotas for deliveries to the state should reflect consultations and

% The number of individval businesses “In cities and towns” Increased from 310 thou-
sand in 1979 to 810 thousand in 1980. “Communique of Fulfiliment of China’s 1980 Na-
tional Economic Plan,” Beijing Review, No. 20 (18 May 1981), p. 20. According to a survey

of 86,955 familles of wage and salary earners, ‘“other income” amounted to only 36 yuan
8 year, or only 1.5 percent of total household annual income.
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negotiations between the team and higher level authorities—they
should not be assignments given them by these higher level officials.
Yet the creation of the communes to replace the traditional ziang
" (township) functions of government administration and the use of
state-appointed cadre meant that local cadre acted more as administra-
tors who imposed decisions from above than as representatives of the
teams. Furthermore, the carrying out of Maoist mass campaigns in
the rural areas and the implementation of the Maoist principle of en-
larging the basic level of decision making, accounting, and income
distribution, had further removed the locus of local authority. As a
result, higher level authorities requisitioned the team’s resources, labor,
and income and imposed allocation, production, and distribution plans
with a minimum of consultation.®* -
Strangely enough, it is the post-Mao leadership that has sought
to ensure that the masses; i.e., the production team members, will
participate in making these decisions. The production team, where
appropriate, is to be reaffirmed as the basic decision making, produc-
tion, and- income distribution unit in the collective sector. The team
leader is to be democratically elected. Production and delivery quotas
are to be determined through consultation and negotiations with the
team (taking into account special local features and circumstances),
not imposed by higher level authorities. Higher officials are not to
requisition resources, labor, or income from the team without com-
pensation. In short, the general principles of organization and func-
tioning for China’s collective agricultural sector (as spelled out by the
right-wing in the 1962 and 1978 party documents mentioned earlier)
are to serve as the model.®® There is little doubt the post-Mao leader-
ship will persist in its attempt to implement these principles, despite
the resistance of local authorities in the commune and local level
bureaucracy who continue to issue orders and assignments to the pro-
duction teams as they have in the past.®

- 82 For a discussion of the many “external constraints” imposed upon the production team
which seriously interfere with its ability to determine and achieve its maximum potential
output and income, see Robert F. Dernberger, “Agriculture in Communist Development
Strategy,” in Randolph Barker and Radha Sinha, eus., The Chinese Agricultural Economy,
forthcoming.

8 Article 20. Production teams are the basic accounting units in a people’s commune.
They carry on independent accounting, assume responsibility for their profits and losses,
directly organize production of grains. (3nce established this system shall remain unchanged
for at least thirty years.

Article 21, All the land within the production team belongs to the production team. . . .
The labor forces within the production team are at the production team’s disposal.

Article 22. The production teams have the free-will to manage production and distribute
grains, . . . :

Article 38. The production team must fully practice the system of democratic decision
management of the team, and bring to the full the activism of making (the) members the
masters. All important things such as the team's production and income distribution must
be decided through discussions at a general meeting of (the) members, and not by the
cadres. N

From “Regulations on the Work of the Rural People’s Communes (Revised Draft) ;” i.e.,
the “60 Articles,” Documents of the Chinese Communist Party, Central Committee, Vol-
ume 1 (Hong Kong: Union Research Institute, 1971), pp. 695—7235. The revised version
of the “60 Articles’” issued by the Third Plenum has not been published, but what is claimed
to be a copy of the documents distributed by the Third Flenum has been puklished in
Taiwan. See Chung-kung yen-chiu, Vol. 13, No. 5 (15 May 1979), pp. 150-62 and No. 6 (15
June 1979), pp. 139-52.

8¢ T ocal level cadre who continue to obstruct the implementation of this and other
post-Mao reforms are presently being attacked for their “feudal mentality.” Yet the post-
Mao leadership admits that Maoist sentiment does not lie at the root of all this resistance.
Some cadre, based on their experiences in the past, are adopting a “wait-and-see’” attitude;
f.e., we have been through this before and sooner or later policies will be changed’ again.
Other cadre, acting out of self-interest, fear they will lose power and their jobs will be
more diffieult if they implement these new policies. Finally there are those that try to
comply with the new policies, but do so in name and not in spirit. They implement the new .
reforms, introducing some minor changes, but continue to do things basically as they have
always done.



Within industry this shift in the nature of decision making has
resulted in important changes. With the renewed emphasis on skills
and expertise, specialization and the division of labor, and economics
in command, the principle of “one-Eerson management” of enterprises
has begun to reemerge, as has the hierarchy of authority and respon-
sibility within the enterprise. Revolutionary Committees, created dur-
ing the Cultural Revolution to gromote participation and control by
the masses, have been disbanded. Party cadre are now instructed to
“stand-aside” and not interfere with tﬂe day-to-day activities of an
enterprise, as the managers had been forced fo do during the Cultural
Revoﬁltion. 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 over the operations of the enterprise ! The Trade
Union had 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 party.
The leadership has, therefore, for both purposes 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 these congresses are to be democratically elected,
have the right to manage the enterprise (i.e., “discuss and decide
major questions”), and to elect and dismiss administrative leaders (i.e.,
“the right of supervising the cadres”) .85 ’

At the present time, however, reports in the Chinese press make it
clear that while some enterprises Eave been given greater rights of
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 rePetltion
of ‘leaders making appeals and the masses making pledges.’” 8¢ Of
course, workers are also told “there is still the need for a unified and
centralized system in production and management . . . and the enter-
prise should exercise highly centralized leadership in administration.”
In short, this amounts to the creation of “democratic centralism”
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 issue that the staff
and workers are the masters of their enterprise.” As a result “the
congresses of staff and workers . . . are still in an embryonic stage.”

The preceding review should be sufficient to indicate the extent to
which the economic policies of the post-Mao leadership represents a
wholesale rejection of the Maoist economic ideology. This review has
also emphasized the numerous difficulties encountered in their attempt
to replace Maoist principles with their own economic laws of social-

L ;’“;Gongren Ribao Reports on Congresses of Staff Workers,” FBIS (7 October 1980),

8 “Xinhua Comment,” FRIS (7 October 1980), L 3-5. Quotes in the rest of this para-
graph are from this source.
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ism.*” It has also pointed out that despite the counter-productive im-
pact of Maoist principles on China’s economic development, that
leftist resistance does continue. At the same time, however, there has
been significant popular support for these new economic reforms. Fur-
thermore, despite these obstacles and some of the particular economic
consequences of these reforms, the rejection of Maoist policies is con-
sidered to be the most successful aspect of the post-Mao leadership’s
economic reform program. The campaign to reject the Maoist model
which began immediately upon the right-wing’s reascendance to power
continues today and, despite the many obstacles and difficulties en-
countered, will undoubtedly continue in the future.

TaE Post-Mao Leabpersarp’s ProGraM oF Ecoxomic Povricies : REFORM
OF THE STALINIST STRATEGY

By the end of 1978, it was clear that China’s economic problems
were not merely the fault of the Maoist model. The Stalinist strategy
also bore its share of the blame. The high rate of accumulation and
investment and the concentration of that investment in heavy indus-
try, especially key basic industries such as metals and machine build-
ing, had led to the creation of serious imbalances that threatened the
capacity for further growth. Most problematic of these were serious
shortages in the energy and building materials industries within heavy
industry, shortages of consumers’ goods due to the neglect of light
industry and agriculture, and serious bottlenecks in transportation
and housing resulting from the neglect of service sectors. Over
time, the Stalinist strategy and priorities in the allocation of invest-
ment and stress on increases in output had created the mentality of
investment and production 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 successful if it was able to meet its output target.
Further, that output was added into the gross value of industrial pro-
duction, even if no one wanted it and it ended up in accumulated
stocks. As a result, per capita gross value of output would show an
increase, even though actual per capita consumption remained
relatively stagnant.

In order to change this traditional Soviet mentality the post-Mao
leadership felt it necessary to develop andther economic law of social-
ism: the end of socialism was not production for production’s sake,
but to improve the people’s standard of living. It is ironic that they
found the needed justification for this economic law of socialism in the

81 Attention has been drawn to the contribution of the post-Mao leadership’s policies and
their rejection of Maoist principles to the macro-economic problems of imnort surplus,
budget deficits, inflation, etc., which they face; i.e., those current economic prohlems sum-
mar%zed in an earlier section of the text. Mention should be made. however, of another
economic problem which they face at the present time. This is one which has been explicitly
created by the rejection of the Maoist principle of egalitarianism in favor of relying on
material incentives : a more inequitable distribution of income. As a result of the post-Mao
leadership’s economic nolicies and the restoration of private sector activities income distri-
bution within the agricultural and industrial sectors and between the urban and rural
sectors has become significantly less equal over the past two years. Although the introduc-
tion of more progressive tax and subsidy schemes as a means of redistributing income more
equitably have been discussed in articles in the Chinese press, the overwhelming arguments
presented are {ustiﬁcations of the higher incomes being earned by certain groups. localities,
and individuals as thelr just and necessary incomes to induce and reward their greater

contributions to China’s economic growth ; i.e., the basic purpose of the material incentive
schemes introduced by the post-Mao leadership.



writings of Stalin.*® More relevant was the argument they used to show
how production for its own sake 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 change of priorities in the allocation of investment and
resources.

The most important economic sector in terms of China’s moderniza-
tion is agriculture and, as is true in most socialist countries, it was
this sector which had suffered the most from the Stalinist model prior-
ities in the allocation of investment 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 budget
included provisions for reduced revenues due to the price increases
for quota and above quota purchases and the reduction or remission
of agricultural taxes “in some places.” It was estimated in the draft
budget that these measures would boost agricultural incomes 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 the expenditures side the state’s capital construction allocation
was planned to increase from 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.®®

Nonetheless, because agricultural production is carried out in the
collective sector, direct state investment is limited. In the state budget
most of the allocation for agriculture is directed at large scale irriga-
tion water control projects. Unlike industry, a considerable share of
investment is self-provided by. the communes or financed by bank
loans. As a result of the new emphasis on material incentives and in-
creases in collective and individual incomes in the rural areas, savings
have increased. By the end of 1980 the savings deposits of communes
and production brigades, commune and production brigade run en-
terprises, and individual peasant households in rurel credit coopera-
tives increased to a level of 27 billion yuan. In addition, the deposits
of “rural areas” in the state’s banking system amounted to 24 billion
yuan that same year.*® Loans to agricultural producers, however, have
not kept pace with this increased share of deposits generated in that
sector. Loans to state farms, communes, 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-
—mun. “On Several Controversial Questions in the Discussion on Socialist Pro-
duction Goals,” Gongren Ribao (19 November 1980), p. 3. The relevant quotes from Stalin
are,.'‘the fundamental property of socialist production is to satlsfy people’s consumption
needs. . . . Production divorced from the satisfaction of soclal needs will decline and
pegnlgﬁée:gnc:.d budget for 1981 includes budget cuts in most expenditure categories when
comparell ‘with the planned budget in order to cope with the problem of inflation. Thus
p;iriculturnl investment will be cut, but it is difficult to determine what will happen to its
relative sharé of the total.
cooperatives are organizationally vnder the direction of the Agricultural Bank of China.

% “China’s 1980 Monetary Statistics.” Beijing Review. No. 29 (1981). Rural credit
Unfortunately, it is not possible to tell how much of the ‘“‘deposits In rural areas” of 24

billion yuan in the state's banking system refers to the de osits of communes, brigades, and
giaxgants in rural credit cooperatives which are redeposited in the Agricultural Bank of-
.
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operatives (in 1980). A final means by which the state assists agri-
culture is in setting the prices at which machinery, fertilizers, and
other agricultural producers’ goods are sold by the state to the com-
munes and peasants. The Third Plenum called for a 15 to 20 percent
reduction in these prices over the next “two or three years.” The dif-
ference between policy making and implementation, however, remains
at question. Delegates to the Third Session of the Fifth National
Peoples’ Congress in 1980 openly complained that these price reduc-
tions had not been carried out.

Nonetheless, the post-Mao leadership explicitly argues that the tra-
ditional Stalinist investment priorities ignored the basic requirements
for China’s modernization and that their adoption in the past had led
to serious imbalances in the economy. Thus those priorities have been
changed so as to ameliorate the previous neglect of agriculture. This
change in priorities is responsible, at least in part, for the higher
growth rate in the gross value of agricultural production compared to
the rate of growth in industrial production in 1979. While grain output
fell by 5 percent in 1980, due largely to drought conditions in North
China, the output of cash crops registered 10 to 20 percent increases.
The overall rate of growth in the gross value of agricultural produc-
tion (3.3 percent), however, again remained higher than that for
heavy industry (1.6 percent). Yet even with its higher priority, agri-
cultural development remains largely a matter for the collective sector
and peasant households. The material incentives, price policy, invest-
ment and credit availability of the post-Mao economy continue to
favor the urban-industrial sector.

Tt is, in fact, changes in the total level of investment and its allocation
within the urban-industrial sector which have demonstrated the post-
Mao leadership’s rejection of the Stalinist model most dramatically.
In the draft budget for 1979 state investment in the light industrial
sector was only increased 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 actual share was 6.4 percent in 1979 and this increased to
9.1 percent in 1980. The overwhelming share of industrial investment
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

and power industries.” Furthermore, light industries were to be given

priority in the allocation of funds for “tap ing the potential of enter-
prises;” i.e., modernizing them. In 1979, the allocation of funds for

“tapping their potential” were approximately 40 percent of the

state’s total capital construction investment in light industry. In-

creased shares of the state’s investment in that year also went to the
education and housing sectors. These revised priorities in the alloca-
tion of state investment also continued in 1980 and explain, in part,
the rather dramatic shift in the structure of China’s industrial sector

and growth. Light industry grew by 9.6 percent in 1979 and by 17.4

percent in 1980, while heavy industrial production grew by 7.7 and 1.6

m other statistics in the following paragrapbs are from Zhang Jingfu, “Report

on the Final State Accounts of 1978 and the Draft State Budget for 1979, FBIS (3 July

1979) ; Wang Binggian, “Report on the Final State Accounts for 1979, and the Draft State

Budget for 1980, and the Financial Estimates for 1981,” Beljing Review, No. 38 (22 Sep-

tember 1980) ; Yao Yilin, “Report on the Readjustment of the 1981 National Economic

Plan and State Revenue and Expenditure (Kxcerpts),” Beijing Review (16 March 1981) ;

and “Communique on the Fulfillment of the 1980 National Economic Plan,” FBIS (29
April 1981).
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percent, respectively. Light industrial production is now greater than
heavy industrial production for the first time in over a decade.

As a result of this restructuring of allocation priorities for invest-
ment and production, it is clear that the post-Mao leadership has
rejected the “big push” strategies of the Stalinist model for those of
balanced growth. Due to the serious economic imbalances inherited
from the past, this new strategy of balanced growth should continue
in the foreseeable future, or until these imbalances have been cor-
rected. These new priorities also favor industries with more workers
per unit of output and greater output per unit of capital and those
which produce consumers’ goods that soak up excess purchasing pow-
er, favorable features for stopping inflation, curing unemployment,
and maximizing the rate of return on investment allocations. The
defense and basic industries (metals and machine building) are now
being asked to “step aside” while balance 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
should, however, gain greater weight as that economic balance is
restored. : .

In the meantime, of course, it is the general population that has
undoubtedly gained the most from the post-Mao leadership’s rejection
of the Stalinist model.' It is claimed that the traditional Stalinist
strategy created a mentality of obtaining increases in output simply
by building more plants—that is, extensive growth. The post-Mao
leadership now rejects that approach in favor of modernizing or
“tapping the potential” of existing plants; intensive growth. As a
result, not only has a greater share of state investment been devoted
to the modernization of existing plants, the level of total investment
is being cut as well. In theory this cut in the level of investment is an
attempt to seek out the “ideal” rate of investment for long-run sus-
tained growth. Specifically, this aims at the proper restructuring of
the economy to ensure rates of accumulation and consumption con-
sistent with balanced growth.

Western economists seek to determine 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 researcher 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 pertod after the First Five Year Plan,
when the rate of accumulation rose to more than 30 percent. During
the period of the First Five Year Plan itself, however, there were
rapid increases in production, productivity, and consumption without
budget deficits, unemployment and disequilibrium in the balance of
payments. At that time, the rate of accumulation was about 25 percent.
The Chinese thus conclude that the proper rate of accumulation must
be 25 percent.

In the most immediate sense the practical reason for cutting the
rate. of accumulation and even the absolute level of investinent are
the imbalances that exist in industry. These include shortages of
energy for operating new plants and of the construction materials

87-199 0 - 82 - 5
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for building them, 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 investment has
also resulted in some serious problems, as the next section of this
paper will explain. At this point, some specific figures of the Chinese
government’s decision to cut investment will be presented to provide
the background for the discussion that follows.

Between 1978 and 1980, the amount of capital construction invest-
ment in the state’s budget allocations was reduced by about one-third.
A sizable further reduction is planned for 1981. On the other hand,
the decline in the rate of accumulation has been much slower. After
rising from 32.3 percent in 1977 to 36.5 percent in 1978, it declined to
33.6 percent in 1979. The rate of accumulation for 1980 is not yet
known, but it probably did not fall much below the rate in 1977—
despite the sizable decline in capital construction investment allocation
in the state’s budget. Investment in state enterprises outside the state’s
budget and plan were approximately equal to those within it. Quite
simply, the central planners and leadership were losing control over
investment spending. This is a major reason why the State Planning
Commission’s control over all funds for capital construction is at the
top of the list of fields targeted for centralization and unification at
the present time.

This shift in priorities from defense and heavy industry to agricul-
ture and light industry has, of course, led to a significant increase in
the supply of consumers’ goods and the standard of living. Yet, at the
same time, the emphasis given material incentives by means of wage
increases and bonuses for workers and the higher prices and tax con-
cessions to peasants has 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 the same period (7 per-
cent in 1978, 9.5 percent in 1979, and 9.6 percent in 1980).°2 Thus the
shortages of consumers’ goods continues to be a serious 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.

The priorities now favoring the production of consumers’ goods
and the greater share of national income being devoted to consump-
tion will undoubtedly continue, 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 investment and higher rates of con-

" Limits of space do not permit the presentation of my derivation of these estimates for
a paper yet to ge written for publlcat{on. It 18 important to note, however, they rely on
statistics from sample surveys, national averages, and several simplifying assump.ions.
It 1s also important to note that, given the reiatively low base of peasant incomes, the
higher percentage growth in peagant versus industrial workers’ incomes has led to a closing
of the rural-urban income gap In a statistical sense (the ratio of urban to rural imcomes
has declined). but the absolu‘e size of the gap has increased. In other words. as a result of
the post-Mao leadership’s reform package, including the higher prices paid by the state

for agricultural products, average worker incomes have increased by a larger amount than
have those for the peasants—by my estimates, almost twice as much.
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sumption may not. Once balance has been restored to the structure of
production, the rate of growth is determined by the rate of invest-
ment; and there is a tremendous backlog of investment needs for
transportation, urban development, housing, science, education, de-
fense, etc. Thus the current emphasis on increasing the rate of con-
sumption and the standard of living may only be a temporary or
one-time shift aimed at alleviating neglect over the past decades. There
is some hint of this in current discussions regarding how to solve the
budget deficits and inflation problem. These discussions suggest that
there should be no further price or wage increases given in the next
few years. '

In other words, the rejection of Maoist economic principles may
well reflect a permanent change in China’s economic development, but
the rejection of the Stalinist “big push” strategy in favor of balanced
growth may not continue once equilibrium among the sectors has been
restored. The recent emphasis on consumerism, moreover, may be an

-even shorter or more temporary change. Whether or not the rejection
of the Stalinist development strategy in favor of balanced growth
and consumerism becomes a more permanent feature of China’s eco-
nomic development program depends, I believe, upon how successful
the post-Mao leadership is in their attempt to modify the third major
ingredient of the Chinese development model they inherited from the
past : the Soviet model, or China’s economic system.®

THE Post-Mao LrapersHIP’s Prooram oF Economic PoLICIEs:
RerorM oF THE Sovier MobEL

The current leadership obviously represents the right-wing veterans
of the two line struggle. The peak of their power, prior to the death
of Mao, occurred at the Eighth Party Congress of 1956. The speeches
given by both Bo Yibo and Chen Yun at that congress argued for
reform of the economic system in the direction of a greater role for the
market.”* When they regained power after the death of Mao, these
same individuals, and others, renewed their arguments for economic
reform. This effort to implement reform of the economic system is
concerned mainly with the non-agricultural sectors of the economy—
those sectors directly administered and operated by the state’s plan-
ning and economic administrative bureaucracy. Within these sec-
tors, the major purpose of the reforms is to introduce more
decentralized decision-making, in connection with a greater reliance
on market forces in decision-making. This is aimed at reducing the
tremendous inefficiencies which come from their very exclusive re-
liance on the highly centralized bureaucratic economic administration
of the Soviet model.

9 The Soyiet model or economic system vas originally developed to enable planners to
implement the Stalinist development strategy, giving them the ability to control allocation
of resources, production, and the distribution of outputs and end products. This is why
many authors identify the Stalinist strategy as part of the Soviet model. In theory, how-
ever, there is no reason why the planners could not pursue a different strategy; f.e., bal-
anced growth and consumerism. There is, however, a very large body of literature which
indicates that other economic systems are much more effictent for the purpose of achieving
the objectives of balanced growth and consumerism.

* See “Speech by Bo Yibo, Chairman of the Natlonal Economic Commission,” and “Speech

by Comrade Chen Yun,” in Eighth National Congress of the Communist Party o 'hi
Vol. II, Speeches (Beijing : Foreign Languages Press, 1956). ¥ of China,
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Agricultural production, on the other hand, is carried out in the
collective sector—the collectivization of agricultural production being
a principle ingredient of the Soviet model. As part of the collective
sector, the production team owns and determines how best to allocate
its resources and income, subject to the 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 and succeeded in having the Central Committee issue
the “60 Articles” mentioned earlier. These articles specified their own
model of China’s collectivized agriculture: the team was to be the
basic-level decision-making, production, accounting, and income dis-
tribution unit in agriculture. Higher level authorities both within
the commune: and at the local level were not to assign plans and-
quotas to the team without consultation and in consideration of its
special circumstances, or requisition their resources or income without
proner compensation. o

These principles were, of course, commonly violated and ignored .
between the mid-1960s (i.e., 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 Mao, they were successful in
reissuing a revised version of the “60 Articles” at the Third Plenum
of the Central Committee (December 1978). These do not, of course,
call for a change in the economic system in agriculture, but rather
reaffirm the rights and responsibilities of each of the three levels of
organization in China’s collectivized sector (the commune, the brigade,
and the production team) that the right-wing had advocated through-
out the past quarter of a century in the two line struggle. In other
. words, this reform involves a rejection of the Maoist and Stalinist
models, but not the Soviet one. Collectivized agriculture—as specified
in the “60 Articles”—is now viewed as not only an essential ingredient
of thelilr modernization program, but as a fundamental law of socialism
as well,

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 the economic
system, although agricultural production would continue to be col-
lectivized. The first, an argument presented in an article published
in Jingji Guanli (Economic Management) in February 1981, proba-
bly represents views not widely shared among the post-Mao leader-
ship.? I have not, in fact, seen these arguments repeated by other
authors advocating economic reform in published form. Nonetheless,
this author’s arguments points out a fundamental problem that con-
tinues to obstruct the realization of the right-wing model of collec-
tivized agriculture 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 administered by
the state. As a result of leftist movements to reach a higher stage of
socialism, the communes and production brigades were created above -
the production team as part of a three tier collective structure. Unfor-

%6 Lin Tian, “Inquiry Into the Question of the System of People’s Communes,” Jingjt
Guanii, No, 1 (15 February 1981), pp. 10-13. P ugl



61

tunately, in this process, the commune level administration took over
the duties of the township level of government, with cadre taking
the role of government administrators who took the initiative in divid-
ing up the plans and quotas from high level authorities and imposing
them on the production teams. Whereas, the Great Leap Forward has
now been criticized as a failure and a “leftist adventure,” the three
tier organization of the collective has not been abandoned. Nonethe-
less, it was the commune system which had served as the vehicle
whereby leftist policies were imposed on the production teams. As
long as this commune system remains, how can the production teams
become the basic decision-making unit? Thus, not only do the com-
mune administrators continue to act as the local representatives of
the state in assigning quotas and plans, they also continue to establish
operational guidelines and policy for the production teams. Without
resources of their own (i.e., land and labor), the communes and bri-
gades continue to build up their 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 teams to a size where they are too small to be viable
collective units of production on their own.

In order to realize the principles spelled out in the “60 Articles,”
especially those involving making the production team the lowest ad-
ministrative unit with the resources and incentives to achieve greater
output and income, the author provides a simple solution. He suggests
that the township be reinstituted as the lowest level of government and
that cadre at this level take on the task of “negotiating” tax, produc-
tion, and delivery quotas with the agricultural collectives that will be
the true collectives. In order to assure this, communes and brigades will
be done away with and their assets distributed to the production teams.
The production teams, as the only unit in China’s collectivized agricul-
tural sector, would be the actual locus of decision-making, accounting,
production, and income distribution.®® In order to make them more
economically viable, the size of the production teams would be adjusted
upward to approximate their size in the mid-1950s, They would not,
however, be large enough to be economically efficient with regard to the
running of small-scale factories, agricultural machinery parks, irriga-
tion projects, etc.; the traditional economic argument for having the
commune and brigade level administrative units. Here, the author puts
his trust in the wisdom of the peasants. Where the benefits of larger

-scale administration and coordination of activities exist, the produc-
tion teams will voluntarily get together and pool their resources and
share the benefits from specific projects. The production teams will be
much more conscious of the costs and benefits of such projects than has
been true of the communes and brigades, who simply requisitioned the
team’s resources and incomes for such purposes in the past.

The arguments of this single author have been presented here not
because they are likely to be adopted by the new leadership in the near
future, but because they clearly 1dentify the contradiction between the
present institutional organization and the goals of new economic re-

% The state farms, of course, would continue to be part of the state sector.
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forms.* Although improbable as such arguments now seem, the post-
Mao leadership’s reevaluation of Mao, their search for truth from
practice, and their urgent need to solve China’s basic agricultural prob-
lem may eventually lead to a more serious discussion of these issues.
Even if adopted, such institutional change would not be inconsistent
with the basic principles of a Soviet model economic system. They
would, however, considerably modify the particular characteristics of
the Soviet model economic system from that inherited by them when
they assumed power.

Much more significant is the second recent development: the imple-
mentation of the contract responsibility system. As discussed earlier,
given the problems with determining the quantity and quality of work
done in the traditional “work-point” system, and consistent with the
renewed importance given material incentives, the new leadership has
not only allowed, but actively encouraged, the introduction of “con-
tract” resPons1b1ht systems over the past year.”® The form of these
“contract” responsibility schemes takes has already been discussed in
terms 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
they agree to deliver a fixed quantity of product; receiving 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
“contract responsibility,” the most widespread of those presently
adopted by the production teams, changes the manner in which tasks
are assigned and income distributed, but it does not change the basic
institutions of collectivized agriculture in China.

A more advanced form of “contract responsibility” that is being
introduced in some areas at the present time, however, could well be
considered a systemic change. It involves, in fact, the introduction of a
new model of collectivized agriculture which differs considerably from

¢ “The administrative structure of three-level ownership based on the production team
18 too complicated. The commune and brigade have actually become two administrative
structures divorced from production., Moreover, under this system there are contradictions
between ownership rights and administrative rights. The contradictions manifest them-
selves as follows : Within the sphere of the production team, the means of production such
as land and the labor force are owned and allocated by the production team, and production
is arranged by the production team independently, with responsibility for its own profits
and losses. But the commune and brigade cadres can issue orders without being held
responsible for economic losses caused by the mistakes in their guildance. . . . Cadres at
the commune level . . . are assigned by and bave their salaries paid by the state, but they
are in charge of the collective economy. Quite often they are only responsible to the state,
that is, the higher level. So it is very easy for them to issue instructions blindly. During
the .implementation of the economic policy In the countryside, it has been proposed to
respect the right of the production team to act on its own. But this problem cannot be

fundamentally solved, if the system of ‘“‘three-level ownership ba

teaaml"’his notlclmnged. Ll? Tian, op. cit. i P based on the production
e various types of “contract responsibility” systems actually w

collectives on their own and similar schemes had been practiced in {he ?;5(1)2.1%;;%%3{;22
they proved to be both very popular and effective, however, the Central Committee gave
its formal aﬁproval of these incentive schemes in 1980. This official action was listed by
the Beijing Review (No. 1, 5 January 1981) as the sixth in a list of the Ten Major Events
of 1980. Devised and implemented by the individual collectives, the variety of contract
responsihility systems in operation throughout China in early 1981 was tremendous. Much
of the following discussion in this paper draws heavily on the excellent, detailed summary
of the sysﬁems being used as of the end of 1980 in Tang Tsou, Mare Blecher. and Mitch
Meisner. Pollcg' Change at the National Summit and Institutional Transformation at
2:31 Lt(if:la{i‘;vetlineolt). lclt., lnpﬁ 328—3}8. Se; (3) Tlile evolving system of labor management
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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
households or individual households. The latter become responsible for
organizing and carrying out production to meet their share of these
taxes and sales quotas, keeping any surplus produced or making up any
deficit on their own. In this scheme, the small-household or individual
becomes the basic unit of decision-making, production, accounting, and
income distribution. Communes, brigades, and teams continue to exist
as administrative units, maintain agricultural machinery parks, and
organize projects beyond the capabilities of the small group or individ-
ual household.

As far as the approval 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
populated areas and hilly regions where the economies of scale have
not been realized. These areas, with standards of living below the pov-
erty level, are said 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 teams is directed 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 a means for achieving this. It has also been their policy, however,
to restrict the implementation of this system to those particular areas
and concern has been expressed about its spread to other collectives in
rural China.?* It is difficult to judge the extent to which this advanced
form of “contract responsibility” has spread beyond that 10 percent of
the collectives that has been officially permitted to adopt it. Yet the
concerns expressed by the new leadership for preventing its adoption
in other collectives implicitly recognize both the popular support for
it among a large segment of the peasants and the serious erosion of
collectivized in favor of household farming it could potentially
cause.10%

Despite such indications of possible grass roots support for systemie
change 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 current in-
troduction of the “contract responsibility” system, the post-Mao
leadership has not pursued a program of reforms aimed at changing
the basic system of collectivized agriculture. Rather, they judge that
the new policies introduced to replace Maoist principles and Stalinist

19 See, for example, Yu Gﬁyao, “How to View the System of Fixing Production Respon-
sibility in the Households,” Hongqi, No. 20 (1980), pp. 12-15, 35.

1008 A recent article by Renmin Ribao correspondents which argues strongly for giving
the peasants themselves greater freedom in determining their own production and income
distribution admits that the contract responsibility system (which essentially recreates the
household as the basic decislonmaking unit in agriculture) was to be limited to backward,
poverty-level communes, Nonetheless, the authors refer to a 1980 Central Committee docu-
ment which states that in those communes with m‘;her income levels where the team
members desire to introduce this contract responsibility system, as long as the state and
collectivized sectors dominate the economy (?), the cadre should not be afraid to introduce
this system. Presumably this refers to the farming out of various sideline actlvities to the
individual households, while the basic grain production of the team remains a collective
endeavor. See An Gang, Song Cheng, and Huang Yuejun, “There Is Hope for the Vigorous

Development of Agricuiture in China—Commentary on the Controversy Over Safeguard-
ing of Peasant’s Interests,” Renmin Ribao (9 July 1981), p. 2 (FBIS, 23 July 1981,”" .?16).
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strategy in the agricultural sector to be sufficient and the results ob-
tained from these changes in policy to be rather favorable.

T'hose post-Mao economic reforms that would change the Soviet
model or economic system are concentrated rather in the non-agricul-
tural sectors. Furthermore, the reforms suggested for implementation
in these sectors are not only extensive and widely publicized, they also
appear to have the support of the post-Mao leadership. Yet it is very
important to remember that even at the Eighth Party Congress in
1956, the advocates of reforming the economic system did not have the
unanimous backing of the right-wing of the party, and I would argue
the same is true today.** One proponent of economic reform has sum-
marized the division of opinion as follows:

The way to reform China’s economic system is still under study.
Generally speaking, there are three lines of thinking:

1. The trouble with our structure is not too much but too little
centralization by the state. Although such a view has not appeared
in print, it is suggorted by many more people than one might
expect. (Italics added).

2. The trouble is indeed over-centralization, but mainly over-
centralization by the central authorities. More independence
should be granted to the provincial or municipal authorities. This
view is supported by many.

3. The main trouble at present is lack of independence on the
part of the enterprise. This dampens their initiative.!*

~ This latter view dominates critical analyses of China’s present eco-
nomic system in published sources, especially those journals published
by the Chinese Kcademy of Social Sciences. The point to be made is
that much of the extensive discussion of economic reform in Chinese
gublications attempts to provide the ideological and economic justi-
cations for reform of the economic system. Yet the actual reforms
that have been introduced or implemented in practice on an experi-
mental basis fall considerably short of these more academic arguments.
Our 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 reforms that have been adopted
and implemented in China’s economy over the past few years had
their origin in the attempt by Zhao Ziyang and other leaders in
Sichuan, to determine how the “enthusiasm and initiative of the enter-
rises and workers” in that province could be “aroused” to achieve
etter economic results.!*®

This campaign in Sichuan began in the spring of 1978 and the
resulting “experiments” were derived from comparisons between the
performance of collectively owned enterprises not included in the
state’s economic plan and state enterprises that were. In addition,
requests were made that managers of state enterprises suggest meth-

) In analyzing the reasons why their economic reform policles have encountered prob-
lems in acceptance and implementation, it is clalmed that because their economic problems
were more serious after the failure of the Great Leap, the right-wing program of economic
reforms in the early 1960s had more unanimous suprort than is true at the present time.
1 ﬁg’?g;l_gpg_“%%ll E;;’Fhe Theory of an Enterprise-Based Economy,’ Social §ciences in China

108 ",

is thﬁgsrfﬁi’éga°8§%$?%‘Exﬁ$e°€§§3‘s§1§.§£ex‘€°&“§£’§a’Sﬁ"m'i“asn“s‘zucn'v‘é"ﬁaﬁ‘é"ﬁ?f:ﬁﬁhﬁ“ﬁﬁi

Enterprises Revives the Economy,” Beljing Review, No. 14 (6 April 1981). The description
of the economic re.orms which follows is drawn from this source.
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ods for reforming the system of management within the limits of the
prescribed national economic system. These reforms were aimed at
enabling them to perform as well or better than collectively owned
(1e., profit maximizing) enterprises. In October 1978, prior to the
initiation of the national campaign to restructure the economy, experi-
mental reforms were implemented at the Ningjiang Machine Tool
Plant in Sichuan and subsequently adopted by 100 other enterprises
in Sichuan, Yunnan, and Anhui Provinces. Given the reported success
of these experiments, by the end of 1980, similar industrial reforms
were adopted at some 6,000 enterprises throughout the country. While
these 6,000 enterprises account for only 16 percent of the nation’s state-
owned enterprises, they are among the largest and more successful,
accounting for 60 percent of the gross value of output and 70 percent
of the profits for all state-owned enterprises.

As tlixe above discussion shows, these experiments in economic re-
form were not part of a complete pr(}gram of reform aimed at
transforming China’s economic system from one patterned on the
Soviet model. Neither did they reflect the adoption of the “market
socialist” model being proposed by “academic” theorists. Rather,
these reforms were an attempt to “experiment” with modifications in
the basic system of the centrally planned economy to make it more

efficient. The experiments adopted include granting state owned enter-
prises the authority to:

1. Engage in production that lies outside the state plan. In other words, once
the target for output assigned by the plan is filled, the enterprise can mobilize
its resources to produce whatever is needed by the “market.”

2. This above or outside plan production is to be offered to the state’s supply
system, which purchases it at administered prices set by the state. If, however,
the state’s “commercial and materials departments” do not purchase this out-
put, the enterprise can sell it on the market.

3. As an incentive, the enterprise can retain a share of the resulting profit
for its own use. This profit retention scheme takes various forms, but in most
cases the enterprise has the right to retain a share of its “planned” profit after
it has met its planned output target; 3.5 percent of the planned profits. They are
allowed to retain a larger share of profits made from its above and/or outside
plan production; 15-25 percent. A significantly smaller number of those enter-
prises participating in these experiments are allowed to retain a proportionate
share oi their total gross profits. L his proportionate share is inversely related
to the profit rates enjoyed in the relevant industrial sector. In another very
small number of enterprises the enterprise retains all its net profits, after paying
the state profit tax and industrial and commercial taxes (as was true in the
past) and a tax on fixed assets (which is new). In other words, instead of turn-
ing over its profits as revenue in the state’s budget, the enterprise now pays a
fixed users charge for its capital assets and is responsible for its own costs, while
Leing allowed to retain its profits. The retained profits generated by these various
schemes are to be used to develop production, improve the workers’ welfare (i.e.,
fringe benefits), and to pay bonuses.

4. In addition to these retained profits, funds at the disposal of the enterprise
are further supplemented by increasing the share of depreciation funds retained
by the enterprise from 40 to 60 percent.

5. As an incentive to use these retained profits “to develop production,” the
enterprise has the right to retain all profits earned for the first two years from
any expans’on or renovation of its production facilities (financed by these re-
tained or self-provided funds). In a few specifically designated industries, such
as the machine building and textile industries, funds for self-financed invest-
ment purposes can be obtained by loans from the banking system.

6. In order to promote exports, participating enterprises can apply for ap-
proval to directly engage in exports of their above and/or outside plan produc-
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tion. As an incentive they are allowed to retain a share of their foreign exchange
earnings to import “new technology, raw materials and other inputs, and key
equipment” and machinery.

7. As an incentive tor workers, participating enterprises may distribute
bonuses out of their retained profits. These are not to exceed the limits set by
the state ; that is, not more than two months, wages a year in 1980.

8. Finally, participating enterprises are permitted to directly recruit and hire
their own workers. They can enforce labor discipline by having the power to
discharge any workers, including “party secretaries and factory directors,”
found responsible for “heavy losses to the state.” While this reform means the
enterprise is no longer forced to accept workers assigned to it by the state’s
labor bureaus (in principle, at least), the workers it does hire must obtain work
permits from those bureaus. In other words, the enterprise must choose among
job applicants sent to it by the labor bureaus. The enterprise can only exercise
its right to fire workers for “the most serious offenses.” Furthermore, they must
have the approval of the trade union and workers’ congresses (and, as always,
the party), and this is given only in exceptional circumstances.

The justification for these “last resort” limitations, even though the purpose
of this reform is to foster discipline, is that any worker fired from a state en-
terprise would find it impossible to find another job. Socialist countries do not
have unemployment compensation programs. .

Even though the preceding list of reforms are restricted to the 6,000
state owned enterprises and does not replace the basic system of cen-
trally planned output and supply targets, they do represent a signifi-
cant modification of the traditional Soviet model. There are, however,
several factors which make this program less radical in nature than
it might appear at first. Foremost among these is the failure of local
cadre to faithfully implement them. These cadres are accused of being
influenced by “feudal” beliefs; in practice this means they continue
to follow the traditional Soviet administrative approach to the con-
trol and operation of the enterprise. They are criticized for carrying
out the reforms only in a superficial manner while, in fact, continuing
the practices of the past. Specific published complaints indicate that
while some enterprises were entitled to receive a share of their profits
or foreign exchange earnings for their own use, they were unable to
obtain it from the local cadre or authorities. Other enterprises com-
plain that they continue to be assigned workers by the labor bureaus.
In 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, while the above list incorporates all eight basic features of
the “experimental” reforms, this does not mean that all eight are
being simultaneously introduced in each of the 6,000 enterprises tak-
ing part in the experiment. This is related both to the willingness and
enthusiasm with which local authorities attempt to carry out the re-
structuring program, as well as specifications in the reforms them-
selves. As has already been mentioned, some reforms are limited to
specific enterprises in certain industries, to be adopted only under
certain circumstances, and within specific limits. For example, rather
than providing unilateral grants in the state budget, the financing of
investment from bank loans was limited to the machine building and
te]xtile industries and to the renovation or modernization of existing

ants.

P Finally, the terminology used in outlining these reforms does not
always mean the same as might be commonly understood in the West.
For example, the sale of above-target production on the “market” does



67

not imply that these markets functions as “free markets” do in the
West. In this sense, the only free markets permitted by the post-Mao
leadership exist in the agricultural sector; the rural trade fairs or
those markets that distribute the products generated by private side-
line or cooperative activity. Even these markets are “controlled” by
local authorities. “Markets” for the products of state enterprises is
simply the terminology used to designate the transfer of products to
other enterprises that takes place outside the state’s supply allocation
plan.’* These goods must still be first offered for sale to the state’s
supply distribution system, and only then transferred to other enter-
prises through face-to-face negotiations. This transfer takes place at
“negotiated” prices, but these must either be at the state’s administered
prices, or lower. Thus, although this outside of plan production en-
joys a seller’s market with excess demand, according to the ground
rules set by the economic reforms, enterprises do not have the right
to set higher prices for their products.

While profit sharing schemes have increased the retained funds -
available to participating enterprises, the higher percentages of profit
sharing rates for above target production were designed to act as in-
centives to increase production. At the same time, by setting the profit
share going to the enterprise on the basis of the profitability of the
particular industry, the reforms still limit the total share of retain-
able profits to below 20 percent. For those few enterprises allowed to
keep all their net profits, the users charge on capital and taxes col-
lected by the state actually mean that these enterprises also retain less '
than 20 percent of their gross profits. Of the total profits earned by
participating 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 loans or devoted to subsidies.

Even given the fact these reforms were limited to 6,000 enterprises,
were constrained by failures in implementation and restrictions placed
on the rights actually given to the participating enterprises, these re-
forms do introduce changes that considerably modify China’s Soviet
model economic system in the industrial sector. In addition, although
not precluded by the traditional Soviet model, two nation-wide
changes have taken place which significantly modify the model as it
has been implemented in China in the past and in many other socialist
countries today. These are : the increase in the share of budget revenue
retained by local authorities and the closing down of unprofitable
enterprises.

Revenue sharing by budget units at various levels of the govern-
ment has always been practiced within the context of the state’s unified
budget system. In the past, however, the share retained by local units
was tailored to coincide with its expenditures; i.e., those expenditures

14 There is an exception to this general assertion; that 18, the market that has been
created for producers’ goods. In thelr reinterpretation of Marxist economic laws of socialism
the Chinese now define producers’ goods as “commodities” which, therefore, can be bought,
sold, and owned by state enterprises. State-owned enterprises cannot only sell these pro-
ducers’ goods on the market, they can advertise to find buyers. These markets, however, are
specifically restricted to those producers’ goods which have been produced in the past and
have accumulated in inventorles: i.e., goods for which there is a buyers’ and not a sellers’
market. To facilitate sales of these goods the enterprise can offer price discounts. According
to the ground-rules set out by the economic reforms, current production is not to be devoted
to producing goods for this market.

W"Chlga Grants 6,000 Enterprises Extended Power,” Beijing Review, No. 14 (6 April
1981), p. 23.
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approved by central authorities.?*® The post-Mao leadership’s desire
to rely on material incentives and the decentralization of some of its
decision making power was aimed at mobilizing the initiative of local
level authorities. Thus, they have not only significantly increased the
rates of revenue shared by the lower level units but, even more impor-
tant, given those units the authority to determine how that retained
revenue is spent. In addition, local authorities have also been given
greater authority to adjust the tax rates they impose. Thus, the sig-
nificantly greater freedom given local levels of government in deter-
mining the use of these funds signals a meaningful degree of decen-
tralization in the fiscal system; albeit within China’s version of the
Soviet model.?” As a result, while the planned budget for 1981 shows
an overall balance of revenues and 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.” 1

The second of these changes involves the closing down of enterprises
due to heavy financial losses, the inefficient consumption of scarce
resources, and/or the production of poor quality products. Again,
while this change does not conflict with the Soviet model in theory,
it does represent a very significant modification of traditional prac-
tice. According to traditional practices, once a socialist enterprise is
created it receives subsidies for its losses, cannot break the “iron rice
bowl” of its workers by firing them, and tries to meet its planned
target as best it can. The thought of laying off workers or closing
down an enterprise because it fails to make a profit or meet an effi-
ciency test is simply alien 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
close the most inefficient plants because they were using resources,
especially energy, that were needed to keep more efficient plants in
operation, 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 efficient management.
By the end of 1980, a total of 19,300 enterprises had been amalgamated
into 1,900 specialized companies or general plants, but the number of
state enterprises suffering losses still remained at 24 percent of the
total.’®® Continuing discussion in the Chinese press concerning the

108 See Nicholags R. Lardy, ‘“Economic Growth and Distribution in China” (New York:
Cambridge University Press, 1979).

107 These revenue sharing rates vary among levels and units of government from less than
20 to over 70 percent. Yet it is very difficult to determine the share of retained revenue that
is truly at the disposal of the local unit of government. As in the budget reforms in the
19508, increases in the share of revenue retained can be accompanied by increased respon-
sibility for expenditures stipulated by a higher level of government. For example, as the
center of experiments in economic reform, Sichuan’s share of retalned revenue is very high,
its contribution to the central government in 1979 is reported to have been only 80 million
yuan. While this very hich share for retained revenue is said to be due to the fact Sichuan
was still recovering from the severe damage inflicted upon thelr economy by the Gang of
Four, it is also related to Sichuan’s being assigned responsibility for numerous investment
projects, formerly the responsibility of the central government.

18 Yao Yilin. “Report on the Readjustment of the 1981 National Economic Plan and State
Revenue and Expenditure (Excerpts).” Beijing Review. No. 11 (186 March 1981), p. 18.

100 “Restructuring of Industry,” Beijing Review, No. 17 (27 April 1981), pp. 5-8. Accord-
ing to Zhang Jingfu's “Report on the Final State of Accounts of 1978 and the Draft State -
Budget for 1979 (FBIS, 3 July 1979), “at the end of 1978 . . . state enterprises running
at a loss still accounted for 24 percent of the total.” (p. L 15.) ’
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need to protect and maintain equipment and for paying the wages and
salaries of workers and staff in closed enterprises does indicate that
the policy of plant shut-down is still being carried out. Furthermore,
%iven China’s present budget crisis, enterprises that continue to suffer

osses have been assigned 1g:‘oﬁt or loss targets. If they fail to meet
:ﬁose targets, they are to be faced with the cut-off of subsidies from

e state. o :

If implemented and continued on a broad scale, these economic re-
forms in the industrial sector would result in the significant modifica-
tion of the third, and final, element 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-
lems. 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 basic, Soviet economic system. These problems in-
volve not only “feudal” foot-dragging by local authorities and enter-
prise managers, but those who took advantage of the new opportunities
to do just what the post-Mao leadership wanted them to do—maximize
profits. Even though enterprises were supposed to offer above-quota
production to the state’s supply network at administered prices, many
are reported to have behaved as if they were in a market economy,
selling their products to enterprises that were willing to pay a higher
price. Even though such sales were to be limited to inventories that had
accumulated 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 higher than authorized prices. A few
enterprises even began to take orders for commodities not yet
produced. ' '

In addition, while the reforms specified that retained profits could
be used to distribute bonuses to workers on the basis of increased pro-
ductivity, some enterprises handed out bonuses indiscriminately and
for amounts larger than the state allowed. Some enterprises took ad-
vantage of their opportunity to gain foreign exchange through ex-
porting their above-target production by diverting production from
deliveries to domestic enterprises to foreign customers. This forced
some scheduled domestic buyers to import these same commodities.
Some enterprises also used their foreign exchange to import com-
modities that hardly qualify for “renovating or modernizing their
production facilities;” 1.e., automobiles and color television sets. One
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
state owned enterprises. This was coupled to granting them the legal
authority to use these funds for increasing either their production
possibilities or welfare of their workers and staff. These revenue and
profit sharing schemes 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 of 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 currency, adding to the current inflation. In an
attempt to combat this inflation, the central government has tried
to cut the rate of investment and stem the arbitrary catch-up increases
in wages and bonuses. Yet, given the increased financial resources of
the local units and their 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 local interests and those of the central authorities. For ex-
ample, a local unit desiring to make a profit might want to establish a
particular 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. One pertinent ex-
ample of this is the cigarette industry. When these reforms made it
possible for them to do so, local units in tobacco growing areas built
their own cigarette factories, diverting cigarette production and prof-
its from existing enterprises that could produce higher quality ciga-
rettes more efficiently. As a result, the central government lost revenue
while the local units gained revenue, and idle capacity in the state’s
modern industrial sector went up while efficiency and productivity
went down.

This same problem occurred in dealing with existing plants as well.
If an enterprise in one administrative unit produced inputs for use in
that of another administrative unit, any above plan output in the
former could now be diverted to other buyers. Since it was free to
produce for the market and negotiate directly with other enterprises,
the enterprise would sell either to buyers within its own unit or those
in any other administrative unit. This would make it necessary for
enterprises that had received these inputs in the past to search for new
suppliers. This, in fact, is the argument given for why China’s best
producer of television picture tubes in Beijin§1 is currently having
problems securing the necessary parts. For those enterprises now
allowed to promote exports and to retain a share of the foreign ex-
change to import machinery and equipment to modernize their produc-
tion facilities, many did so, with the result that China’s import surplus
not only increased but duplicate imports of machinery and equipment
were negotiated by many enterprises. The list of such examples could
be extended, but the results wculd all lead to the same conclusion:
When central authorities decentralize decision-making power and con-
trol over money and resources to lower levels, the resulting decisions
will serve local interests and objectives, not necessarily those of the
central government.

A major problem with the Soviet model is that centralized deter-
mination of output targets for an industry results only in a generalized
equation of supply and demand for a rather broad commeodity cate-
gory. It is not an equation of supply and demand that is item, time,
and space specific. The breakdown of these national level aggregates
into specific instructions to individual enterprises is done by means of
a vertical hierarchy of administrative units. Thus, it is very unlikely
that those instructions will represent a feasible and consistent set of
targets for specific enterprises. In an attempt to cope with this prob-
lem, as well as unexpected developments which occur during the plan
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period, the enterprise must work through the vertical chain of com-
mand. It is unable to negotiate directly with other enterprises to solve
its problems. Thus, a more efficient achievement of state plans neces-
sitates a decentralization which gives the enterprise greater flexibility
to negotiate directly with other enterprises. Yet, once some of the
decision-making power over the allocation of resources is transferred
from the direct control of the central authorities to those at lower
levels, the latter are unable to make rational choices unless they base
their decisions on rational prices; i.e., profit-maximizing alternatives.
In order for the economic reforms to work in the manner that is
intended, they must be accompanied by a price reform.

Although a few of China’s advocates for economic reform have
included the need for price reform in their arguments, there is little
evidence that such a reform is planned in the foreseeable future. As a
result, economic reforms aimed at granting greater material incentives,
financial resources, and decision-making power to lower levels of gov-
ernment and state owned enterprises have been carried out in the con-
text of an irrational price structure. This creates a tremendous variety
of profit (and loss) rates for different economic activities. In other
words, some enterprises would continue to be very profitable without
-any increase in efficiency while others would have to become terribly
efficient to make any profit. For example, China’s economy needs coal
and grain; yet because of the “relatively” low price of these com-
modities set by the central authorities, both activities have very low
profit rates. Rather than cope with this problem through the introduc-
tion of a price reform, it is argued that a complete set of differential
profit and loss norms, taxes, and subsidies, etc., needs to be imple-
mented. The history of decentralist economic reforms in Soviet eco-
nomic systems tell us, of course, that attempts to solve the problem in
this manner creates as many new problems as the old ones it solves.

No matter, for as has been mentioned earlier, current economic prob-
lems and experience in economic reform have led the post-Mao leader-
ship to reconsider their evolving economic development model and
strategy. Realizing the magnitude of the economic imbalances that lie
at the heart of these problems, they now assign greatest priority to
economic readjustment. This readjustment involves balancing supply
and demand within and among all sectors of the economy, balancing
the budget and the balance of payments, and achieving the proper
ratio between investment and consumption. This macro-level economic
adjustment cannot be accomplished by individual units of government
and units of production in the state or collective sector at the local
level. The economic reforms which provide greater decision-making
power and control over resource allocations to those units may even
work against the objectives of readjustment. Furthermore, these eco-
nomic reforms cannot be expected to achieve their desired results until
after the objectives of readjustment have been achieved; i.e., until
balance has been restored to the economy. Thus, the leadership has
decided that these experiments in economic restructuring are not to
be expanded .until that balance is achieved. There is to be a “consolida-
tion” of their experiences with reform experiments already carried
out. When used In this context, “consolidation” usually means retrench-
ment by the Chinese communists,
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According to the post-Mao leadership, the only way to achieve
balance in the economy is by means of central control. This is to be
done over the foreseeable future by a program of “centralization and
unification” in eight fields. Local units are instructed to carry out “the
policies and measures” adopted by the central government. The State
Planning Commission will have unified control and management over
all construction and investment at the local level. There is also to be
unified central control over all local financial and taxation systems.
Central control is to be exercised over credit and cash management.
State plans for production and supply allocation must be carried out
as “prescribed by the state.” Price control regulations are to be devel-
oped and unauthorized price changes are to be “resolutely curbed.”
In addition, wages, bonuses, and fringe benefits stipulated by the state
are to be rigidly adhered to and a strict system of examination and
supervision be enforced to make sure this is done. All foreign trade
and foreign exchange are to be placed under unified management; i.e., '
central control. Finally, in order to help cover the planned budget
deficit of the central government in 1981 and to reduce the funds at
the disposal of local levels, 4 to 5 billion yuan of treasury bonds are
to be allocated for sale to those state enterprises and local governments
that have accumulated surpluses. '

Unlike economic reforms introduced to replace the Maoist prin-
ciples and Stalinist strategy, those implemented to modify the eco-
nomic system are not part of an attempt to replace the basic principles
of a Soviet model. Certain types of contract responsibility systems
introduced to create a more effective incentive system are not intended
to replace the basic institutions of China’s collectivized agriculture. In
industry, a great many economic reforms have been experimented with
that would, if taken as a whole, be more consistent with a market-
socialist economy than a Soviet model economy. Yet, rather than dis-
placing the Soviet model, these reforms seek to supplement it. The
economic problems associated with the basic Soviet model, however,
are well known throughout the Western, non-socialist world and these
same problems have also now been publicly discussed in China. In
addition, many reforms presently being introduced which supplement
and modify that basic model to make it work more efficiently could
well lead to changes that would ultimately transform China’s Soviet
model economy into one more like those now called market socialist
economies. The possible future consequences and destiny of the post-
Mao leadership’s program of economic reform are discussed in the
concluding section of this paper.

- Furore ProsPecTs

This essay has analyzed the post-Mao leadership’s economic devel-
opment model in terms of its explicit rejection of Maoist principles
and Stalinist strategy accompanied by economic reform aimed at
modifying their Soviet-type economic system. Despite the wide range
and variety of economic policy changes that attempt included, that
discussion does not represent a complete catalogue of economic policy
changes the post-Mao leadership has introduced over the past few
years. Nor have the specific details of those changes been presented. A
complete and detailed analysis of the ongoing flood of post-Mao eco-
nomic policy would require a book length study. In fact, at the present
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time, a more complete and detailed analysis would be premature. This
new program of economic reform is still unfolding with novel and
unexpected changes occurring with every passing month. In short,
we are still in the midst of a transition period which began with the
death of Mao and overthrow of the Gang of Four in 1976. By the
fall of 1981, the right-wing of the party, under the leadership of
Deng Xiaoping, had consolidated its hold over top level positions
of power in the party, but they are still searching for a well-defined
set of principles, strategy, and economic system for achieving the
economic modernization of China.

Our analysis argues that the post-Mao economic program repre-
sents an evolutionary process which began with their rejection of
Maoist principles which they had objected to since the 1950s; prin-
ciples which had obviously proved economically counterproductive
during the last two decades. The post-Mao leadership soon came to
realize, however, that the Stalinist strategy which they themselves had
advocated in the past had also created serious inefficiencies and bot-
tlenecks in the economy. This realization led them to adopt the strat-
egy of balanced growth. Finally, using the new guidelines of “seekin
truth from practice” which allowed for open and frank discussion o
the well-known inefficiencies of a Soviet-type economic system, the
post-Mao leadership began to experiment with reforms aimed at modi-
fying their basic economic system ; not, however, to dismantle it. This
reform program builds upon right-wing proposals of the 1950s, but
goes beyond those earlier proposals in a comprehensive attempt to dis-
cover and adopt a blend of capitalism, market socialism, and a Soviet
type economy that will fulfill their dual objectives of economic mod-
ernization and the transition to a higher stage of socialism.

Within this general framework, the discussion here concentrated
on an analysis of the particular economic policies and reforms intro-
duced by the new leadership over the past few years. In this discus-
sion, the various obstacles each reform encountered and/or economic
problems their implementation created were pointed out in order to
indicate clearly the difficulties the post-Mao leadership has had in
that effort. These difficulties not only help 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 various changes and is currently being “consoli-
dated,” but help explain why it is very difficult to predict the eventual
outcome with any certainty. At the same time, however, our emphasis
on those problems should not be taken to imply that program has
failed; nor—more relevant—that the post-Mao leadership has given
up in their search for that blend of capitalism, market socialism, and
a Soviet type economy that will achieve their objectives of a modern-
ized, socialist economy.

Many of the problems encountered in their program of economic
reform can be explained by the very serious nature of the many prob-
lems they inherited when they came to power. In addition, many of
these problems replicate the experiences of other Soviet type economic
systems in their attempts to adopt similar policies and reforms to
achieve the same objectives. Finally, although we have concentrated
on the problems associated with the new leadership’s program of eco-
nomic policies and reforms, as other papers in this volume show, there
are a great many economic benefits from this program. Compared to

87-199 0 - 82 - 6
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the situation in the past, standards of living have increased rapidly,
the economy is being rebalanced, and the private sector is flourishing.
A fundamental change for the better is the leadership’s readiness to
admit and discuss their economic problems, to release quantitative
data to illustrate their magnitude, and to seek truth from practice
in solving those problems. Finally, while it is very difficult for a West-
ern observer to judge, there obviously is considerable popular support
for the post-Mao leadership’s program of economic policies and re-
form. As in any Western democracy, there are many who complain.
The real question, however, is how many would want to go back to the
economic policies and system that existed before the death of Mao?

Obviously, as a Western observer from Ann Arbor, I cannot answer
that question. Yet, as a student of China’s economy over the past two
decades, I do have a subjective opinion as to the fate of the post-Mao
leadership’s program of economic policies and reform in the future.
Any assessment of the possible future evolution of the post-Mao eco-
nomic reforms depends significantly on an assessment of the political
future of the right-wing, post-Mao leadership itself. This latter, in
fact, is the subject of Robert G. Sutter’s paper in this volume, “The
Political Context of the Four Modernizations.” Inasmuch as his argu-
ments and conclusion are complementary and consistent with my own,
I can refer the reader to his paper and merely present my subjective
or intuitive projections for the post-Mao leadership’s program of eco-
nomic policies and reform below.

With the complete rejection of Maoist principles, the pendulum
has now swung to the extreme right. Although history has taught us
to anticipate a future swing back to the left, I do not believe this
will happen. There are a number of reasons which support this. First,
the Chinese have experienced the negative impact of Maoist principles
on China’s economic development. The new leadership has devoted
considerable effort to a reinterpretation of Marxism to show that Mao-
ist principles are an unorthodox interpretation of Marxism. Mao him-
self is dead, and while considerable effort has 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.

The new emphasis on material incentives, dependence on the import
of forei?'n technology, specialization and a greater division of labor
internally, exposing enterprises to the tests of efficiency and profita-
bility will continue, but within greater limits. We can already see some
of this moderation and the creation of limits being introduced in the
economic policies of the right-wing. Quite simply, as operational pro-
grams, Maoist economic policies were an economic disaster. However,
as general principles, they have considerable appeal not only among
the population, but among party cadre as well. As the economic con-
sequences of the post-Mao leadership’s economic development model
-and strategy become evident; such as a more inequitable distribution
of income, greater dependence on foreigners, and increased unemploy-
ment, support for Maoist principles can be expected to increase. As a
result, I believe the post-Mao leadership will be persuaded to mod-
erate somewhat their outright rejection of Maoist principles. I do,
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however, expect the pendulum to remain right of center for some time
to come,

The rejection of Stalinist “big push” development strategy in favor
of giving higher priority to China’s problem bottleneck sectors (such
as energy, transportation, light industry, agriculture, urban social
overhead 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 sustained economic growth. In 1979, the post-Mao leader-
ship thought this would take three years. The following year, they
extended their forecast another two years. Now they speak of “five
years 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 China’s leadership for the rest of this decade. Once
this rebalancing and path of self-sustained growth is obtained, how-
ever, the pent-up demands—assuming the post-Mao leadership 1s able
to keep them pent up that long—of traditional “big push” interest
groups such as heavy industry and defense, will be arguing for high
rates of investment and growth.

In my opinion, such Interest groups will create a serious political
problem for the post-Mao leadership long before the end of this dec-
ade. As current short-run economic problems begin to be solved,
China’s current leadership will find it difficult to contain the pressures
these groups are sure to assert. In addition, I believe that the change
in priorities in favor of consumerism, at least to the extent it has been
carried out in the past year, will be a short-run temporary phase.
Again, the current priority given to consumers’ goods is dictated by
economic necessity. After three decades of strenuous effort for the
sake of national economic growth, the Chinese population obviously
demanded and deserved a significant increase in their standard of liv-
ing. On the average, their standard of Living has improved over the
ﬁast two or three years. Once this catch up redistribution of resources

as been achieved, however, and as economic conditions improve, fur-
ther increases in the well-being of consumers will probably be con-
strained for the sake of further growth in the development of bottle-
neck sectors and to meet the demands of the special interest groups
referred to in the previous paragraph. As in the case of current policies
which negate Maoist principles, I do not believe the balanced growth
strategy of the post-Mao leadership will soon give way to yet another
period of Stalinist “big push” development campaigns. Rather, the
rate of investment and the allocation of that investment will be suc-
cessfully adjusted in favor of a much greater compromise between
those two basically different strategies than is true at the present time.

I am more pessimistic about the fate of the economic reform pro-
gram itself. While economic necessity has mandated its implementa-
tion, the principle advocates of these reforms lack a broad power base
within China’s political system. Furthermore, the history of economic
reform exposes the extent to which these reforms represent a tug-of-
war over economic and political power between central and local au-
thorities. I 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
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present time is necessary to achieve readjustment, but once readjust-:
ment is achieved the economic reform program will not only be feasi-
ble, it will be carried out. It is true that these economic reforms will
work better once the ecoonmy is balanced. Nonetheless, even in-a
balanced economy, economic reforms which transfer real decision
making power to the lower levels require the adoption of a system of
rational prices. In other words, the basic problems or contradictions
of economic reform in a Soviet type economic system will remain.
‘Whereas compromises between Maoist and right wing economic prin-
ciples and balanced growth and big push strategies can be expected to
evolve over the decade of the 1980°s the compromises implicit in a

-mixed economic system which incorporates major features of both
decentralized; market socialism -and a centralized, planned economy -
have proven to be very unstable. Nonetheless, the need for and seeds
of economic reform have been acknowledged and created. -

At the present time there are ample reasons for believing the Chinese
will retain the basic features of the traditional Soviet economic
model.** However, over the foreseeable future, it is far from certain
that the campaign to reform China’s Soviet type economic system—
initiated in the mid-1950s, renewed in the early 1960s, and vigorously
pursued after the death of Mao—will not succeed. It can be argued .
with some certainty, however, that the new Chinese economic develop-
ment model of the 1980s—one that rejects giving operational priority
to the Maoist economic principles, adopts a rate and allocation of in-
vestment that is a compromise between the Stalinist “big push” and
the “balanced growth” strategies, and to a lesser or greater extent
allows for decentralized decisions based on market forces to supple-
ment central control and planning in the allocation of resources and
_products—will be a considerable improvement over the Chinese model
of the past in the post-Mao leadership’s search for the path of sus-
tained growth and ultimate modernization of the Chinese economy.***

‘us It is interesting to note that Milton Friedman, Nobel prize-winning economist, after
a very briet trip to China, came to conclusions concerning the possibie fate of the eco.omic
reform program similar to my own. He said: “On an absolute ievel, China is a very poor,
backward economy. The great bulk of its enormous popalation is engaged in agriculture
. . . and the level of productivity in industry is terribly low. . . . With respect to change,
as opposed to level, the situation is more complex. There clearly has been a decided improve-
ment in the economy over the past three years or so. The Chinese attribute this to tue new
“pragmatic” policies adopted under Vice-Premier Deng, who is clearly the person in charge.
My own impression is somewhat different. It is a commmon observation that the restoration
of order in a society that has been in a state or turmoil is capable of producing a rapid
improvement in the economy. . . . The mere restoration of order on the death of Mao and
the gaining of power by Deng was bound to permit a rapid recovery and a jump in economie
level. I believe that is a far more fundamental explanation than the Deng reforms, most
of which are so far only on paiper. The reforms-—the attempt to introduce market elements,
the opening up of contacts with the West, and the encouragement of foreign investment,
and so on—are in a desirable direction. But the test of whether they will be carried out
and what their effects will be is still for the future. . . . My own conjecture is that there
will be considerable progress in the next few years as some of the newly announced policies
work themselves through the system. At the same time, I am pessimistic that the progress
will be long continued. Opening up the system involves dispersing power and responsibility
and that will produce threats to the security of the centralized political apparatus. It is
likely to respond by closing down again.” (Milton Friedman, “Report to the Committee on
Scholarly Communication with the People’s Republic of China on Trip to China.” mimeo).
Milton Friedman visited China in the fall of 1980. .

m It is important to note that the adoption of an improved Chinese economic develop-
ment mode lby the post-Mao leadership is only a necessary condition, not a sufficlent con-
dition. for solving both the current short-run economie problems they face—budget deficits.
inflation, unemployment, import surpluses, etc.—and the fundamental long-run obstacles to
the modernization of China’s economy-—the problems of agriculture. population, technology,
ete. The assessment o fthe present status of these problems and the possible headway the
post-Mao leadership will make in tryving to solve them in the decade of the 1980s is
presented in the many papers which follow in this volume.
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SuMMAaRY ?

Recent Western scholarship and authoritative Chinese comment
have shown that Chinese politics and China’s political system have
seriously hampered China’s recent economic development efforts.
Some Chinese leaders have been particularly outspoken in arguing
that sweeping political reforms are a prerequisite for an effective pur-
suit of the four modernizations.

The reforms include changes in Chinese laws, institutions and ad-
ministrative practices, but at their heart are major leadership changes.
Following the death of Mao and the arrest of the “gang of four” in
late 1976, Chinese leaders inherited a massive administrative struc-
ture staffed by cadre seriously divided along ideological, generational,
institutional and factional lines. Reformers ** like Chinese Commu-
nist Party (CCP) Vice Chairman Deng Xiaoping recognized that
Chinese decision making on economic development and other pro-
grams would continue to be disrupted by such divisions unless they
managed to establish a more unified and competent leading group at

the top levels of the party, government and army. Such leaders, in -
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1a It is important to emphasize at the outset that the term ‘“reformers” is used in this
article as a matter of convenience to refer to those Chinese leaders interested in major
political changes in China. Of course, inasmuch as political considerations have long had a

profound impact on economic policy and development in China, this group clearly overlaps
with another distinct group of officials—those who advocate specific reforms in China's .

economic system. This latter group is frequently referred to as “reformers” in other articles
in the volume.
an
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turn, would be positioned to rally the support of frequently hesitant
and indecisive cadres at lower levels in the Chinese administration,
and to win the backing of the Chinese people for their modernization
programs. Without a more unified leadership, strong differences among
senior leaders would cause indecisiveness and vacillation over modern-
ization policies and other programs. Officials at lower levels would
be inclined to hedge their bets in this uncertain atmosphere, and would
avoid the full commitment needed to carry out modernization pro-
grams effectively.

Chinese reformers have achieved considerable success in altering
Chinese laws, institutions and practices and in removing political op-
ponents. However, they remain far from achieving their goals. The
record of the past few years shows that Chinese leaders remain divided
over how far they should go in reducing the influence of Maoist poli-
cies of the past and in removing officials closely associated with those
policies, They debate over the need for decentralizing economic deci-
sion making, as opposed to strong administrative control for economic
developments. Other issues include how much administrative control
should be exerted over public opinion and the work of intellectuals
and scientists, what role capitalist countries should play in the de-

“velopment of China’s economy, and how closely China should align
with the countries of the West in opposition to the U.S.S.R.

Prospects for solving these kinds of leadership differences appear
uncertain. Future political reform and leadership unity will be com-
plicated by divisions left over from the past, differences over the im-
pact of strong reforms on Chinese political stability, and persisting
institutional, generational and factional divisions. Reformers will also
find it difficult to make headway when conducting leadership rectifica-
tion (ie., purges) through party channels influenced in many cases by
officials who oppose reform. Their efforts will also be undercut by con-
tradictions and tradeoffs seen in many reform measures; these cause
side effects that have a negative impact on important Chinese interests
and prompt calls for a halt or slow down in reform. -

A cautiously optimistic scenario for the next few years holds that
Chinese reformers will continue to make slow and halting progress
toward the establishment of a more unified, pragmatic and technically
competent leadership that will gradually develop a more coherent
modernization program capable of eliciting more active support from
Chinese officials and people. Opposition to reform programs will per-
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
opportunities for large increases in U.S. economic investment in
China, although bilateral trade may continue to grow. But it seems to
serve American interests in promising a continuation of close Sino-
American cooperation in fostering a mutually beneficial balance of
power in Asian and world affairs, barring a major flareup over such
sengitive bilateral issues as Taiwan.

1. INTRODUCTION

Chinese politics have long had a major impact on China’s approach
to modernization and economic development. Major economic decisions



. 79

have been made by officials in the administrative structure of the Chi-
nese government, party and army, who in turn have been dominated
by leaders of the Chinese Communist Party. In the past, Chinese com-
munist political organization and ideology were widely seen as instru-
mental in forging strong national coheslon and economic progress in
China. They were viewed as fundamentally important in transforming
China from a state of demoralized disintegration earlier in the 20th
century to a status among the top ranks of world power in recent years.
Even critics of the many “human costs” of China’s revolution—the
strict restraints on individual freedom, the large-scale purges of Chi-
nese leaders and intellectuals, and the mass campaigns directed against
various sectors of Chinese society—were grudgingly impressed by the
Chinese administration’s ability to organize and mobilize the resources
of the country in a drive to develop China’s wealth and power.?®
In the early 1970s, a growing number of Americans—including
many members of Congress—traveled to China for their first close look
1n over twenty years. While they differed in their overall impressions
of China, they generally agreed that the Chinese political administra-
_ tion had proven to be an effective instrument in promoting conditions
needed for material advancement and economic modernization.? A
student of Asian affairs who spent considerable time in China as a
young man, Senate Majority Leader Mike Mansfield was among the
most outspoken in this regard, although similar sentiments were seen
in a wide variety of scholarly and press reports about Chins at that
time. Praising (‘{hina’s accomplishments following his visit there in
1972, he said:

There has not been a major flood, pestilence or famine for many years. The
cities are clean, orderly and safe; the shops well stocked with food, clothing and
other consumer items; . .. The housing is of a subsistence type, but is now
sufficient to end the spectacle of millions of the homeless and dispossessed who,
in the past, walked the tracks and roads or anchored their sampans in the rivers
of China and lived out their lives in a space little larger than a rowboat.?

In a report on his visit in 1975, the Senator echoed these themes more
emphatically. He said :

The livelihood of the people seems to be improved from what it was at the
time of my first visit to the People’s Republic almost three years ago. In Peking,
for example, a great deal of new housing was evident. The people appeared to be
better clothed. More trucks and other commercial vehicles and more sophisticated
bicycles were on the streets. Shops offered a greater variety of consumer goods.*

The Senator also offered a positive assessment of Chinese medical

care and the Chinese education system. He noted in his report in 1975
that:

After the establishment of the People’s Republic of China in 1949, the new
government was faced with a population plagued by malnutrition, communicable
and parasitic diseases, and inadequate health facilities and personnel. Every-
where there were scurvy-ridden, lice-infested, potbellied children with inflamed

1> Schurmann, F. H. Ideology and Organisation in Communist China. Berkeley, Univer-

sity of California Press, 1968, U.S. Congress, Senate Committee on Foreign Relations, Sino-

American Relations: A New Turn. Washington, U.8. Govt. Print. Off., 1979, pp. 117-134.

l(qur%atter cited as Senate Foreign Relations Committee, Sino-American Relations c A
ew Turn.)

13; Senate Foreign Relations Committee, Sino-American Relations: A New Turn, pp. 117~

; gs 2Congress. Senate. Journey to the New China. Washington, U.8. Govt. Print of.,
1972. p. 2.

4 U.S. Congress. Senate. China: A Quarter Century After the Founding of the People’s
Republic, Washington, U.8. Govt. Print. Of.,, 1975, p, 8. (Hereafter cited as China: A
Quarter Century.)
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eyes, and countless beggars. An open prostitution problem existed as did rampant
venereal disease and tuberculosis . . . Now there has evolved a system which
provides universal basic health care. It is a system which has eliminated veneral
disease, controlled tuberculosis, partially controlled malaria and schistosomiasis,
and made world-recognized achievements in burn therapy, re-implantation of
amputated extremities and digits, and in the treatment of fractures. The system
has given rebirth and new significance to traditional Chinese medicine in the
usage of acupuncture.

He went on to note that.:

Education is free and compulsory for seven to nine years, varying in length
from area to area. . . . Education in China is directed to practical application,
not to learning for the sake of learning. Young children are taught to read and
write and are generally prepared for limited specialized training. Work and other
ethical values are also instilled in them in accordance with Maoist concepts. At
the secondary level, education is usually combined with practical experience
keyed to turning out persons capable of going directly to jobs in the communes
and factories. Additional on-the-job training takes place later. Those destined to
be skilled technicians, for instance, go through an apprenticeship of several years.®

More recent reporting by specialists and general visitors has re-
flected a change in Western attitudes concerning Chinese politics and
modernization, While acknowledging the accomplishments of the
past, many observers have become skeptical that the current Chinese
political and administrative systems are well suited to foster future
economic development and material progress. They have seen them
more as impediments than as assets in this regard. Thus, for example,
they have highlighted the negative impact of policies followed by
Mao Zedong and his more radical followers during the decade of the
Cultura]l Revolution, 1966-1976. They have noted such things as how
the effects of leadership disruption and factionalism brought on by
Maoist policies tended to paralyze the planning process and led to
widespread work stoppages and disruptions in the transportation
system which in turn had a negative effect on economic growth.®

Following the death of Mao and the arrest of the gang of four in
late 1976, some analysts judged that negative effects of Maoist policies
on the Chinese administrative system and modernization might last
only a short while. They were encouraged by policy changes begun by
more practical post-Mao leaders in Peking, judging that they could
fairly quickly reorient Chinese policies in support of a pragmatic
pursuit of economic progress.’ :

Other observers were less 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 modernizations. In particular, they
have questioned the ability of China’s new leaders—representing
widely different backgrounds, interests and political points of view—
to cooperate effectively, rally the support of the enormous Chinese
party-government-military bureacracy, and mobilize the Chinese
people in support of innovative but frequently untested economic
programs.

Several have judged that a kind of “fifth” modernization, involving
large scale political reform and major leadership changes, would be
required in order for China to succeed in modernizing its agriculture,

5 China : A Quarter Century, pp. 4. 10.

6 See article by Nicholas Lardy in U.S. Congress. Joint Economic Committee. Chinese
Ec_?lllglrgy Post-Mao. Washington, U.S. Govt. Print. Off., 1978.



81

industry, science and technology and national defense. Typically, an
influential CIA study, “China : The Continuing Search for a Moderni-
zation Strategy,”® stressed that China needed basic changes in its
leadership organization and ideology in order to meet political require-
ments for effective economic development. The study warned that none
of the needed changes would be easily achieved and added that “years
of consistent and patient effort by the leadership and its successors
will be required before these elements begin to reinforce, rather than
hamper, Chinese economic growth.”

Chinese commentaries also have frequently been frank in acknowl-
edging that leadership differences continue to complicate Chinese
decision making at all levels. They view the current condition of
China’s political system as an impediment to effective modernization.
They advocate wide-ranging reforms that will help establish a more
unified Chinese leadership that will be able to pursue a more coherent
modernization strategy with the support of the Chinese people. They
frequently recall the leadership rectification campaign in Yanan dur-
ing the 1940s as a model for current reform. Through the Yanan
campaign, Mao purged'large numbers from a party organization
bloated in previous years through looser recruitment criteria, a main
target being cadre who were sympathetic to Wang Ming’s “leftist
deviationist” leadership and whose “dogmatic” adherence to the Com-
intern political line inhibited flexible adaptation of Marxist-Leninist
principles to the contemporary Chinese situation. Similarly, the
recent argument has been that the implementation of China’s modern-
ization program also requires drastic political changes, including
leadership purges. reevaluation of the Maoist political line, reassess-
ment of the party’s past, and greater “democracy” and collectivity in
the party leadership.

II. PorrticaL RErorms, 1977-1981 8

Since the death of Mao and purge of the gang of four, advocates of
political reform in China have made considerable headway against
frequently powerful opposition. With the backing of such important
Chinese leaders as CCP Vice Chairman Deng Xiaoping, who was
rehabilitated in mid-1977, they have managed to launch a number
of successful reform initiatives and have removed several opponents
from positions of power. Their goals are far from being reached,
however. Their initiatives have frequently been offset by entrenched
opposition or have become mired in some of the negative side effects
of reform measures. As a result, the Chinese leadership remains
divided on a number of important policy issues and has found it
difficult to achieve a lasting consensus on a coherent modernization
program.

The first major push for strong leadership reform came in early
1978. Media comment on a campaign to rectify and modernize the

8 Central Intelligence Agency, China : The Continuing Search for a Modernization Strat-
egy. A Research paper. ER 80-1-248. April 1980, 21 p.

8 This section benefited greatly from and relies heavily on the excellent analysis of the
course of Chinese po itical reform done by the Analysis Group of the Foreign Broadecast
Information Service (FBIS). Weekly reports on Chinese developments appear in the publi-
cation “Trends in Communist Media.” In addition, several special reports have been issued,

including most notably *“Chinese Political Debate Since the December Third Plenum.”
Aug. 1, 1979, by Dr. H. Lyman Milller. .
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Chinese army showed that Chinese leaders disagreed over the extent
to which the party and state apparatus should be cleansed of sympa-
thizers of the gang of four. The intense Army rectification campaign,
fueled by a series of Liberation Army Daily commentaries, was de-
signed to lead to a more thorough purge of gang of four followers
throughout the Chinese institutional structure. Opposition to such a
course of action was apparent, however, in the erratic treatment of the
Liberation Army Daily comment in People’s Daily, and the failure of
the official party newspaper to endorse the army campaign.

The army campaign attacked three kinds of cadre which it said
continued to pose serious danger to China’s future development:

Persons who “follow the wind” by shaping their political con-
victions and principles to prevailing circumstances,

gersons who “slip away” from responsibility for political error,
an

Persons who “create earthquakes” politically and hope to profit
from the disorder. ' ,

The campaign marked a sharp turnabout from the previous Chinese
line, seen at the 11th Congress of the CCP in mid 1977, which main-
tained that investigations and purges of the Chinese leadership since
the arrest of the gang of four had been largely completed.®

CCP Chairman Hua Guofeng reaffirmed his opposition to further
major leadership changes in an address at the 5th National People’s
Congress in February 1978. He reiterated the line that the rectification
of official ranks since the arrest of the gang had “in the main been
completed.” * But other comments at the congress were insistent that
more sweeping political changes were needed to smooth the way for
effective Chinese modernization. Thus, the March 6 joint editorial
marking the close of the congress said that “We can . . . take big
strides on the road of the new Long March (toward modernization)
only when we strip away the gang’s “leftist” cloak, uncover their ul-
trarightist essence and clarify right and wrong with regard to theory
and hine.” 1

Renewed signs of debate over leadership issues were seen at the
March 1978 national science conference. Deng Xiaoping advocated
that China’s scientific elite be freed from past political controls to
pursue their professional work, while Hua Guofeng reaffirmed the
continued importance of politics and Maoist egalitarian ideology,
even in the sclentific world.*? At an army political conference in May,
Hua and CCP Vice Chairman Ye Jianying advocated such mild po-
litical methods as ideological training based on Mao Zedong’s military
writings in order to rectify the army’s workstyle, whereas Deng Xiao-
ping was less inclined to treat Mao’s legacy with reverence and im-
plied that an expanded purge of army officers was called for.'s

9 Foreign Broadcast Information Service (FBIS). Trends in Communist Media. Supple-
ment. Peking Leadership Dispute Over Purge of “Gang” Followers. February 24, 1978.

10 New Chfna News Agency, March 6, 1978. Transcriﬁed in FBIS Daily Report. China
M!}{%I‘IB'I(’Slgggc'lal Report on Communist Media. The Fifth Chinese National People’'s Con-
gress, March 17, 1978. p. 4.

12 Hya's speech is seen in FBIS Daily Report. China. March 27, 1978. Deng’s speech is
seen in the March 21. 1978 edition.

13 FBIS. Special Report on Communist Media. Chinese Army Political Conference:
Persistent Leadership Difference Amid Mounting Pressure For Wider Purge, June 16, 1978.
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THE THIRD PLENUM, DECEMBER 1978

The Chinese Communist Party work conference and third plenary
session of the party’s 11th Central Committee was held in late 1978
and strengthened the power of Deng Xiaoping and other officials
interested in broad rectification and reform of the Chinese leader-
ship. New appointments to the Central Committee and its Politburo
widened support for reformist policies in those bodies. The selection
of Hu Yaobang—a close associate of Deng—as party secretary gen-
eral and propaganda chief augmented his ability to implement these
policies and enhanced the likelihood of their long-term survival.'s

The plenum also endorsed efforts to transform the basic style and
character of Chinese politics along lines favored by reformers. It
dismantled the personality cult surrounding Mao and promoted intra-
party democracy ; it reduced the authority of Mao’s legacy by suggest-
ing the late chairman’s fallibility and limitations; 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 ideological bonds that had hobbled Chinese efforts to modern-
ize. The moves also served to dilute the authority of Hua Guofeng,
whose status as Mao’s heir and arbiter of the Maoist ideological legacy
was substantially diminished. :

Although reformers won important gains at the plenum, the long
deliberations required an accommodation with other leaders holding ;
differing views, particularly those who had 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 power but retained their seats on the party Politburo for the
time being. More important, the plenum decided to shelve such poten-
tially divisive issues as an assessment of the Cultural Revolution in
the interest of getting on with the modernization drive.

Following the close of the plenum, there were renewed efforts to
achieve political reforms and leadership changes that had been com-
promised at the plenum. The efforts included attempts to redefine the
political line of the gang of four as “leftist” rather than “rightist,”
and to reopen assessment of controversial developments in the party’s
history, notably the Cultural Revolution. The aim was to promote a
more thorough-going purge of cadre recruited and promoted during
and since the Cultural Revolution who still remained committed or
beholden to that period’s Maoist ideology and policies. Press com-
ment at the time portrayed the purge as an essential prerequisite to
effective Chinese modernization and equated it with Mao’s elimina-
tion of opposition to his policies during the Yanan rectification move-
ment of the 1940s.2

The calls for reform ran up against resistance from strongly pro-
Maoist opponents. And the reforms were blocked by more moderate
leaders, perhaps including Chairman Hua and Vice Chairman Ye,
who argued that the purge of pro-Maoist leaders remaining in the

4 FBIS. Analysis Report. Chinese Leadership Conference and CCP Plenum, Nov.-Dec.
1978. Ratification of the Modernization Program. February 1. 1979

13 FBIS. Analysis Report. Chinese Political Debate Since the i)ecember Third Plenum.
August 1, 1979.
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administration would harm the party’s stability and unity, and would
consequently hinder progress in China’s modernization programs.®

Events during mid-March to mid-April 1979 also caused the vigor-
ous challenge mounted by the reformers to drop off sharply. Instead,
more moderate views upholding compromises made at the third
plenum were reaffirmed in renewed calls to maintain leadership “stabil-
ity.and unity.” And Peking-emphasized a new line stressing the impor-
tance of upholding the 1deological orthodoxy seen in the “four
principles”—allegiance to the socialist road, to CCP rule, to the dicta-
torship of the proletariat, and to Marxism-Leninism-Mao Zedong.
Thought. Commentary during this period indicated that a variety of
practical difficulties facing China—including a strained international
environment following China’s punitive attack on Vietnam, the out-
break of social unrest and political dissidence in several Chinese cities, -
and a growing realization of serious imbalances in the economy—to-
gether with a resurgence of leftist criticism of reform policies—pro-
vided the impetus for the strong reaffirmation of the more orthodox
views that reformers had been challenging.

Reformers soon revised their approach and by early May they 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.

THE FIFTH PLENUM, FEBRUARY 1980

A new milestone was reached at the fifth plenum of the 11th CCP
Congress held in Peking in February 1980.* The plenum focused on
reforming party leadership to facilitate modernization, and substan-
tially changing central leadership institutions in order to insure longer
term continuity and implementation of practical modernization poli-
cies. The plenum removed several high-level critics of reform poli-
cies, elevated to high positions younger leaders, many of whom were
closely associated with Deng Xiaoping, and restored the party Secre-
tariat to high status in the implementation of policy.

The plenum’s decisions on the central leadership and organization
appeared intended to inspire similar organizational streamlining at
lower levels of the party. Other plenum actions—including its long
awaited rehabilitation of the Cultural Revolution’s primary target,
former chief of state Liu Shacqi—similarly lent impetus to party wide
reform and rectification. The plenum’s militant communique amounted
to a call to political battle against persisting resistance to leadership
reform and modernization policies.

Later that year, Hua Guofeng was reduced in status when he gave
up his premiership to the governor of Sichuan, Zhao Ziyang, a prime
advocate of economic and political reforms. Administrative and eco-
nomic changes in line with Zhao’s experience in Sichuan were further
promoted throughout China. The long awaited trials of the gang of
four began in Peking in November and tended to further discredit Hua
Guofene and leaders like him who had supported Maoist policies in

16 Tbid. - ,
17 FBIS. Analysis Report. Chinese Party Plenum : Movement Toward Succession, Recti-

fication. April 11, 1980.
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the Cultural Revolution and were resisting sweeping political changes
and practical economic reforms.8

RECENT DEVELOPMENTS

At the turn of 198081, signs of apparent growing Chinese political
dissidence such as direct challenges to the leadership of the CCP, the
outbreak of’disturbances in several cities, anti-party politicking,
bombings, strikes, and school boycotts combined with major economic
dislocations requiring new decisions to scale down Chinese economic
reforms and to reassert administrative control over the economic read-
justment begun in early 1979. Together, these developments stalled
those in the Chinese leadership who were pressing for more political
change. They also blocked, at least temporarily, the formal demotion
of Chairman Hua.

Peking did not publicize any of the speeches made by top party
leaders at a December 1980 work conference, but the usually reliable
leftwing Hong Kong journal, Cheng Ming, on February 1 summarized
the main points of speeches reportedly delivered by Deng, Zhao
Ziyang, and CCP Vice Chairmen Chen Yun and Li Xiannian. The
views Cheng Ming attributed to Chen Yun, relating almost entirely
to economic matters, were reflected in authoritative Peking press com-
ment on economic readjustment since early December 1980, The politi-
cal views the journal ascribed to Deng set the pattern for authoritative
Peking comment on the political situation in China since the turn of
the year.® _

Deng’s speech underscored evident concern over political disorders
and other challenges to party leadership seen in editorials published
on January 17 and February 8 in the party newspaper People’s Daily.
The January editorial, entitled “Political Stability Is the Guarantee
of Economic Readjustment,” carried forward a line introduced in a
December 5 editorial on political work. It cautioned that there are
“many factors of instability” which, if not dealt with, could prevent
successful economic readjustment, hamper the “four modernizations,”
and slow political reforms. The editorial identified factors making
for instability at both ends of the political spectrum. On the one hand,
it hinted that rightwing elements had pressed for drastic curtailment
of the party’s leading role; People’s Daily lectured that leadership
by the party is stipulated in the constitution, and “whoever wants
to change it is on a very dangerous road.” On the other hand, the
editorial denounced remnant leftist elements in calling it “imperative”
to strike firmly at unrepentant “rebels” who “still uphold the misdeeds
of Lin Biao and the ‘gang of four’ and . . . indulge themselves in the
four bigs’ [criticizing party leaders] and beating and smashing and
looting.” 20

The February 8 People’s Daily editorial was entitled “Democratic
Reform of the State Must Be Realized Step by Step Under Conditions
of Stability and Unity.” In the vein of the J anuary editorial, it ex-

18 See the text of the indictment in the trials, replayed in FBIS Dally Report, China.
November 20, 1980.

¥ For background and analysis on this period, sec FBIS. Analysis Report. Political
Instability in China Slows Proigress on Reforms. February 13, 1981

2 The January 17 editorial is seen in FBIS Daily Report, China. January 19, 1981.
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pressed concern over political instability and threats to party leader-
ship and suggested that political reform, like economic readjustment,
must be delayed while those problems persist. After reviewing in
detail the reforms already begun since the third plenum, the editorial
stated that democratization must “go through a process and cannot
possibly be accomplished in one move’—reform is “a complex ques-
tion” that calls for preparation, planning, and experimentation. It
cautioned those pressing for rapid reform that stability and unity are
“indispensible” prerequisites to “pushing forward democratization”
of the state. “Turmoil,” it said, “cannot promote democracy and is
detrimental to the democratic reform of the state.” 2

Subsequent comment specifically addressed the issue of leadershi
reform. In late February, Peking media publicized a report made
" a few months earlier by the permanent secretary of the party’s Dis-
cipline Inspection Commission.?> The report showed that problems of
indecisiveness and vacillation, caused by leadership differences, con-
- tinued to complicate decision making at all levels of the Chinese
administrative structure. Thus, for example, the secretary mentioned
efforts by Deng Xiaoping to “streamline” the Chinese bureaucracy.
He said that even though Deng’s initiatives had been widely discussed
for years, they “still cannot be implemented in many places” because
of cadre footdragging or outright opposition. He added that decisions
on such sensitive issues as the rehabilitation of officials discredited
during the Cultural Revolution frequently still remain in abeyance
because “no one will solve problems” and “no one will assume respon-
sibility.” He called such “irresponsibility” the root cause of the “bu-
reaucratism” that has undermined the power and prestige of China’s
administration in recent years.

A People’s Daily editorial on March 10 made clear that Deng and
other reformers 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 reform poli-
cies pursued since the third plenum and characterized such resistance
as a fundamental impediment to the four modernizations. It said:

Since the 3d plenary session of the 11th party Central Committee, some com-
rades have failed to understand, even resented, the party’s line, and this is the
crux of the problem. Very obviously, if this problem is not solved, or not prop-
erly solved, it is impossible to correctly appraise the current situation or thor- .
oughly understand the necessity of further economic readjustments and political
stability and impossible to really uphold the four basic principles. As far as
leading cadres are concerned, if they fail to thoroughly overhaul their think-
ing, set things right and rid themselves of the “left” things, once the climate
is right, they will experience a relapse and again make the same mistakes.

The editorial went on to recall the Yanan rectification campaign
as a model for ridding the current leadership of the “pernicious” in-
fluence of “leftist” deviation. It said: “It was only after overcoming
the ‘left’ mistakes that the Chinese revolution became victorious. And
only after we have seriously cleared up and corrected the ‘left’ mis-
takes will our four modernizations program embark on a path of sound
development.”

21 The February 8 editorial is seen in FBIS Daily Report. China. February 9, 1981.

2% The report is seen in FBIS Daily Report. China. March 10, 1981,
2 The editorial is seen in FBIS Daily Report. China. March 11, 1981.
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However, instead of calling for demotions and dismissals of negli-
gent or unsympathetic leaders, as advocated by reformers in the past,
the editorial restricted itself to calling for a “study campaign” that
would allow all comrades to clear up their thinking and to make self-
criticisms in a “gentle” atmosphere of “sincere heart-to-heart” talks.
It called on party members to unite even with officials who had made
“serious mistakes” in the past. It added an implicit acknowledgement
that the prevailing consensus among leaders in China would not tol-
erate the kind of major leadership changes favored by some reformers,
noting that such changes would make it “very difficult to maintain
and develop stability and unity” in China.

This slow, compromise approach to leadership reform was clearly
in evidence after the convening of the long-delayed 6th plenary session
of the 11th Central Committee, which was held in Peking on June 27—
29, 1981. While Hua Guofeng was removed as party chairman, he
retained a post as a party vice chairman. Reform-minded officials Hu
Yaobang and Zhao Ziyang were appointed Party chairman and vice
chairman, respectively—a major victory for Deng Xiaoping, who re-
placed Hua as Chairman of the CCP’s Military A ffairs Commission.
However, officials who had been thought to resist Deng’s efforts to
purge party ranks and to condemn Maoist excesses of the past—
notably CCP Vice Chairman Ye Jianying, retained their high party
posts. They were presumably influential in determining the plenum’s
balanced assessment of Mao Zedong and the CCP history since 1949,
in contrast to the harsh censure favored by other leaders including
Deng and Hu.

ASSESSMENT .

The record of the past few years shows that many political reforms
helpful to the pursuit of the four modernizations have been initiated
and successfully carried out. Thus, for example, the top level of the
central party and government apparatus is a far different group today
than it was at the time of the 11th CCP Congress in 1977. The so-called
“whatever faction” of Maoist loyalists has been removed from power,
while more pragmatic and technically com’g)etent managers have been
appointed to direct day-to-day affairs. E¥en 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 material
progress and improvements in the life of the Chinese people. Provin-
cial level officers have been changed, as many leaders removed during
the Cultural Revolution have been returned to power. A variety of
other past injustices have been redressed ; and the rule of law in society
and the use of more democratic practices within the Communist party
have been established as goals of the new administration.

Maoist dogma, the cult of personality, disruptive mass political cam-
paigns and other features of the Cultural Revolution have been dis-
credited as Chinese leaders have firmly emphasized a new approach
that “seeks truth from facts” and cites “practice as the sole criterion
for truth.” Excessive revolutionary fervor—a hallmark of the Maoist
era—has been labeled as an impediment to Chinese development and
the main cause of Chins’s economic shortcomings over the past 20

years.
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Intellectuals and scientific personnel have been freed from many
of the idelogical shackles that prevented them from working to their
full potential in the past. Science and technology have been viewed as
key elements in the modernization process and their practitioners are
basking in new prestige.

Economic development, rather than ideological purity, has been
established as the main source of legitimacy of the Chinese administra-
tion. An underlying theme of Chinese domestic policy since the third
plenum has been that economic productivity, consumer welfare and
political stability are interrelated.?* Many of the changes in economic
policy since the plenum—use of material incentives for production,
increases in income for workers and peasants, installing new systems
of rewards and penalties for industrial managers and economic en-
tities, and experimenting with new and more efficient forms of in-
dustrial organization—are aimed at productivity increases. In effect,
the administration has made an unprecedented appeal to the self in-
terest of the Chinese population.

Political stability enters into the relationship between consumer
welfare and productivity because 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 improvement in consumer welfare, productivity will
remain low and the potential for political disruption, as well as the
leadership’s vulnerability to challenges from within the party, may
increase.

In security policy and foreign affairs, the Chinese administration
has chartered an unprecedented forthcoming approach to the capital-
ist 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 economic development while
limiting Chinese military spending. They also provide China with
access to technology and equipment needed to modernize its industrial
infrastructure. .

Despite these achievements, however, the record of reform is also
full of shortcomings, half measures and reversals. Thus, while leaders
at top levels agree on the need to reduce the influence of Maoist
policies of the past, they differ strongly on how far they should go
in this regard and how rigorously they should attempt to remove
officials who were closely associated with radical policies of the past.
They debate over the need for decentralized economic decision mak-
ing, as opposed to strong administrative control of economic planning.
Other issues include how much administrative control should be
exerted on public opinion, the workings of supply and demand in the
consumer market, and the freedom of intellectuals and scientists to
pursue their work. In foreign affairs. Chinese leaders appear to hold
different views on the wisdom of largescale foreign investment and
other involvement in China. Some also call into question the compro-
mises China was required to make in order to reach a modus vivendi
with the West, notably China’s compromise over Taiwan in agreeing
to normalize diplomatic relations with the United States.

24 §ee the discussion in CIA. China : The Continuing Search for a Modernization Strategy.
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The checkered record of political and economic reform has con-
tinued to generate confusion and uncertainty among cadre in China.
Faced with rapidly changing and sometimes conflicting signals from
the top, working-level cadre have been reluctant to commit themselves
fully. They have sometimes reverted to a low posture and have tried to
avolid individual responsibility—a practice which is-widely reported as
a major factor undermining many changes China has tried in support
of the four modernizations. Some recent commentaries even have
referred to a “crisis of confidence” in China-—a growing belief on the
part of many Chinese officials that the PRC system as it exists today is
not capable of successfully achieving the four modernizations.? In
short, the record shows that the Chinese administration still has far to
go to establish a more unified leadership that will effectively mobilize
the resources of the Chinese party, government and army to direct and
rally the Chinese people toward a more efficient and coherent pursuit
of the four modernizations. .

ITI. CorrenTt IMPEDIMENTS To Porrricar, REForM

Current political reform and closer leadership unity in China are
hampered by leadership divisions left over from past political strug-
gles, recent differences over the effect of strong reforms on Chinese
stability, and persisting institutional, generational and factional divi-
sions. Reformers also find it difficult to make headway when conduct-
ing leadership rectification through the current administrative struc-
ture staffed by cadre with divided loyalties and interests. Their efforts
are also undercut by the absence of clear criteria justifying demotion
or dismissal of officials, and by side-effects of some political and eco-
nomic reform measures which negatively affect important Chinese in-
terests and require a reversal or slow down in reform.

LEADERSHIP DIVISIONS

The Cultural Revolution fostered a wide cleavage between officials
who rose to power by supporting or accommodating Maoist policies,
and others who were purged and have only recently been restored to
power. Today, members of the latter group appear to hold the initia-
tive at top levels in the Chinese party and government, and they have
managed to remove some Maoist sympathizers from the Politburo and
elsewhere. However, they have difficulty implementing their policies
at lower levels where manv cadre were selected during the decade of
the Cultural Revolution. These officials frequently feel threatened by
the current pragmatic programs and have done what they could to
resist them in private while acquiesing in public. Others have with-
drawn from decision making and have avoided taking a firm stand on
controversial reforms—a form of passive resistance which has under-
cut the new policies and programs.z

Resistance also comes from leaders who fear that sweeping political
reforms or largescale purges will prove too disruptive. They have
argued that it is better for China to tolerate diversity among its

2= See, Asian Wall Street Journal, December 27, 1980,
2% ] am indebted to David Raddock for his insights on this point.
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leaders, and resulting inconsistencies in policy, than for China to be
racked by highly divisive purges that could undermine the fragile
facade of leadership stability that has existed since the arrest of the
gang of four. These officials have been in the vanguard of those who
have called for a “mild,” “step-by-step” approach to political rectifi-
cation and have opposed mass dismissals called for by some reformers.

Strong differences also exist between officials in the central govern-
ment who want to promote major political and economic change, and
those at lower levels who want to preserve the status quo in par-
ticular geographic areas affected by change. In many cases, the differ-
ences boil down to a fundamental cleavage in China between techni-
cally competent specialists or “experts” and loyal party or government
cadre or “reds”—a cleavage which is frequently widened during pe-
riods of rapid change.?s

The central government experts are further divided over recent
economic policy. Thus, for example, some have favored the status quo
in terms of China’s economic institutions but have seen a need to de-
emphasize heavy industry and costly, gradiose projects in favor of the
previously neglected sectors, such as agriculture and consumer goods
industries. Others have called for a radical “restructuring” of the Chi-
nese economy by transferring considerable economic authority from
central government ministries to profit-and-loss oriented corpora-
tions.?’ ,

At the same time, the Cultural Revolution and its aftermath politi-
cized generational differences to a marked degree. Michael Yahuda has
noted that on one side of the current Chinese political spectrum are the
self-styled “older cadres” and “older intellectuals” who were the prime
targets of the Cultural Revolution and who have in its aftermath
become the main beneficiaries of the new order and the main driving
force of the modernization program. On the other side he sees members
of the so-called “lost” generation of 20- to 40-year-olds who were
trained and became politically active during the Cultural Revolution.
They have strong group identity and their goals for China are far
different from their elders. In particular, the most outspoken advo-
cates of restraint upon the exercise of arbitrary power and the de-
velopment of a genuine democracy and legality are in this group. In
between are middle-aged officials who are likely soon to inherit the
mandate of leadership from the older cadres. They received their
training during the so-called “Soviet” period in China with its asso-
ciated emphasis of command economic development and bureaucratic
workstyle. Members of this group have been repeatedly assailed in
mdss campaigns of the past and have weathered numerous purges.
They have found that maintaining a low profile and avoiding making
decisions in times of change provides a most useful means of political
survival.?s

Conflicts also exist among different bureaucratic interest groups
involved in Chinese decision making, and political factionalism con-
tinues to exert strong influence in Chinese politics. Thus, for example,
some studies have recently identified a so-called “petroleum faction”
in China’s leadership. Parris Chang has described it as a group of

26 See Jonathan Unger. Constituencles of the Two line Strngele in Adminictrative
Organization. Paper presented at the Annual meeting of the Association for Asian Studies,
M?n"s'éef?"c'i:f;,‘ Christopher M. Leadership Divisions. China Business Review, March-

April 1981,
p” Yahuda, Michael. Political Generations in China. The China Quarterly, December 1079
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economists and technocrats who ran the Chinese economy under the
late Premier Zhou Enlai’s stewardship during 1966-1976, have been
identified with the remarkable development of China’s petroleum
industry, and have been represented in the economic ministries of
the State Council. Their influence is said to have been instrumental
in promoting the ambitious Chinese economic goals announced at the
Fifth National People’s Congress in March 1978. They are thought
to have strong reservations about the more moderate, consumer-
oriented economic policies, advocated by such leaders as CCP Vice
Chairman Chen Yun, that have heavily influenced Chinese economic
planning since the third plenum of the 11th CCP Congress in Decem-
ber 1978.2°

Many Chinese military leaders are thought to oppose recent reform
measures. Veteran leaders are worried that efforts to streamline the
military establishment will result in their demotion or dismissal;
military planners are concerned about the low priority given national
defense at a time of continued tension with the U.S.S.R.; and there
is reported widespread discontent in the PLA about the deemphasis
on Maoist ideology which has accompanied many of the reform meas-
ures since the third plenum. Other issues include the public humilia-
tion of several PLA leaders associated with Lin Biao and the gan
of four during the public trials in Peking in November 1980 an
changes in material benefit allocations which work against the inter-
ests of rural families who have fathers or sons serving in the PLA.*

Lucian Pye has recently emphasized cultural and institutional fac-
tors that have impelled CKinese officials to form factional associations
which will enhance career security in times of revolutionary change.
He has identified several current factional groups. They range from
Maoist loyalists known as the “whatever faction” for their strict
adherence to whatever Mao said, to the “practice faction,” which
emerged following the death of Mao; it takes its name from the
dictum that “practice is the sole criterion for truth” which has pro-
vided the ideological underpinning for much of the recent reform in
China.®

INSTITUTIONAL COMPLICATIONS

Chinese reformers are hamstrung in their current efforts to mount a
sustained political effort to dismiss their opponents because they have
repeatedly disavowed the use of the mass campaigns that were em-
ployed to purge thousands of officials during the Cultural Revolution.
They have been restricted to working through regular party channels
in sceking dismissals and other reform, even though those channels
in many cases are heavily influenced by officials who oppose reform.
In the event, leadership rectification has become a very time consum-
ing process with no end in sight.®2

@ Chane Parris. Chinese Politics: Deng’s Turbulent Quest. Problems of Communism,
January-Febrnary 1981,

3 See China News Annlvsis. Hong Kong No. 1203. March 27. 1981,

# Pve. Luclan. The Dynamies of Factions and Consensus in Chinese Politics : A Model
and Same Prorositions. Santa Monica. The Rand Corporation. Jnly 1980,

337t shonld be noted thnat little comfort can he derived from those Chinese commenta-
tors who indge that a rectification effort like the Yanan camnaign of the 1940s wounld
quick'y solve China’s_current leadership difficol*ies. Tn fact. that camnalen took many
yeare. encomnassing almost a decade from start to finish, and it was conducted in a narty
grincture much smaller and probably more cohesive than the current party stucture in

iina. .
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A “crisis of competence” further impedes leadership rectification.
Having put aside the class struggle between “two lines” which allowed
those in power during the Cultural Revolution to dismiss opponents
relatively easily on grounds of political disloyalty, the current reform-
ers have been hard put to define criteria for dismissal. In very gen-
eral terms, current criteria have stressed failure to lead China.com-
petently in the pursuit of the four modernizations. However, most
leaders who remain in charge at the top of the Chinese administra-
tion have fallen short on these grounds. Thus, for example, officials
like Yu Qiuli and Kang Shien, who were associated with past ex-
travagance and waste in China’s oil development program, remain in
powerful positions governing oil matters-and other economic affairs.
Officials like Gu Mu, who were responsible for the failure of Chinese
planners to cut back sufficiently on capital construction in 1979 and
"~ 1980, have also retained powerful economic posts. Even Deng
Xiaoping, who was in the vanguard of those leaders urging China to
learn Western techniques and import large Western plants as a means
to speed modernization, continue to direct government affairs at a
time when imports from the West and Japan are seen as having led to
extraordinary waste and economic dislocation which hurt moderniza-
tion in China. ’

Such setbacks and mistakes by top level leaders make it harder to
justify dismissal of lower level officers because they have made similar
“leftist” mistakes. The situation plays into the hands of those who
judge that so many leaders have been subject to such “leftist” mistakes
that reform should not involve wholesale purges of those at fault;
rather, it should focus on patient study, criticism and self criticism,
leading to a gradual transformation of the outlook and workstyle of
those involved. Of course, such a mild approach does not lend itself
to a quick resolution of the leadership differences that continue to
hamper China’s modernization effort.

CONTRADICTIONS IN REFORM MEASURES

Effective political reform is also undercut by contradictions and
tradeoffs seen in many reform measures. These cause side effects that
have a negative impact on basic Chinese interests, and have prompted
Chinese leaders to slow or stop reform measures in order to avoid’
them.

Thus, for example, reform efforts to purge and criticize leaders
who loyally followed Maoist policies have sometimes had the effect
of undermining Mao’s position as the leader of the Chinese Com-
munist Party, the founder of the PRC, and a major source of legiti-
macy for the CCP’s continued monopoly of political power in China.
The issue was prominently featured during the trials of the gang of
four which began in November 1980.3® From the beginning, the most
controversial aspect of the trials was their treatment of Mao, especially
his culpability for the disastrous Cultural Revolution. While some
reformers clearly hoped to use the trials to further discredit propon-
ents of Maoist policies, media comment before the trials and the 48-

33 For an analysis of the coﬁrse of the trials, see the weekly coverage in FBIS. Trends
In Communist Media. .
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count indictment indicated that the trials would steer clear of Mao’s
responsibility for the excesses of the period. (It seems likely that these
limits were imposed as a result of a leadership consensus reflecting a
compromise between reformers anxious to hold the trails and others,
like Hua Guofeng, who consistently battled to preserve Mao’s image
and the prestige of officials, themselves included, who benefitted from
the Cultural Revolution.)

Once the trials got underway, the arguments put forward by two
members of the gang of four—Jiang Qing and Yao Wenyuan—
apparently severely tested the limits placed on the trials and further
complicated relations within the leadership, which were already
strained as a result of major discussions then under way over eco-
nomic and political problems. Jiang Qing’s defense that she was act-
ing in accordance with the instructions of the CCP Central Committee
and its chairman, Mao Zedong, seemed to catch the court off guard
and may have led to the adjournment of her trial from December 12
to December 23. Tensions were probably further heightened in ‘the
first week in December by a three part article written by the three
surviving children of Liu Shaoqi, whom Jiang stood accused of perse-
cuting to death. The article portrayed Liu’s repeated unsuccessful
efforts to enlist Mao’s help in dealing with the political crisis that was
developing at the start of the Cultural Revolution.

The adjournment of Jiang’s trial coincided with a CCP work con-
ference, which focused on economic problems and probably also dis-
- cussed Hua Guofeng’s links with the leftists and Jiang’s allegations
about Mao. A compromise judgment regarding Mao—that he was
responsible for starting the Cultural Revolution but was still to be
considered innocent of crime—was reflected in a People’s Daily Com-
mentator article on December 22, the day before Jiang’s trial resumed.
The final verdicts on the trials, announced on January 25, 1981, man-
aged to remove one source of nagging controversy from the immediate -
political agenda; but the issues raised by the trials—particularly the
reputation of Mao and the status of Hua—served to complicate high
level political relations and slow reform at.an already difficult time.

Another example of negative side-effects of reform complicating
political change was seen in reform efforts in late 1978 to promote
greater democracy, to redress verdicts of the Cultural Revolution, and
to hold officials accountable for their past support of Maoist policies.
The movement opened a public debate which undermined the influ-
ence of Maoist loyalists on the Politburo and opened the way to a
generally more pragmatic approach to domestic affairs. However, it
led to excesses of self-expression and calls for human rights on the
part of an articulate minority in Chinese cities who had close contacts
with the foreign press. And it prompted thousands of petitioners to
travel to Peking and other administrative centers to seek quick redress
for past injustices. Youth who had been sent down to the countryside
also took the opportunity to voice complaints and stage demonstra-
tions against the way they were treated.

Some reformers were willing to tolerate these actions in the interest
of broader political change, but the consensus of the Chinese leader-
ship swung back by spring 1979 toward a more orthodox approach
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stressing the four principles.®* Comment at that time began to advo-
cate a go-slow approach to political reform, warning against “im-
petuosity” in addresing problems such as the reversal of verdicts made
during the Cultural Revolution and the plight of youth sent to the
countryside. '

Reformers were able to revive their programs later that year and
to push anew for such democratic changes as free elections at lower
levels of government administration. But the resulting anti-CCP
sentiments voiced in election campaigns, persisting underground
propaganda activities and unauthorized demonstrations and strikes
at universities and work places caused the regime in early 1981 once
again to curb political reform in the interest of preserving party
- control.® '

Similar contradictions and tradeoffs have complicated recent eco-
nomic and foreign policy. While not necessarily directly tied to politi-
cal reform, changes in these areas have exacerbated leadership differ-
ences, which in turn hamper the establishment of consensus needed
for effective political reform.

Concerning economics, some Chinese reformers have attempted to
encourage greater worker productivity through the use of more mate-
rial incentives, the decentralization of economic decision making and
the reduction of administrative control over the economy. The result
has been to increase production but it has also increased the govern-
ment’s spending deficit, pushed up inflation, and promoted consumer
discontent. As a result, reformers were put on the defensive as leaders
started to swing back in early 1981 in favor of policies of closer admin-
istrative control over spending on capital construction, closer regu-
lation of prices, and a general retrenchment in plans for economic
expansion.’®

In foreign affairs, Chinese reformers moved to raise China’s eco-
nomic productivity and improve the quality of its science and tech-
nology by loosening administrative controls on contacts with foreign
countries, especially capitalist countries. Peking began to allow com-
panies from capitalist nations to invest in China, sent large numbers
of Chinese students and other delegations abroad, and welcomed for-
eign experts to work in China. However, the programs required a
diversion of scarce Chinese economic resources to pay for foreign
trips and salaries. They also were linked with the alleged rise of
negative “bourgeois” tendencies among groups in China who had fre-
quent contact with foreigners. They prompted other Chinese leaders
to call for closer administrative control of such interchange in the
future.®

China’s close ties with the United States in opposition to the Soviet
Union also have had side effects which have prompted some in China
to question the current policy. This minority has seen China danger-
ously overexposed in its confrontation with the U.S.S.R., and without
sufficient countervailing support from the United States. On at least
two occasions, they have advocated—in indirect but unmistakable lan-
guage—a more even handed Chinese policy toward both superpowers.

3 For background on these events see FBIS. Analysis Report. Chinese Political Debate
Since the December Third Plenum. August 1, 1979.

33 See FBIS. Analysis Report. Political Instability in China Slows Progress on Reforms.
February 13, 1981.

3 See discussion in Christopher Clark, ‘“Leadership Divisions.” The China Business
Review. March-April 1981.

87 See report on speech by Huang Kecheng, replayed in FBIS, Daily Report, China.
April 13, 1981.
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The first instance occurred in April 1979.3¢ Faced with a protracted
confrontation with Vietnam, newly apparent dislocation in the Chi-
nese domestic economy and increased Soviet pressure along the Sino-
Soviet frontier, China used the opportunity of its formal declaration
ending the Sino-Soviet alliance to offer its most forthcoming proposal
for talks with the U.S.S.R. in a decade. Two days later, Chinese com-
ment favorably highlighted the 1962 foreign policy proposal of Pe-
king’s former ambassador to Moscow. During the Cultural Revolution,
the proposal was known pejoratively as the “three liquidations and
one reduction”—the “liquidation of fhe struggle against imperialism,
the reactionaries and modern revisionism and the reduction in assist-
ance and support for the revolutionary struggles of other peoples.” In
effect, the proposal called for an easing of Chinese tensions with both
the United States and the Soviet Union in order to provide China
with a more favorable international environment in which to deal
with the drastic economic difficulties it faced following the Great Leap
Forward and the withdrawal of Soviet assistance. Reviving publicity
to this old proposal in April 1979, so soon after China’s remarkably
forthcoming call for talks with the U.S.S.R., suggested that some
officials'in China were interested in easing tensions with the U.S.S.R.
during a period of domestic and international difficulties.

Subsequently, Deng Xiaoping and other spokesmen strongly re-
affirmed the anti-Soviet basis of Chinese foreign policy and called for
the establishment of a “longterm, strategic relationship” with the
United States. The Soviet invasion of Afghanistan seemed to drive the
Chinese and the United States closer together in cooperation against
the U.S.S.R. However, amid renewed signs of Chinese leadership
anxiety over economic difficulties and the election of a new U.S. Presi-
dent with close ties to Taiwan in early 1981, Chinese media once
again renewed attention to the 1962 foreign policy proposal. This
suggested that some leaders again questioned China’s strong confron-
tation with the U.S.S.R. at a time of serious Chinese difficulties.?®

Meanwhile, Deng Xiaoping’s compromise over Taiwan in negotia-
tions with the United States on normalization of diplomatic relations
had the positive effect of opening Chinese contacts with the United
States and other Western countries. But it also had the negative effect
of diluting China’s longstanding position that Taiwan is an internal
Chinese matter that brooks no foreign interference. In particular,
by tacitly allowing the United States to continue to sell weapons to
Taiwan, Deng opened the way for United States-China normaliza-
tion but offended those in China who feel strongly about the claim to
Taiwan. As the U.S. arms sales continued and a more pro-Taiwan ad-
ministration was elected in the United States, China hardened its
public line against U.S. arms transfers to Taiwan. This seemed to re-
flect a shift in the Chinese leadership away from the more accommo-
dating posture of the past, perhaps in order to protect Deng and other
foreign policy managers from charges of critics in the leadership that
—mm. H. Lyman. From_ the Third Plenum to the April Adverse Current: The
Domestic Politics of Sino-Soviet Detente. Paper presented at the Annual Meeting of the
New England Repional Conference of the Assoecintion for Asian Studies. October 20. 1979.

3 Hamrin. Carol Lee, The Pclitics Behind Chinn’s Foreien Policy. Paner presented at
the annual meeting of the Association for Asian Studles. March 13, 1981. p. 13.
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they had “sold out” China’s interest in Taiwan for the sake of an
accommodation with the United States.

IV. PROSPECTS AND IMPLICATIONS FOR THE UNITED STATES

The checkered record of political reform over the past few years
and the serious contradictions in China’s current leadership over
various policy issues clearly suggest that advocates of strong political
reform will continue to meet formidable resistance in the years ahead.
As a-result, political complications are likely to continue to impede
efforts by China’s leaders to establish an effective and lasting con-
sensus on a more coherent program to achieve major progress in the
four modernizations.

An optimistic scenario for the next few years shows the political
reformers, led by such senior leaders as Deng Xiaoping and their
younger supporters like Hu Yaobang, fairly rapidly consolidating
their hold over central administrative organs by means of intraparty
reforms and selected purges. These changes in turn would allow them
to implement more consistent policy programs on modernization and
more effectively to mobilize cadre throughout the country in a prag-
matic pursuit of the four modernizations. They would presumably be
better able to offset the variety of negative or complicating side effects
that have been associated with many reform measures, and to arrive
at an effective modernization strategy that would speed China’s eco-
nomic development and material progress. '

A more pessimistic scenario shows growing paralysis in Chinese
decision making as Chinese leaders continue to grapple with strongly
divergent views on political and economic reforms, are unable to
arrive at an enduring consensus on what kind of strategy to use in
pursuing the four modernizations, and prove to be unable to manage
various contradictions and negative consequences of reform meas-
ures. In this situation, the discredited Maoist ideals of the past would
combine with growing disillusionment with pragmatism as practiced
by Deng Xiaoping and other reformers. Cadre at various levels of
authority would persist in past efforts to avoid responsibility for con-
troversial decisions and Chinese administration would drift without
effective direction. This scenario could become more likely if China
faced a major adverse development such as a year or two of poor
harvests, the untimely death of Deng Xiaoping, or a marked increase
in Sino-Soviet military tensions.

A different kind of pessimistic scenario shows Chinese leaders dis-
pairing of achieving success with recent political and economic re-
forms, and reverting to a development model stressing strong central
political control. Using the considerable means of nolitical and mili-
tary power at their disposal, Peking leaders may judge that erratic
economic growth under tight party control would be preferable to
the danger that further reforms might permanently undermine the
leadership’s grip on power. The alternative to tight political control
could be the kind of uncontrolled situation that emerged in Poland
in 1980-81.
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Perhaps the most likely scenario for the next few years sees con-
tinued slow and halting progress by Deng and his reform minded
associates toward the establishment of a more pragmatic, technically
competent leadership in the Chinese party, army and government that
will strive to develop a more effective approach to the four moderniza-
tions. Progress in political rectification will continue to be slow because
of persisting strong resistance from opponents of various reforms who
still wield power in the leadership, the lack of a commitment to reform
on the part of many cadre at lower levels, and the difficulty reformers
will continue to have in handling the contradictions and negative side
effects of many reform measures.

Opposition to reform measures will likely remain diffused, as it has
bean for the past several years. Unable to offer a coherent alternative
strategy as to how China should develop its wealth and power, officials
dissatisfied with reform measures will likely remain in the role of nay-
sayers. They will be capable of using their power to delay and compli-
cate change, but they probably will not develop the power and the
program with which to push aside Deng and his backers, who will
continue to pursue strong political reform.

IMPLICATIONS FOR THE UNITED STATES

While a rapidly developing and powerful China may eventually
pose a serious challenge to American interests in the future. it seems
clear that U.S. interests would be well served over the next few years
if political reforms were to succeed rapidly, allowing the Chinese to
move more quickly toward economic modernization. Under these cir-
cumstances, economic ties with the West would probably grow steadily,
strengthening the already close security collaboration between the
United States and China. Peking would remain preoccupied with
domestic development, solicitous of its non-communist neighbors, and
unlikely to pursue ideological causes of the past that might compro-
mise practical contemporary interests in modernization and develop-
ment. A continuation of China’s moderate stance on Taiwan would be
exnected under these circumstances.

Paralysis in Chinese decision making or a strong reassertion of firm
political control in China would likely work against current U.S. inter-
ests. Under both scenarios, China would be less open to foreign trade
and contacts with the West. If Chinese policv making became mired in
burcaucratism and political infighting, China’s resnlting internal
weakness might invite increased Soviet pressure. risking a funda-
mental shift in the Asian balance of power. This, in turn, would
unnerve U.S. and allied investors and upset important American eco-
nomic and strategic partners in Japan and elsewhere in East Asia.
Meanwhile, a future China dominated by a Stalinist model of tight
political control could well try to mobilize popular support with anti-
foreign exhortations. It also might be inclined to take a chauvinistic
stance on Chinese territorial claims such as Taiwan, disputed islands
in the East and Sonth China Seas, and disputed offshore oil and other
resource rights in those areas.
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Slow and halting Chinese progress toward political reform would
probably serve U.S. interests to some degree, though not as much as
the scenario promising more rapid political and economic progress.
Slower modernization would likely translate into fewer opportunities
for U.S. business in China. Persisting leadership differences would
also continue to complicate closer Chinese interchange with the West.
China would probably continue to value strongly the role played by
the United States in helping China to sustain a balance in Asian and
world affairs against the U.S.S.R. and favorable to Chinese interests.
Such a balance would seem essential as the Chinese grapple with prob-
lems of internal development. Nevertheless, critics of recent policies
may, as in the past, voice dissent about the general orientation of
China’s pro-American policy or complain about some of the com-
promises (e.g., over Taiwan) which China was compelled to make in
order to develop good relations with the United States.
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I. InTRODUCTION

This article deals with past growth patterns, present growth
policies, and future growth prospects in the People’s Republic of
China. It emphasizes developments in the 8 years since the publica-
tion of the Joint Economic Committee’s last volume on the Chinese
economy,' including policy issues involved in Beijing’s preparations
for the Sixth Five-Year Plan, 1981-85. The article also sketches basic
economic trends for the whole span of Communist rule over China,
1949 to date, and discusses the general obstacles to modernization in
the next two decades, out to the year 2000. The article updates
the theme of “strong but erratic cconomic growth” presented in the
author’s previous contributions to the JEC’s China compendia.?

Section II presents the key findings of this survey of China’s
modernization efforts. Section III concerns the disputes over the

*The National War College, Washington, D.C. The judgments in this article do not
necessarilv reflect the judgments of The Natlonal War College, the Department of De-
fense. or the U.S. Government.

1 The Chinese Economy Post-Mao, Washington, D.C., 1978. This volume is hereinafter
referred to as JEC-78

s For a listing of these contribntions, see Arthur G. Ashbrook, Jr.. “China: Shift of
Economic Gears In Mid-1970’s,” JEC-78, p. 209.

(99)
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proper strategy for growth. It emphasizes the unending tension be-
tween ideological purity and practical results, as seen particularly in
the leadership’s vacillating attitude toward private economic activity.
Section IV surveys the chances of maintaining the long-term growth
rates of the past, while Sections V through VIII summarize growth
prospects in the agricultural, industrial, foreign trade, and defense
sectors. Section IX takes a brief look at the relation of scientific and
technological factors to growth. Section X discusses population as the
single most important element in China’s growth picture, and Section
XTI brings in the related subject of living standards. Section XIT con-
siders China’s “second economy,” that broad range of extra-official
activities which are doctrinally embarrassing and economically indis-
pensable. : ' i

A note on terminology : The term “Cultural Revolution” originally
. referred to Mao’s assault on the Party/state bureaucracy in 196669,
when (a) millions of Red Guards helped dismantle much of the
official control structure; (b) industry, transport, and construction
suffered severe short-term interruptions; and (c¢) order was restored
only with the intervention of the army and the rustication of the
youthful revolutionaries. Subsequently, the term was used in a sec-
ond, broader sense to cover the whole ten-year period of political
struggle, 1966-76. This “Cultural Revolution extended” came to a
head in 1976 with the death of Zhou Enlai in January, the Tienanmen
incident in April, the death of Mao in September, and the arrest .of
the Gang of Four in October. Economically, the years 1970-76 were
less damaging than 1966-69. some severe factory disturbances in 1974
and 1976 notwithstanding. Unless otherwise specified, the term “Cul-
tural Revolution” in this article refers to the shorter period, 1966—69.

This article includes information received through May 25, 1981.

II. Kexy Points

1. After an initial burst of overoptimistic economic plans, the post-
Mao government has brought its modernization goals in line with
China’s real needs and available resources. )

2. The government has provided more inputs for the agricultural
sector, raised farm procurement prices, and encouraged private plots
and peasant markets. '

3. Concurrently, Beijing has canceled or postponed major construc-
tion projects, particularly heavy industry projects with expensive
foreign equipment.

4. The People’s Liberation Army, while continuing to improve in
weaponry and discipline, has had to accept a stretchout in its re-
equipment program.

5. Scientists have returned to laboratory and classroom, universities
have restored their admission standards, and gifted students have
gone abroad to master Western technology.

6. The government has reaffirmed the clearcut goal of the popula-
tion control program—one child per family. o

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



101

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

9. These pragmatic programs will help offset factors pushing down
growth rates in the 1980’s, such as diminishing returns in agriculture,
the overloading of transportation and communication facilities, the
dearth of modern accounting and statistical methods, the apparent
spread of cynicism and self-indulgence, and the drawbacks of a Soviet-
type system for running an increasingly complex economy.

10. In particular, the recent peaking of oil production at 2 million
barrels per day (plans had called for 5 million b/d by 1985) will
dampen growth by reducing China’s ability to buy foreign machinery
and technology. :

11. Because of the absence of a charismatic leader like Mao Zedong
and the development of deeper roots for the economy, political turbu-
lance probably will disturb economic activity much less in the 1980’s
than in the first three decades of communist rule.

12. The huge population will remain the single most dangerous
long-term threat to maintaining rapid growth: today’s one billion
Chinese will have increased by at least 200 million at century’s end,
even assuming the success of the government’s population control
program.’ 4

13. In short, while growth rates in China almost certainly will fall
off in the remainder of the century, the new pragmatic policies will
greatly reduce chances of a precipitous decline.

14. The -People’s Republic will realize substantial absolute gains in
agriculture, industry, defense, and science and technology, while re-

- maining far behind the standards of Japan and the leading Western
nations.

II1. EcoNoMIC STRATEGY: ACCENTUATING THE PRAGMATIC

Since 1949, the Chinese nation-state has represented a changing
mixture of ancient cultural values, Maoist revolutionary ideas, and
modern . technological imperatives. Mao in sinicizing the Marxist-
Leninist revolutionary process stressed volutarism (i.e., belief in the
primacy of will), egalitarianism, practice (as opposed to intellectual
theories), and people’s war; he demanded complete subordination to
the Party—though not feeling himself bound by that discipline. Five
years after his death, his successors are interpreting the Great Helms-
man as a gifted revolutionary, uniquely equipped for seizing power
in twentieth century China, but an increasingly ineffective admin-
istrator of power in his old age.® The new de facto chief, Deng Xiaop-
ing, and his associates view Mao’s suspicion of intellectualism and
bureaucratization as barriers to the proper development of produc-
tion and research.

Two of the major roles played by Mao were as (a) the founding
father of ‘a new China, which had “stood up” after a century of
—murrent definitive interpretation of Chairman Mno's contributions and his
mistakes. see the speech by Huang Keching, member of the CCP Central Committee and
permanent secretary of the Central Discinline Insrection Commission. Beliing, Xinghua
domestic service in Chinese. nr translated in FRBIR-CHI, Apr. 13, 1981, K6-17. In the
present article. the symhol FBIS—CHI refers to the Daily Report on China of the Foreign

Broadcast Information Service, distributed by the National Technleal Information Service
of the U.8. Department of Commerce.
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humiliation; and (b) the inspirational leader of a small faction of
ideological purists who promoted such radical campaigns as the
Great Leap Forward and the Cultural Revolution. With Mao’s death
and the downfall of the Gang of Four, economic strategy quickly
began to reflect the vested interests and practical concerns of the
majority of the Central Committee members.

The post-Mao leadership at first badly misjudged the growth poten- '
tial of the economy. The overoptimism culminated in Chairman Hua
Guofeng’s call in February 1978 for grain output of 400 million tons
by 1985 (compared with less than 800 million tons in 1977), steel
output of 60 million tons (compared with 24 million tons in 1977),
oil output of 5 million barrels per day (compared with 2 million b/d
in 1977), and a huge capital construction program involving several
billion dollars worth of foreign equipment. By the end of 1978, the
leadership was forced to recognize the need for a three-year period
(1979-81) of “readjusting, restructuring, consolidating, and improv-
" ing the national economy.” Subsequently, the planners extended the
readjustment period and presumably will specify moderate targets
for the Sixth Five-Year Plan, 1981-85, now under discussion. (The
annual economic plan continues to be the operational plan under
which specific production oals, enterprise quotas, material balances,
construction schedules, and financial allocations are worked out.)

The Chinese thus have revised their economic strategy to overcome
the problems of “a national economy of high speed, high accumulation,
poor results, and low consumption.” * They plan to run the economy
less tautly and to increase consumption as a share of gross national
product (GNP) at the expense of investment and defense. Of the
“four modernizations”,’ agriculture is to have the highest priority
and defense the lowest. Industry is being geared to (a) supply more
products to agriculture; (b) furnish more textiles, bicycles, TV sets,
and other goods to the consumer; and (c) provide more ample sup-
plies of energy. With the construction program being substantially
reduced, the industrial sector no longer will press the production of
steel and machinery items. The upshot has been (a) a 25-percent
drop in 1980 in investment covered by the national budget, and (b)
a reduction in the past two years of aggregate investment as a portion
of GNP, from a guesstimated 30 percent back down to 25 percent.’®

The reduction in the economy’s speed and rate of accumulation,.
the Chinese economists argue, will ease steel shortages even though
steel imports drop and domestic steel production levels off. Through-
out the economy, “poor results” will be replaced by “good results”
in quality of output and timely completion of construction projects.
“High consumption” will follow from the rationalization of the pro-
duction process and the trimming of allocations for investment and-

defense.

19‘s?e§iqng' Honggi (Red Flag), No. 6, Mar. 18, 1981, as translated in FBIS-CHI, Apr. 7,
5 Tn his major speech of January 1975, Premier Zhou Enlal had called for the trans-
formation of China into a modern socialist nation by the year 2000 through the moderni-
zation of agriculture. industry, defense, and science and technology.

o While we can confidently say investment will drop to a lnwer (still very high) level
as a share of GNP, we do not vet have precise estimates. The Chinese have heen saying
that “accumnlation’ as a percent of Marxist-style national income was pushed up to 36.6
percent in 1978, that is, before the readjustment in economic ro'iev. For a discussion of
investment as a share in national income. see the renort of Beiilng, Xinhua domestie
service, May 15, 1980, as translated in FBIS-CHI, May 20, 1980, L9-12.
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The readjustment in priorities and plans, however, will relieve
China’s economic problems only if Party and state leaders can operate
effectivelv within the limitations of the centrally planned economic
system. The leadershin recognizes the inconsistencies in its ecoromic
management policies. It proposes to tighten central allocation of raw
materials, closely regulate loans for construction projects, standardize
the accounting and statistical systems, and curb the pavment of ex-
cessive bonuses. Yet it simultaneously proposes to allow more leeway
for local government organizations and enterprises to adjust produc-
tion to local conditions. Furthermore, the regime has been openly
recognizing the usefulness of a complementary economy of small-scale
producers, whose activities are essentially beyond the scope of the
plan. For the remainder of the decade the leadership will be steering
between these conflicting objectives.

TABLE 1.—CHINA: ECONOMIC RESULTS, 1949-80

. - Foreign trade Consumer welfare
Period Overall results Industrial results  Agricultural results  results results

1949-52: Re- Return to pre- Reactivation of idle Return of fields to imposition of strict End of civil war,

habilitation. Communistlevel  capacity as fight-  operation; elimi-  government con-  gross starvation,
of economic ing ends and nation of land- trols and switch and inflation;
activity through  flow of raw lord-gentry to Communist rekindling of
imposition of materials re- class; land trading partners.  hope; distribu-
‘‘economic {aw sumes. given to peas- tion by ration.
and order’’. ) ants.

1953-57: Ist 5-yr  Successful buildup Increase in ca- Gains in output Growing volume,  Stabilization of
plan. of industrial pacity/output from resources with basic prod-  living standards

base under steel, coal, already in sec- ucts being ex- at Spartan but

Soviet-style cement, electric tor; collectiviza-  changed for improved levels;

plan and with power, and ~ tion in stages. Soviet machin- tying of individ-

Soviet aid. s‘|‘r_nple ma- ery. ual to job.
chinery,

1958-60: Great Disastrous over-  Ruinous rise in Bumper 1958 Sharp spurt, then  Near starvation,
Leap Forward. strain of econ- factory quotas crops. then big drop caused by collapse of mo-

omy in attempt  and work pace, drop, 1959-61; collapse of do- rale when Leap
to double indus-  with deteriora- poor weather mestic y.  fails; dissent
trialization pace; tion in quality. 1ll-fated com- extended to
end of Soviet munes, imprac- army rank-and-
aid. i tical policies. file.

1961-65: Readjust- Quick-footed re-  Rationalization of  Quick return to Shiftto Japan and  Restoration of liv-
ment and re- covery of eco- output; invest- growth via better  Western Europe ing standards to
covery. nomic balance ment focused on  weather, smaller  as suppliers of Spartan levels;

by retreat from oil, elect:onics, farm units, industrial im- ban lifted on
Leap Forward agricultural-sup-  massive inputs. ports. private plots.

gort branches.

olicies.
1966-70: 3d S-yr Cuftural Revolu- harp dip in Continued growth Temporar}/ dip be- Maintenance of liv-

plan. tion (1966-69) industrial out- on basis of gen-  cause of disloca-  ing standards
break in indus- put, 1367-63; erally good tions in planning  despite turmoil;
trial momentum  gains in capacity = weather and and production. private plots
due to political continued. ever-mounting undisturbed;
turmoit. inputs. higher education
i wrecked,
1971-75: 4th 5-yr  Resumption of Gains in capacity/ Further basic ad- Resumption of Gradual gains in
plan. economic growth  output; oil a vances in inputs  growth in line diet, clothing,
except for polit-  star peiformer; of labor, irriga- with domestic housing, dur-
ically related lag in coal and tion equipment, gains; cautious ables, health,
. interruptions, steel; factory seeds, and fer- use of credit. wo-king conJlf
e.g., in 1974, disorders. tilizer. tlcnsi)ropulatlon
. control progiam.
1976-80: 5th 5-yr Infighting attend-  Marked shift to-  Continued growth .0 bitious Continued welfare
plan. ant on death of ward light in- in output; higher  orders for West-  gains but short
Mao and Zhou; dustry; peaking farm prices; ern equipment of expectations;
attempt to pro- of oil output; gradual rise in 1o spur modern-  wage increases;
mote “‘four Western tech- technical level. ization; too large  population
modernizations.”’  nical support. to be absorbed. growth on down-

trend,
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; TABLE 2.—CHINA: MAJOR ECONOMIC INDICATORS, 1949-80 [REV. AUG. 14, 1981]

i GNP GNP Agri- Grain Grain Steel Coal  Oil output Percent
‘ (billions  Population  Population per capita cultural output output Industrial output . output (millions  trade with
3 of 1980 midyear increase 1980 roduction  (millions of per capita roduction  (millions of (mllllons of of barrels  Communist
Period dollars) (millions) (percent) dollars) 1957=100) metric tons)  (kilograms) 1957=100) metric tons) metric tons) per day) countries

* 1949-52: Rehabilitation: .
: 1949 71 [k S 131 53 111 205 20 0.16 32.4 0.002 Negligible
] 86 547 - 1.77 158 64 130 235 27 .61 42.9 .004 29
: 100 558 1.95 179 72 141 250 38 .90 53.1 . 006 51
1 118 570 2.11 206 84 161 280 48 1.35 66.5 .003 70
| 123 583 2.23 211 84 164 2718 61 1.77 69.7 012 68
127 597 2.42 213 84 166 275 70 2.22 83.7 016 VL]
140 612 2.50 229 94 180 291 73 2.85 98.3 019 74
150 626 2.40 240 97 188 297 88 4.46 110.4 023 66
159 642 2.46 248 100 191 294 100 5.35 130.7 023 64
1 180 658 2.46 274 103 196 295 142 11.08 230.0 045 63
; 170 672 2.25 253 83 171 252 173 13.86 300.0 074 69
| 156 682 1.38 228 67 141 206 181 18.66 280.0 10 66
| 125 682 01 183 69 146 215 105 8 170.0 1 56
| 140 682 205 79 163 238 111 8 1) 12 53
| 158 692 1.53 228 86 175 250 134 8 1) .13 45
: 182 712 2.93 256 98 194 268 161 9.6 2140 18 33
| 203 736 3.33 276 101 194 260 199 12.2 232.2 23 30
‘ 232 759 3.04 306 114 220 286 232 15 271.4 29 26
226 780 2.86 290 120 230 291 202 10 190.0 28 21
228 802 2.79 285 115 221 272 221 9 235.8 30 22
252 825 2.87 305 119 230 275 266 16 281.6 43 20
1 282 848 2.82 333 126 243 283 316 17.8 327.4 60 20
| 301 871 2.64 345 130 246 279 349 21 353.6 77 23
} 312 892 2.40 350 126 240 266 385 23 376.5 90 21
* 351 912 2.23 385 141 265 2 436 25 398.1 1.14 17
| 364 931 2.14 391 146 275 292 455 21 40).0 1.36 17
| 388 950 2.01 408 148 284 296 502 24 478.0 1.54 16
| 395 967 1.79 408 152 286 293 508 20.5 483.0 1.74 18
‘ 429 982 1.60 437 155 283 286 581 23.7 550.0 1.87 16
| 47 997 1.53 48 169 305 303 659 31.8 618 2.08 14
3 520 1,012 1.50 513 1 332 326 716 34.5 635.0 2.12 12
| 1980 - _TTTTITTT 552 1,027 1.46 538 188 320 309 778 37.1 620.0 2.12 12

1 Not available,

¥01
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IV. GNP: MamxTainiNne GrowrH

The People’s Republic of China has posted an impressive overall
growth record. It has provisioned a huge and rapidly growing popu-
lation, channeled a large fraction of output to the swift expansion
of industrial capacity, and mastered ever-increasing amounts of post-
World War II technology. In contrast to most other developing coun-
tries, China has steered clear of massive foreign debt, prevented
uncontrolled migration into urban areas, devised a practical rural de-
velopment and employment strategy, and established domestic pro-
duction capacity for a variety of modern armaments. _

On the minus side, political turbulence has interrupted growth,
notably during (a) the Great Leap Forward (1958-60) when the
country was brought to the brink of starvation and the downfall of
the revolutionary government, and (b) the Cultural Revolution (1966—
69) when industrial development dipped sharply and the universities
were_closed. Furthermore, the economic record has been marred by
problems endemic to Soviet-style economies such as shortages of raw
materials and transport, the pile-up of unusable goods, delays in
finishing construction projects, large-scale falsification of statistics,
and concealed inflation.

Table 1 divides the first 32 years of the People’s Republic into seven
periods and summarizes economic results for each period by major
sector of the economy. Table 2 provides a number of basic economic
time series for the 32 years. These tables give an accurate picture of
general trends in the Chinese economy, even though many of the abso-
lute numbers lack precision and even though the GNP numbers have
a moderate upward bias. Appendix B deals in more detail with the
problems of Chinese economie statistics.

The final year of the First Five-Year Plan, 1957, serves as a balanced
base year for looking at Chinese growth rates. Growth rates, 1958
80, are approximately as follows: GNP, 5-6 percent; industrial pro-
duction, 9 percent: agricultural production. 2-8 percent ; and popula-
tion, 2 percent. This general pattern of growth is typical of com-
munist countries— high rates of growth in industrial output and
investment in contrast to low rates of growth in agricultural output
and consumption. Under these circumstances, consumers normally
find supplies of consumer manufacturers increasing more rapidly than
food supplies, and planners have to supplement domestic food pro-
duction with food imports, even in good crop years.

China has formidable assets for maintaining solid growth in the
1980s—the natural resources of a superpower. a homogeneous and
industrious population, and a culture emphasizing education and
organizational skills. Moreover, China has the perverse advantage of
lagging one or two generations behind technologically, which gives a
continuing potential for large catch-up gains.

At the same time, China will face intensified population pressures
on food supplies, greater costs in producing raw materials and fuels
(notably oil), and a pressing need to upgrade communication and
transportation facilities. In addifion to constraints arising out of its
own unique domestic problems. China also will be affected by the ad-
verse global trends that are bringing to an end the extraordinary
post-World War II spurt in growth rates.

87-199 0 - 82 - 8



106

China’s readjustment strategy for the early 1980’ seemingly will
lower growth rates because investment is being curtailed as a percent
of GNP and imports of foreign equipment and technology are being
sharply cut. Growth rates, however, may not be hurt by this strategy
per se since the economy has not been digesting the higher flow of
Investment and since an emphasis on consumption goods may stim-
ulate the productive effort of worker, peasant, and bureaucrat. A
second consideration softening the downward pressure on growth
is the expected absence of big swings in the economy touched off by
political turbulence. Political conflict should be less violent than in
Mao’s lifetime, and the economy, having obtained a momentum of its
own, will be less vulnerable to political shock.

In the absence of a major war, the People’s Republic probably will
experience reasonably strong growth in the forthcoming decade but
at rates drifting down below the average Chinese rates of the past two
decades. This conclusion is consistent with the middle path of three
alternative paths for the 1980’s, as summarized below:

The high path: Characterized by a give-and-take political consen-
sus,” rapid rationalization of industrial and construction activities,
good crop weather and further permissive rural policies, large-scale
import of grain and relevant technology on bargain credit terms, low-
profile defense allocations, rapid increase in technical training, and
strictly administered population control measures.

The middle path: Characterized by political infighting and occa-
sional changes in economic guidelines, partial success in rationalizing
industrial and construction activities, average crop weather and the
current level of permissiveness in rural policies, middle-level import
of grain and technology on moderate credit terms, medium-profile -
defense allocations, steady increase in technical training, and a spot-
tily administered population control program.

The low path: Characterized by new ontbreaks of political tur-
bulence and major zigzags in economic policies, failure in reducing the
wastes and delays in industry and construction, a series of poor crop
years and a tightening of controls over private rural activities, low-
level import of grain and technology with resultant pressure on
domestic resources, high-profile defense allocations, slow pace in

technical training, and loss of drive in population control matters.?

V. AgricorTure: FicutiNg OFr DIMINISHING RETURNS

The agricultural sector, operating since Mao’s death within an es-
sentially stable organizational and technological framework, has kept
pace with the needs of a growing population. Except for the important
element of land acreage, inputs of productive factors have steadily
increased: (a) the numbers, physical health, and skills of labor have
continued to grow; (b) the tremendous task of maintaining and ex-

7For a discussion of alternative political paths, see Alan S. Whiting, “China and the
Superpowers : Toward the Year 2000.” Daedalus, fall 1980, pp. 97-114.

80f course, the general growth results of the middle path are likely to come, not from

the attainment of in-between results in all sectors, but rather from the averaging of a
few successes, a few partial successes. and a few failures.
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tending water control facilities, backed by equipment and materials
from the industrial sector, has moved along on a broad scale; (c)
additional quantities of fertilizers and improved seeds have been 1n-
troduced and in a more effective manner; and (d) the Chinese have
begun the re-building of the scientific and technological program in
agriculture following a decade (1966-76) of ideological attacks on ed-
ucational and S&T organizations.

Output of grain in the past five years has moved from slightly less
than 300 kilograms to slightly more than 300 kilograms per capita.
Short-term weather conditions continue to dominate production re-
sults; however, a gradual narrowing of fluctuations along a rising
trend line is presumed for the 1980’s because of further improvements
in water control facilities, in management, and in the application of
S&T in the sector.

The post-Mao years have witnessed a cautious expansion of private
plots, rural markets, and household handicrafts, an expansion likely to
be given positive support in the Sixth Five-Year Plan period. Private
plots account for roughly 5 percent of farm acreage now, some com-
munes permitting as much as 15 percent in private acreage. Other sup-
plemental rural activity—which has excellent prospects because of the
large amounts of available labor and the support of pragmatic official
policies—includes the growing of industrial crops, rural industry, live-
stock-raising, aquaculture, and forest products.

The Beijing regime has pulled back from the irresponsible agricul-
ture targets announced in 1978 and has adopted policies that provide
enough resources and incentives to ensure considerable aggregate
growth in the 1980s—but not much growth in per capita food supplies.
The Maoist policies favoring mammoth agricultural production units,
egalitarian distribution of product, and wholesale mechanization have
been shoved aside by policies providing for smaller units, higher pro-
curement prices and other material incentives, and selective mechaniza-
tion to raise yields rather than to save labor. Under a so-called “pro-
duction responsibility system” more than half the production teams
are assigning fixed production quotas to small groups and allowing the
groups to retain above-quota output for their own use. Beijing, al-
though constantly tempted to reassert central control and ideological
discipline in agriculture, seems to be recognizing the irrationality of
using its scarce administrative resources for detailed management of
more than 800 million rural people.

Because the pre-Communist Chinese had over the centuries pushed
agricultural production out to very difficult terrain with desperate
skill, the PRC today has little prospect of adding more land to feed the
now doubled population; the development of new acreage for agri-
culture is being offset by the preemption of existing farmland for fac-
tory sites, new rail lines, housing construction, and military facilities.
Although the Sixth Five-Year Plan probably will call for considerable
output gains from the completion of water control projects, most of
the land best suited for these projects already has been brought under
production.
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V1. InpusTRY : LIGHTENING THE PRIORITIES

As part of the readjustment policy announced in early 1979, Beijing
moderated the pace of industry and abruptly shifted emphasis from
heavy to light mndustry. Official figures for industrial growth reflect
the change 1n policy: ~ '

[Percent gain over previous year]

Yearv Total industry Heavy industry Light industry

1

—

1978 . 13.
1979 8.
1980, e e - 8.

5.
7.
1L

=~

0.
9.
8.

~Nen
+= oo

—

The leadership was reacting to signals of serious overloading and
misdirection in industry, such as growing shortages of raw materials
and power, the pile-up of unwanted goods in warehouses, and con-
tinued lags in construction timetables. The industrial readjustment,
which is to extend at least through the end of the Sixth Five-Year
Plan period in 1985, has the following features: ‘

1. A drop in growth rates in heavy industry and a sharp rise
in growth targets in light industry, to help ease shortages of
power and industrial raw materials, to add to immediate con-
sumer satisfaction, and to provide new jobs for youth,

2. Within heavy industry, a lesser emphasis on steel, machin-
ery, and military goods, and a greater emphasis on energy, equip-
ment for the agricultural sector, and consumer electronics.

3. A renewed effort to slash the volume of resources tied up in
uncompleted construction projects through reducing the scope
and funding of the construction program.

4. Increased vocational training in middle school curriculums,
to meet the needs of industry for technicians and to reduce the
number of jobless middle school graduates.

5. Another attempt to improve industrial management in the
face of tensions between the need for decentralized decisionmak-
ing based on local conditions and the need for tighter centraliza-
tion to prevent excessive competition for raw materials and
duplication of industrial capacity.

These measures should reduce shortages, improve living conditions,
and lay the groundwork for solid long-term growth. Because growth
is now from a larger base and because easy growth opportunities are
harder to find, growth of industrial output in the 1980’s will fall con-
siderably short of the 9-percent long-term average. Economic plan-
ners worry especially about the effects of the leveling-off of oil and
coal production. Oil output had jumped from 200 thousands barrels
per day in 1965 to 2 million b/d in 1978. After Mao’s dcath, the
authorities had been talking of output reaching 8 million b/d in 1980
and 5 million b/d in 1985; instead, production has leveled off at 2
million b/d. Coal production, which had risen to more than 600
million tons a year from 200 million tons in 1965, fell slightly in
1980 and will be held back by the long-time failure to develop new
fields. Oil then will not be financing large imports of capital equip-
ment in the near term, and sizable investment resources will be
diverted to restoring growth in oil and coal.
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VII. ForergN Trape: Broapening INTERNATIONAL TiEs

If foreign trade were viewed solely as an instrument to raise growth
rates, the PRC would (a) sell raw materials, processed foods, labor-
intensive manufactures, and tourist services; and (b) shop in world
- markets for the best buys in basic foods, industrial materials, medium-
technology machinery, high-technology educational and consulting
services, and low-interest loans. Other considerations of course enter
into Beijing’s calculus—the great weight given to the idea of China
as a proud self-suflicient nation, the state of political relations with
customer and supplier countries, the prestige of having the most ad-
vanced technology, and the trade-off between sending brilliant stu-
dents to foreign universities and exposing them to the lures of capital-
ist societies. The new readjustment policy takes all these foreign trade
factors into account—with an improved perspective as to how rapidly
and how comprehensively foreign trade can contribute to China’s
modernization over the next two decades.

Because of the overambitious extension of the construction front, the
leadership has moved in the last two years to cancel or postpone sev-
eral billion dollars worth of contracts on foreign-assisted projects at
various stages of implementation. On the export side, China has ex-
plicitly recognized the importance of identifying labor-intensive food-
stuffs, manufactures, and handicrafts with good world market po-
tential; Beijing has okayed dozens of co-operative agreements with
foreign firms involving a variety of arrangements on the furnishing
of labor, raw materials, technical expertise, and marketing services.
Another potential source of exparided foreign exchange earnings is
the China Building Engineering Corporation whose workers build
hospitals, housing units, hotels, and restaurants in foreign countries.?

The P.R.C., able to allocate one-fourth of domestic output to in-
vestment, has had no need to adopt the classical development model
of borrowing from abroad to build up capital plant. In any case, the
People’s Republic has traditionally avoided foreign indebtedness. This
reluctance, born of nationalistic pride and a conservative financial
bent, has now been reinforced by the realization that costly foreign
equipment sometimes yields little benefit. Finally, China has broad-
ened its participation in the global economic system by joining the
World Bank, the International Monetary Fund, and other interna-
tional organizations, thereby gaining access to loans on favorable
credit terms.

Foreign trade may be expected to support Chinese growth in the
1980s through (a) the continued supnly of low-cost food to cities of
the north and east and (b) the provision of machinery and technology
at the cutting edge of the modernization effort. The readjustment
policy already is winnowing out imports of slight benefit and increas-
ing foreign exchange earnings from activities in which China enjoys
considerable comparative advantage.

? For a short account of this corporation. see Beljing, Xinhua domestic service. Mar. 21,

1981, as translated in FBIS-CHI, Mar. 24, 1981. A4. This account probably overstates
the achievements, as opposed to the potential, of the corporation.
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VIII. MiLrrary SECTOR: DEFENDING THE PERIPHERY

The Chinese leadership has sided with those urging low-key
modernization of the People’s Liberation Army until the underlying
industrial and scientific bases have been stren hened.’* Even under
the new budgetary constraints, however, the PLA will continue to

improve in firepower, mobility, and communications. Over the coming
decade, the PLA will remain a formidable defense force, composed
mainly of tough, well-disciplined infantry. Of course, the U.S.S.R.
will also be strengthening its armed forces, and the Chinese probably
will fall farther behind the Soviets in relative military strength.
‘Weapons in production and inventory in China will remain one or two
generations behind those in use in modern military establishments. In
all branches of the military services, China will continue to have dif-
ficulties in introducing the next generation of weapons into serial
production. v

The PLA is a labor-intensive force in a economy where. unspecial-
ized labor has low opportunity cost and where (roughly) only one of
ten males reaching military age needs to be taken into the armed
forces. Although military service no longer enjoys its former stand-
ing as the most attractive alternative open to the great majority of
Chinese youth, the PLA almost certainly will have little trouble in
annually inducting one million volunteers of rude health, complete
political loyalty, and basic educational attainments. With the restora-
tion of China’s educational system, a new emphasis on vocational
training in the middle schools, and its own training activities, the
PLA should steadily upgrade its average level of technical skills in
the 1980%. Later, when the economy can support increased military
production, the PLA will be better able to absorb the new equipment.

As the result of the shattering of much of the Party/state bureau-
cracy during the Cultural Revolution, 1966-69, and the intervention
of the military to preserve social order, the PLA began to exert more
influence in the setting of national policy. Expenditures on defense
sharply increased in 1970-71. With the reassertion of civilian control,
however, military spending was cut 10 to 15 percent in 1972 and then
crept up an average of one or two percent in the next several years.
As part of the current readjustment program, the Chinese govern-
ment cut the overt 1980 military budget to 19.3 billion yuan, down
from the 22.3 billion yuan reported for 1979. The 1979 figure was 2.0
billion yuan above plan, presumably because of the incursion into
Vietnam. Budgeted outlays were to be further trimmed in 1981, by
an unspecified amount. Aggregate military spending today is roughly
the same as in 197071 when China’s GNP was little more than half
the present level. In the Sixth Five-Year Plan period (1981-85),
military spending probably will expand less rapidly than GNP as
the leadership rationalizes industry and channels resources toward
consumption. Purchases of weapons from abroad probably will be on

o small scale and feature items useful against an invader, such as
anti-tank guns and air defense systems.

1 For an excellent account of the strategv. equipment. and status of the PLA, see
Angus M. Fraser, “Military Modernization in China,” Problems of Communism, September-

December 1979, pp. 34-49.
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IX. Scence AND TEcHNoLOGY : MOBILIZING BRAINPOWER

The rebuilding of academic standards throughout the whole educa-
tional system, the restoration of scientific laboratories and the flow of
scientific information, the recent emphasis on strengthening technical
training in the middle schools, and the dispatch of several thousand
top-drawer students to leading universities in Japan and the West
together constitute one of strongest growth factors for the 1980’s.
The modernization of science and technology offers unique opportuni-
ties for high percentage gains since in this area the Chinese have
been using the smallest fraction of their potential. In 1980, for exam-
ple, only 285,000 of the 3.3 million candidates taking the examina-
tions were admitted to the universities—and the 3.3 million had sur-
vived a previous round of examinations.™ :

Over the next decade we should see rapid growth in the number of
doctors, nurses, scientists, economists, statisticians, legal personnel,
and technicians of various skill and the production of greater quanti-
ties of measuring instruments, computers, and other advanced equip-
ment of use in both civilian and military programs.

Higher-than-average growth in science and technology is made
feasible by (a) the low starting point, a legacy of the ten years of
the Cultural Revolution; (b) the motivation of China’s young and
ambitious population; and (c) the potential for comparatively inex-
pensive gains from foreign sources of technology. China will still be
reaping the advantages of being behind.

X. PororaTioN : STEMMING THE Froop

The birth of the next child has the greatest negative externalities of
any event in China today. The population—which has grown from
half a billion people at the time of the founding of the P.R.C. to 1
billion today—will further increase over the next two decades by a
number. equal to the present population of the United States, even
assuming the current population control program is steadily pushed.

The bits and pieces of population data released by the government
are not internally consistent, and Beijing recently admitted that lower
level bureaucrats have frequently underreported the population in their
jurisdictions to conform with the goals of the population control pro-
gram.’* In early 1980, Chinese demographers made computer projec-
tions of the P.R.C. population, using their shaky data with a 1978 base
of apparently 960 million people.’* Their results illustrate the im-
portance of the population issue:

Population in .
year 2000
(billions) Peak population (billions)

Number of children per woman of childbearing age:
3 1.414 No peak (would be 4,260 by year 2080).

2.3 (going rate). 1.282  Not given.

2 1.217 1.539inyear 2052,
1.5 1.125 1.171inyear 2027,
1 11,054 1,054 in year 2004,

11in the year 2004.

L;;F&rls AFP dispatch in English, Dec. 2, 1980, reprinted in FBIS-OHI, Dec. 3, 1980,
1 For recent Chinese revelations of statistical malpractices, see Appendix B.
13 For details on the computer runs, see Beljing, Xinhua domestic service, Feb. 13,
1980, as translated in FBIS-CHI, Feb. 15, 1980.
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The population series used in this article, and presented in Table 2,
is a medium-level series prepared by the U.S. demographer, Dr. John
S. Aird; the series has a 1978 figure of 997 million and a year 2000
figure of 1.282 billion, by coincidence the same as the year 2000 figure
in the second Chinese series, above, but calculated from a different
base.!* Regardless of the precise numbers, one point stands out. The
momentum in the huge Chinese population is the key to the ultimate
outcome, that is, a difference of a “mere” 100 million in the turn-of-
the century population can foreshadow a difference of several billion
in the peak population or a failure of the population to peak at all.
(China’s food supply system presumably would be overwhelmed before
the multi-billion populations spewed out by the computer for the late
twenty-first century would ever come into being.)

The rationalization of economic policy in the post-Mao era, includ-
ing the dramatic readjustment of goals in early 1979, has led to the
following situation in the population arena:

(2) The promulgation of a clearly understandable goal: One
child per family. So far, two children per family have had to be
tolerated as an interim concession to public feeling but the crack-
down on going beyond two has become increasingly severe; Com-
munist cadres in violation have been reduced in rank in some fla-
grant cases. The regime hopes that by 1985 substantially all births
will be first-child births.

(b) An increase in support of the program at high levels of
government, as old-line economic administrators return to power.

(¢) The bolstering of the bureaucratic support structure for
population control, including the establishment in March 1981 of
a State Family Planning Commission under the State Council,
with Vice-Premier Chen Muhua as the woman in charge.

(d) Increased attention to the problem of guaranteed care for
the aged so that fears of an unsupported old age will be lessened
as a factor increasing the number of children.

(¢) The use of technical resources to provide a variety of birth
control methods to cover the range of population from sophisti-
cated city dweller to unlettered peasant.

(f) A gradual coming together of individual and national goals
in limiting population, as the modernization process increases the
number of people economically motivated to delay marriages and
have smaller families.

(¢9) The scheduling of a new census for 1982 to place demo-
graphic statistics on a firmer base.

While the goals and measures appear promising, administrators
at the highest level have been tied up with problems of the political
pecking order, differences over economic policy, and handling a large
volume of foreign relations. Administrators at lower levels have to
divide their scarce time among a host of national campaigns’® as
well as the daily details of operating a centrally planned economy.
The Guandong provincial radio service quotes,’® unfavorably, a lead-

1 For information on Aird’s series, see Appendix A.

15 About a year ago, for example, the cadres were also pushed on campaigns to (a) curb
fllegal publications; (h) prevent theft of state property in factories and at the con-
struction sites: (c) protect the environment: (d) eliminate the award of undeserved
bonuses; (e) prevent illegal emigration and in-country migration; (f) conserve energy

in general and fuel oil in particular; and (g) reduce industrial accidents.
16 Beljing, Xinhua, Feb. 4, 1981, in FBIS-CHI, Feb. 6, 1981, L25.
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ing bureaucrat in a prefecture who openly said: “There are so many
central tasks right now, I am not quite able to handle them all. How
can I find the extra time and effort to deal with planned parenthood
work? It is sufficient if the planned parenthood departments handle
the matter alone.”

Furthermore, the program must overcome the effects of the unfa-
vorable demographic structure; 65 percent of the population is under
30 years of age, and annual cohorts of more than 30 million will be
moving into the child-bearing years in the 1980’s. )

Finally, the slightest enthusiasm for Malthusianism continues to
be bad form in official circles. A Beijing broadcast last year, for
example, after noting some alarming figures on per capita amounts
of land and surface water runoff, declared : “In working out statistics,
we are certainly not preaching the reactionary Malthusian popula-
tion theory.” ' A second recent report told of the work of two pop-
ulation research groups which simultaneously came up with a (sup-
posedly non-Malthusian) figure of 700 million as the ideal size of the
Chinese population 100 years from now.® China can use a lot of
Malthusianism, even while exorcising the naughty word. -

XI. LIVIN(I} Stanparps: Wanting More Now

Against a long-term background of neglect, the past three years
have seen a wide range of improvements in the consumer’s lot in
China. Real incomes have gone up in both city and countryside. Grain
output has moved above 300 kilograms per capita. Clothing is better
in color and variety, and tailoring and repair services have improved.
Although urban housing remains crowded, millions of families have
moved into better quarters; each year roughly 5 percent of peasant
families build new houses, and many others improve their housing
through their own labor and local materials. The medical and educa-
tional systems have largely recovered after ten years of attacks from
leftist ideologues. Consumer durables have been perhaps the brightest
spot: not only have the “old important things” (wristwatches, radios,
bicycles, and sewing machines) come out in greater volume but also
“new important things” (TV sets, tape recorders, washing machines,
and electric fans) have become available in mass volume, The authori-
ties have encouraged individually operated vending and repair serv-
ices both to increase consumer well-being and provide jobs for the
15 to 20 million uhiemployed urban young people.

Since the new pro-consumption policies call for more freedom in
petty economic enterprise and for much greater reliance on material
incentives, income will be less evenly distributed. So long as the output
of consumer goods continues to rise rapidly,'® the government authori-
ties ought not to find this a difficult issue. More troublesome is the
tendency of expectations to outrun the possibilities of fulfillment. The
maintenance of social order also will require an increasing amount of

17 As reported in FBIS-CHI, May 20, 1980, P1.

18 Beljing, Xinhua Domestic Service, Feb. 10, 1981, in FBIS-CHI. Feb. 11, 1981, L19.

19 For the first quarter 1981, Beljing claimed production of 6.2 million watches (25.6
percent more than In first guarter 1980), 3.6 milllon bicycles (up 23.5 percent). 2.1 mil-
lion sewing machines (up 22.5 percent), 9.9 million radio 'sets (up 91.3 percent), and

826,000 TV sets (up 87.2 percent). Xinghua, Apr. 11, 1981, as translated in FBIS—CHI,
Apr. 13, 1981, K19.
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resources; crime, illegal movement of people, cynicism and loss of
ideological faith, and withdrawal from collective activity will prob-
ably all increase in the new plan period.

The long-term growth rate of consumption, 3 percent per capita,
should continue. GNP growth probably will drift down from its long-
term level of 5-6 percent, but. population growth also has been moving
down. Furthermore, per capita consumption will benefit from a one-
time gain of up to 10 percent as the investment and defense shares of
GNP are cut.

Like other communist governments in the USSR and Eastern
Europe, the Chinese have found it easier to raise money wages than to
ticket additional resources for the consumer sector. In addition to
major increases in the basic pay scale since Mao’s death, an upward
creep in workers’ grade levels and wholesale grants of bonuses have
boosted money wages far bevond gains in consumer goods. The result
has been higher interest rates, an upsurge in urban and rural bank
deposits, and attempts to stem the rise in money incomes.?’ In the
meantime, the government has passed along to the consumer much of
the rise in money wages and state farm procurement prices; consumer
prices, according to Beijing, rose 7.1 percent in 1980.

XTI. Tue SEconp EcoNomY : FILLING THE INTERSTICES

1In their appraisal of the operating efficiency and growth prospects
in centrally planned economic systems, economists rightly are giving
increased attention to “the second economy”—all economic activity
outside official channels, whether it be legal, quasi-legal, or illegal. The
growth of an extensive second economy is a natural reaction to the
command economy with its tautness, its lags. and its gaps. It is also a
natural reaction to the monopolization of choice goods and jobs by
the ruling in-group.

For China, with its vast distances and widely varying climatic and
terrain conditions, the second economy helps sort out local supply and
demand forces that the harried central anthorities can neither com-
prehend nor address. Hence, the wisdom of permitting the expansion
of private plots, markets, and handicrafts in the countryside and en-
couraging the formation of petty enterprises in the cities to furnish
services and amenities outside the bureaucratic ken.?! Individuals may
draw family members into the business and, in the case of technical
trades, take on one or two apprentices.

The pragmatists in charge in Beijing now recognize the potential
for improving daily life by using resources that can make little alter-
native contribution to China’s output. Retired people or youths with-
out jobs are now urged to set up individually operated enterprises in
the repair, handicraft, catering, barbering, construction, transporta-
tion, and retail trades.?

20 In March 1981, the Chinese government announced the issue of 10-year treasury
bonds as an imrortant new anti-inflationary measure. The honds, which carry 4-percent
interest, are designed to absorb the surplus funds of state and collective enterprises,

overnment units at all levels, PLA units, and well-off rural communes and brigades.

onds with a total value of 4 to 5 billion vuan are to be issued in 1981. For a descrintion
of the new treasury bonds. see the Xinhua domestic service broadcast, Mar. 8, 1981, as
reported in FBIS—CHI, Mar. 9. 1981, L33-38.

1 For a classic account of the second economy in the U.S.8.R., see Hedrick Smith,
“The Russians,” 1976,

32 For a nuts-and-bolts lst of small enterprises deemed suitable by the authorities
in one province, see Appendix C.
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A less wholesome aspect—yet in some instances an economically
efficient aspect—is the use of government property for private pur-
poses, as when well-placed officials: (a) take government cars to visit
friends and relatives; (b) occupy apartments assigned on the records
to somebody else; (c) throw big parties and charge them to the gov-
ernment; (d) arrange job assignments for relatives or confidants out-
side the regular labor allocation channels; and (e) accept gifts and
bribes and deal through backdoor channels for scarce goods.??

A freer second economy in China in the 1980’s will aid growth by
reducing the workload of economic planners and administrators, ,
getting production from otherwise unused resources, and improving
daily life in a number of little ways. Its greatest disadvantage lies in
the diversion of raw materials away from state enterprises. The au-
thorities are trying to limit damage through a more careful licensing
of individual enterprises and new regulations on the flow of raw ma-
terials—a major example of the tension between centralizing and de-
centralizing forces in China’s economy today.

AprpEnDIXx A. SoUrces For TABLES

Table 1 (China : Economic Results, 1949-80) is an updated version
of Table 1 in the author’s previous article for the Joint Economic
Committee (JEC).2¢

Table 2 (China: Major Economic Indicators, 1949-70) is an up-
dated version of Table 2 in the anthor’s previous JEC articles.?s
Three vears, 1978-80, have been added: the dollar figures for GNP
and GNP per capita have been put in 1980 dollars through use of the
U.S. GNP price deflator index: columns have been added for coal
and oil output; some of the grain estimates have been changed (par-
ticularly for the lean years, 1959-61) on the basis of later informa-
tion ; and the Jatest available numbers for Robert M. Field’s industrial
production index have been used. The population series is the inter-
mediate model developed by John S. Aird in the JEC-78 volume ?*
and slightly modified by him on the basis of new information; the
series on grain output per capita was calculated on the basis of year-
end population figures. The steel, coal, and oil columns in the table
are derived from Chinese data. The final column, percent trade with
communist countries, is based largely on trading partner informa-
tion. The piecing together of information on the Chinese economy
in this table has been largely the work of analysts in the Central
Intelligence Agency.

ArPENDIX B. REFURBISHMENT OF THE STATISTICAL SysTEM

The post-Mao government has lifted the highly effective statistical
blackout imposed in 1960, announced the:publication of an economic

2 This list of 1llegal acts hy government officlals comes from a broadcast of the Jinan
Provincial service, as reported in FBIS-CHI, Sept. 26, 1979, 06. ¢

24 See JEC-78. p. 207.

23 See JEC-78: p. 208 for the table; pp. 229-33 for detail2d information on the con-
struction of the simplified GNP accounts: and pp. 233-35 for sources of information
on_the economy.

20 See “Population Growth in the People’s Republic of China,” JEC-T8, pPp. 439-75;
the serles appears on p. 465.
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yearbook of 1.5 million words for July 1981, and moved to correct
widespread malpractices in the statistical system.

The national government once again publishes annual production
claims for several dozen agricultural and industrial products, as well
as analyses of trends in ggmestic trade, transportation, prices, and
real wages. Provincial and local governments also have been issuing
a growing volume of economic data. The drawing of China into the
world economic system already has resulted in the release of more
data ; for example, in applying for eligibility for international assist-
ance on favorable terms as a poor country, the PRC reported to
the World Bank that its per capita income was $250.22 Moreover, the
whole modernization process requires a more open exchange of data
both on the domestic front and in dealing with foreign suppliers of
equipment and technology.

Sun Yefang’s recent article, “Consolidate Statistical Work, Re-
form the Statistical System,”2® gives a blunt account of statistical
malpractice over the years and suggests ways to correct the situation.
Sun describes the reporting of egregiously false grain and steel figures
during the Great Leap Forward, the short-lived attempts in the early
1960’s to establish a politically neutral statistical system, and the dis-
mantlement of most of the system during the Cultural Revolution. Of
the latter disaster, Sun states “In those 10 chaotic years (1966-76)
nearly all statistics organs at different levels throughout the country
were disbanded, the staff were transferred, and large quantities of ma-
terials were burned. The statistics work of the whole country was sus-
pended for almost 8 years (1966-69). Today, statistical offices at and
above the country level still have only 76 percent as many workers as
in 1965. In some countries only two or three people are handling the
statistics work of the whole county, and most people’s communes . . .
do not have full-time statistics workers.” * The workers in the national
statistical network number 16,000 (0.16 for every 10,000 persons) com-
pared with 220,000 in the Soviet network (8 for every 10,000 persons).
Sun recommends the rapid training and hiring of large numbers of
statistical workers.

Sun’s article mentions specific types of statistical falsification that
are still going on.

a. The underreporting of births by local government units to
show progress in the population control campaign.

b. The underreporting of land under civilization to show prog-
ress in meeting targets for yield per mou.

c. The omitting of various construction projects in reports to
avoid criticism for lengthening the construction front.

d. The underreporting of temporary workers to avoid exceed-
ing labor targets.

e. The underreporting of industrial output to have a cushion for
unforeseen emergencies (as well as to foster easier production
targets, to barter for needed supplies, and to fill the coffers of in-

2? Beljing, Xinhua. Apr. 10, 1981, as renrinted in FBIS-CHI. Apr. 10. 1981, K22.

2 For a Chinese discussion of per capita GNP trends in dollars, see Beijing Ribao,
Oct. 27. 1980, as translated in FRIS-CHI. Nov. 17, 1980, 1.24--25,

@ Beljing, Jingju Guanli (Economic Management) in Chinese, No. 2, Feb. 15, 1981,
pp. 3-5. as translated in FBIS-CHI, Mar. 26, 1981, L4-9. This is a gem article. ’

% I'bid., L6.
% Ibid., L8.
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siders) ; in 1979, according to Sun, 300,000 tons of “pocket 0il” was
not reported in elght oilfields alone.

. f. The underreporting of inventories to conceal the squirreling

_away of materials.
g.: The failure to report price increases to obtain higher revenues
illicitly.
h. The construction of incomplete indexes and material balances
tables.
y 1. -In general, the failure to report bad news at all levels, due to
ear.

Statistical workers who blew the whistle on these practices promptly
found themselves labeled “right deviationists,” “right opportunists,”
and “anti-party elements.” gun puts the blame for the wildly op-
timistic economic plans of 1978 on the failure of the statistical system
to present an accurate picture of the economic situation. He argues that
statistical work in China as presently conducted cannot meet the needs
of the four modernizations by 2 wide margin.

Sun recommends a vast increase in the size and status of the sta-

tistical system. The State Statistical Office should report directly to
the State Council rather than to the State Planning Commission
and—here he cites Lenin—serve as an organ of “inspection and con-
trol.” 2 Sun, at a minimum, is urging a powerful auditing role for
the State Statistical Office. His article reflects the efforts of the gov-
ernment to curb statistical fiddling; it does not, despite his ambitious
recommendations, foreshadow a massive shake-up in the economic con-
trol mechanism. Once again, the government’s general desire to push
decisionmaking down to the operating level clashes with its desire to
ensure conformity with its policies and accurate statistical reporting.

AprpPENDIX C: TRADES APPROPRIATE FOR INDIVIDUALLY OPERATED
ENTERPRISES

The Hebei provincial government in February 1981 issued a list of
trades appropriate for individually operated enterprises. These trades
were identified as providing products and services of daily life that
state and collective enterprises could not furnish in their entirety : **

A. Repair trade: repairing watches and timepieces, radios,
cameras, musical instruments, electrical appliances, fountain pens,
tutorial instruments, cars and vehicles, furniture, kitchen uten-
sils, and other kinds of tools for everyday use;

B. Handicraft trade: drawing and painting, scroll mounting,
engraving, paper flower making, toy making, earthern figure
making, candy making, knitting, embroidery, drawnwork, iron
foundry, and garment processing;

C. Catering trade: snack shops, restaurants, teahouses, bars,
and cold drink shops;

D. Service trade: barbershops, bathhouses, cleaning and dyeing,
shoe repair, photograph advertising design, graph and chart de-
“sign, typing, carving, and seal engraving;

22 Ihid., LT.

# The list is taken without change from a Shljiazhuang Hebel Ribao report of Feb. 22,
1981, reprinted in FBIS-CHI, Mar. 17, 1981, R2-
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E. Construction trade: drawing house plans, home maintenance,
water pipe work and electrical installation, painting, and white-
washing;

F. Transportation trade: pedicab driving, cart pulling, pas-
senger and goods transport with vehicles drawn by animals and
packing, loading, unloading, and transporting work for pas-
sengers at railway stations and wharves;

G. Retail goods trade: small department stores, minor native
products, metal fittings (nails, wires, hinges, bolts, and locks),
sundry articles, stationery, and vegetable seeds;

H. Cultural enterprises: book and magazine stalls; and book
and magazine borrowing.

AprENDIX D. BiBL10GRAPHICAL NOTE

For the non-specialist reader, perhaps the best background book on
China is John K. Fairbank, “The United’ States and China,” Cam-
bridge, Mass., Harvard University Press, fourth edition, 1979. The five
compendia sponsored by the Joint Economic Committee of the United
States Congress (in 1967, 1972, 1975, 1978, and 1981) serve as useful
sources of information and judgments on the Chinese economy as a
whole and its main sectors. More detailed and specialized articles can
be found in The China Quarterly (School of Oriental and African
Studies, London University), which also lists the newly published
books and articles on the economy. The reader’s best bet for current
coverage of the Chinese economy is the Daily Report, China, of the
Foreign Broadcast Information Service, available in major libraries
or from the National Technical Information Service, U.S. Department
of Commerce, Springfield, Virginia 22151; this publication provides
translations of a wide variety of information on Chinese economic
plans and results, economic administration, foreign economic relations,
and economic commentary by visitors and other foreign observers.



REFORM IN CHINESE INDUSTRIAL MANAGEMENT: AN
EMPIRICAL REPORT

By Bruce L. Reynolds*

Economic Rerorm 1N CHINESE INDUSTRY

In the two years after December 1978, the People’s Republic of
China initiated a broad set of economic reforms. In December 1980,
industrial reforms came to at least a temporary halt. This paper re-
views reform within the industrial sector. My conclusions are as fol-
lows. First, reform in industry has been quite limited. The Chinese
industrial enterprise today remains more tightly bound within a web
of bureaucratic central planning than in most Eastern European coun-
tries.! Second, and consequently, the reforms to date will not generate
the sustained rise in factor productivity which was their objective.
The obstacles to reform are considerable, but they are technical and

-bureaucratic more than ideological ; while reform itself is becalmed,
proponents of reform show no signs of drawing back from what (in
pre-1977 terms) are radical positions. If they succeed in keeping
reform on the agenda, a time may come when the need for greater effi-
ciency and productivity in industry will precipitate renewed imple-
mentation of reforms. According to the leadership’s timetable, that
day will not come before 1985. However, unsatisfactory industrial
growth could foreshorten that schedule.

Why is reform important? First, it provides a window through
which we can watch Chinese policymakers grappling with a severe
social problem: stagnant productivity and sluggish technological
change. From the experience of Russia and Eastern Europe, we know
well the nature and intractability of this problem. Second, true re-
form would fundamentally change the way Chinese industry func-
tions. The change would increase the growth rates of factor productiv-
ity and of GNP. A more rapidly growing China would be a more
attractive trading partner and a more stable member of the world
community. Third, true economic reform—that is, dispersion of eco-
nomic power to production units themselves—is a necessary condition
for political pluralism. As long as government, in China has the power
to control the production and distribution of the necessities of life, the
regional pattern of investment, and the destinies of hundreds of thou-
sands of managers, the growth of political freedom will be constrained.

This paper excludes important issues. Most notably, it ignores agri-
culture, where reform has proceeded faster than in industry. True
reform, as I shall use the term, does two things: it vests important eco-
nomic powers in basic-level producing units, and it uses prices and

*Department of Economics, Union College.

1This comment, and Indeed this entire paper, deals only with the 80,000 or so large
enterprises which form the core of Chinese industry and nroduces 759% of industrial out-
put. China has several hundred thousand small-scale urban factories, and over a million
small-scale rural factories. These factorles are not tightly controlled ; they swim in the
interstices of the planning system.

(119)
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markets to coordinate production. On both these scores, the task is
easier in agriculture than in industry. Agricultural land in China
is not as completely socialized as industrial capital—it is owned by pro-
duction teams, not by the state. Logically, socialization is easier to
reverse where it has not proceeded so far. And prices in agriculture are
much more amenable to central manipulation than in industry, because
the products are more homogeneous and the linkages among products
are less complex.

The paper also excludes reform in the foreign trade system. Broadly
speaking, most of the State Council decrees for expanded powers to
exporting enterprises were never implemented, principally due to re-
sistance within the Ministry of Foreign Trade. Some decentralization
of power to the provincial level remains, notably in Fujian and Guang-
dong Provinces.

Another important omission is change in intra-enterprise adminis-
tration (I will deal only with inter-enterprise relationships). Here
two issues stand out. First, have reforms linked the income of an indi-
vidual worker to his performance on the job? Generally speaking, no.
The reforms created an enterprise bonus fund which is loosely linked
to performance and profit. But the distribution of that bonus fund
within the enterprise is not based on individual effort. Second, will the
intra-enterprise power structure be changed? Some Chinese writers
warn that surrendering central power to enterprises will create a class
of autocratic managers. They want to place ultimate authority in the
hands of workers’ congresses (under the leadership of the enterprise
Party Committee). Although some regulations along these lines were
passed in July 1981, I expect implementation to be slow.

Finally, space does not permit me to place the Chinese reforms in
an appropriate temporal and spatial context. One would wish to re-
view the reform debate in China from the mid-1950s on, to show that
the reform proposals, and indeed many of the devices used, have a his-.
tory which lends them stability and momentum.* One would also wish
to compare the Chinese reforms with reforms in Eastern Europe and
the U.S.S.R. Similarities abound. For example, the reef upon which
the Chinese reforms have at least temporarily foundered is familiar to
Eastern European reformers: the (somehow!) unexpected appearance
of inflationary pressures.

These exclusions still leave an ample agenda. Section I documents
the pressures impelling the Chinese toward reform. Section II re-
views the pre-reform system of enterprise management, and the
reform proposals of Xue Mugiao and others. Section III ar~ues that
only a part of Xue’s propocals were preserved in the reform directives
of the State Council in 1979 and 1980, and Section IV suggests that
even those directives were incompletely implemented. Section V re-
views the obstacles which have hindered a fuller reform, and considers
the prospects of further reform in the future.

I. InpustriaL RerorM anp Economric GrowTH
China must reform in order to maintain an acceptable rate of
economic growth. Economists distinguish two sorts of growth: exten-

2 A forthcoming article by Dorothy Solinger, in Asian Survey, provides an excellent
review of the earller roots of current economic policy.
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sive growth (achieved by adding to the stock of labor, capital and
other productive factors) and intensive growth (achieved by raisin
the productivity of the existing stock of productive factors). Growt
in developed countries over the past hundred years has drawn about
equally from both sources.

Chinese central planning has been enormously successful in gen-
erating extensive growth in industry. Expropriation of income from
capital and land, and government control of the terms of trade be-
tween industry and agriculture, made it possible to raise the rate
of saving from a pre-war level bzlow 10 percent to greater than
20 percent in the 1950s. The capital thus accumulated was invested in
industry, through industrial and infrastructural projects whose large
scale particularly suited them to central government control. With
an industrial growth rate exceeding 10 percent per year, China rapidly
built up a large and comprchensive industrial structure. Her
per capita growth rate of 2.7 percent (1959-79) compares very favor-
ably to the 1.6 percent rate from all other low-income countries during
that period.?

But China’s strength in this area conceals her grave weakness in
generating intensive growth (or technological change). Intensive
growth flows from millions of unrelated decisions by basic producing
units—millions of independent, producers finding better ways to work.
The same centralization which enabled China to shift resources from
agriculture to industry, and to use effectively the existing pool of for-
eign industrial technology, stripped those basic-level units of power to
improve the production process, and eroded the incentive for them to
do so. In a system where central control deprives an enterprise of the
power to strike out on its own, the center cannot reasonably require
that enterprise to sink or swim—to raise efficiency or suffer the conse-
quences. The systemic obstacles to technological change which Joseph
Berliner has documented in the U.S.S.R. hold with equal strength for
China.* The result: in China, the annual incrcasc in labor productivity
since the 1950s has been a miniscule 0.3 percent, less than one-third the
rate in other low-income countries—and even this low growth rate has
required very substantial growth in capital per worker.®

In the 1970s, to cling to an intensive growth strategy became increas-
ingly costly to the Chinese, in two senses. First, it became increasingly
difficult to translate capital accumulation into GNP growth. In the
first five-year plan period (1953-1957), $100 of investment increased
GNP by $59. In the fourth five-year plan (1971-1975), this had fallen
to $27.¢ Thus, to sustain high GNP growth required that an increasing
share of GNP be devoted to investment—by 1978, well over 30 per-
cent. A second, more subtle cost of China’s extensive growth strategy
is the growing opportunity cost of foregone intensive growth. In the
1950’s, the industrial sector was small. Even if productivity and tech-
nology stagnated in existing factories, this was an acceptable price to
pay for rapid extensive growth. But today, there are 100 factories for

3 World Bank, Report on China. cited in Economist, 2 June 1981 p. 34.

¢ Joseph Berliner, “The Innovation Decision in Soviet Industry” (Cambridge, Mass:
MIT Presgs. 1976).

¢ World Bank, opus cit.

¢ Renmin Ribao (People’s Dafly, henceforth RMRB), 2 March-1981, p. &.
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every 5 in 1950.” In the absence of any pressure to modernize, the tech-
nology in use in these enterprises is 1950s or 1960s vintage—the period
in which they were built. This failure of the past represents a future
potential : a new industrial structure conducive to intensive growth
might stimulate very rapid growth in productivity in these plants.

Chinese academics began to suggest a transition to intensive growth
in industry as early as the late 1950s.* But in the initial post-Mao
period, China instead reinstituted the highly centralized system which
had served so well during the 1950s.° Once again, complete-plant im-
ports played a central role. But unlike the 1950s, the inflow of foreign
technology was enormous (because the Chinese industrial sector was
now so large), while the planning system was, if anything, less com-
petent than twenty years before. Huge central government ambitions
led, predictably, to huge central government errors, culminating in a
buying spree in late 1978 which has left white elephants like the
Baoshan Iron and Steel Complex strewn like derelicts around the Jand-
scape.’® As these excesses became known, an effective constituency for
fundamental reform finally evolved, beginning with the Third Plenum
of the 11th Party Congress in December 1978.

The policy which emerged from the Third Plenum had many com-
ponents. We will focus on just one: expansion of the decision-making
powers of industrial enterprises. We will consider that policy from
three perspectives: first, academic reform proposals; second, State
Council regulations; and third, implementation of the new regula-
tions.

II. TeE TrADITIONAL CHINESE ENTERPRISE AND REFORM PROPOSALS

During the 1950s, the Chinese enterprise acquired all the familiar
features of central economic planning.’* An annual production plan,
set by a superior bureau or ministry, embodies the output mix, total
output, labor force, and other basic production decisions. Relations
with other enterprises—suppliers of inputs, purchasers of output—are
midwifed by a “unified supply and distribution” system. Whereas in
a market economy, supply and demand are balanced through the inde-
pendent activities of many buyers and sellers, coordinated by the price
fluctuations which their actions generate, the Chinese adopted the
Russian technique of material balances: government bureaus aggre-
gate demand and supply, and ration out scarce goods according to
government-determined priorities.

This system generates numerous inefficiencies. As it attempts to
balance supply and demand for hundreds of thousands of goods, the

7 Liang Wensen, “Gaige %udlng zichan de guanli zhidu” (Reform the management sys-
tem in fixed capital), in Liu Guoguang, ed., “Guomin jingji gnanli tizhi gaige de ruogan
Hlun wenti” (Some theoretical problems in the reform of the national economic manage-
rtl;ﬁnt syistgm) (Beljing : 1980), p. 158, states that capital stock increased 21 times over

s period.

8 See for example Liu Guoguang, “Shehui zhul zalshengchan went{” (The Prohlem of
{ep{gggction under socialism), a set of essays from the early 1960s, republished in Beljing
n 1980.

% The most vivid single example of this policy is the 17,000 word policy review by the
Statn Planning Commission, published in RMRB, 9 October 1977, n. 1.

1 For a detailed and not at all sympathetic description of the buying spree. see ‘‘Les-
sons from twenty-two complete nlant nurchsses”. in Jine‘f Guan'l (Economic Manage-
ment) VI (June 1981) p. 21. See also article by Martin Weil in this volume.

1 Tndustrial planning in this period is described in Bruce Reynolds. “The Sinicization
of Soviet Planning in the Chinese First Five-Year Plan”, paper presented at Stanford
University, December 1978.
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center naturally aggregates information. Details about product speci-
fications are necessarily suppressed in the aggregation process. Once
lost, this information is rarely recovered. As a result, the wrong goods
get produced, or if produced, often go to the wrong user. Thus even
when “balance” is achieved at a macro level, at the micro level many
enterprises are short of key inputs, and must therefore produce below
full capacity. To avoid this, enterprises commonly overpurchase inputs,
resulting in wastefully large inventories.

More serious still, the system provides few incentives to an enter-
prise to raise productivity and reduce cost. ‘The enterprise in a market
economy has one paramount target: profit. Increasing productivity
increases profits. The Chinese enterprise, although formally commit-
ted to profit, cost, and many other targets, in practice places very
heavy emphasis on one target: value of output. Within the terms
of its incentive structure, an improvement in the produetion process
which would lower cost, raising profit but leaving output unchanged,
is less attractive than a change which raises output, at the cost of a
disproportional increase in cost and a decrease in profit.

Even if the planning system provided an incentive to search out
more efficient production processes, the system deprives the enter-
prise of the funds needed to implement such changes. Even deprecia-
tion funds—that is, money earmarked for replacement investment—
are outside the control of the enterprise. In the 1950s, all depreciation
funds were remitted to the center. In that period, such a system made
some sense. Due to the very rapid increase in the capital stock in those
years, most equipment was new, and little replacement investment
was required. But the system stuck (with some revisions after 1967) :
in 1978, according to one estimate, roughly 90 percent of depreciation
funds ended up in central or local government hands.? The result
of the overcentralized control is that less money is spent on replace-
ment investment in existing enterprises than is economically desirable.
And those funds which are spent on replacement investment come to
the enterprise in the form of categorical grants.!”

The late 1970s, then, found Chinese enterprises more rigidly con-
trolled than in any other socialist country—certainly more so than
in the USSR. As one member of the State Planning Commission com-
mented, “After the Sino-Soviet break, anything the Russians did was
revisionism. So they implemented a number of reforms—but we could
not adapt these for use in China.” * It does not greatly stretch the
truth to say that the Chinese enterprise today is not a decision-making
unit.’

Setting aside for the moment the reforms which the State Council
enacted in 1979, and their implementation, let us first juxtapose to this
picture of tight central control the image of a post-reform enterprise
as we encounter it in the reform proposals of Chinese economists in
recent years. These proposals cover a wide spectrum. I will synthesize

12 Tiang Wensen, opus cit. p. 1972.

13 For example, in 1979. the total of 2.6 biilion yuan made avallable to Shanghai enter-
prises for replacement investment was dispersed over 26 different categories.

4 This statement comes from private conversations in Beljing iIn the first half of 1981.
The same holds for one or two other assertions in this paper which one would ordinarily

wish to document more precisely.
35 Again, I do not mean to include here small-scale collective enterprises.
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the views of Xue Mugiao.’* Xue was a vice-chairman of the State
Planning Commission and head of the State Statistical Bureau in the
1950s, and the first director of the National Price Commission in the
1960s. He is currently senior adviser to the State Planning Commission.
Articles under his name appear weekly in People’s Daily and major
journals. His book, “China’s Socialist Economy,” is one of the very
few works on any subject to have been translated into English. With
the possible exception of Chen Yun, Xue clearly dominates the dis-
cussion of economic reform.

Xue’s reform proposals are clearly radical, implying a fundamental
move away from strong central Ylanning. For most enterprises, he
would abolish_mandatory annual production plans. His reformed
enterprise would be financially independent, paying taxes to the gov-
ernment and bearing the full impact of any profit or loss from its
operations. The system of central government procurement, materials
balancing and distribution, would be restricted to a few vital, homog-
enous commodities such as coal, cotton and sugar. For the rest, he would
let market demand dictate the production mix, by linking producing
enterprises directly to the market. “Rather than letting the production
plan determine sales on the market, we should let market needs deter-
mine the production plan.” State intervention in such an economy
would come mainly through parametric levers, such as prices, taxes
and interest rates, applied uniformly to all enterprises. Where these
failed to bring production into line with planners’ preferences, the
center would use its control over key materials, over investment flows,
and over bank credit. '

Xue writes in general terms. I suspect that were he to spell his pro-
posals out, they would appear somewhat less liberal. A recent article
by two authoritative economists at Beijing University may well reflect
such a fleshed-out program.’” They would reserve a broad range of
powers to the planning sphere. The government would determine the
rate of saving and investment, the distribution of investment between
agriculture, light industry and heavy industry, and the sectoral dis-
tribution within heavy industry. The state would also balance (i.e.,
control and, if necessary, ration) finance, credit, foreign exchange and
key materials, and would play a major role in manpower planning.
The state would set “precise targets” on an annual basis for national
output of major industrial and agricultural products, and “send down .
relatively mandatory targets” to the “major backbone enterprises.”
The state would also approve major construction projects, allocate
major materials, and determine the national wage bill. Even in this
version, administrative intervention by the state is mild compared with
current practice.

Elsewhere in the literature one finds yet more liberal programs.
One well-known author proposes that enterprises become “relatively
independent producers”, with control over their own labor force, fi-
nance, production, supply and marketing, and retaining all after-tax
profits. The state plan would operate only in the intermediate and long

18 Por two good English-language exnositions, see “China’s Socialist Economy™ (Beljing:
Foreign Languages Press, 1981), and RMRB 15 June 1979 in Foreign Broadcast Infor-
mation Service 20 June 1979 p. 1.10.

1 Wang Yongzhi and Kao Chengde. “Lun chonge pingheng yu jingjl guanli tizhi”

(Discussion of comprehensive balance and the economic management system) Jingji
Kexue (Economic Science) 2:1981 (May 1981) p. 22.



125

term. Here, there are no “backbone enterprises” still subject to direct
planning, or “key materials” still centrally allocated. The central
planning apparatus survives only in the single escape clause: “The
state will also retain the necessary administrative means to control
and coordinate the economic activities of complexes and enterprises.” 18
Balancing this liberal vision, we find an authority from within the
State Economic Commission (which, under Chen Yun, seems less
reform-oriented than Xue and the SPC), saying that control over key
materials during the 1970s was “insufficiently centralized”, and that
direct central government control over key enterprises should be ex-
tended, to the pre-Cultural Revolution level. Here “reform” seems to
amount only to the creation of very large industrial complexes, which
would have substantial powers over internal resource reallocation but
would interact with each other through the traditional planning sys-
tem, rather than through the market.»

Even if the old, administered economy lurks in the shadows of some
of these reform proposals, they are nonetheless light-years advanced
over the level of discourse prior to 1977. Nothing more clearly signals
this change than the acceptance of profit as the best index of enterprise
performance. In a typical statement, we are told that the ratio of profit
to fixed plus working capital is a more rational indicator than gross
value of output, because “profit is the manifestation in currency of
surplus product—of the economic results after deducting production
costs; it reflects in a rather comprehensive way the enterprise’s conser-
vation of embodied and living labor, its improvement in management
and its increase in effectiveness of investment.” 20

Despite this acceptance of the “profit test”, one glaring omission
gives the Chinese reform literature an unreal quality. These writers
wax eloquent over the regulatory role of the market while rarely if
ever discussing prices and the price system. To Western economists,
the market for a good is defined in terms of the price which prevails
therein, When Chinese economists propose expanding the “role of the
market”, they mean reforms which permit enterprises to deal directly
with each other, instead of interacting threugh a central planning
bureaucracy. But these contacts can be termed “market interaction”
only if the interaction is based on price, and in turn influences price.
The Chinese literature ignores the role of prices, and the source of
prices, in the new system.

ITI. Rerorm DirecTives, 1979-80

The Third CCP Plenum in December 1978 called on the govern-
ment to “let localities and enterprises have even more powers of self-
management, under the unified leadership of the state plan.” Begin-
ning in 1979, growing numbers of “experimental enterprises”, notably
in Sichuan, began to operate under new, provincial reform directives.

B Liu Guoguang, “Reforming China’s Economy: Problems and Prospects’, lecture
delivered at Oxford University, April 1981.

12 Private communication.

2 Zhang Welda, ‘‘Shengechan jiagze yu jingpt tizhi galee” (Production prices and reform

of the economic system), in “Shehui zhul zhidu xia jlage xingcheng wenti” (Problems
of price information under the socialist system) (Hunan : 1980). p. 78.
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In July 1979, a set of State Council directives supplemented these lo-
cal systems.”* .

These reform directives had two analytically distinct effects. First,
they gave enterprises new decision-making powers. Second, they con-
structed a new incentive system. The new powers, over the current
production process and over investment, sought to eliminate some of
the inefficiencies described in Section I1. The incentive structure would
hopefully ensure that these new powers would be used in conformity
with broad social purposes, as reflected in enterprise profits. I will
look first at the Sichuan decrees (the “14 Articles”), and then at the
national decrees of July 1979 and later.?

What new powers did enterprises receive under the Sichuan 14
Articles? Regarding investment, there was a significant increase in
enterprise funds. The proportion of depreciation funds retained by
the enterprise rose from 40 to 60 percent (though the annual base
remained an unrealistic 4 percent of total capital stock). More im-
portant, funds for renovation and expansion, which were previously
fixed and controlled from above, would now be based on the enter-

rise’s profit retention (see below), and controlled by the enterprise.

egarding powers over current production, the picture is necessarily
more complex. Under the 14 Articles, a proportion of the enterprise’s
annual production plan could be determined by the enterprise itself.
This output was no longer to be surrendered to central supply units,
but could be sold by the enterprise itself through a variety of new trade
channels, including direct inter-enterprise sales. For some goods (those
in excess supply), enterprises could reduce prices to stimulate sales,
as long as the selling price did not fall below production cost. Enter-
prises could also obtain inputs directly, rather than depending on cen-
tral supply units. To facilitate this process, some producer goods—for
example, steel plate—would in part be distributed through the market.

How was the enterprise’s incentive. structure reshaped by the 14
Articles? Broadly speaking, the new decrees made profits the key
enterprise objective. Previously, profit had been one of four or eight
enterprise success indicators. This gave enterprises no more than a
moderate interest in fulfilling their target for planned profit, and no
interest in above-plan profit. Under the 14 Articles, profit became the
source of an enterprise fund, determined in the following manner: 5
percent of planned profit, plus either 15, 20 or 25 percent of profit in
excess of the previous year’s level. These retained profits were to be
used in three ways: first, to renovate and expand production capacity ;
second, for worker welfare (dormitories, canteens, nurseries etc.) ; and
third, to provide cash bonuses to workers (not to exceed 17 percent of
the wage fund). Subject to the limit on bonuses, the distribution of re-
tained profits among these three categories was to be determined by the
enterprise itself.

In April 1979, a central work conference evaluated the experience
of the enterprises which had been experimenting with these new

21 A pumber of important directives on economic reform have been published in “Guo-
wuyuan Gongbao” (State Councll Reports), an occasional publication henceforth cited
as SCR. The July directives, which to the best 0f my knowledge have not been published,
are henceforth cited as SC (13 July 1979). The Sichuan 14 Articles and 12 Articles have
algo not been published.

23] would like here to acknowledge gratefully my considerable debt to Prof. Audrey

Donnithorne, who generously made available to me some of the fruits of her visit to
Sichuan Province in the sammer of 1980.
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powers in the various provinces. In July, the State Council issued five
sets of directives on economic reform, paralleling the earlier local
provisions.?* How did these central government directives differ from
the 14 Articles? Concerning investment powers, the State Council
provisions allowed for 70 percent retention of depreciation funds by
enterprises. The depreciation schedule was accelerated, at rates to be
determined in later regulations. The July language stipulated, how-
ever, that accelerated depreciation would be determined on an indus-
try-by-industry and even enterprise-by-enterprise basis, and would be
linked to increased profits. Enterprises would have access, as under the
14 Articles, to production development funds financed through re-
tained profits. These new funds, the State Council noted, merely
replaced state funding for basic construction; the latter would be
correspondingly reduced. Thus the picture is mixed. Despite the prom-
ise of 70 percent depreciation retention and accelerated schedules,
some Chinese authors argued that enterprise power over investment
had been reduced compared with the 14 Articles; indeed, they com-
plained that this went against specific assurances by Premier Zhao
Zhiyang. In particular, Sichuan permitted an enterprise which de-
veloped a new process or product to plough back all the resulting
profits into capacity expansion for a period of two years; the State
Council documents omit this provision.

Enterprises were also granted new powers over current production,
paralleling the 14 Articles but somewhat more restrictive. Subject to
completion of the state’s production plan, enterprises could set a “sup-
plementary plan”. Qutput under this plan would not automatically
be purchased by the state. It would first be made available for “selec-
tive purchase” (xuangou) by the Ministries of Commerce and Foreign
Trade and the State Materials Supply Bureau. Only then could enter-
prises sell directly (or through the trading networks on a consign-
ment basis). Concerning possible price reductions to facilitate sales,
or direct acquisition of key inputs through the market, the State
Council provisions are mute (although some relaxations in these areas
did in fact occur).

The July State Council directives also revised the incentive struc-
ture of the 14 Articles. Under the 14 Articles, an enterprise’s profit
retention depended in part on the excess of this year’s over last year’s
profit—a “surplus profit” (chao e) system.2* The July directives sim-
plified this system : current year retained profit would be a set propor-
tion of current year total profit—a “total profit” (quan e) system.
(This revision actually paralleled the new “12 Articles” already in use
in Sichuan for some enterprises). Compared with the total profit
system. the surplus profit system created a very strong incentive to

23 The most imnortant of SC (13 July 1979) for this naper are the following: “Guanyii
kuoda guoying gongye give jingving guanli zizhuqguan de ruogan gnlding” (Several regu-
lations concerning expanding the managerial autonomy of state industrial enterprises) :
“Guanyii gnoying give lirun lucheng hanfa de gulding” (Regnlations on the method of
profit retention in state enterprises) : “Guanyii tigno gnoring gongve give gnding zichan
zheilnlii he galjin zeilu fel shiyong banfa de gniding” (Regnlations on ralsing the depre-

elation rate on fixed capital and on improving the use of depreclation funds in state

fndustrial enternrises).

3t Actually. the 14 Articles used enrrent vear planned profit. rather than past year
realized profit. as the basis. But the 14 Articles alzo stipnlated that enrrent vear planned
profit shonld alwavs he set equal to past venr actual profit. To simnlify this disenssion,
I have assumed that this equality always holds: in practice, planners very probably often
violated the directive and set planned profit on other bases.
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achieve the planned profit target. In addition, a profit shortfall re-
duced retained profit more than it reduced remitted profit. On the
other hand, the total profit system had the merit of simplicity: an
enterprise saw clearly where it stood, and was less likely to play games
with the system, trying, for example, to hold profit low in the current
year in order to garner 15-25 percent of a very large increase in profit
1n the subsequent year.

In principle, these reform provisions gave enterprises the power,
within some limits, to set their sights on profit, and by linking profit
to bonuses, welfare and plant expansion, left them eager to do so. In
practice, incomplete and inconsistent implementation robbed the re-
forms of most of their force.

IV. IMPLEMENTATION, 1979-81

Reform began first in Sichuan Province, where now-Premier Zhao
Zhiyang was then party secretary. Six Sichuan enterprises moved to
the 14 Articles system in October 1978. This figure rose to 100 in early
1979, and 417 in 1980.2° In the 84 experimental enterprises in Sichuan
which were locally controlled, total profit and remitted profit in 1979
rose 33 percent and 24 percent respectively. In 1980, when remitted
profit for all local enterprises combined fell 7.6 percent, the decline
was only 3.7 percent in experimental enterprises (vs. 30.3 percent for
other local enterprises).z¢ :

Experiments began elsewhere in early 1979. Yunnan Province, for
example, placed 50 enterprises on the new system in early 1979, and
another 50 by year’s end.?” For the country as a whole, there were 4000
experimental enterprises by the end of 1979, and 6600 as of July 1980.
These represented 16 percent of all enterprises entering into the state
budget, and 60 percent and 70 percent respectively of industrial out-
put value and profit. In Shanghai and Tienjin, experimental enter-
prises accounted for 80 percent of industrial output; in Beijing, 94 per-
cent.?®

By late 1980, then, a reformer might reflect with pleasure that the
new system encompassed the heart of the Chinese industrial sector.
Those enterprises not yet converted to the profit-retention system were
either the large number of very small enterprises, or those whose low
(or negative) profits made application of the new incentive system
impossible. Reformed enterprises seemed to be stimulated to raise prof-
its, to both their own and the Ministry of Finance’s benefit. Reform
boosters could also argue that the change had been cheaply bought.
Overall profit retention ratios were low—averaging 11.4 percent in
Yunnan in 1979, and below 20 percent in 1980 in Sichuan enterprises.
Of retained profit, over 80 percent went for enterprise capacity expan-
sion or worker welfare.?® Since these two categories covered spending
which would otherwise have had to come from the central budget, one
could argue that the experimental enterprises actually retained only
that part of profits which went to cash bonuses. According to this
method of reckoning, of the increase in profit in experimental enter-

25 Liu Guoguang, April 1981, epus cit.

2 Jingjl Guanli, June 1981, p. 20.

2? Jing'i Wenti Tansvo, January 1980, p. 40

2% SCR'1980 No. 14 (20 Ncvember 1980), p. 119.
= Jingjl Wenti Tansuo, January 1980, p. 46.
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prises in the nation as a whole, the government appropriated three-
fifths, and the enterprises retained only two-fifths.® But these fre-
quently seen arguments do not stand up well to closer scrutiny. Since
only relatively profitable and well-managed enterprises were inducted
into the reform system, it would have been astonishing if their profit
performance had been below average. And on a cash flow basis, 90 per-
cent of increased profit remained with the experimental enterprises,
and only 10 percent flowed to the Ministry of Finance.s!

The rapid spread of reform in industry, rather than a sign of suc-
cess, suggests to one familar with Eastern European reforms that the
change cannot have been radical; and indeed, it was not. The remain-
der of this section will document the limitations of the reform as im-
plemented. Wo will deal first with limitations in decision-making
power, and then with weaknesses in the profit-based incentive
structure.

To what extent did Chinese enterprises gain control over investment
funds? Although the evidence is mixed, a few aggregate figures sug-
gest that change in this area was greater than in production planning.
This is surprising. Production decisions affect only one year’s output.
The repercussions of an investment decision, on the other hand, last
for the lifetime of the new machine. One would therefore expect the
central authorities to be especially reluctant to surrender investment
power to enterprises. (In Yugoslavia, for example, current produc-
tion decisions were decentralized early in the 1950s. but investment
power was not centralized until the 1960s.) Yet in China, relaxation
over investment funds was considerable. Enterprises were able to pool
investable funds from previously-separate categories: the newly en-
larged depreciation funds, the portion of retained profit earmarked
for expanding production, and the major repairs fund. Sichuan enter-
prises were also permitted to retain and reinvest, for the first two
years, 100 percent of the profit flowing from self-financed investment.
In 1979, these sources generated 150 million yuan in investable funds
among the 84 locally-controlled experimental enterprises—termed “an
impressive figure.” 32 Nationally, under 1980 regulations, the pool
of investable funds retained by enterprises was approximately 15 bil-
lion yuan.*® This figure is easily 50 percent of total gross investment
mn industry in 1980. If correct, it represents a significant loosening of
the system.

In the area of production planning, on the other hand, the redue-
tion in central control is far less than meets the eye. The J uly 1979
directives suggest that Chinese enterprises can set a “supplemental”
production plan of their own, buy the necessary inputs on the market,
and sell the output themselves. But which enterprises have been per-
mitted to set supplemental production plans? Those whose products
are in such excess supply that the state cannot dispose of the output.
China is currently shifting her production mix away from producer
goods and toward consumer goods. This shift means that a large part

® SCR No. 14 1980 (20 November 1980), p. 419,

31 Assuming that honus pavments were consistently 20 percent of total retained profits.

32 “‘Sichaun kuoda qive zizhuquan shidian jingyvan” (Trial experience In expanding enter-
prise autonomy In Sichnan) (Sfchnan December 1°80). p. 61.

3 Lin Qiingu. “Yao jiagiang dui giye ziyou ziiin shivong de zhidao” (We must appro-

préﬂ_{tely strengthen guidance over discretionary enterprise funds), Jingjl Guanli, June 1981
p. 37.
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of heavy industry—especially metallurgy, machine tools and chem-
icals—has excess capacity. Since 1979, the state has told enterprises
in these industries, “Our production plan this year will occupy only
50 percent (or 30 percent or 80 percent) of your capacity. We will buy
only that output. You are free to use the rest of your capacity as you
wish, but you will have to find your own buyers for the output.” As
part of the readjustment process, such a policy makes good sense. But
this sort of ‘freedom’ is akin to the freedom of a castaway sailor to
swim for himself : he would doubtless rather be back aboard ship. And
there is a further catch : the state provides inputs only for goods cov-
ered by its own production plan. For the ‘supplemental plan’, the en-
terprise must purchase its own supplies on the market. To understand
why this, too, is a ‘freedom’ of dubious value, we must understand the
way in which the Chinese materials supply system operates.

Materials supply planning is the heart of annual planning, and the
key instrument through which the center exercises short-run control
over the industrial sector.>* During the first five-year plan, the Chinese
duplicated the Soviet system for controlling the flow of key materials.’
They divided goods info three categories: (1) balanced (i.e., allocated)
by the State Council and the State Planning Commission; (2) bal-
anced by the central ministries; (3) balanced by local governments.
The single factor most likely to mark a good for inclusion in categories
1 and 2 is scarcity—that is, one should expect that every bottleneck
input, every input which critically constrains an enterprise’s ability to
produce, falls therein. By 1957, 45 percent of industrial output fell
into categories 1 and 2. In 1981, despite earlier plans for reform, this
system is still fully in force, and categories 1 and 2 account for roughly
50 percent of industrial output value.

Now, what proportion of category 1 and 2 goods flow onto the
market, where an enterprise with a “supplemental production plan”
could purchase them? Even in Sichuan Province, the heartland of
economic reform, category 1 and 2 goods can enter the market only if
they are part of an enterprise’s supplemental plan output. For all
goods. supplemental-plan output in Sichuan was 10 percent of the total
in 1979, and 20 percent in 1980.%¢ These are modest figures to begin
with—and as we have seen, the goods in question are “excess-supply”
goods—those least likely to constitute a critical bottleneck for an
enterprise trying to function on its own.

This argument amounts to saying that key inputs can’t be available
on the market because they aren’t produced, in significant quantities,
under supplemental plars. A more direct test is simply to ask: what
is the magnitude of the flow of category 1 and 2 goods through the
market? The largest single “market” outlet of category 1 and 2 goods
in Sichuan is the Sichuan Production Materials Corporation, in
Chengdu. Any enterprise can buy its goods, at state-set prices, for cash,
without a planned allocation. In 1981, this corporation expects turn-
over to be 20 million yuan. The corporation estimates 1981 distribution
of category 1 and 2 goods in Sichuan, by planned allocation and mar-
ket. combined, at 4050 billion yuan, with the market accounting for

% This central insight. like many others, I owe to Alexander Eckstein.
% Thig system is described in Brice Reynolds, “Two Modes of Agricultural Development :

A Context for Chinese Economic Policy”, China Quarterly, December 1978.
2 Jingji Guanll, June 1981, p. 19.
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roughly 10 percent of that total. The corporation confirmed that it
sold only the above-plan output of enterprises, and that these goods
were typically not those in short supply.>

Thus it seems fair to say that the unified distribution system, under
the materials supply bureaus at every level, still dominates the process
of procuring key inputs in China. This is not to deny that some things
have changed. Some categorv 1 and 2 goods are now freely bought
and sold, and category 3 goods distribution has also been relaxed. But
the changes are not radical. Indeed, they are supplementary measures
associated with the readjustment, not the first step toward a free mar-
ket in producer goods. '

What of the implementation of the new incentive structures de-
scribed earlier? In many ways, the incentive structure is the core of
an economic reform. If incentives are strong enough, an enterprise
may overcome limitations in decision-making powers. Ever if certain
inputs can’t legitimately be obtained except “through channels”, a
well-motivated enterprise may nonetheless contrive to get them. By
the same token, an enterprise with no strong motivation may not make
use of new powers, no matter how generous those powers may be. In
the Chinese case, a succession of revisions in the regulations governing
profit retention, coupled with inconsistent implementation of those
regulations, has left an atmosphere of uncertainty which badly erodes
the effectiveness of the profit link. Even so, compared with the situa-
tion prior to 1976, a strong link to profit now exists.

China experimented in the space of only two years with four dif-
ferent arrangements governing enterprise finances. In 1978, an enter-
prise fund was created. amounting to 11 percent of each enterprise’s
total wage bill. From this amount, the enterprise could pay for ex-
panding production, worker welfare, and worker bonuses. This sys-
tem gave the enterprise some limited new financial powers, but
created no incentive to increase profit. Then came the Sichuan 14
Articles, under which

retained profit; =aP;,+b(P;—P;.,)

where b exceeds a, and P stands for profit.s8 Here, perhaps one-quarter
to one-third of retained profits flows from the current year’s increase
over the previous year; hence the name, “surplus profit system” (here-
after SPS). As we have seen. during 1979, a number of “experimental
enterprises” were placed under this system, with the rest remaining
under the enterprise fund system.

Then during 1979, Sichnan developed a new. 12 Articles” system,
which was incorporated in the July State Council directives. Here,

retained profit, =cP,

Retained profit hinges excinsivelv on total profit in the current vear;
hence the name. total profit system (TPS). This svstem is suitable
for enterprises whose profits are relatively stable, due to stable external
condifions. A number of enterprises meeting this condition began under
the TPS system in 1980.

8 Interview conducted in July 1981.

3 For fuller discussion of this system. see various articles In “Disanct chuanguo calzheng

1illun taolunhni wenxuan” (Selected articles from the third national discussion meeting on
financial theory) (Betjing, October 1980).
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Fourth and most advanced is the system of “replacing profit remis-
sion with tax payments”, also called “own responsibility for profit
and loss” (zifu yingkui). Under this system, an enterprise would pay
various taxes, including two (a revenue-equalizing tax and an income
tax) to which other state-owned enterprises are not subject. All profit
net of these taxes would be retained by the enterprise. In 1981, only
270 enterprises, including 10 in Sichuan, had adopted this system.®®

These four systems represent points along a continuum of risk and
reward. Under the enterprise fund svstem, the enterprise’s bonus and
other discretionary funds were risk-free; secure from the influence of
a shortfall in profit. On the other hand, higher profit brought no re-
ward to the enterprise. At the opposite extreme, an enterprise operat-
ing under the tax-linked system faced the possibility of zero discre-
tionary funds if profits were zero, but garnered all the benefit of
non-zero profit. The debate in the past two year has focused on the
ilnterrlnediate systems, SPS and TPS. Let us look at these in more

etail. '

Consider the retention ratios a, b and c. The reform directives pro-
vided that these should be set. enterprise by enterprise, in such a way
as to generate a target amount of retained profit—an amount equal
to previous enterprice spending in the three cafeaories: production ex:
pansion, worker welfare and bonuses. But the formnlas include future
profits, and future profit is uncertain. SPS and TPS treat the risk
flowing from this uncertaintv in different ways. SPS provides perhaps
two-thirds of retained profits through the first term. aP,_,. This is a
known auantity when a is set. Thus SPS provides a floor below which
retained profit cannot fall; TPS does not. But the inevitable corollary
is that b exceeds c—i.e., small profit shortfalls will be more sharply
penalized under SPS than TPS. Thus an enterprise which feels verv
uncertain about the level of future profit, and which is risk-averse, will
prefer SPS, with its safetv net; and the Ministry of Finance will
prefer it as well. But an enterprise which feels sure that realized profit
will fall somewhere near expectations (and which is risk-averse) will
prefer TPS.

This analysis suggests that SPS is a stepping-stone to TPS. It s a
system appropriate to the confused period of readjustment and early
reform, when profit levels are unpredictable, but one which would
later give way to TPS (and eventuallv to the tax-based system). Tt
appears that China anticipated just this sort of progression. The 14
Articles, using SPS. gave way to the 12 Articles and the July 1979
directives, using TPS. and to a few experiments with tax-based finan-
ces. But in March 1980. the .Tulv 1979 directives were revised, and the
incentive structure reverted to SPS.? Many enterprises never began
the TPS system at all. Most enterprises now are operating either under
the enterprise fund system, or the SPS system (or a mixture of the
two, in which . .
aP,, is replaced by aW,, where W, =total planned wage payments.)
Why the backsliding to SPS? The Ministry of Finance took a strong
position, refusing to guarantee the year’s planned level of profit re-
mission unless SPS were used. SPS does provide a much sharper in-
centive than TPS to produce the final few percentage points of planned
profit. But as implemented, it also is much more likely to generate

2 SCR No. 1. 1980, p. 7: SEC, MOF Circular on Trial Method of Dividing Profits of State-
Managed Enterprises.
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dysfunctional “gamesmanship” between the enterprise and its
superiors.

The above discussion weighs the pros and cons of SPS and TPS on
the presumption that one system will be put in place and retained for-
ever, with unchanged retention ratios. In fact, with reform barely
two years old, some enterprises have passed through four different
systems. And retention ratios, which “in principle” remain unchanged
for at least three years, in practice can be changed quite arbitrarily.s
In most interprises which I visited, retention ratios had been changed
annually. In some, 1981’s ratio was still not set, as late as April or
May. When the rules of the game are in constant flux, the power of
the new incentive system is severely eroded. Enterprises suspect—with
good reason—that if they greatly increase profits, they will be re-
warded with a new and less generous retention ratio. By the same
token, they may suspect that if profit falls short of expectations, and
thus retained profit proves too small to fund worker welfare and
bonuses, the enterprise will be able to convince its superiors that the
reasons for the shortfall were “objective”—i.e., beyond its control—
and that an “adjustment” will be forthcoming. When a new incentive
system is perceived as arbitrary or capricious. its usefulness is largely
over. That point may have been reached in China.

V. Past Osstacres aNpD FuTure ProspecTs

The foregoing paints a gloomy picture. Economic reform in China’s
industrial sector never proceeded very far, and at the moment is at
best in stasis. To predict the future, we must understand the nature
of the obstacles which slowed reform. We can capture most of these
obstacles under the headings: bureaucratic resistance, lack of key
institutions, and fear of inflation.

Bureaucratic inertia is a common whippingboy in the wake of a
failed reform. China is no exception. The decision to revert to the SPS
profit retention system is laid at the door of the Ministry of Finance.
MOF is responsible for generating sufficiént enterprise profit each
year to balance the national budget; it insisted that under the more
radical TPS it could not guarantee an adequate level of profit. Other
parties with vested interests in the current system have also weighed
in against reform. The State Bureau of Materials Supply, deluged with
requests for key inputs, certainly was unenthusiastic about allowing
a_portion of those inputs to flow onto the market. The Ministry of
Foreign Trade is blamed for the fact that the July 1979 directives on
enterprise participation in foreien trade and retention of foreign ex-
change “have not been honored”.#* Planning for a reformed system
was further imneded when these three agencies and the Ministry of
Commerce. unlike other central agencies, declined to provide the State
Council’s “working group on economic reform” with a set of “draft
plans and opinions on reform”.

All this could be termed the impedimenta of the existing system.
The other side of the coin is the frail condition of the fledgling insti-
" 40 The reculations provide that retention ratios can be revised if profit changes sharply
as a resnlt of various causes beyond the control of the enternrise. including changes in
state-set prices or taxes. mergzers or other changes resulting from industrial reorganization,

and the imnact of state investment.
41 SCR 1980 No. 14 (Nov. 20, 1980) p. 419.
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tutions which would play key roles in a reformed economy. Enforce-
able inter-enterprise contracts and economic law in general are vir-
tually nonexistent. Enterprises have no access to data: in a system
which classifies and conceals economic information as though the na-
tion were at war, it is hard to see how “autonomous” enterprises will
get the information which they need to act independently. The bank-
ing system (which has been taking some timid steps, through market
surveys and the like, toward filling that information gap), is itself
another weak link in a reformed system. It has no independent powers,
especially at the local level, where, as one author avers, “the banks want
to support the state plan and centralization and unification, but be-
cause the local party committees disagree, it can’t be carried out”.*?
Ang the bank also lacks personnel trained in evaluating requests for
credit.

But the shoal upon which, in the end, this reform foundered is the
same reef around which lie the wrecks of similar expeditions from
Eastern European ports: the specter of inflation. In the inevitable
tug-of-war between the reformers’ need for price flexibility and the
politicians’ desire for price stability, the latter won. A State Council
circular in April 1980 sounded the first note of warning: **

Some enterprises and units, simply to pursue profit onesidedly, have reck-
lessly expanded the scope and range of permitted price variation. Some have
reduced output of low-price products to suit themselves, and concentrated on
high-priced products. . . . All this has left the masses unsatisfied. . . . If we
don’t solve this problem, it will have severe consequences for political unity and
stability. . . . The Party center and the State Council consider that the central
issue now is price stability.

The threat of inflation is particularly potent in China. In the late
1940s, whirlwind inflation ushered out the Nationalist regime. Through
its ability to bring that inflation to a rapid end in 1950, the CCP
established its credibility, and even its legitimacy, in the eyes of the
population. Even thirty years later, that experience is still vividly
alive—for example, in the voice of a reformist economist as he tells
me, “You can’t imagine what it was like—prices changing every day,
every hour. . . .”

But why are reform and inflation linked ? The structure of Chinese
producer goods prices today is universally acknowledged to be irra-
tional, principally because for thirty years, their rationality hasn’t
mattered much. But in a reformed system, prices have to be at least
roughly correct. Now, even if it were feasible, a price readjustment
- achieved through the calculations and degrees of the Materials Price
Bureau would be inflationary, because of downward-inflexibility of
prices (under the new, profit-based incentive system, every interest
group will vigorously protect its price and profit margin). But central
readjustment of prices, no matter how long it may be proposed and
debated, is unlikely ever to see the light of day, simply because of the
technical difficulty of calculating rational prices. Instead, the market
must do the job ; rational prices must be allowed to emerge from direct
inter-enterprise bargaining. Such activity is even more certain to result
in generalized price rises (and is ideologically suspect to boot).

2 Tiang Wensen, opus cit, p. 18

3. ’
4 SCR 1980 No. 4 (28 May 1980) p. 103: Party Center and State Council Circular on
Strengthening Price Management.
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The 1979-80 reform movement, of course, never got as far as read-
justing producer goods prices. The source of intlationary pressure was
the 1979 rise in urban wages and in prices paid to farmers, compounded
by the decentralization of financial powers to provincial and county
governments and to enterprises. These measures, at least to some
extent, were necessary sugarcoating on the reform pill—an attempt
to assure every party to reform that all would prosper under the new
program. This is the sort of politician’s promise which only inflation
can “fulfill”. It is likely to be a feature of the next Chinese reform
movement as well.

Thus we conclude with the dilemma which the Chinese literature
on reform has been studiously ignoring. A reformed economy which
means to use markets must necessarily use prices. But how to get prices
right without letting go of them? Hungary is the only centrally
planned economy to come close to solving this puzzle—by using foreign
trade prices as proxies, and draining off a part of international infla-
tion through exchange rate manipulation. But China’s trade ratio is
low, and the cost structure of its industries differs sharply from that
of other countries: the Hungarian solution is not practicable. All
this leads me to believe that the obstacles to reform in China, especially
the price problem, will not be easily overcome.

Let me conclude this paper by reviewing the policy shifts in the
course of 1981, and hazard a guess as to the future of economic
reform in industry. Despite concern with inflation, September 1980
found China full of renewed momentum for reform. At the National
People’s Congress, Minister of Metallurgy Tang Ke was subjected to
“withering criticism” for the gigantism which renewed centralization
had brought. State Planning Commission head Yu Qiuli, not a fire-
breathing reformer, was replaced. A remarkable State Council report,
dated September 2, sharply criticized incomplete implementation of
~ the July 1979 reform directives, and proposed moving farther and
faster.*

But at year’s end, the roof caved in. A December 2 People’s Daily
editorial stated that “it is now clear that the task of readjustment is not
something which can be accomplished in three years. . . . Reform will
continue, but must be subordinate to and beneficial to readjustment. . ..
Don’t hesitate to make a necessary and adequate retreat (from re-
form).” In the first half of 1981, reform in industry has not been so
much denied as ignored : no movement on price reform, and no exten-
sion of enterprise powers.

A major conference in Sichuan in April was billed as a method of
building momentum for continued reform, or at least of ensuring that
reform remained on the national agenda. The reform timetable which
emerged is none too heartening: a one to two year period of concentra-
tion on the urgent problems of budget deficits, inflation and agricul-
tural price subsidies, then another three years of sectoral readjustment
(increasing investment in agriculture, expanding raw materials and
energy production, solving transportation bottlenecks, perhaps some
price readjustments), and then, after perhaps five years, further
changes designed to “basically rationalize” the economic system.

# SCR 1980 No. 14 (20 November 1980). pp. 419—427 ; State Council Approves and Passes

On the Report of the SEC on Conditions in Experimental Work of Expanding Enterprise
Autonomy and Proposals for the Future.
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The Chinese economy today, in the midst of major readjustments, is
even more chaotic than usual. There is some logic to the argument that
a reformed system predicated on a stable, normal external environment
within which enterprises can operate autonomously cannot be imple-
mented amid these conditions. But I predict that events may shorten
the five-year timetable for the renewal of reform. With a sharply lower
investment rate, where will continued growth come from? Higher pro-
ductivity is the only option left. As the dust of readjustment clears,
over the next two vears, slow industrial growth may help the reform
constituency to coalesce again, i.e., by 1984.

In the meantime, some of the reformist zeal will go toward “indus-
trial reorganization along lines of specinlization and (interenterprise)
coordination”. This policy will be familiar to students of “industrial
associations” in Poland and elsewhere. It is an attempt to reduce the
high degree of vertical integration endemic to planned economies, and
to foster horizontal integration and economies of large-scale produc-
tion. Such reorganization has accompanied every cycle of recentraliza-
tion in China. including the current one. It was already actively in
progress in 1978. before the more far-reaching reform proposals were
implemented. Now it is being touted as part of reform itself—indeed, it
is billed as the one aspect of reform which is “subordinate to and bene-
ficial to readijustment”. By the end of 1980, more than 1600 of these
so-called “specialized industrial corporations” or general plants had
been formed in China, each controlling an average of ten plants.*®
The corporation’s function is to redistribute production processes
amone these plants in a more economically rational way.

This activity will utndonbtedly succeed in garnering some universally
ohvious efficiencies. But the policv is not a part of true economic re-
form ; indeed. in some wavs it is reform’s antithesis, a device for stream-
lining and facilitating continued central planning. A detailed outline
of this policv—by a member of the State Economic Commission—
makes this link explicit. Tt argues that large-scale enterprises should be
directly controlled hy the central government. in pre-Cultural Revolu-
tion proportions (which is to say, upwards of 10.000 enterprises), while
smaller enterprises should be organized into specialized industrial
corporations.4®

In the near term, it will be of interest to observe the extent to which
this activity will preempt the momentum for genuine reform. The
tension between the two is delicately noted by a leading proponent of
fundamental reform, who says:*’

In my view, the essence of economic methods . . . lies 1n using economic levers
which are related to the Iaw of value. . . . Of course. there is debate over “eco-
nomic methods”. Some comrades understand using economic methods to manage
the economy to mean breaking down administrative divisions. administrative
departments and administrative levels, and establishing trust-like, specialized
industrial organizations, based on objective economic relationships, to substitute
for the method of economic management via administrative organizations. This
view has a certain logic.

The reality behind this word play is that industrial reorganization is
an administrative, top-down process, not the product of independent

4 Tiu Guoguang, opus cit, April 1981,

« Private communication.
¢ Liu Guoguang, Guomin jingii, p. 13.
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decisions by enterprises themselves. (At one stage during 1980, such
independence was strongly encouraged and facilitated, but in the
words of one policymaker, “We gave enterprises freedom to form their
own relationships, but nothing happened.”)

Where does this leave us? The most that one can say is that funda-
mental reform is still on the agenda. Let me close by quoting perhaps
the two most important reform voices, but writing in 1981, First, Xue
Mugiao, on prices: *8

Our experience of the last two or three years proves that to readjust prices
purely by means of state planning cannot solve our difficulties. In the past twenty
years, outside of the worst, most chaotic periods, we talked about the price
problem constantly, and indeed made some readjustments. But the resulting
prices were not increasingly rational; on the contrary, they were increasingly
divorced from values. The reason is that there are hundreds of thousands or even
millions of prices, the cost calculations for which are extremely complex.

Xue goes on to propose that government price-setting be limited to
a few standard products, and that major price-setting powers be vested
in the new specialized corporations.

Second, Lin Ling, a major figure guiding the Sichuan reforms, writ-
ing in the June 1981 issue of Jingji Guanli (Economic Manage-
ment) : 4

Sichuan’s reforms are being implemented stage by stage: a limited set of re-
forms first, then an intermediate group, and finally a major set. Those reforms
centered on expanded powers for enterprises are a first set. The second group
of reforms will center on seting up enterprises which are truly responsible for
their own profits and losses, reorganization and merger within industry, break-
ing down the control structures of local governments and ministries, and carry-
ing out price and tax reform. Last and most important is a future reform in the
whole economic structure and organization, and the whole system of economic
leadership.

These statements make it clear that fundamental reform has not
disappeared from the policy forum. But none of these proposals have
clear timetables attached, and those agendas with timetables do not
include reform. For the moment, at least, China has decided that the
market is not the solution to her most pressing problems.

“q.’li(;age Lilun yu Shixian (Price Theory and Application), I:1 (20 January 1981),
pv. 3-9.
4 Jingji Guanli. June 1981, p. 19.
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I. SoMMAary

China’s transportation networks continued their remarkable growth
during the 1971-1980 period.* All the modern transport sectors—rail,
road, water, air, and pipeline—set new records in freight handling;
the traditional sector continued supplementing the modern sector by
moving large quantities of goods over short distances. Since 1970,
total turnover in ton-kilometers has increased roughly 10 percent per
annum. The water sector, with a 14 percent annual growth in turnover,
grew at twice the rate of the railroad and highway sectors. Although
pre-1977 data has not been released for pipelines, they are estimated to
have had an annual increase in turnover greater than 10 percent as
many of the pipelines were completed in the 70s. Although the hauling
capacity of the air sector is small when compared to the other modern
sectors, it showed the highest growth rate, 19 percent, for turnover since
1970. Most of the growth in the air sector can be attributed to its ac-
quisition of long-range aircraft and the rapid expansion of interna-
tional routes during this period.

In spite of the impressive increase in freight turnover since 1970,
China’s transport systems at present are barely sufficient to meet eco-
nomic development needs. In 1980, the railroads, carrying 50 percent
of national freight turnover in the modern sector, remained the pre-
dominant form of transportation. However, the utilization of railroads
is near 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 continuous dredging of waterways
and harbors and for the modernization of ports and the inland fleet
restricts expansion of inland water routes and development of harbors.
With a limited number of only poor quality highway routes, the high-
way departments played mainly a supportive role to other sectors as
road traffic accounted for only slightly more than 2 percent of turn-
over. In light of the recent slowdawn in oil production, the pipeline
sector, handling 4 percent of modern turnover, probably is the only
sector not being pushed to capacity. For the air sector to significantly
increase its contribution to the transportation infrastructure, cargo-
handling facilities and internal transport system linkages will require
modernization.

With annual traffic density already pushing 11 million ton-km/km,
the second highest in the world, the rail sector is hard pressed to keep
up with growing demands for improved rail transport. Rail traffic
is heaviest in the eastern part of the country where most of China’s
industrial enterprises are concentrated. and in northeast China.
The volume of rail freight in these regions accounts for more than
85 percent of the total volume transported by all the country’s rail
lines. These eastern lines are bumping up against capacity constraints;
some weak sections cannot meet present needs. Coal, the highest single
volume commodity shipped by rail, accounts for nearly 40 percent of
China’s total rail volume and as much as 60 percent of the total volume
hauled on some lines. Much of China’s rail net is still single track,

1For transport performance during the 1950’s and 1960’s see Philip W. Vetterling and
Jamea J. Wary “China: The Transportation Sector, 1950-1971,"" Congress of the United
States. Joint Economic Committee. “People’s Republic of China: An Economic Assess-
ment,” Washington, D.C., 1972, pp. 147-181.



140

although construction of double-track systems is becoming more wide-
spread. Selected rail lines are being electrified, mainly high density
lines involved with coal shipments.

Calculated on the basis of total land area, China’s highway density
is s0 low, 51st in the world, that it is hard pressed to assist China’s
modernization efforts. Then too, poor service by truck units under the
Ministry of Communications caused large numbers of industries and
government departments to develop their own trucking units. Unlike
the other transport sectors in which a strong central government in-
terest was shown, the development and operation of the highway
sector throughout the 70s was largely left in the hands of provincial
organizations. As a result, there are not many direct routes and there
1s no coordinated national highway system. Most roads have hard earth
or gravel surfaces; few have asphalt surfaces. ‘Many of the vehicles
on the road are suffering from old age, have a low carrying capacity,
and use excessive amounts of fuel. Highway systems have a small
motor vehicle density ; the majority of traffic is comprised of slow-
moving rubber-tired farm vehicles and trailers, carts, and bicycles,
all of which slow down truck traffic and cause highway congestion.
The heaviest concentration of the principal highway net is in the
industrialized east. Except in western China, roads are still mostly
used for shorthaul freight or as feeders to the other transport systems.

The water transport system, traditionally a key element in Chinese
transportation, significantly improved its capabilities to handle both
domestic and international cargoes. During the 70s, both fleet and
port expansion efforts were directed towards improving the flow of
bulk commodities and specialized cargoes. Through construction of
specialized cargo facilities, wharves, deep water berths, and more
storage areas, and the addition of mechanized equipment, China’s
port handling capacity has doubled since 1970. Despite this doubling,
Chinese ports still are congested with some vessels waiting weeks for
berthing space. Rapid expansion of the fleet and rapid growth of
foreign trade, especially since 1977, are the prime causes for this
congestion as port construction has not been able to keep pace. The
inadequacy of the inland distribution system also contributes heavily
to port congestion. Railroad and highway service to port areas has
not expanded as rapidly as port handling capacity; as a result, cargo
accumulates on the docks forcing a delay in discharging ships’ car-
goes. On the inland waterways, larger ships and barges, new naviga-
tional and signal equipment, and increased dredging operations all
have contributed to improved carrying capacity. Some of this in-
creased capacity, however, has been offset by the shrinking water-
way network. The uncoordinated construction of new dams—irriga-
tion, hydroelectric; flood control—has blocked shipping channels,
resulting in the loss of thousands of kilometers of navigable water
routes.

Considering the state of the air sector at the beginning of the
decade, the sector displayed phenomenal growth especially during
the later part of the 70s. Through the purchase of lone-range jet air-
craft and the signing of a number of air agreements, the Chinese
have expanded the total route mileage, both domestic and inter-
national, by more than four times since 1970. At the same time,
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selected air terminals and runways were expanded to handle both
larger aircraft and an influx of foreign visitors. Since opening wide
the doors to tourism in 1977, an ever increasing number of tourists
have been converging on China. Beijing, China’s capital city and
the hub of the aviation network, is the main stop over point for most
foreign tourists.

The pipeline sector, a fairly recent addition to China’s transport
network, helped lift some of the burden off of the other transport
sectors. By the mid 70s when a number of pipelines were completed,
pipelines were carrying significant amounts of crude oil from oil
fields to refineries and to coastal ports. By 1980, pipelines were mov-
ing around 80 percent of all crude oil production. As a result of this
switch, space on the railroads was freed up for other commodities;
on the highways, the distance was reduced for crude oil shipments.

II. RAILROADS

A. NETWORK

During the 1971-80 period, the Chinese continued to expand their
railway network at the annual rate of 1,000 kilometers that has been
maintained for the past 30 years. At the end of 1980, the network was
about one-sixth the length of that of the United States, with 52,400
kilometers of mainline track. All of the mainline track is standard
gauge except for about 800 kilometers of narrow-gauge track in the
southern border province of Yunnan. In addition to the mainline
network, there are a few thousand kilometers of rail lines of various
gauges that mainly serve isolated industries: the bulk of these serve
the timber industry in Heilongjiang and Jilin provinces.

Existing rail lines have been greatly improved over the past decade.
Electrification at 25kv 50Hz has been completed on 1,670 kilometers of
mainline track or 3 percent of the network, mostly in the mountainous
central provinces. Five electrified lines totalling some 2,000 kilometers
are now under construction or have been approved for construction.
Some 8,000 kilometers of the mainline are now double tracked and
more is planned or under construction in the high volume traffic areas
of eastern China. Since 1978, a 60 kg/m replacement rail is being used
on high density lines and the average rail weight has been raisced to 50
kg/m on most lines. About 7,000 kilometers of continuous-welded rail
are in place. Concrete sleepers are used on about 45 percent of track,
mostly in timber scarce areas or in areas where timber rot is a prob-
lem. Creosote-treated timbers are used on the remaining lines. Auto-
matic blocking equipment has been installed on 13 percent of the lines,
semi-automatic on 77 percent, and the remaining 10 percent still em-
ploys a manual system. Centralized control systems have been installed
on about 1,000 kilometers of track and in at least 16 classification yards
with 13 of these having mechanical humps.

The railway network at yearend 1980 is largely the result of de-
velopment strategies over three different periods. From 1949, when the
Chinese communists established power until roughly 1965—just prior
to the start of the Cultural Revolution—railway construction focused
first on restoring the old war-torn rail lines and then on extending new
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lines into isolated peripheral areas for both political and strategic
reasons. From the late 1960s until the mid 1970s, the focus of railway
construction gradually shifted toward support of China’s economic
development programs. In the later part of the 70s, especially since the
overthrow of the Gang of Four, almost all railway construction
focused on improving conncetions to agricultural, industrial, com-
mercial, and mineral resource areas. '

By the end of the 1970s, new track construction began to reflect new
policies readjusting the economy and technical redevelopment of exist-
ing lines. Construction centered on developing the coal industry, im-
proving the flow of goods at port areas, and opening up the resources
1n the strategic areas of the western provinces. Long term plans for the
western provinces include a 3,000 kilometer line from Xining in
Qinghai Province to Lhasa in the Xizang Autonomous Region through
some of the world’s most rugged terrain. By 1980, the first stage from
Xining to Golmud of 835 kilometers was completed on the northern
portion. However, the most difficult section through the.high moun-
tains of Xizang and Qinghai provinces remains to be done. When com-
pleted, all of China’s provincial level administrative units will be rail *
served.

Other recent construction includes a 475-kilometer southern exten-
sion of the Lanzhou-Urumqi route running from Turpan to Korla in
the mountainous western desert area. This line, which was opened in
1979 after nearly nine years of construction, offers improved access to
the oil resources in western Xinjiang Province. To the east, the 510-
kilometer Lanzhou-Baoji line, now being electrified, will provide addi-
tional carrying capacity to the rail center at Lanzhou where the Lanz-
hou-Urumgqi route to western Xinjiang Province and the Lanzhou to
Golmud line to central Qinghai Province meet. In northeast China, a
new 400-kilometer single-track rail line between Tongliao and the
developing coal mine at Huolinhe in Nei Monggol was opened to traffic
in September 1980 after seven years of construction.

In the east, both new construction and the upgrading of old lines has
" been directed toward improving the flow of coal from mines in North
and Northeast China and toward speeding up the movement of goods
to and from the ports all along the coast. The Minister of Railways in
late 1979, stated that the main objective of railway construction would |
be the upgrading of old lines to make it possible to haul more coal
from Shanxi, Henan, and Shaanxi provinces and to enable more
freight to be carried over the rail lines to China’s ports. In late 1980,
the Vice Minister of Railways reemphasized this shift of railroad
capital construction to rebuild and upgrade the high density lines of
eastern China. He stated that although the railway’s capital construc-
tion funds were limited due to readjustment of the national economy,
f.he capital that was available would be used for improving the eastern
ines.

Extensive work to upgrade these high density lines was started
during the 1978 to 1980 period and is scheduled for completion during
the mid 1980s. In southeastern China, double-track construction was
reported to have begun in mid 1980 on the last 538-kilometer single-
track section of the Beljing to Guangzhou line rmnning from Heng-
yang in Hunan Province to Guangzhou in Guangdong Province.
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Priority also has been given to boosting the coal-handling ca.pacitg of
rail lines serving coal-rich Shanxi Province through upgrading four
of the five major routes used for transporting coal out of Shanxi to
other areas of China. Both the Datong to Beijing and the Taiyuan
to Shijiazhuang double-tracked lines are being electrified and the
single-tracked Taiyuan to Jiaozuo and Datong to Puzhou lines are

- being double tracked. At Beijing, a 35-kilometer rail bypass around
the northwestern side of the city that will improve the eastward flow
of Shanxi coal was completed in 1980. Between Beijing and the Qin-
huangdao coal port, construction has just begun on a new electrified
double-track .route that will greatly increase the eastward flow of
Shanxi coal. Double-track construction, underway since 1978, on the
Shijiazhuang-Dezhou line in central Hebei and eastern Shandong
provinces and on the J inan-Qingdao route in Shandong will provide
increased rail capacity to Shandong’s ports. Also in Shandong Prov-
ince, construction hes just started on a new single-track railway be-
tween the Yanzhou coal mining area and the coastal city of Shijiusuo
where a new coal port is to be constructed.

The Ministry of Railways and its 20 railway bureaus, along with
some PLA assistance, performs all construction and maintenance ac-
tivities. A number of sections have been incredibly difficult to build.
Construction crews have overcome high mountains, deep gorges, swift
rivers, shifting deserts, earthquake zones, and a wide variety of soil
structures as well as extreme variations in climate, Numerous sections
had to be bridged or tunneled due to extreme variations of terrain. One
of the most difficult tasks was the construction of the 1,085-kilometer
Chengdu to Kunming line in south central China that was opened to
traffic in 1970. In completing this line, 991 bridges and 427 tunnels,
accounting for around 40 percent of track distance, were necessary to
traverse a complex geological terrain. The most recent achievement is .
the 916-kilometer Chongqing to Xiangfan line in eastern Sichuan and
western Hubei provinces where bridges and tunnels make up some 45
percent of the line’s total length. Opened to traffic in 1978, the rail line
crosses 716 bridges and goes through 405 tunnels. As a result of the
formidable terrain in these regions as well as that of many other regions
in China, some 2,500 kilometers of bridges and a like distance of tun-
nels are included in the railway network. Most of the bridges built
during the 1970s were constructed with prefabricated piers—flexible,
rigid, or hollow—that speeded up construction. Most rail bridges have
a high load capacity as they are designed to support the weight of
heavy steam locomotives.

Meeting past construction challenges has required a strong central
railroad organization and a highly competent work force for construc-
tion and maintenance. With only around 30 percent of its track main-
tenance work mechanized. much of the construction and maintenance
work still is done by hand. This is an advantage for the Chinese with
their high traffic density as most maintenance work can be performed
between train intervals with machinery that can be easily moved on
and off the tracks. The heavier track equipment generally is employed
in new line construction. Both light and heavy track equipment is
manufactured by the Chinese. Heavy equipment includes a tracklaying
machine capable of laying 4.5 kilometers of new track daily. Probably
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the single biggest problem facing the work crews in upgrading high
densitv lines. both in the late 70s and upcoming 80s, is the large num-
ber of bridges and tunnels that need to be rebuilt as lines are double-
tracked and or electrified.

B. ROLLING STOCK

Between 1970 and 1980, railroad rolling stock, both locomotive and
freight, increased at an average annual rate of 5 percent. The loco-
motive fleet, estimated at 10,562 units. was roughly 78 percent steam,
20 percent diesel, and 2 percent electric at the end of 1980. Since 1970,
steam locomotives have declined only 3 to 5 percent as a share of the
inventory despite inereasing nse of diesel and electric locomotives. Be-
cause of slow rates of conversion, steam will provide the main source
of Jocomotive power for at least the next ten vears. The fleet has two
main steam engines models: the 2.30n hp “Liberation” type 2-8-2
weighing between 91 and 118 tons and the 3,100 hp “Peace” type 2-10-2
weighing between 150 and 220 tons. There are three basic diesel de-
signs: the “Eastwind” in both 8.300 and 3.600 hp models. the 2.000 and
3.000 hp “East is Red” models. and the 4.000 hp “Giant Dragon.” For-
eigmn built diesels. 5,000 and 5.500 hp German Henschels, 4.000 hp
French Alsthoms. and 2.100 hp Romanian Electroputeres. account. for
about 7 percent of diesel power. The electric portion of the fleet con-
sists of various versions of the Chinese built “South Wind” electric
locomotive in the 5,000 hp class and 50 French Alstrom electrics rated
at 4.000 hp.

The freight car inventory at the end of 1980 was estimated to be at
290.400 units with an average car capacitv of nearlv 50 tons—roughly
equivalent to the [Inited States car capacity during the 1940s. Gon-
dola and hopwer cars, abont 50 percent of the inventory. and tank
cars. around 20 percent of the inventorv, make un most of the fleet as
would be expected since bnlk commodities comprise the greatest share
of freight volume. Most of the remainder of the inventory consists of
box cars, stock cars. and some refrigerator cars. The number of mech-
anized and specialized car types is verv small; unit trains, as nsed in
the United States. do not exist. By 1980. the passenger car fleet had
some 17.000 coaches, mostly of an old Soviet style of heavyweight

construction.
TABLE 1.—CHINA: RAILROAD ROLLING STOCK

Production Inventory
Year Locomotives Freight cars Locomotives Freight cars
0 ——-- 573 13, 800 6,530 175, 000
17 526 15,700 8,627 237,000
293 6, 396 9,252 254,900
521 16, 950 9,675 269, 300
573 16, 042 10, 149 282,600
512 10,571 10, 562 290, 400

Sources:
Production—Locomotives and freight cars: 1970-75: SSB; State Economic Commission; 1977-79: SSB, 1980;
1920: FBIS, Apr. 29, 1981, K-2. . o .
Inventory—Locomotives: 1979: “Economic Reporter,’” October 1920, p. 30. Remaining years estimated based on
1952 inventory (CIA, “China: Economic Indicators,”” ER 78-10750, December 1978, p. 37), reported and estimated
" production figures, and an assumed averace yearly retirement of 98.6 locomotives based on a 30-vr life.
Inventory—Freicht cars: 1970, 1975: CIA, **Handbook of Economic Statistics 190, ER €0-10452, October 1980t
p'.l 22; 1977E80: estimated based on reported and estimated production figures and an assumed yearly retiremen
of 1 percen'
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By 1980, China had at least 30 rolling stock plants specializing in
production or repairs of locomotives or rail cars or both. Locomotive
production in China began in the early 1950s by copying steam loco-
motives of Soviet and American design. Prototype diesel and electric
engines were developed in the late 1950s and series production began
in the mid to late 1960s. During this past decade, China developed a
locomotive production capacity sufficient to meet its needs; it is esti-
mated that China acquired no more than 10 locomotives a year from
foreign sources during this period.

Mainline locomotive production is centered on six main plants.
Steam engines are produced at the Datong plant in Shanxi Province.
Electric locomotives are made at the Zhuzhou plant in Hunan Prov-
ince. The four remaining plants, all specializing in diesel locomotives,
appear to be underutilized. In 1979, 222 diesel locomotives were pro-
duced compared to 311 steam and 40 electric; roughly the same per-
centage split, 55 percent steam, 40 percent diesel, and 5 percent elec-
tric, has been maintained over the past decade.

Diesel locomotive production will probably remain well below ca-
pacity through the 1980s for two main reasons—a slowdown in oil
production and a large inventory of steam locomotives along with
the coal resources to drive them. Dieselization is no longer being
pushed as China attempts to conserve oil especially in light of the
stagnation in oil production that began in 1979 and is likely to con-
tinue through the mid 1980s. Therefore, the Chinese must continue to
depend mostly on steam locomotives which are the least energy efficient
type. Electric traction, although less energy efficient and also more ex-
pensive to develop than diesel, will gradually replace steam on selected
high density routes. Electric locomotives provide a tractive force up to
50 percent greater than diesels, have a cheaper cost per horsepower
than diesels, and require less maintenance than diesels. The rail sector,
as well as the other transport systems, must compete for energy with
other sectors of the economy, such as agriculture and industry. The
limited availability of both diesel fuel and electricity are two con-
straints that China needs to overcome before it can begin to scrap
steam locomotives.

Since 1970, China has produced an average of 12,000 freight cars
a year, which was sufficient to maintain an adequate inventory. The
opposite is true for passenger wagens because past emphasis has been
on freight car production In spite of the rising demand for passenger
travel. Output of passenger cars, first reported as a separate category
in 1977, rose quickly from 538 in 1977 to 1.002 cars in 1980, an average
of slightly less than 800 coaches a year. Between 1977 and 1980, rail
passenger turnover equalled 21 to 24 percent of freight turnover and
increased at a faster rate than rail freight, 10.7 percent annually
versus 7.9 percent. Assuming an average of 8.000 to 10,000 freight
wagons a year to maintain the freight car fleet, China will need in the
neighborhood of 1.500 coaches a year to maintain the passenger car
fleet plus another 500 or so coaches a year to expand the fleet.

During the 70s, rolling stock nlants and repair facilities turned out
a variety of higher capacity rail cars and improved maintenance and
repair service. Most freisht ears now coming off the production lines
have a 60 ton or higher capacity. As a result, the average car capacity
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in the inventory has been increasing about six-tenths of a ton annually
during the past decade. By 1980, the average freight car capacity had
reached 50 tons. On the whole, more than 80 percent of the cars have a
capacity of 50 tons or greater, while 30 percent of the cars have a 60
ton or greater capacity. Most plants are combination production and
repair facilities and technological improvements in production carry
over to the maintenance and repair section of the plant. Because mod-
ern freight cars gradually have been replacing the older wooden
freight cars and more specialized freight wagons have become avail-
able, the damage rate has decreased. The older cars are more susceptible
to damage, especially with the increase in mechanized loading and
unloading. During the 1970s, an estimated 70,000 to 80,000 freight cars
were damaged annually. Despite this damage rate, repair facilities
appear to do a good job at returning cars to service. The ratio of
freight cars under repair was reported as 3.2 percent in 1978; the
same ratio is expected in 1980. Periodic maintenance checks hold down
the number of accidents and catch a number of minor defects before
they become major maintenance problems. For example, frequent
checks appear to greatly reduce the number of overheated journal
bearings, that if undetected could cause a derailment. The bulk of the
rail cars have the older journal bearings because the Chinese only
recently have begun to use roller bearings. In comparison, roller bear-
ings have been required on all United States cars produced since 1963.

C. TRAFFIC AND OPERATIONS

The railroads, still the predominant form of transport in China at
the end of the decade, handled 49.6 percent of total freight turnover
reported for MOC organizations. Total turnover in ton-kilometers rose
from 284.7 billion in 1970 to 571.7 billion in 1980, reflecting an annual
growth rate of 7.2 percent—nearly two percentage points above the
United States’ growth rate. By 1980, annual traffic density was nearly
11 million ton-km/km, more than double that of the United States
and second in the world only to the Soviet Union. However, due to
this high traffic density, railroad utilization is near saturation nation-
wide and, in some areas, is lagging behind transport needs. Rail traffic
is heaviest east of the Beijing-Guangzhou rail line in the eastern part
of the country and in Northeast China where most of China’s industrial
enterprises are concentrated. Many of the lines in these areas are fully
saturated ; some weak sections can only meet 40 to 70 percent of the
actual needs. The rail lines in these regions handle more than 85 per-
cent of the total volume transported by all the country’s rail lines.
By itself, the Beijing Railway Administration Bureau, one of 20, han-
dles one-sixth of the total volume.

During the 70s, the railroads continued to be the prime mover of
bulk commodities, annually handling roughly 50 percent of total vol-
ume shipped by rail, road, and water. The rail share of the total has
been gradually increasing and in 1980 reached 52.3 percent. However,
if tonnages originated in the pipeline and air sectors were known, the
railroads’ share of total volume shipped by all sectors would probably
show a slight decline as the pipeline and air sectors both were ex-
panded rapidly during the 70s. As-a result of pipeline construction,



147

railroads were carrying only 20 percent of all crude oil production
by 1980. This 20 percent of production plus the bulk of refined prod-
ucts accounted for roughly 5-6 percent of rail freight volume. On the
other hand, coal, China’s number one energy resource and the highest
single volume commodity shipped by rail, is largely responsible for
rail maintaining its 50 percent share of tons originated. For over
twenty years, the railroads have been moving some 65 percent of coal
production which annually amounted to 37-38 percent of the total
rail-freight volume. Well below the volume of coal, ores and construc-
tion materials, with roughly equal shares, account for 34-35 percent
of total rail freight. The remaining portion of total rail-freight vol-
ume consists of iron and steel, timber, food grain, and miscellaneous
shipments with no single commodity exceeding the 5-6 percent ac-
counted for by iron and steel. Containerized freight consists of 1-, 3-,
and 5-ton boxes as the railroads are not yet capable of handling inter-
national-sized containers. During the 80s, China is expected to develop
at least a limited rail capability for transferring the international
20- and 40-ft containers, now being handled at the ports, to selected
inland points. _

Although China’s railroads are not considered modern in compari-
son to those of industrialized nations, the Chinese continue to make
remarkable progress as shown by the increases in both turnover and
tons originated. Modernization efforts and operational and mainte-
nance improvements contributed heavily to this growth. Electrification
and double tracking, improved traction power, larger capacity cars,
modernized classification yards, new stations, and automated control
systems are some of the improvements undertaken to improve capacity.

perational and maintenance improvements also have increased the
rolling stock utilization rate.

By 1980, these modernization efforts had produced some impressive
results. Freight cars had an in-service ratio of around 93 percent.
Turn-around time for freight cars had been reduced to 3 days which
is quite impressive considering that in the United States freight car
turn-around time now is around 25 days. The on-schedule rate was 93
percent for freight trains and 97 percent for passenger trains. The
average speed of freight trains was 29 km/hr, down 1 km/hr from
1970 largely as a result of the increased number of passenger trains,
but 1 km/hr above the United States average. As of now, the highest
speed permitted are 110 km/hr for passenger and 80 km/hr for freight
trains. Intervals between trains have been reduced to 10 minutes, and
with additional signaling improvements and double tracking the
Chinese hope to shorten the interval to 8 minutes. The average freight
train consists of 48 to 53 cars hauling around 2,500 tons with each
car loaded at or near capacity. In comparison the average freight
train in the United States consists of 68 cars hauling some 4,500 tons
but with the average car carrying only 85 percent of capacity. During
the 80s. the Chinese hope to raise their average tonnage of freight
trains to between 4,000 and 5.000 tons by double tracking older lines
and by lengthening both passing tracks and station areas. Currently,
the lIength of passing tracks and size of stations are the main restric-
tions limiting operations to 48- to 53-car trains.
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Compared with United States railroads, China’s railroads are quite
productive, for although they are not as modern, they move more
freight with less equipment. The Chinese, with slightly more than
one-third as many locomotives and less than one-fifth of the freight
cars, handled three-quarters as much tonnage as did the American rail-
roads in 1980. Wiih a railway network less than one-third the length
and an average length of haul roughly half that of the United States,
the Chinese freight turnover was nearly 40 percent of that accom-
plished by American railroads. Chinese turnover would have been
higher still if not for the fact that its railroads carry a good percentage
of short-haul goods that in most countries are moved by truck. Nation-
wide, an estimated one-quarter of the rail tonnage travels less than
100 kilometers; in the Beijing Bureau, one-third of the freight travels
less than 100 kilometers and more than one-half of this moves less
than 50 kilometers. Historically, the bulk of Chinese rail shipments
originated with the heavy industry and construction material sectors
whose tonnage had a high weight to volume ratio and was moved long
distances. With the recent shift of production emphasis away from
heavy industry towards light industry, a larger amount of tonnage
with a low weight to volume ratio will be shipped short distances by
rail unless the highway sector can be expanded to carry a larger share
of short-haul traffic.

I1I. Hicawavys

A. NETWORK

China’s road system grew by nearly 40 percent over the last decade.
Nevertheless, it is still basically a substandard system, even by Chinese
standards—Chinese articles reproving the present state of China’s
roadways have noted that approximately 50 percent of the highways
do not ‘meet the standards of current highway technology. Of the
890,000 kilometers of highways in the country, more than 300,000
kilometers of highways, including some paved roads, cannot be kept
open to traffic under all weather conditions. Asphalt, residual oil, or
concrete surfaces cover only about 150,000 kilometers of the total road
network. Some 500.000 kilometers of railway are paved with hard
packed sand and gravel surfaces and the remaining 210,000 kilometers
of roadways are mainly unpaved dirt roads with many of these being
little more than cart tracks. Over 90 percent of all China’s communes
and some 50 percent of its brigades are connected by highways. Never-
theless, there are still populated areas accessible only by footpath—
at least two.counties still are totally without road services.

As the quantity, quality, and interconnection of highways have a
close bearing on the development of the national economy, the under-
developed highway network is hard pressed to contribute to China’s
modernization efforts. Calculated on the basis of total land area,
China’s overall highway density ranks 51st in the world, being only
one-fifth of India’s and one-half of Brazil’s. There is no coordinated
national highway system of main trunk roads; as a result there are
not many direct long-distance routes. A number of roads also end in
deadends at provincial or county lines, because of lack of inter-juris-
dictional planning. Most roads serve as short-haul feeder roads except
for the more remote areas—especially in the western half of China—
where long distance routes over difficult terrain carry a significant vol-
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ume of truck transport. The heaviest concentration of the principal
highway net is in the heavily-populated industrialized east. Even here,
roads are still mostly used for short-haul freight or as feeders to the
railroad or water transport systems,

The very poor quality of Chinese highways discourages long dis-
tance travel. Given the small amount of hard surfaced roads, the
majority of the network requires constant maintenance—especially in
the mountainous regions where washouts and landslides require con-
stant attention. Even the hard surfaced roads are a problem. In the
past ten years or more, whenever the Chinese ran short of asphalt,
the roads were surfaced with residual oil. But in their efforts to quickly
expand the network, they failed to stress quality. As a result, most
residual oil surfaces lasted little more than a year and require repeated
repairs.

China has about 128,000 highway bridges totaling more than 3
million meters in length. However, there still are over 700 ferry loca-
tions where bridges are needed and there are over 100,000 meters of
dangerous bridge crossings that need to be rebuilt. Though permanent
bridges now account for about 93 percent of the total number of
bridges, many of them do not meet width or load-bearing standards.
Bridge building technology, however, has gradually improved as the
Chinese developed their own technology and adopted the techniques
and designs of foreign bridge-building companies. More than 30
bridges now span the Huang Ho (Yellow river) including the 8,429-
meter bridge at Luoyang in Henan Province. In 1980, the first high-
way bridge across the upper reaches of the Chang Jiang (Yangtze
river) near Chongqing in Sichuan Province was opened to traffic. This
1,120-meter long bridge stands some 60 meters above the river pro-
viding clearance for ships of up to 5,000 tons during the high water
season. In the deeper reaches of the Chang Jiang at Nanjing, a com-
bination railway-highway bridge with a total span of over 6,700 meters
has a 1,570-meter main span that provides only 20 meters clearance
during high water and 30 meters during low water. Completed in
1968, this bridge now restricts the passage of ships to around 5,000
dwt, whereas the river channel on up to Wuhan is probably capable
of handling 10,000-dwt vessels. In the mountainous western half of
China, bridges also are being upgraded. In Xizang, concrete structures
have replaced the old wooden bridges on the region’s two main high-
ways that provide the principal connection to other parts of China.
All 53 bridges on the Qinghai-Xizang highway and 216 of the 256
bridges on the Sichuan-Xizang highway have been replaced by rein-
forced concrete structures.

The lack of a unified national highway system and the poor condi-
tion of the road network stems in part from a decision made over 20
years ago. Prior to 1958, the central government was responsible for
planning and constructing trunk highways; the local governments
were responsible for regional highways. But after 1958, the general
highways bureau, the highway planning academies, and the highway
engineering bureaus were shut down and the entire system of high-
way administration was abolished, with the technical files and data
all abandoned. Since then, various departments have administered dif-
ferent Earts of the highway system. At present, nominal authority for
trunk highway construction and maintenance is vested in the Min-
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istry of Communications. Lately, provincial and municipal eritics
charge, probably with just cause, that the Ministry of Communica-
tions has no interest in the highway system and is only concerned

~ with fostering water transport. In actuality, most of the responsibility

for the planning, construction, and maintenance of roads falls to pro-
vincial and county authorities, and in some cases, especially in the more
rugged terrain of western China, to the People’s Liberation Army
(PLA).

During the past two decades, a number of other events have affected
the development of the highway sector. For example, since the early
60s, most road building and repair projects were attempted without
technical competence or the highway traffic data needed for analysis
and research. Only within the past two years have the Chinese started
conducting technological and economic surveys on national and pro-
vincial roads to enable planning and design of a more modern highway
system. However, the current ability of the highway workers to fully
utilize these surveys is questionable. .

A key weakness at all levels of highway workers is the low com-
petency level. Few workers received professional training during the
turbulent times of the 60s and 70s as educational institutions were
severely disrupted by the anti-science and technology attitudes that
prevailed during the Cultural Revolution and the Gang of Four eras.
Furthermore, many of the road building engineers and technicians
who had been trained in the 50s and had the skills to train others had
been “sent down” to the factory or the farm. For those engineers and
technicians who stayed and those who later returned, the periodic in-
tensification of the attacks against educated workers gave them little
incentive to show their knowledge or keep up with technological
advances.

The emphasis on self-reliance that began in the early 60s and covered

- nearly two decades probably also affected the highway sector—the

least mechanized sector and the only one without a strong central or-
ganization—more than any of the other transport sectors. As an end
result most roads were built without mechanization or technical know-
how by road teams organized at the county and provincial level.
The teams operated under the “several ones” program which called
for the masses, by their own hands and with local materials, to level
one precipitous slope, straighten one sharp turn, and build one kilo-
meter of standard road a year. Under this program of employing only
manual labor and local materials, road crews used roadbed materials
usually obtained near the worksite regardless of their suitability. As a
result of these practices, many of the road building skills of today’s
work force were acquired by trial and error during the course of build-
ing substandard roads.

During the past decade, emphasis was placed on strengthening the
road network in the western and southern border areas and on improv-
ing access to some cities in the industrialized East. In the South the
Chinese worked at widening and otherwise improving the supply
highways leading from Yunnan and Guangxi provinces to North
Vietnam during the early 70s. In the Southwest, the last section of
the Yunnan-Xizang highway was completed in 1974. Begun in 1967
by the Yunnan provincial authorities, this road links up with the
Sichuan-Xizang highway at Markham to provide an additional route
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to Lhasa. Since 1972, the Chinese have been working on upgrading
both the Sichuan-Xizang and the Qinghai-Xizang highways by wid-
ening and tarring the roadways and by installing permanent bridges
and tunnels. As noted earlier, most of the bridges on these two roads
have been upgraded; however, the work is not completed. In 1981,
Lhasa authorities still are calling for a stepped up bridge and road
-construction effort, with emphasis on blacktopping the Qinghai-
Xizang highway. In the oil producing regions of the northwest, road
building efforts have been directed at providing new or improved oil
field to railhead truck routes as there are few oil pipelines in the area.
The latest effort is a 532-kilometer asphalt highway being built in
northwestern Xinjiang Province by an engineering corps from the
PLA that will connect the towns of Dushanzi and Kuqa.

In the later part of the 70’s, construction emphasis shifted to im-
proving the quality of existing trunk highways, especially in the more
heavily populated cities of the industrialized coastal areas, and away
from the practice of lengthening the overall network. The Chinese
realized that due to the inadequacy of the urban highway network the
rail and water systems were carrying a considerable volume of short-
haul cargo—cargo that in industrialized countries is carried primar-
ily by truck. In an effort to alleviate the situation, the Chinese began
improving access routes to larger cities and widening selected intercity
streets—an effort that has resulted in the construction of their first
expressway type roads. In Beijing, the northern section of the second
ring road is now open, a limited access type highway complete with
cloverleaves, a 23 to 28 meter wide vehicle surface, and separate 6 to 9
meter wide bicycle lanes. The southern half of the second ring road
along with an innercity ring and a third outer ring road are under
construction. These three concentric expressway type rings are de-
signed to connect Beijing’s main feeder highways and to ease the inner-
city traffic load. : .

On the outskirts of major cities, access roads also have been im-
proved. The three most noted are the 39-kilometer Beijing-Miyun
highway, the 25-kilometer Nanjing-Liuhe highway, and the 27-kilo-
meter Shenyang-Fushun highway. Common characteristics of these
routes are roadway widths of at least 25 meters, median strips, and
shoulder lanes for slow moving traffic. In addition to speeding up the
traffic flow, these newly straightened highways shorten the travel dis-
tance between cities. The Shenyang-Fushun route was shortened by 17
kilometers; the new Beijing-Miyun road cut 7 kilometers off the old
route.

Continuing the trend of the last few years, highway construction
during the decade of the 80s will consist primarily of improvements
to the existing highway network. The main emphasis is to be directed
toward improving the high density trunk highways and connecting
them into a 100,000-kilometer national arterial highway network by
1990. Special emphasis is to be given to improving access to large
cities of 300,000 population and over, major ports and rail centers,
industrial, mining, and agricultural areas, and major tourist sites.
At the same time, the Chinese plan to continue to strengthen high-
way transport in the mountain and border areas, and in areas in-
habited by minorities. The Chinese will have no easy task in achieving
these goals. The lack of funds probably will continue to hamper high-
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way construction as it has in the past. Then too, there still is no
evidence of highway construction being planned or directed by a na-
tional level organization. The construction of the Beijing expressways
and the three access highways previously mentioned was accomplished
by municipal or provincial authorities.

Other factors that will thwart road improvement projects are the
small amount of mechanized road building equipment and a short-
age of skilled operators. Having only recently purchased or built
some specialized road building equipment, the Chinese still are heavily
dependent on manual labor. This dependence is illustrated by a 1974
Beijing Review article on Yunnan road building that noted that
improved technology had resulted in the shoulder poles and baskets
of the professional road builders giving way to rubber-tired carts. An
additional problem facing highway planners is a shortage of suitable
land, especially in the heavily populated East. In many cases, the only
available land is arable land—Iland with which the Chinese are reluc-
tant to part. As their overall goal for this decade is to improve
highway quality—a much more difficult task than building dirt roads
to communes—it is doubtful that the Chinese can do little more than
stay even with the growing demands for both short- and long-haul
truck transport.

B. MOTOR VEHICLES

At the end of 1980, there were around 1.7 million civilian motor
vehicles in China, 4 times the 1970 number. Medium- and heavy-duty
trucks make up roughly 74 percent of the inventory, buses account
for a further 19 percent, and the remaining 7 percent are comprised
of jeeps, automobiles, and special purpose vehic{)es. Most of the trucks
in the inventory are of the general cargo type of which the 4-ton
“Liberation” general-purpose model is prevalent. The number of
trucks with capacity greater than 8 tons and small 14- to 1-ton pick-
up type trucks are very limited. As no private automobiles are allowed,
there are few cars and their number is not expected to increase signifi-
cantly. In fact, the production of one car, the “Red Flag” sedan, was
scheduled to stop in June of 1981 because of its excessive fuel con-
sumption. The Chinese are just beginning to consider the use of diesel
truck engines, and almost all of the inventory is gasoline powered.
Overall, the truck inventory is suffering from old age and outdated
technolooy. A good number of the vehicles have been in use 10 to 20
years and of these many are of the “Liberation” type that was first
produced in 1956, and still produced today, as a copy of an old Soviet
ZI1-150 which the USSR no longer produces.

TABLE 2.—CHINA: CIVILIAN MOTOR VEHICLES

Year Production Inventory

1970 e O 87,000 434,000
1975.... 139, 800 918, 000
125, 400 1,199, 000
149, 100 1, 358, 000
185, 700 1, 554, 000
222,000 1,747,000

Sources:
Production: 1970: *‘Economic Reporter,” August 1980, p. 34; 1975: SSB, State Economic Commission; 1977-79:
SSB, 1980; 1920: FBIS, Apr, 29, 1981, K-8, .
lnventory: 1970: CIA, ““China: Economic Indicators,”” ER 78-10750, December 1978, p. 37; 1975, 1977-79: Ministry
of Communications, 1980; 1980: estimated.



153

The bulk of the inventory, comprising some 40 different models, was
produced in China with domestic production being supplemented
with foreign vehicle purchases of 15,000 to 25,000 units per year dur-
ing the 70s. Light commercial vans, small buses, a few cars, and large
100- to 150-ton dump trucks were the main import types. The West
European nations supplied more than half of the imports, smaller
amounts came from Japan (the largest single country supplier), the
Soviet Union, and the United States. Within China, trucks and auto-
mobiles are manufactured in some 130 plants ranging from the assem-
bly-line operations at the large Changchun plant, producing at its
65,000 unit a year capacity, to small plants turning out less than a
hundred vehicles a year.? In addition, there are about 2,400 motor
vehicle parts works. Recently the Chinese have begun to consider clos-
ing down, suspending, or merging their scattered facilities in order to
improve and standardize operations. In early 1981, an integrated
motor-vehicle company that cuts across provincial lines was estab-
lished in Hubei as a joint enterprise of a number of vehicle plants.
This is intended to avoid duplication of capital construction and equip-
ment, especially for production of the same model 5-ton truck. In an
effort to upgrade motor vehicle technology, the Chinese have ap-
proached foreign companies; Japanese-Chinese cooperation negotia-
tions have been given the most press coverage. The Japanese also have
been approached for help in developing a Chinese motorcycle industry
and as a partner in a joint venture operation. China currently produces
its own motorcycles. Although past production figures are not known,
production probably has been increasing steadily as the 1981 produc-
tion target is 180,000 motorcycles.

C. TRAFFIC AND OPERATIONS

Since 1970, motor transport has grown the slowest of any of the
transport modes. Freight turnover performance of motor vehicles
under the Ministry of Communications in 1980 was estimated at 27.5
billion ton-kilometers, a 5.5 percent annual rate of growth since 1970
compared to a 7.2 percent and 14.1 percent annual growth rate for rail
and water, respectively. However, most of the annual growth in truck
turnover, 6.9 percent per year, occurred during the 1970-1978 period;
in the last 2 years annual growth has been almost nil.

The lack of significant growth can be attributed largely to orga-
nizational structure and the method of reporting tonnage. The various
levels of transport organizations under the Ministry of Communica-
tions only control approximately 15 percent of the national truck in-
ventory ; “private” vehicles owned by other government organizations,
and industrial and agricultural enterprises account for the remaining
85 percent. Various Chinese sources have estimated that “private”
vehicles hauled only one-third as much tonnage as the professional
transport organizations accomplished with only 15 percent of the
truck inventory. It is extremely unlikely that this “private” vehicle
tonnage has been included in the national figures. The main evidence

2The five princinal truck plants (and main preduets) are the Changchun No. 1 Motor
Vehicle Plant in Jilin Province (4-ton truck), the Shiyan No. 2 Motor Vehicle Plant in
Hnbet Province (5-ton truck). the Nanjing Motorcar Plant in Jiangsu Province (2.5-
ton truck), the Jinan Motor Vehicle Plant in Shandong Province, (8-. 10-. 12-, and 19-
ton trucks), and the Shanghal Heavy Duty Truck Plant (4- 15-, and 32-ton trucks).
Jeep production is centered at the Beljing Motor Vehicle Plant

87-199 0 - 82 - 11
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of this exclusion.is the State Statistical Bureau’s (SSB) explanation
of the 1979 reduction in freight turnover by trucks. The SSB attri-
buted the decrease in national truck turnover to industrial and com-
mercial departments that were hauling more of their own freight in
“private” vehicles. The exclusion of non-Ministry of Communications
figures from the national truck tonnage figures published by the SSB
has most likely been the practice for the past thirty years. In the late
50s and early 60s much was published-on the significance and use of
short-haul transport facilities owned and operated by industrial, com-
mercial, and agricultural activities as compared to the long-haul trans-
port function performed by the modern means of the specialized trans-
port enterprises owned and operated by the State (now the Ministry
of Communications). .

The many problems arising from deficiencies in organizational, op-
erational, and administrative control of the highway sector have ham-
pered the growth of truck transport during the past decade. As there
has been no one central organization in the area of motor transport
which oversaw all operations, different elements within the highway
sector have progressed toward self-determined goals that many times
proved to be inefficient or counterproductive. As noted earlier, the
~ MOC with control of 15 percent of China’s trucks has been criticized
for its lack of interest in the highway sector.

Another problem has been the poor service and “bureaucratic ways”
of some of the special transport companies under the MOC that result
in late deliveries, refusal of service, and lost or damaged cargoes. In
response, industrial, commercial and agricultural enterprises have
built a “private” fleet which accounts for 85 percent of the truck inven-
tory to handle their own trucking operations—operations that are
inefficient in light of the volume of cargo moved. As these enterprises
cannot engage in “for-hire” operations many vehicles leave with less
than a full load and most return empty. With these “private” trucks
running empty half of the time, transport costs and fuel consumption

r ton of cargo is increased and a number of unnecessary vehicles
are added to the already congested highways.

Throughout China, the large volume of slow-moving non-motorized
traffic and the poor quality of the road surfaces limits the trucks to an
average speed of 28-30 kilometers per hour, a speed that reduces vehi-
cle availability and increases vehicle operating costs. This is especially
troublesome around large cities, industrial areas, and port complexes
where heavily congested roads are the chief hindrance to an efficient
truck operation. Here, a wide variety of vehicles including large num-
bers of bicycles, human and animal drawn carts, as well as buses,
jeeps, and trucks are all vying for the same route in the absence of
controlled-lane highways. In addition, truck traffic, both local and
long distance, is restricted to selected routes as many of the roads and
bridges are unsuitable for heavy truck traffic. Then too. poor road con-
ditions, narrow and weak bridges, and the lack of specialized trucks
are the main reason for China’s inabilitv to provide door to door serv-
ice with the standard 20- and 40-foot international containers that
are arriving at the coastal ports. '

During the latter part of the last decade, the Chinese in an attempt
to alleviate some of these deficiencies began to push for changes and
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improvements in trucking operations. Some regional trucking com-
panies have been formed that cut across both administrative and
commercial lines thereby reducing the need for unloading and reload-
ing at administrative transshipment points. An attempt to organize
and combine motor vehicle usage has permitted the mothballing of a
number of older, less efficient vehicles with a resuitant fuel savings.
Consequently, the remaining vehicles generally are in better mechan-
ical condition, are more fuel efficient, and have a higher utilization
rate. In an effort to reduce congestion, a few controlled-lane access
routes and some electric traffic control signals have been provided in
the largest cities. The Chinese, however, are a long way from solving
their road transport problems. Even if they could manage an all out
effort providing maximum funding, training, and leadership under
strong central guidance, many of the weaknesses of the present road
transport systems still would exist at the end of the next decade.

IV. Traprtionarn TRANSPORT

Although the role of motorized transport has expanded, traditional
modes of transport continue to make an important contribution to the
overall distribution system. A significant amount of cargo—estimated
to be around twice the total reported volume moved by the modern
sectors—is moved by a variety of traditional means. These means of
traditional transport belong to industrial, commercial, agricultural,
and individual enterprises, to administrative organizations outside
of the MOC'’s sphere of control and reporting, as well as to private
individuals. They include human porters, pack animals, wheelbarrows,
human and animal drawn carts, bicycles, junks and sampans, and
tractor drawn farm wagons. Traditionally, this highly labor inten-
sive sector has been the prime mover of materials over distances of up
to 5 kilometers on land and up to 5 to 10 times farther on water. In
northern China, human and animal drawn carts are more widely
used for these short distance movements than in southern China where
a variety of small boats perform a large part of this function.

Over the past 30 years, various sources have estimated that tradi-
tional transport methods account for 60 to 75 percent of the total
volume of short-haul goods. In terms of ton-kilometers, however,

- traditional transport plays only a minor role as it probably adds less
than 10 percent to the total turnover reported for modern means.
Traditional transport contributes to the flow of goods in three main

“areas: the interflow of goods between rural and urban areas, feeder-
type operations to modern means of transport, and rural area trans-
port in farming areas and in areas of rough terrain.

Although slow and expensive, traditional forms still provide the
basic means for moving goods over very short distances and are in as
much demand today as they were nearly 20 years ago. In 1963, a
Beijing article reported that approximately 40 percent of the total
labor of all rural communes was employed in transport activities.
Since then there probably has been a shift toward the use of more
wheeled vehicles and away from the human porter operations. Never-
theless, a 1979 NCNA broadcast related that in two provinces, Sichuan
and Shanxi, 40 percent of the available manpower still was employed

i
@
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in transport activities even though 70 percent of the tractors were
used for transport. Another report commenting on the lack of mod-
ern transport in mountainous regions gave an idea of the expense and
time involved when using tradltiona% transport. In western Hebei
province, in 1975, it required nearly 2 man-days to move one ton one
kilometer by traditional means. In the area of personal transport, the
use of bicycles has accelerated and the number of bicycles is increas-
ing rapidly. In 1980, 13 million bicycles were produced, nearly 4 times
the 1970 figure. '

Though traditional means of transport make a significant contri-
bution to the overall movement of goods and people, they are a detri-
ment to modern transport systems. The huge volume of slow moving
traditional transport leads to serious traffic congestion that both re-
duces the efficiency and increases the cost of modern transport. Con-
gestion is particularly troublesome within the cities as a majority of
the journey-to-work traffic is by bicycle. In Beijing alone there are 3.2
million bicycles; an average of 200,000 more are added each year. This
growing density of innercity bicycle traffic is one of the major ob-
stacles to increasing motor vehicle efficiency that the Chinese must
overcome. In rural areas where there is a smaller volume of traffic,
traditional transport is not as disruptive as in the cities. On the rural
trunk highways, tractors and horse drawn carts account for about
one-fifth of the total traffic volume. Still their slow speed, about 5 to
10 kilometers per hour for horse drawn carts and around 15 kilo-
meters per hour for farm tractors, results in less economical use of
mot(()lr vehicles because they are forced to operate at a lower average
speed.

V. InLaNpD WaTERWAYS AND CoASTAL SHIPPING

A. NETWORK

The water transport section, linked with motor roads and railways,
forms a vast communications network in the heavily populated east-
ern third of China. China’s water transport network includes a coast-
line of 18,000 kilometers with about 6,500 off-shore islands and an
inland waterway system for somewhat less than 136,000 kilometers
with some 77,000 kilometers being open to motorized boats. Inland
waterways, generally oriented in an east-west direction, carry cargo
to and from the coastal zones where the ocean ports handle both for-
eign and domestic transshipments.

In central China, the interconnection of inland waterways and coast-
al ports plavs a more important role in the movement of goods than
in north and northeast China. Here, the 6.300 kilometer-long Chang
Jiang (Yangtze River). China’s major inland waterway, connects
Sichuan Province with Shanghai, China’s largest volume port, and
points between. Further south, the Xi Jiang (Pearl River) system pro-
vides the principal connection between eastern Guangxi and Hong
Kong. In the Northeast. the Heilone Jiang (Amur River) and its trib-
utaries—the Songhua, Nen, and Wusuli (Ussuri)—provide summer-
time river shipping; during the winter season, trucks operate on the
frozen surfaces. Most rivers in North China, including the Huang
Ho (Yellow River), are of limited use as navigable waterways due to
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heavy silting and seasonal periods of very low water. The Yun He
(Grand Canal) and the Huai He in the southern part of the North
China Plain are two exceptions. On a 600-kilometer section of the
southern Yun He, the only north-south waterway of any significance,
repairs and improvements have greatly increased the volume of ship-
ping. Improvements on the eastern portion of the Huai He opened the
way for the movement of Anhui coal along the Huai He and down to
the Chang Jiang via the Yun He.

Over the past decade, the carrying capacity of some inland water-
ways has been improved by restoration and mechanization of old ports
and construction of new ones, dredging of channels and ports, installa-
tion of new navigational and signal equipment, and the addition of
modern barge and tug fleets. On the other hand, some of China’s mod-
ernization projects—especially the poorly planned use of water re-
sources in southeast China—have adversely affected inland shipping
networks. In 1961, China had 172,000 kilometers of navigable water-
ways, but because of poor water resource planning, the network had
shrunk to 136,000 kilometers by 1978.° The shrinking network is the
result in part of new dams for irrigation, flood control, and hydroelec-
tric projects, which in many cases were constructed by local units in
a haphazard fashion causing waterways to be closed to through navi-
gation. Some 2,400 such projects which hindered navigation have been
built on rivers all over the country and one-tenth of this construction
involves the main waterways. The uncoordinated construction of dams
is probably a result of local government levels being in control of all
inland waterways except for the Chang Jiang. For instance, Guang-
dong province reportedly lost 3,300 kilometers of navigable waterways
between 1975 and 1980 because some counties in the Xi Jiang drainage
basin built dams without shipping locks. Further upriver, a general
survey conducted by Guangxi’s communications department found
that of the more than 90 navigable rivers in Guangxi province, ship-
ping on 25 was being impeded by hydroelectric stations and other man-
made barriers.

But even the Chang Jiang, subordinate to the Ministry of Com-
munications, presents a striking example of how short-term difficul-
ties caused by modernization have resulted in major disruptions in
the flow of bulk commodities. The navigable upper portion of the
river was cut off from the lower portion in early January 1981 when
the main navigation channel was closed by a cofferdam at the Gezhouba
hydroelectric project near Yichang in western Hubei. The densely
populated areas of the Chang Jiang basin extensively utilize Chang
Jiang shipping to move commodities—a practice temporarily dis-
rupted by this modernization project. This disruption occurred less
than a year after eight Chang Jiang ports* were opened to direct
foreign trade—partly in an effort to relieve transshipment strains on
the overburdened rail system and docking facilities at coastal ports.
Although a temporary transshipment point was established at Yichang

2For 1979 and 1980, sources other than the State Statistical Bureau have further
reduced the lencth to 108.000 kilometers—an excessive reduction not yet explained or
repented by the State Statistical Burean.

4 They are Nantong Zhengjlagang, and Nanjing in Jiangsu Province, Wuhu in Anhul
Province, Jiujlang in Jiangxi Province. Wuhan in Hubel Province, Chenglingji in Hunan
Province, and Chongging in Sichuan Province.



158

to ship cargo via circuitous rail and road routes to the north and
south, the additional freight normally shipped through this section
of the Chang Jiang probably expanded the volume to a level that
far exceeded the capacity of these alternate routes. ' ,

Although the immediate economy of the area was disrupted, the

Gezhouba hydroelectric project, scheduled for full operation in-1986,
will provide long term benetits for the area. One benefit for the trans-
port sector is improved shipping conditions on the upper Chang Jiang.
The dam will improve the difficult navigation channel through the
rough waters of the Three Gorges by backing the water up for 100
kilometers upstream. The dam itself has three shipping locks, two for
10,000-ton ships and one for 3,000-ton vessels, with an estimated
through shipping capacity of 30 million tons per year when fully
operational. The large locks were opened to traffic in late June 1981;
the smallest lock is still under construction. An additional benefit, a
railway and a highway to be built on top of the dam, will provide
a crossing point for north-south greund transport. S '

The inland waterway sector, in addition to the usual maintenance
work required to maintain the channels, ships, and ports, has under-
gone limited modernization and expansion which has enhanced the
network over the past decade. Increased dredging operations have
improved navigational depths, larger ships and barges have increased
carrying capacity, mechanized loading and unloading facilities have
streamlined operations, and new and expanded port facilities have
raised overall port capacity. The bulk of past improvement efforts
have been directed at the Chang Jiang system, and a major portion
of future efforts also will likely center on the Chang Jiang. Twenty-
five ports and over 270 small harbor stations and wharves have been
placed in operation along the Chang Jiang. Ships in the 10,000-ton
‘class can reach Nanjing, 5,000-ton ships can sail to Wuhan, and 1,000-
" ton barge fleets can travel beyond Chongqing, more than 2,000 kilo-
meters from the mouth of the river.

Over the next 10 years, the Chinese hope to further strengthen and
develop the main sections of selected inland waterways. On the Chang
Jiang they hope to more than double the current volume of freight
shipments mainlv through port expansion projects, especially for
ports downriver from Nanjing where 30 more deepwater berths are
planned. On the Xi Jiang between Guangzhou and Nanning, and on
the eastern section of the Huai He, they plan to improve navigational
conditions to meet operational standards for 1,000-ton barge fleets.
However, to update the total inland waterway system to an adequate,
fast moving, mechanized water transport system would cost more than
the Chinese have spent or will be willing to spend in the near future.

Although past capital improvements on the inland waterways have
been slow because of insufficient funding, traffic on the inland water-
ways has increased. Basic construction investment on waterways other
than the Chang Jiang over the past 30 years amounted to only about
one-fortieth of railroad investment. And yet, the water transport sec-
tor has been steadily accounting for a larger share of the nation’s
freight turnover. In the last four years alone, waterway freight turn-
over has increased its share of the total turnover by about 10 percent.
The waterways have been able to improve their performance more
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rapidly than the railroads for two reasons. First, the load-carrying
capacity for tons per horsepower on the waterways is three
times that of the railways. Second, improvement and maintenance of a
waterway costs only one-third to one-fifth the cost of building and
maintaining a new railway of the same length.

Modernization efforts have also raised the capacity of China’s

* major coastal ports.® Some 320 berths, of which 135 are for deepwater
vessels of 10,000 tons or better, and a number of special cargo wharves
are now operational with more under construction. Nearly a third of
all existing berths and 50 of the deepwater berths are located in Shang-
hai—China’s most efficient all-round port with each work area han-
dling specific types of cargo such as general cargo. containers, grain,
oil, and coal. In general, coastal ports north of Shanghai, the most
highly mechanized port, are better equipped with mechanical han-
dling facilities than those to the south, with two exceptions—Huang-
pu and Zhanjiang. :

Overall mechanization levels at Chinese ports, according to recent
claims, have increased to where mechanized equipment can now han-
dle some 80 percent of all loading and unloading operations. Over the
-past decade, construction and development cfforts have been centered
on improving the flow of bulk commodities and specialized cargoes.
Bulk grain handling facilities have been mechanized at Dalian,
Shanghai, and Huangpu. A high degree of specialization in bulk oil

.. handling has been developed at Dalian, Qinhuangdao, Qingdao,
- Shanghai, and Zhanjiang. Modern coal handling facilities such as
automatic loaders and conveyor systems having been installed at six
ports—Qinhuangdao, Yantai, Qingdao, Lianyungang, Shanghai,
and Huangpu. Salt handling wharves at Xingang and Lianyungang
have been automated. Containerization, a fairly recent development at
Chinese ports,. has been concentrated at Xingang, Shanghai, and
Huangpu. Containerization has been introduced to only a few other
selected ports.

Much has been done to modernize China’s harbors. Facilities have
been expanded and new port areas have been constructed to handle
larger vessels. Dredging operations have increased the number of
deepwater berths for oceangoing ships. Improved mechanized han-
dling facilities have tended to shorten the turn-around-time in some
ports. Special handling equipment for bulk cargoes has been built,
and at selected ports, container operations have been introduced. As
a result, cargo handling capacity was nearly doubled between 1972
and 1980. Despite these improvements the coastal ports still cannot
fully meet the demands of the national economy.

B. INLAND AND OCEANGOING FLEET

In addition to port and inland waterway improvement projects of
the 1970s, the Chinese undertook an impressive fleet development pro-
gram primarily aimed at eliminating China’s dependence on chartered
foreign vessels. Asa result, China rapidly expanded both its domestic

5The Ministry of Communi-ations Hsts 15 major rorts: Dali~n, Yingkou, Qinhnanedao,
Tianjin (Xingang), Yantal, Qingdao, Lianyungang, Shanghal, Ningbo, Shantou, Huangpu,
Zbanjlang, Halkou, Sanya (Yaxian), and Basuo (Dongfang).



160

shipbuilding programs and its purchase of both new and second hand
vessels on the world market. Excluding the Chinese controlled Hon
Kong-registered fleet of about 2 million dwt, China’s internationa
merchant fleet totaled 7.9 million dwt at the end of 1980—10.6 times
the 1970 tonnage. The internationzal fleet now carries 70 percent of
China’s seagoing foreign trade tonnage as compared to less than 25
percent in 1970. The 1980 domestic fleet of about 3 million dwt re-
mains about two-fifths the size of the larger international fleet. In
shipbuilding, China’s shipyards turned out 818,000 tons in new ships
in 1980—an 1ncrease of 29 percent over 1977. A

In the first half of the decade, general cargo ships accounted for
nearly all the international fleet tonnage, but by the end of the decade,
China had achieved a more balanced mix of cargo vessels. As grain
imports grew during the later part of the decade, the Chinese began
acquiring an increasing number of dry-bulk carriers. By 1980, dry-
bulk and general cargo vessels had about an equal share of the fleet
tonnage. Tanker tonnage—estimated at about 10 percent of the total—
has been declining, probably due to China’s lack of a deepwater berth
capable of handling super-tankers and its limited involvement in the
international oil trade. Dalian—China’s largest oil port—can handle
only up to 100,000-ton tankers. Container ship tonnage as a percent
of total tonnage is small since China only recently began building and
purchasing container vessels. The container fleet, however, is expected
to grow steadily during the next ten years as China seeks to increase
transportation efficiency by shortening turn-around-time and reducing
the cost of loading and unloading ships.

Most of the 3 million dwt domestic fleet is employed in coastal
shipping. In addition to traveling coastal routes, coastal vessels in
the 10,000 dwt class are used on the short section of the Xi Jiang be-
tween Huangpu and Guangzhou and the longer 400 kilometer section
of the Chang Jiang between Shanghai and Nanjing. As a result of
the U.S. Seventh Fleet control of the Formosa Strait for almost three
decades, the coastal fleet was broken down into two main operating
units—the northern coastal fleet and the southern coastal fleet. Even
though the strait is now open to shipping, the north-south division
of the fleet is generally still maintained. Cargo ships of 10,000 dwt
and less are still the most common type vessel in the coastal fleet, but
coastal tankers in the 20,000 to 25,000 dwt class also operate between
coastal ports. A variety of smaller sized vessels under provincial con-
trol for which total tonnage is not known also operate along the
coastal routes.

The inland waterway fleet—for which no accurate inventory exists—
is comprised of vessels ranging from small wooden junks to modern
vessels in the 5,000 to 8,000-ton class. The onerating efliciency of the
waterway fleet has gradually been improved by the addition of new
vessels which are faster and larger. This is most apparent on the
Chang Jiang—the chief recipient of inland waterway modernization
efforts—where the addition of modern push tugs and barges have
helped raise the shipping volume on the river.

Shipyards also have been undergoing modernization efforts aimed
at meeting the demands of both the domestic and international ship-
ping markets. The Chinese are capable of building a wide varietv of
ships from small fully mechanized 1,500-ton colliers to large 60,000-ton
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oceangoing freighters. Shipyards also are busy turning -out tugboats
as large as 9,000 horsepower and oil tankers up to 50,000 tons. Current
production capabilities are being expanded to produce 100,000-ton
ships with an eventual goal of 150,000-ton vessels. Presently, the
Chinese are building 20,000 to 30,000-ton vessels for export and they
have orders for a few 60,000-ton vessels. In addition to building con-
tainer ships, shipyards also have entered into compensatory trade
agreements with foreign companies for manufacturing international
20- and 40-foot containers. The first operational container factory
began production at Guangzhou shipyard in the fall of 1980. Other
container factories are under construction or planned for shipyards
at Tianjin, Shanghai, and Guangzhou.

C. TRAFFIC AND OPERATIONS

In the last decade, water transport has been growing rapidly with
freight turnover increasing at an annual rate of 14.1 percent—twice
the growth rate for rails and nearly triple the highway rate. Between
1970 and 1980, the performance of water transport units under the
Ministry of Communications increased from 135 to 505 billion ton-
kilometers. For tons originated, the overall picture is not very clear.
The 1980 transport plan did call for water to handle 27.1 percent of
the total tonnage originated by modern transport.

There is a deficiency of information on tons originated for the total
water sector during the past decade. However, performance data for
selected portions of the water transport sector reflects the steady
growth in the volume of water shipments. For example, during the
first six months of 1980, the Chang Jiang Shipping Administration
set an all time high by moving 23 million tons 0% freight—up 6.8
percent over the first half of 1979. Freight volume during the second
half of 1980, not yet reported by the Chinese, is expected to be lower
than first half data as increased construction activity in the main
channel in preparation for closing the channel at the Gezhouba hydro-
electric site probably began interfering with through traffic months
before the actual closure. .

Cargo handling capacity, as a reflection of the progress made in
modernizing Chinese coastal ports, was nearly doubled between 1972
and 1980—from 120 to 217 million tons. The largest increase in capac-
ity occurred in 1978 when 38 million tons was added mostly as a result
of the completion of a number of the projects begun in 1973. After
this big increase, the rate at which new port capacity was added began
to drop dramatically. In 1979, the ports picked up an additional 15
millions tons of capacity, but in 1980, Chinese port capacity grew by
only 2 percent or 4 million tons—well below the 15 percent annual
growth rate achieved during the previous two years.

Deterioration in Chinese port operations, especially in the last two
vears, can be attributed in part to a sharp rise in foreign trade, growth
of the maritime fleet, mechanization and specialization in port areas,
and expanded production and construction in both industry and agri-
culture along with regional changes in commodity production. Major
ports.showed a 44 percent increase in import-export trade for the first
half of 1979 over the same period of 1978 and the amount of cargo has
continued to increase since then. Earlier, the Chinese noted that a 66
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percent increase in cargo-handling capacity during the 1972 to 1979
period fell short of the 107 percent increase in foreign trade. In addi-
tion to the rapid growth ofp China’s international merchant fleet—40
percent growth in tonnage since 1977—the number of foreign ships
entering Chinese ports has been growing rapidly as a result of expand-
ing commercial relations. Since 1971, the Chinese have signed 20 addi-
tional maritime shipping agreements including one with the United
States in 1980.

The Chinese are finding it difficult to move this larger volume of
cargo into and out of port areas due to the inadequacy of the trans-
portation and distribution networks that serve the ports. Specialized
port facilities and mechanized equipment have speeded np cargo-load-
ing and -unloading faster than improvements have been made to port
supporting infrastructures. The rapid growth in containerization is
one example of port modernization outpacing the inland transport
networks. China’s ports handled five times as many international con-
tainers in 1980 as in 1978, however, international containers, due to
their size, cannot be moved easily over the present rail and road net-
works. As a result, containers are being packed and unpacked within
port areas—a practice that reduces the economic advantage normally

ained with rapid inland movement of containerized goods. Shifts
in transport demands caused by regional changes in commodity pro-
duction also are affecting port areas. With the current emphasis on
light industry, many of the coastal cities are having a resurgence
of industrial activity—an activity producing light weight products
that occupy more space per pound than heavy industry products. Then
too, the recent move towards development of larger more economical
coal mines in north China and away from coal production south of the
Chang Jiang will increase demands for coal transshipments from north
to south.

Heavy bulk commodities that are most economically suitable for
slow travel over long distance account for the largest portion of water
shippin% volume. Coal is the number one bulk commodity, shipped pri-
marily from the northern coal ports south along the coast and also
up the Chang Jiang. For example, more than three-quarters of the
coal used to fuel Shanghai’s power plants arrives via water. Like coal,
much of the southern movement of China’s domestic crude oil orig-
inates with the loading of coastal tankers at the northern oil ports and
terminates at the southern coastal and inland river ports. Raw mate-
“rials for both the iron and steel, and construction industries account for
significant shares of water tonnage. Food grains, chemical fertilizers,
and timber are some other high volume commodities that move by
water—especially down the Chang Jiang from the Sichuan basin.

VI. Civin AviaTion

A. NETWORK

During the 70’s, China expanded and reequipped its domestic and
international civil air service. Its single airline, Civil Aviation Ad-
ministration of China (CAAC), grew rapidly, apace with China’s
increased political and economic contacts with foreign countries. TIntil
1973, CAAC’s international route network was confined to the TTSSR,
North Korea, North Vietnam, and Burma. Since 1974, when China



163

joined the International Civil Aviation Organization (ICAO), service
to foreign countries has been steadily increasing, China has aviation
agreements with nearly 40 countries and CAAC has established busi-
ness connections with more than 180 airlines throughout the world.
CAAC now provides regular service to 17 countries. Its service
stretches from Japan across the Pacific to the United States, and
from South Asia to Eastern and Western Europe and to Africa. The
total length of international and domestic routes totals around 190
thousand kilometers. Within China, approximately 160 domestic
routes—up from 75 routes in 1971—cover some 109 thousand kilometers
and connect over 80 cities. CAAC operates more than 500 scheduled
flights a week, including flights established to accommodate the
rapidly expanding number of foreign visitors.

To support this expanded network, airport facilities and associated
services are being improved. Beijing, the largest of the international
airports and the hub of the aviation network, rebuilt its terminal,
cnlarged one runway, and added another in preparation for the ex-
pected rise in wide body jet traffic. Beijing now handles some 70
imternational flights a week. Shanghai and Guangzhou, the largest
airports primarily used by foreign businessmen and tourists, are slated
for additional expansion. During an earlier program, Urumgqi air-
port in Xinjiang was expanded and now is classified as an interna-
tional airport capable of handling large jet aircraft.

Additional airports for handling wide-body jets are scheduled for
cxpansion, are under construction, or have been completed. A new
airport at Wuhan in Hubei Province, capable of handling the Boeing
747SP, is to be constructed. The airports at Tianjin and Hefei have
been upgraded to serve as alternate airports for Beijing and Shang-
hai, respectively. In 1979, a new jet airport was completed at Harbin
after four vears of construction efforts. The Chinese also have indi-
cated that the airports at Changsha, Fuzhou, Dalian, and Chengdu
must be expanded to handle larger jetliners.

B. CIVIL AIRCRAFT FLEET

The Chinese penchant for multiple suppliers and earlier reliance
on the TTSSR have given CAAC one of the world’s most varied air
fleets. The fleet employs some 20 different types of aircraft, many
of them obsolete ip terms of todav’s technology. CAAC service began
with Soviet aircraft; Russian AN-12s, AN—24s, IL~14s, IT~18s, and
I1.-62s still comprise a large portion of its fleet. In 1970, China began
looking to western suppliers to broaden sonrces of equipment and
to enhance the prestige of CAAC with firstline Western equipment.
Up until this point, the fleet consisted mostly of piston-driven, pro-
peller aircraft. In the early 70s, at the same time that they were
purchasing the Russian IT-62s, CAAC’s first long-range jet aircraft,
the Chinese purchased their first medium-range British built Trident
jets. Since then, the Chinese have acquired more than 30 Tridents—
models 1E, 2E, and 3E—mainlv for domestic flights and a number
of long-range Boeing 707s mainly for use on the international routes.
In 1980. the Chirese acquired 3 long-range widebody Boeing 747SPs
in an attempt to compete with foreign airlines on a more even footing.
These three widebody jets are used mainly on the United States and
Western Europe runs. :
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In addition to passenger-cargo aircraft, the Chinese employ a num-
ber of aircraft in specialized aviation services. The Chinese built
YUN-11, a twin-engine piston driven aircraft, is heavily used as an
agricultural and forestry support aircraft. The Chinese single-engine
general purpose Y-5 is a piston driven aircraft used for both agricul-
tural support and as an aerial ambulance in addition to its use as
a small field passenger-cargo aircraft.

C. TRAFFIC AND OPERATIONS

Though providing a number of specialized services, civil aviation’s
contribution to the total transport sector is minor when compared with
rail, water, and road services. The volume of cargo is small and pas-
sengers are mostly government officials and foreign visitors. China has,
nevertheless, expanded cargo and passenger volume on both domestic
and international flights. In the last decade, air freight turnover has
developed at an annual rate of 18.9 percent. Between 1977 and 1980,
freight turnover increased at a near steady rate, averaging 22.9 per-
cent a year—from 76 million ton-kilometers to 141 million ton-kilo-
meters in 1980. During the same four year period, passenger turnover
grew at a slightly faster rate of 29.8 percent a year as turnover in-
creased from nearly 2 billion to 4 billion passenger-kilometers. At
least part of this growth in passenger transport can be attributed
to the increasing number of tourists converging on China since the
country was opened to tourism in 1977. Some of the freight increase
is a result of China’s recent entry into the field of containerized air

shipments.
TABLE 3.—CHINA: CIVIL AIR PERFORMANCE

Freight turnover  Passenger turnover
(million ton-  (million passenger-

Year kilometers) kilometers)
1970..... ——- 25.0 349.0
1975. 49.7 1,114.3

977 75.9 1,830.0
1978 97.0 2,790.0
1979 123.4 3,500.0
1980. : - 140.6 4,000.0

Sources: 1970, 1975: Estimated. 1977: Freirht turnover derived from -repcrted 27.8 perceft increase between 1977
and 1978, FBIS, Snne 27, 1979, L-16. 1977-79: Passenver turnover reported in SSB, 1981, p. 6. 1978: Freirht turnover
from FBIS, June 27, 1979, L-16, 1979: Freight turnover from FBIS, Apr. 30, 1980, L-6. 1980: Freight and passenger turm-
over from FBIS, Apr, 29, 1981, K-11. -

‘The present CAAC fleet is underutilized. Currently, Chinese aircraft
fly about two hours a day, whereas in most industrial nations the
average is about 10 hours a day per plane. Management practices, as
well as the small number of qualified civil aircraft pilots, probably
account for the underutilization rate rather than a poor maintenance
program. Although the Chinese pool of trained manpower is small,
current capabilities to perform routine maintenance could support
additional flight time. Scheduled overhauls on jet-powered aircraft
present no problem as they are generally contracted out to foreign
based firms. For instance, scheduled overhauls for their Boeing 707
aircraft have been done under contract by a Hong Kong based firm
since 1973. Maintenance on the older piston-engine aircraft and turbo-
prop-powered aircraft is done by the Chinese in China.
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Air traffic control facilities are adequate for the amount of daily
traffic currently handled, less than 1 percent of the volume handled
daily in the United States. However, modernized traffic control facili-
ties will be required when the utilization rate of CAAC’s current
inventory increases and as more modern jets use China’s airspace. At
its most modern airports, China has conventional avionics and flight
control equipment capable of handling current traffic volume. For
example, Shanghai airport, with a non-directional beacon, an instru-
ment landing system, and a precision approach radar, handles only
about 120 aircraft movements a day. Whereas most of the large airports
have a precision approach radar, only the largest airports have an
instrument landing system. At the smaller airports, rudimentary en-
route navigational aids and airport control facilities now generally
limit operations during periods of darkness and bad weather.

VII. PreELINES

China’s scattered network of pipelines, both oil and gas, is a fairly
recent development as the bulk of the lines were completed in the mid
to late 70s. Today, there are some 6,800 kilometers of oil pipelines and
around 1,000 kilometers of natural gas pipelines in China. Most of the
oil pipelines provide direct oilfield to refinery links or oilfield to port
links that have greatly reduced if not eliminated the need for rail
shipments. In the west however, the oil pipelines link the oilfields to
distant railheads, whereby only reducing the rail distance of crude oil
shipments. Nationwide about 80 percent of crude oil production is
transferred by pipeline; the railroads carry the remainder along with
most of the refined production. Before 1980, little was known concern-
ing crude oil shipments via pipelines. In 1980 the SSB published
ficures for the amount of oil and gas carried by pipelines: 38.7, 41.9,
47.6,and 49.1 billion ton-kilometers for 1977 through 1980, respectively.

Pipeline construction has been directed at eliminating transporta-
tion bottlenecks that have long hampered energy transfer in China. In
the north and northeast, some 4,000 kilometers of pipelines form a
crude oil export network that supplies the refineries and oil ports of
north China. In the northwest, pipelines link the two main oilfields,
Karamayv and Yumen. with railrrads on the Urnmgi-Tanzhou rail line.
An additional 300-kilometer oil pipeline is being laid between the
Karamay oilfield and the railhead at Urumqi in Xiniiang province.
With the 1980 completion of the Golmud-Lanzhou railline, the 1,100-
kilometer Qinchai-Xizang oil pipeline is linked to a railhead thereby
eliminating truck transshipments from rail terminals on the Urumqi-
Lanzhou rail line. The Qinghai-Xizang pipeline is one of the few lines
that does not link up with an oilfield. Another non-oilfield related pipe-
line of 115 kilometers was completed during 1980 in southern Guang-
dong province to distribute oil imports. Natural gas pipeline networks
are restricted to Sichuan province. Here some 1.000 kilometers of nat-
ural gas pipelines connect dozens of small gasfields with end users and
morse lines are under construction.

VIII. PassExgeErR TRANSPORT

In a country of 1 billion peonle, the movement of people from point
to point creates a huge demand for public transportation and at times
conflicts with the movement of freight. In 1980, passenger turnover
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by all means of modern transport totaled 228.1 billion person-km/km,
up 44 percent since 1977. Like turnover in the freight sector the rail-
roads are the predominant form of transport used by people. Rail-
roads now handle 61 percent of the passenger turnover compared to 50
percent of freight turnover. Most passenger travel covers only short
distances with the average rail traveler riding less than 150 kilometers.
Of this travel, about 70 percent is within a single regional railway
administration, 20 percent is urban area travel, and the remaining
10 percent is long distance traffic. In 1980, rail passenger density stood
at 2.6 million passenger-km/km, up 22 percent over 1977. To handle
increased  demand, nearly 800 daily-scheduled passenger runs were
operating by the end of 1980. These additional passenger runs have
increased rail congestion ; as a result both passenger and freight trains
now are operating at reduced speeds. On some high density lines, pas-
senger traffic is at capacity and no additional passenger trains can be
added without a loss of freight traffic. The lack of an adequate number
of passenger cars, 17,000 in 1980, is an additional hindrance to expan-
sion of passenger service. The Chinese plan to produce over 1.100 pas-
senger cars in 1981, however, most of these cars probably will go as
replacements, for with the level of current congestion there is little
room for additional passenger trains. Thus, the overcrowding, poor
service, and long waits in unsuitable waitine areas that characterize
Chinese rail travel will continue to exist until the modernization efforts
now underway free up some track space for additional trains.

TABLE 4, —CHINA: PASSENGER TURNOVER

[In billion passenger-kilometers]

Mode of transport 1977 1978 1979 1980
Total o mm e ae " 158.38 174.06 196. 60 228.10
RaI oo e e ee 102.00 -109. 10 121.40 138.30
Road. oo e 44.80 52.1 60.30 72.90
Water. . 9.75 10.06 11. 40 12.33

Alr - - 1.83 2.79 3.50 4

Sources: 1977-79: SSB, 1980, pp. 6-7. 1980: FBIS, Apr. 29, 1981, K-7.

Comparing the average annual growth rate of passenger traffic since
1977, the air sector had the highest growth rate, 29.8 percent a year,
followed by the highway sector with 17.6 percent. There was slower
growth in rail and water travel, 10.7 percent and 9.8 percent a year,
respectively. The growth in the Chinese population, slowly-rising per-
sonal incomes, some of which is being spent, on travel, and the open-
ing up of China to foreign tourists are the princinal reasons behind
the growth in passenger turnover. Although the full magnitude of
in-country tourist travel is not known, one scenic spot in Jiangsu
province gives an indication of the growing number of local travelers.
During the first 9 months of 1980, some 15 million mainland Chinese
visited this spot. Probably more significant, because they are adding
to China’s foreign exchange income. is the rapid growth in foreign
tourists, more than a 300 percent increase over 1977.

Although slightly less than 20 percent of the estimated 1.1 million
foreign tourists received in 1980 were of non-Chinese extraction, this
group probably is the one responsible for the rapid growth in air and



167.

road travel. In the air sector, a number of new routes were added
specifically to serve foreign tourists. On the ground, a number of
cities reported the acquisition of new buses and taxis, many just for
the tourist trade. For example, Beijing had 1,800 taxicabs and over
3,000 buses by 1980 and had opened some new bus routes to scenic
areas. Although 350 of these buses were added in 1979, Beijing’s pub-
lic transport system in 1980 was hard pressed to handle its more than
6 million daily riders and at the same time provide expanded tourist
services. The rail and water sectors are less affected by foreign tourists
because they are small in number compared to the large number of
Chinese riders. However, China plans to double the number of for-
eign visitors by 1985 and also to expand the number of areas open to
foreign travelers. Thus, there will be an increased demand on these
sectors from foreign travelers as well as from the mainland Chinese.

IX. Prospecrs For THE 1980s

Toward the end of the 70s, the Chinese were openly admitting
the importance of the overall impact of transportation on the economic
development and modernization of China. In early 1979, the Chinese
began to readjust national development priorities. Though a number
of whole plant projects had been cancelled and some local projects cut
back or abandoned by 1980, most transport projects were on or near
schedule. During the 80s, the Chinese are expected to continue to give
some priority to selected transport projects as they follow their “four

oint policy”—readjusting, restructuring, consolidating, and improv-
ing. Transport facilities related to energy, foreign trade, and the tour-
ist industry probably will receive the greatest emphasis.
- The modernization projects now underway or planned for water and
rail in North China Wili, in most cases, be barely sufficient to meet
modest increases in economic needs. The upgrading of rail lines and
ports serving the coal areas of North China are expected to be com-
pleted by 1985. Double tracking and electrification of the high density
lines carrying Shanxi coal to ports in Hebei and Shandong province,
also undergoing expansion, will greatly increase the coal handling
capacity in this area. However, these projects are geared mainly at
meeting current needs, and as a result, will have little spare capacity
to handle future economic growth. In 1979, for example, when con-
struction was just starting on some of these projects, Shanxi province,
the single largest coal producing area, had over 10 million tons of
coal stockpiled becanse of limited capacity of railways.

During the 80s, China’s coastal ports as well as the foreign trade
ports on the Chang Jiang will continue their expansion programs.
The shortage of capital construction funding from the national level
is not expected to seriously hamper port construction. Except for
major expansion projects, Chinese ports can plan and carry out build-
ing projects that are funded by port earnings. Throughout the 80s,
the Chinese are expected to continue increasing both port capacity and
the number of specialized cargo facilities. The biggest problem affect-
ing port operations will be the length of time needed to improve the
vastly inadequate transport networks serving the port areas. Rail serv-
ice is not in as bad a shape as the road service and should be able to
increase capacity well before the end of the decade. The highway



168

sector, on the other hand, is so far behind that it will require a major
overhaul probably extending throughout and beyond the 80s. Roads
serving port areas have to be widened, bridges have to be strengthened,
both larger and more specialized trucks have to be acquired, and the
trucking departments have to coordinate and improve their overall
operations.

In the air sector, China’s civil airline is expected to continue expan-
sion on both domestic and international flights as it attempts to in-
crease foreign exchange earnings by increasing tourist carrying capac-
ity. Since the Chinese still are having problems providing the high
quality service that western travelers expect, additional effort will be
needed to bring its operations up to levels approaching those of west-
ern airlines. As operations and services improve and as earnings in-
crease, the: Chinese most likely will begin supplementing their air
fleet with medium-range jet aireraft purchased from western sources.

Since the Chinese transport sectors historically have been in a catch
up mode, China’s transportation infrastructure will be hard pressed
to support overall modernization efforts and in most cases will be able
to do little more than stay even with rising demands. During the 80s
the speed of modernization of the transport infrastructure will be
limited by a number of factors. Given the vastness of the country and
the current status of transport systems, to fully modernize all trans-
port types would require large amounts of capital investment. Because
of the competition with other sectors of the economy for new resources,
investment in transport will be limited and what funding is available
probably will be directed towards improving transport service to those
areas most capable of earning foreign exchange—the coal industry,
port complexes, and tourism. Another factor affecting modernization,
especially in the rail and highway sectors, will be the availability
and types of energy supplies. Both the vastness of coal resources and
the large inventory of steam locomotives are evidence that steam trac-
tion will remain the predominant locomotive source during the 80s.
Dim prospects for petroleum production probably will limit increases
in diesel fuel and restrict the spread of diesel locomotion. On some
high density rail lines that require a greater hauling capacity than
steam can provide, the Chinese probably will skip the diesel phase
and go directly to electric traction. The availability of energy supplies
also will determine the speed and direction of modernization in the
highway sector. Here, the number one question will be whether or not
the Chinese can improve the gas mileage of the current fleet and at
the same time begin building a replacement pool of diesel powered
trucks.

And finally, a factor that affects all modes of transport, the willing-
ness and ability of transport personnel -to institute modernization
changes. For a number of years to come, the Chinese will be busy
raising the technical level of the transport labor force which, like
other sectors of the economy, was hard hit by the closing of educa-
tional institutions during the Cultural Revolution. The past emphasis
on self-sufficiency that allowed the various transport sectors as well
as individual departments to operate independently also must be
changed. The successful operation of a modern transport net is highly
dependent on close coordination of the various systems.
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TABLE 5.—CHINA: RAIL, ROAD, AND WATER TRANSPORT PERFORMANCE IN SELECTED YEARS

[In metric units)

Mode of transport

(and measurement units) 1952 1957 1965 1970 1975 1977 1978 1979 1980
RAIL
Ton-kilometers (billion). . 160.2 1134.6 2201.1 2284.7 2417.7 1455.7 1533.3 1558.8 3571.7
Tons originated (million). -1132.2 1274.2 2407.9 2575.2 2839.7 3914.9 1,070.0 $1,120.3 #1,145.2
Average fength of haul
meters ______________ - 1455.4 14909 2492.8 2495.0 2497.2 2498.1 34984 4498.8 ¢499.2
ROAD
Ton-kilometers (billion)_________ 11.4 14,8 (*) 216.1 321.6 1251 127.4 126.8 121.5
Tons oririnated (million)....____ 140.2 1101.9 (*) 2341.9 3458,7 ¢533.8 1583,0 4570.2 4585.1
Average length of haul (kilo-
meters). . ________..________ 1348 147.1 (*) 247.0 247.0 247.0 347.0 $47.0 247.0
WATER !
Ton-kilometers (billion)_________ 1146 141.6 (*) 21354 22355 1276.2 1377.9 1456.4 35053
Tons originated (million)._______ 119.7 165.0 *) (*) 2349.9 2383.6 24329 3432.3 1459.4
Average length of haul (kilo-
meters).__.___________..____ 1740.9 1639.6 ™ (*) 2735.8 2710.8 2873.0 21,055.8 21,100.0
*Not available.

SOURCES
“Ton-kilometers:
Rail:

1$SB, 1980, p. 6.
2 Derived by multiplying tons originated by average length of haul,
d' FBIS, Apr. 29, 1981, K-11.

1SSB, 1980, p. 6. :
2 Derived from tons originated multiplied by average length of haul.
3 FBIS, Apr. 29, 1981, K-11, only the 2.6 percent increase was used as the reported ton-kilometers is almost
3 times the 1979 figure.
Water:
1888, 1980, p. 6.
3 Derived from water transport's share of water, road, and rail turnover being 23 percent in 1957 and 37 percent
in 1975 and assuming a steady 2.34 percent annual growth rate between 1957 and 1975.
_FBIS, Apr. 29, 1981, K-11.
Tons originated:
Rail:

1 "TGY," p. 146.

21958-76 derived by estimating that 65 p t of coal product ted for 37 percent of rail volume.
Percent of coal production carried by rail was 65.9 5J)en:ent in 1958 and 64.8 percent in 1878, Coal accounted for
an average 37 percent of rail volume in the 1955 58 period (JPRS 3484, July 6, 1960, pp. 72-73, A, I. Il'yin and
M. P. Voronichev, ‘‘Railroad Transport of the Chinese People’s Republic’’ Moscow 1959, translated) and in 1978
was 37.4 percent of rail volume (“*International Railway Journal’’, N ber 1979, p. 66). Average annual growth
rate for coal production between 1958 and 1978 was 5.1 percent while the growth in rail volume, 5.3 percent per
{ear, was similar for the same period. (For coal production see CIA, “China; Economic Indicators ER 78~

0750," December 1978, p. 22 for 1955-74 and CIA, ““Handbook of Economic Statistics 1980, ER 80-10452,
October 1980, p. 131, for 1975-79.)
3 Derived from turnover in 1977 divided by the average length of haul.
4 FBIS, June 18, 1979, L-15.
R ;Derived from turnover divided by average length of haul.
oad :

1 Turnover divided by average length of haul.

2 Derived from 1971 figure (rerorted as 42 times the highest preliberation figure, FBIS, Segt 25, 1972) and
che aslsguml%t;gn 1;22; growth for 1971 over 1970 was the same as the 3 percent claimed for 1972 aver 1971 (FBIS

ar, 19, s 3
3 Derived from claimed 4-percent increase of 1976 over 1975 (BBC, SWB FE/W322/A/10, Mar, 30, 1977) and
the 11.9-percent increase between 1977 and 1976 (BBC, SWB FE/W363/A/13, Jan. 18, 1978).
W t‘ Derived from turnover divided by average length of haul.
ater:
1 Turnover divided by average length of haul.
2 MoC.

Average lenz'th of haul:
Rail:

1 “TGY," turnover divided by tons originated, pp. 148 and 146.

2 Based on assumed average lenzth of haul growth of 0.44 km per year. 1960-77.

3 Turngver dividad by tons orizinated. |

R d‘ Assumed 0.4 km growth in average length of haul.

oad:
t Derived from turnover divided by tons originated, *'TGY,"' pp. 148 and 146.

2 Estimated.
3 JPRS 77665, Mar. 25, 1981, p. 77. )
ater:
lasr(i:ved from turnover divided by tons originated, ’TGY,”’ pp. 148 and 146.
. .

87-199 0 - 82 - 12
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TABLE 6.—~CHINA: TRANSPORT NETWORK LENGTH IN SELECTED YEARS

[In thousand kilometers at yearend]

Mode of transport 1952 1957 1965 1970 1975 1977 1978 1979 1980
Railroad. . . . .ot 1245 1299 2359 241.3 2480 1495 1504 1515 2524

[Tl T01126.7 1254.6 4550.4 2640.0 3785.0 1855.6 1890.2 Q) 5)
Inland waterways (navigable)._. T 1050 1144.1 ¢161.5 ©149.3 ©140.5 1137.4 1136.0 ) )
Air (domestic and international) 113.1 126.4 2369 $45.0 391.4 1132.1 1148.9 1160.0 9190.0

1888, 1980, p. 6.
-3 Estimated. -
M’ N‘(‘:‘Nllgsliroadcast of Feb, 22, 1981, that 910 km of new railways were opened in 1980, (BBC, SWB FE/W1123/A/15,

ar, .

() Phl'lip W. Vetterling and James J. Wagy, ““China: The Transportation Sector, 1950-71," Congress of the United States,
Joint Economic Committee, ‘‘People’s Republic of China: An Economic Assessment,”” Washington, D.C., 1972, g 8.

s Not available. China might possibly be reassessing its highway distances. No distance was iven for 1979 t;y the SSB
in 1980 (og. ¢it., p. 6) and conflicting distances for 1980 were given in other sources: 890,000 km (JPRS 77007, Dec. 186,
1989, p. 63.) and 875,000 km (BBC, SWB FE/W1117/A/9, Jan. 21, 198L.).

s Derived from reported 172,000 km for 1961 (Jingji quanli [Economic Management}, No. 3, 1981, p. 14.) using a Jearly
decrease of 1.56 percent to reach the 147,000 km reported for 1971 (FBIS, Sept. 25, 1972, B-1). Between 1971 and 1977
a 1.12 percent decrease was used. X

7'Not available. Waterway distances also might be undergoing reassessment. No distance was given for 1979 by the SSB
in 1980 (op. cit., p. 6.), Other sources gave a very low distance of 108,000 km for 1979 (Jingji quanti, 1981).and for 1980
(JPRS 76823, Nov. 14, 1980, p. 53.).

8 Vetterling, i; 170,

¢ FBIS, Jan. 19, 1981
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I SUMMA.RY

A major change has taken place since 1978 in the availability of
national and provincial population data from China and in the policies
of the Chinese government toward statistics in general. Under the
principle of “learn truth from facts,” statistical development has once
again, after an interval of 15 years, been given high priority, and the
regular publication of statistical data has been resumed after a lapse of
20 years. The new data include national population totals and vital
rates for most of the 1970’s and several sets of recent provincial popu-
lation totals and natural increase rates. Age data are now available
from the 1964 census, the 1976 cancer epidemiology survey, and an age
composition survey of 1978. There are also national vital rates for the
19?2’5 and a series of absolute birth totals that extends from 1950 to
1977. .
Some of these data show a demographic impact from the food crisis
 of 1959-61 that is far more serious than most foreign observers had
. supposed. Chinese sources say that there was even a net loss of popu-
lation in one of those years. The 1964 census reflects the loss in its
low total, but the census age distribution shows too many persons at
ages 0 to 4, the age group that should have been affected by lower
birth rates and higher infant mortality rates. Hence there is a funda-
mental contradiction between the census total and the census age dis-
tribution. The 1976 age data imply a more severe population loss
_during the crisis than the 1964 age distribution but not as severe as the
population totals and the birth totals series imply. The provincial data
for 1964 show that a disproportionate share of the crisis population
loss was borne by a very few provinces—mainly Sichuan, Anhui, and
Gansu. It is likely that at least a part of the apparent loss was due to
defective census work in some of the provinces in 1964.

Other doubts are raised by the extremely rapid declines in fertility
and natural increase in the countrv 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 China, and several say that births are deliberately underreported
in order to show success in family planning work. Falsification arises
because of the desire of local officials to please their superiors by show-
ing high achievement and the attainment of targets, quotas, and
standards that are sometimes unrealistic. The main culprits in statis-
tical falsification are the local Party and government leaders, who
gain personal fame and advancement by falsification and apparently
run very little risk of exposure. In part the fault lies with the upper
level leadership who tolerate or create the conditions which lead to
falsification at lower levels. Sometimes, most notably during the Leap
Forward of 1958, even the national Party leadership has encouraged
falsification by subordinating statistics to political control. The issue
of the relationship of the statisticians to the Party has not yet been
resolved. The statisticians are calling for the passage of a new law that
will define their rights and duties in preventing statistical falsification
by political leaders.

Concern about the reliability population data is one of the rea-
sons why.the Chinese leaders have decided to take a new census. But
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the census poses a threat of exposure to those local leaders who have
falsified p(:f)ulation data. The critical question is whether the census
field procedures can be designed in such a way as to make sure that
the census returns are immune from local manipulation before they are
submitted for tabulation. The census is being planned with great care
and with the benefit of foreign advice and experience. It has been
postponed several times to allow more time for the establishment of the
computer network and for additional field tests. The flexibility shown
in the preparatory stages of the work is an indication of the seriousness
of Chinese intentions to make sure that the census is well designed,
organized, and executed so that the resulting data will be accurate.
This census is much more complex than the censuses of 1953 and 1964.
It will include many more questions, a more effective post-enumeration
check for errors, and an elaborate system of computer data processing.
The census has attracted worldwide attention because it is the largest
census ever undertaken and is expected to provide answers to many of
the long unanswered questions about China’s population.

II. RecenT Poricy CHANGES

Since the last Joint Economic Committee report on China, a major
change has taken place in Chinese policy on the release of demographic
data. In 1978 no current official population total was available. From
rounded provincial figures that had appeared in the press after Mao’s
death in 1976 it was clear that the official national total was well over
900 million, but some Chinese sources were still using the round figure
of 800 million, A set of provincial population totals in units of 10,000
had appeared in several Chinese atlases in the early 1970°s which could
be added together to get a national total, but these figures, undated and
unattributed, were apparently the results of the 1964 census and al-
ready seven years out-of-date when they were published. Apart from
the atlas figures and the lagging round totals in hundreds of millions,

there had been no formally announced official population total for :
China since the yearend 1957 figure given in the statistical compen-

dium 7en Great Years in September 1959,

The change in policy seems to have occurred early in 1979. In May -
1979, Chen Xian, Director of the State Statistical Bureau (SSB), °
told Dr. Courtenay Slater, Chief Economist of the U.S. Department °

of Commerece, then on a visit to Beijing, that the national total includ-

ing Taiwan had reached 960 million by the end of 1977.! In the |

same month a group of Japanese visitors was given a more precise

version of the same figure: 962,050,000.2 At the end of June, the
SSB’s first statistical communique since 1959 gave a yearend 1978
population total of 975,230,000, also including Taiwan.® In July, SSB
Deputy Director Li Chengrui, in Washington with a delegation of
census planners from China, told staff members of the Census Bureau’s
Foreign Demographic Analysis Division that the SSB had a complete

1The fizure was given to Dr. Slater during an informal discussion with Chen in the
offices of the SSB on May 9, 1979. According to Chen, this was the first time that an
American had “een permitted to visit the SSB.
2 KYODO News Agency. Tokyo. June 1, 1979. Forelgn Broadecast Information Service
(FR'R), No. 109, June 5, 1979, n. L11,
1937 ;SB, 1((})ommunique on Fulfillment of China’'s 1978 National Economic Plan, June 27,
y P. .
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geries of official population totals and vital rates going back to 1949,
most of which would probably be made public when the SSB had
finished adjusting them. Since then, the SSB’s statistical communi-
ques have regularly included national population totals without Tai-
wan. Other sources have disclosed national figures on age composition,
sex ratios, vital rates, total fertility rates, expectation of life, infant
mortality rates, causes of death, death rates by age, and urban popu-
lation totals. Some of the recently released data refer back to the
1950’s and the 1960%. Little by little the new releases have begun to
fill out the picture of China’s recent demographic history as the
Chinese statistical authorities see it. - :

Local population data had been appearing in Chinese news dis-
patches with increasing frequency from the early 1970, but the fig-
ures consisted mostly of natural increase rates cited in connection with
family planning progress reports. There were also a few municipal
figures, but provincial figures were rare. Within the past three years,
provincial vital rates have begun to appear with greater regularity,
and Chinese sources have provided complete sets of provincial popu-
lation totals in units of 10,000 for 1978 and 1979 and natural increase
rates for all provinces for 1978. News items from Beijing and Tianjin
have provided statistical data on the population of their central cities
and hinterlands and on population growth by natural increase and
by migration.

For students of China’s population, accustomed to long years of
scarcity, the new access of data has had almost the force of an explo-
sion. For the first time in their professional lives, they find that they
can hardly complete a manuscript before it is rendered partly obsolete
by new disclosures. They work in an unaccustomed atmosphere of sus-
tained excitement. An added factor in the excitement is the resump-
tion of contacts between foreign analysts and China’s own statisticians
and demographers, another important change in the past three years.
Aside from the personal gratification these contacts have afforded;
they have initiated an exchange of information and opinion that is
extremely valuable to the participants on both sides and will, if it
continues, contribute greatly to the understanding of population and
population policy in China by foreign demographers.

The renewal of international contacts and communications is one
facet of a rebirth of demography in China. The development of demog-
raphy, once a “forbidden area” to Chinese social scientists, has been
accorded high priority by China’s present leaders. Demographic re-
search and training centers are being established throughout the coun-
try; a number of persons with professional training in economics,
sociology, and statistics have been reassigned to demographic work;
national, provincial, and municipal population associations have been
formed; a quarterly journal devoted exclusively to population has
commenced publication ; a number of professional conferences on popu-
lation have been convened at which hundreds of papers have been pre-
sented or circulated ; and demographic analyses and projections have
had a direct impact on administrative and policy decisions.. After 30
years of neglect, demography in China seems to be on the threshold of
a golden age.

One reason why the prospects for demooraphv seem promising is
that the current Chinese leaders place a high value on gathering and
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analyzing statistical data of all kinds us a fundamental basis for policy
and administration. The guiding principle is articulated in an old
slogan to which Vice-premier Deng Xiaoping and his associates have
given new meaning : “Learn truth from facts.” This phrase has become
the motto of the newly revitalized SSB, but it also connotes a more
realistic approach to problems in many other fields. In statistical work
it has led to a renewed interest in field surveys and investigations, to
- the systematic reconstruction of statistical organs and reporting sys-
tems destroyed by the Cultural Revolution, and to remarkably candid
analyses in the public media of the causes of inaccuracies and falsifica-
tion in statistical data, including demographic data.

The clearest indication that China’s leaders set a high value on
reliable statistics is their decision to take another population census.
Rumors that China was planning a new census began to circulate in
the spring of 1979 and were confirmed in May of that year by Chen
Xian in his conversation with Dr. Slater. The new census is a far more
ambitious undertaking than its two predecessors of 1953 and 1964. It is
expected to include a mnch longer list of questions, delving into aspects
of Chinese society and economy never before subjected to national
inquiry. It is reported that the results of the census will be published
in full, another striking departure from previous practice. The new
census, now scheduled for July 1982, will require a large allocation of
domestic resources in a period in which there are many other urgent
demands to be met. but the data the census is expected to provide are
considered essential to the planning and management of China’s mod-
ernization program. _ .

These developments have already considerably changed the way in
which foreign demographers look at China’s population. The new
population data have caused a marked convergence in the once highly
divergent foreign estimates of the size of the population. The conver-
gence does not reflect any greater certainty about the reliability of
Chinese recordkeeping and reporting systems or about the accuracy
of the official figures but arises entirely from the fact that there is no
longer any doubt as to what the current official figures are. Before they
were released, some foreign analysts tended to keep their estimates and
projections low in order to stay close to the round totals appearing in
the Chinese news media. The newly released figures have eliminated
the low estimates, since there is no reason to suppose that the official
data would exaggerate the size of the population at a time when the
leaders are doing all they can to minimize population growth. What
divergence still remains among foreign estimates is due to differences
of opinion about the margin of undercount in the official figures.

The issuance of the official vital rates for all of China and for the
provinces for various years has also curbed some of the more extreme
skepticism about the effectiveness of China’s family planning and pub-
lic health programs in reducing fertility and mortality. No one now -
seriously disputes the general conviction that fertility in China has
declined to a level that is creditably low for a developing country.
Moreover, the change in fertility has been so rapid as to be without
precedent in world experience. On the other hand, even some foreign
scholars who tended to accept the initial Chinese claims as almost 100
percent accurate now generally agree that there is a significant amount
of underregistration of births and deaths in China. The remaining
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differences of opinion are over how much underregistration it is rea-
sonable to infer.

Another consequence of the release of official data is that more at-
tention is now being focused on anomalies in the data. Internal in-
consistencies are nothing new in Chinese population data; they were a
persistent problem for analysts working with the data from the 1950’
who spent much time speculating about their causes and trying to ad-
just the data to eliminate them. There were undoubtedly many other
data problems, known to the statisticians in the SSB, which foreign
analysts could not recognize because the data made public were not
sufficiently detailed. Now that more data are available, not only for the
1970’s but for earlier years as well, many more internal inconsistencies
and implausibilities have come to light. As a result, the work of foreign
demographers has taken on a critical cast which may strike Chinese
scholars unfamiliar with Western traditions in demographic analysis
as negativistic. Actually, the intent of the foreign analysts is quite the
opposite, for another important consequence of China’s decision to
release data and to reopen scholarly contacts with the rest of the world
is to enlist the support of foreign scholars of all kinds, including demo-
graphers, in a common effort to help China overcome the effects of her
isolation from the mainstream of world scientific development. The
demographers want to do what they can to assist their colleagues in
the SSB and the new population research and training centers in
identifying defects in China’s demographic data as a first step toward
%mproving population registration, survey, and census work in the

uture.

The analysis of Chinese demographic data must remain somewhat
tentative for the time being because the detailed data needed for
more definitive work are still being withheld and because the origin
of many of the current figures is obscure. Without more information
about China’s past censuses, about the actual procedures used in main-
taining the rural and urban population records, about the way vital
rates are now being recorded and transmitted, and about the sources
of recently published survey age data, it is not possible to carry out
many kinds of analysis that would be most useful to China. But in
view of the imminence of the next census and the Chinese statistical
developments and demographic studies already under way, we have
to make the most of the data and information at hand and hope for
more hereafter.

III. Tae NEw PopuratioNn Data

What have the newly released population data told us about China’s
population that we did not previously know? Perhaps the most star-
tling implications of the new data are that a net loss of population
occurred in one or more of the food crisis years in the early 1960,
that there was a sharp upsurge in births and population growth in
the middle 1960’s and a secondary peak in the late 1960’s, and that
the birth rate decline of the 1970’s was most acute during the middle
years of the decade. The first two revelations were quite unexpected.
Although most foreign analysts had assumed that the food crisis
dealt a temporary setback to population growth, no one had seriously
considered the possibility that the effects of starvation and undernutri-
tion would have been severe enough to bring about a net decrease in
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population. The recovery from the crisis was thought to be fairly
quick, but there was nothing in the Chinese media at the time to
suggest that a major baby boom was under way. The official birth
rates for the 1970’s show a rather gradual decline between 1970 and
1973, a sharp decline between 1973 and 1976, and a marked slowing of
the decline to the end of the decade. The curiosity in this case is that
the most rapid decline occurred in the years when the so-called “gang
of four” was subsequently alleged to have “sabotaged” birth control
work and that the decline slowed after the “gang” were overthrown
and the birth control campaign was greatly intensified. Besides these
puzzling circumstances, there are some contradications in the data
that give rise to doubts as to how adequately they trace the actual
course of demographic change during the years in question.

Some of the apparent anomalies in Chinese population data may
be due to errors introduced in the course of publication. Very few of
the new figures came directly from the SSB. Some appeared in news
dispatches, newspaper and journal articles, and scholarly papers pre-
sented at conferences. Some of the figures released through “unofficial”
channels have subsequently been confirmed by the SSB, and others are
either consistent with SSB figures or have been cited by authorities
in a position to know what the official series contains, However, several
figures that have been cited in “unofficial” channels do not seem to be
consistent with the official data. The reasons for these anomalies are
usually not clear. Chinese writers, including scholars contributing to
journals, are not in the habit of documenting their sources in detail.

sually, it is not possible to determine the source of the figures they
cite. With the sudden burgeoning of demographic research and publi-
cation in China, some scholars have begun to make their own estimates,
combinations, and indexes, most of which have probably been based on
official data but derived by methods that are not revealed. Hence some
of the apparent discrepancies may actually be merely a reflection of
the greater freedom now permitted to Chinese demographers in manip-
ulating data in the process of analyzing them. In a few cases the
anomalies may be due to inadvertent errors in transcribing, printing,
or translating, or to the fact that preliminary and final res have
both gotten out into public channels, or to the revision by the SSB of
figures previously released without adjustment.

What, then, can properly be considered “official” data? For present
purposes, the term will be applied to all figures issued by the SSB, to
data cited by recognized government officials, to figures used by schol-
ars in demographic research and training centers, and to data released
through other channels that are consistent with official data, are clear-
ly identified and dated, and are confirmed by other Chinese sources. In
view of the fact that public citation of national data requires prior
authorization by the State Council, it is probably safe to assume that
most, if not all, of these figures originated in the official data series
compiled by the SSB and approved for release by the State Council.

POPULATION TOTALS AND VITAL RATES

Table 1 gives all of the national population totals and vital rates
for China for the years 1949-80 that have been released to date, except
for a few figures for the early and middle 1950’s that were superseded
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by data issued later by the SSB. Among the population totals, those
issued during the past three years are the series for 1965-80 and the
revised figures for 1954 and 1956. Recent sources have also reaffirmed
the totals for 1949-53, and 1957. The 1964 census total has now been
cited in two magnitudes that differ by about 3.4 million, a discrepancy
that has not been explained. Among the vital rates, those for 1952 and
1954-57 were available in more rounded form in the late 1950’s, but
the 4-digit versions of these figures and the other vital rates in the
table have all been released for the first time since 1978.

TABLE 1.—POPULATION TOTALS AND VITAL RATES
{Absolute figures in thousands; vital rates per 1,000 population per year]

Annual Crude Crude Natural Net

average Census Yearend birth death increase increase
Year population figures  population rates rates rates rates
1949 .. ...... 536,360 ... ..o 541, 670 36 20 16 e
551, 960 31.0 18.0 19.0 (18.82)
563, 000 37 17 20 19. 80
574, 820 37.00 17.00 20.00 (20.78)
587, 960 7.0 14.0 23. 22.60
02, 660 37.97 13.18 24.79 (24.69)
614, 650 32.60 12.28 20.32 fls. 70)
628, 280 31.90 11.40 20.50 21.93)
646, 530 34,03 10. 80
_________ CTI A V1) J 1% C S
PN 25.4
- {691,220 . 43.6 10.1
1964 oo cceeeeeee 1694, 582} 39.3 1L.5
725, 380 38.06 9,55 ———
742,060 35.2 8.9 26.3 (22.75)
760, 320 U1 8.4 25.7 (24.31)
781,980 35.8 8.3 21.5 (28.09)
, 350 34.3 8.1 26.2 (26.96)
825,420 33.59 7.64 25,95 (27.10)
847,790 30.74 7.34 23.40 (26.74)
i 267,270 29.92 7.65 22,27 (22.72)
(877,440) .. 887, 610 28.07 7.08 20.99 (23.18)
(895, 850) __ 904, 090 24.95 7.38 17.56 (18.40)
(911, 895) 919, 700 23.13 7.36 15.77 (17.12)
(926,185) ___. 932,670 20.01 7.29 12.72 (14.00)
(938,955) ... 945, 220 19.03 6.91 12,12 (13.39)
(951, €65) .___ - 95¢, (S0 18.34 6.29 12.05 (13.50)
(964,505) . oeceeaon 970, 920 17.90 6.24 11.66 (13.30)
(976,735) _ocemeoemeeee 982,550 oo oeeeecmcommm e eeemeemee (11,91}

Note: Figures in parentheses are derived rather than reported figures.

The most conspicuous problem with the series is that the natural
increase rates are too low to fit with the population totals without a
substantial net immigration into the country for all years except 1950
and 1954. In table 1 the column at the extreme right gives the equiva-
lent rates calculated from the population totals (net increase during
the vear divided by the annual. average population for the year),
which in the 1970’s were from 0.5 to 3.3 per thousand higher than
the official natural increase rates. This discrepancy is puzzling because
ostensibly the vital rates and the national population totals should

, both be obtainable from the local population registers. However, when
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it was pointed out to an official of the SSB in November in 1979, he

explained ‘that ‘the vital rates for the country as a whole were not
based on compléteé reporting of births and deaths but were estimates
prepared by the SSB from incomplete data. How the estimates were
prepared and why they were not adjusted to eliminate the discrepancy
was not explained. But as Judith Banister has pointed out, the offi-
cial natural increase rate for 1978 is not significantly diflerent from
that which could be calculated by taking a population-weighted aver-
age of the provincial natural increase rates for 1978.¢

Two other Chinese sources give figures on natural increase that also
conflict with the official population totals. Zhu Zhengzhi, of Beijin
University, provides absolute totals of births, deaths, and natura.
increase for four periods: 1950-57, 1958-61, 1962-71, and 1972-79. He
notes that the net population growth during these years was 429.25
million—exactly the difference between the official population totals
for yearend 1949 and yearend 1979.° But the sum of his absolute
natural increase figures for the four periods is 434.69 million. To fit
these natural increase figures with the official population totals re-
quires the assumption of a net out-migration from China of 5.44 mil-
lion people, yet the author says nothing about migration and, in fact,
does not even allude to the difference. The idea that it might be ac-
counted for by emigration cannot be sustained when the period differ-
ences between population growth and natural increase are compared.
During the first period, the figures imply a net in-migration of 4.09
million. The official population totals for yearend 1971 and 1979 imply
another net in-migration of 8.03 million. This means that during the
middle two periods there would have been a net out-migration of 17.56
million persons, which is simply not believable. Obviously, the incon-
sistencies in the figures given in this article are due not to demographic
events but to statistical problems.

An article in the October 1980 issue of China’s new demographic
journal, Population Research, gives a net increase figure oﬁ37.27
million for the same 30-year period, 7.92 million larger than the net
increase shown by the oﬁiciaf) population totals. But the author of
this article derived his increase figure by summing the differences
between the 1949 and 1979 totals for what he calls the “urban popula-
tion” and the “agricultural population.” ® When his urban and agri-
cultural figures for these two years are added together to get the cor-
responding total population figures, they sum to only 504.91 million
for 1949 and 942.18 million for 1979, some 37 and 29 million, respec-
tively, below the official population totals. One might hypothesize that
the author had mistaken “agricultural” for “rural” population and
that the differences in both cases represented the nonagricultural popu-
lation residing in rural areas. but in that case the residual should be
much larger in 1979 than in 1949 because of the development. of com-
mune industry since 1958. Evidently this is not the explanation.

. ¢Judith Banister, “What Is China’s True Fertilitv Level?’ paper presented at the
:;grsx;ml rgeetlng of the Population Association of America, Washington, D.C., Mar. 27,
. p. 5.

5Zhy Zhengzhi. “Dangoian wooun rentou went i of fazhan qnshi” (“China’s Popula-
tion Proplem at the Present and Its Trend of Development”), Jingjl kexue (Kconomie
Science). No. 3, 1980. np. 54-58.

®Zhy Zhno. “Shi lon weeno renkon hell fenhn wenti” (“On the Rational Distribution
(1)11' '(il,;ina's Population”), Renkou, yanjiu (Population Research), No. 3, October 1980, pp.
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In both these articles, the authors seemi to be under the impression
that their figures are compatible with official data. Perhaps they did
not have access to enough of the official data to be able to detect the
discrepancies or were not at liberty to seek clarification before their
articles were published. In any case, the anomalies apparent in their
figures do not necessarily point to anomalies in the oflicial data.

The most serious problem with the official population totals is the
fact that the 1964 census total is too low to be assimilated easily into
a series with the official totals for the 1950’s. For many years, foreign
analysts thought that the 1964 total was about 30 million below the
level of previous figures. Some assumed that the publication of the
1964 total meant that the Chinese statistical authorities had aban-
doned the previous figures, including the 1953 census total. Taking
the 1964 total as a base, they scaled down their estimates for earlier
years in order to show what they felt was a more plausible rate of
population growth between 1957 and 1964. The low projections also
seemed to make it possible to stay closer to the round totals of 700 and
800 million appearing in Chinese news dispatches during the late
1960’s and the early 1970’s.

Other analysts rejected the 1964 total on the assumption that the
1964 census had been hasty and superficial and had relied too much on
registration records that were incomplete because of disruptions dur-
ing the Leap Forward and the food crisis. Both groups discounted the
possibility of a large scale depopulation during the food crisis. For-
eign observers were well aware from refugee reports and from cap-
tured Chinese army political documents that malnutrition was wide-
spread in China during 1960 and 1961 and that mortality had risen,
particularly among older people, and some assumed from the reports
of amenorrhea among Chinese women that fertility must also have
declined. But most observers felt that if mass starvation had been
going on, evidence would have reached the outside world despite
Chinese -efforts at concealment. The most pessimistic of foreign ob-
servers surmised that natural increase might have fallen to zero at the
pit of the crisis.

Not until 1979 did Chinese sources reveal that the official data indi-
cated s much more severe catastrophe. They had already made it
clear that the SSB was still standing by the yearend 1957 total of
646.53 million. In July 1979, members of the SSB’s census planning
delegation said that the 1964 census was even more accurate than the
1953 and confirmed foreign suspicions that the provincial totals given
in a 1972 Chinese atlas were the results of the 1964 census. Thus there
was no escaping the conclusion that the SSB’s series of official data
included both the 1950’s figures and the 1964 census total. Somewhere
in the years between 1957 and 1964, a major population loss was neces-
sary if these figures were to be fitted into a single series.

The size of the loss required was increased by the disclosure in a
Shanghai newspaper article in July 1979 that natural increase had
reached 33.5 per thousand in 1963. an all-time peak for China.” The
high increase rate for 1963 meant that backwards projection from the
1964 total would produce still lower fignres for the crisis vears. unless
low increase rates were assumed for 1958-59, 1962, and 1964. Then in

TWang Jianmin. “Qieshi kongzhl renkou zenezhang” (“Earnestly Control the Growth
of Population”), Wenhui bao, Shanghai, July 12, 1879, p. 3.
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October 1980 in a paper for a population conference held in Beijing,
Liu Zheng, Director of the Population Research Institute of Chinese
People’s University, provided vital rates for 1962 and 1965 which
inciuded a naturai increase rate of 27 per thousand in 1962 and 28.51
in 1965, implying a rate for 1964 that was somewhere in the high 20’s
at the very least.® Even allowing for declining growth rates in 1958
and 1959, the estimated yearend total for 1961 would have to be some
18 to 20 million below the estimated yearend 1959 figure !

As this picture began to take shape, at least some foreign analysts
reacted with disbelief. They speculated that perhaps the Chinese sta-
tistical authorities were placing too much confidence in a 1964 census
total that was defective and that a part of the apparent loss of popu-
lation during the crisis was due instead to large omissions from the
1964 count. However, other information and data from China tended
to support the view that the crisis had had a major demographic
impact. Several sources reviewing China’s economic history since 1949
indicated that the national economy had been on the brink of collapse
not only during the Cultural Revolution but also in the aftermath of
the Leap Forward.® Another source revealed that food grain produc-
tion in 1960 was 26.4 percent below that for 1957.2° Recently published
notes made in October 1959 by the Defense Minister Peng Dehuai,
who had criticized the Leap Forward at the Lushan Party conference
of July~August 1959 and had been dismissed in disgrace as a result,
say that the mass labor projects ordered by the Party Central Com-
mittee during the last four months of 1958 had prevented the peasants
from harvesting crops with the result that people were “left with
nothing to eat in the first half of 1959.” ** In February 1981 it was dis-
closed that the national death rate had risen to 25.4 per thousand in
1960.2

The effects of the crisis years on fertility are indicated in a series
of absolute birth totals plotted on a graph in an April 1980 article
in a Chinese magazine for foreign readers. The actual figures are not
given, but they can be read from the graph to within about ==100,000.12
When the series of absolute birth totals from the graph are compared
with the period birth totals given by Zhu Zhengzhi, the graph figures
are, on the average, about a half million too low, but the series can
be adjusted using Zhu’s period totals as controls on the assumption
that both were derived from a common source. The adjusted series is -
given in table 2. From the table it can be seen that in absolute terms
fertility had already begun to decline in 1958 and 1959 but dropped
precipitously in 1960 and reached a low point of less than 12 million
births in 1961. The birth totals for 1960 and 1961 would mean crude
birth rates of about 20 and 18 per thousand, respectively, during these
two years, which would imply a negative natural increase rate of

8 Liu Zheng, “The Present Situation and the Development of China’s Population,”
Beljing International Round Table Conference on Demography, October 1980, p. 3.

°For example, see L1 Chengrui and Zhang Zhouyuan. “Only Proportionate Develop-
ment Can Ensure High Speed.” Beijing Review, No. 19, May 11. 1979. p. 15.

0 Zhang Qingwu, “Kongzhi chengshi renkou de zengzhang’ (“Control the Growth of
tll;)e_mUrba; Population”), Renmin Ribao (People’s Daily), Beljing (RMRB), Aug. 21,

. p. 3.

1 “Peng Dehval Notes on Lshan Plenum Published.”” Jindai shi yanjin (Study of Mod-
%n Hégto]rggi Beljslng. No. 4, 1980, Joint Publications Research Service (JPRS), No. 77668,

ar. 25, 1981, p. 8.

12 Sun_Yefang. “Consolidate Statistics Work: Reform the Statisticnl System,” Jingjl
guanli (Economic Man~~ement). Feh. 15. 1981, FBIS. No. 58. Mar. 26, 1081, L5.

" Wang N»oizong. “Solving China’s Population Problem,” China Reconstructs, vol.
XXIX, Apr. 1980, p. 5.
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about 5 per thousand for 1960 and quite probably a negative rate for
1961 as well. According to Zhu Zhengzhi, the natural increase rate
was in fact negative for several years during the period 1958-61.1¢

TABLE 2.—ADJUSTED BIRTH TOTALS SERIES AND ZHU ZHENGZHI'S COMPONENTS OF CHANGE TOTALS

[tn thousands)

i Zhu Zhengzhi's figures
Adjusted
birth

' Natural
Year totals Period Births Deaths increase

9547 - 22577 1950-57 167,080 66, 280 100,770

13, 338 1958-61 61,290 43,830 17, 450

gg: 4y 1962-71 267, 620 66, 250 201,370

21,304 . 1972-19 164,720 51,240 115,100

Note: There are discrepancies between Zhu's birth and death totals and his natural increase totals in 3 of the 4 cases
and in 2 of these the differences are too large to be accounted for by rounding.

Source: See text.

Although the birth totals may have been derived from official data on
fertility, they cannot be combined with the official population totals for
1957 and 1964 without assuming death rates during the crisis years
much higher than the official crude death rate for 1960. Even if natural
increase 1s allowed to drop as low as 17 per thousand in 1958 and 9 per
thousand in 1959, the negative natural increase rate of around 5 per
thousand in 1960 must be followed by a negative rate of at least 25 to 30
per thousand in 1961 in order to reach the 1964 census total. This means
a net loss of between 20.and 25 million persons during 1960 and 1961.
Natural increase for the period 195861 is less than 6 million and mor-
tality between 62 and 67 million instead of the 17 million and 44 mil-
lion, respectively, calculated by Zhu Zhengzhi. The birth totals are
simply not compatible with the national population totals if the 1964
census figure is included among them.

Another series of figures with which the birth totals can be compared
is a set of index values for the size of the female cohorts reaching mar-
riage ago between 1980 and 2000. The latter figures are provided by
Liu Zheng in his paper of October 1980 cited earlier.'s It is apparent

14 Zhu Zhengzkhi, loc. cit.
15 Liu Zheng, op. cit., p. 10.
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from Liu’s figures that he assumed that all the girls of a given cohort
would reach marriage age at exactly age 22, which is two years older
than the minimum age for marriage established by the new marriage
law as of January 1, 1981, but a year earlier than the minimum age
widely enforced in rural areas in China before this limit was invali-
dated by the new marriage law. What allowance Liu made for attrition
due to mortality is not known. He may not have made any, which would
be equivalent to an assumption of constant mortality for females from
1958 through 1978. In any case, Liu’s index values can be plotted
against index values computed from the adjusted birth totals for 1958
77 lagged by 22 years.® The results of this matching are shown in
figure 1. , :
gilt is obvious at a glance that the two plots show a generally similar
but not identical pattern. Liu’s series implies that the lowest birth rate
in the food crisis period occurred in 1960, whereas the birth series puts
it in 1961. Both series assign the birth peak to 1963, but they diverge
between 1964 and 1965. From 1965 through 1971, the two series are
closely correlated, but after 1971 they differ considerably. It seems
unlikely, therefore, that the two sets of data come from the same source.
One further comparison is possible, although it is incomplete, and
that is between the officially reported birth rates and those which can
be obtained by dividing the birth totals by the official or estimated
annual average figures for the vears for which official birth rates are
available. The figures are shown in table 8. The comparison can be made
for 26 of the 28 years for which birth totals are available. In 16 cases
the difference between the official birth rate and that derived from the
birth totals is less than 1 per thousand, and the largest difference
among the remaining 10 cases is just over 2 per thousand (for 1956),
even though the birth totals are only approximate and the annual
average population totals used in some years are estimated. In general,
therefore, the correspondence seems to be rather close. This does not,
however, establish beyond doubt that the birth series and the official
vital rates have a common origin. The discrepancies in 1974 and 1977
are too large to be accounted for by errors in estimating.

TABLE 3.—OFFICIAL CRUDE BIRTH RATES AND BIRTH RATES ESTIMATED FROM THE ADJUSTED BIRTH TOTALS
SERIES

{Per thousand population]

Birth Birth
Official totals Official totals
Year CBR CBR Year CBR CBR
36.60 38,06 39,43
36.26 35.2 34.57
35.72 3.1 33.63
35.30 35.8 35. 64
37.92 34.3 34.42
33.89 33.59 33.88
34.02 30.74 30.
3399 29.92 29.46
e ecmemmm - e 28,07 28.21
25.94 1974 e 24.95 26.61
7.4 23.13 23.36
44,85 . 20.01 19.93
39.77 1977 .. 19. 03 17.50

1 This comparison was suggested by Prof. Ansley Coale, of the Office of Population
Research, Princeton University.
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Comparison of Liu Zheng’s Female Marriage Cohort Index with an Index
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The plausibility of the official vital rates themselves is open to
some question. Some observers have long believed that the level of
the official birth and death rates for the 1950’ is too low. It has been
argued that the birth rate during those years should have been at
least as high as the low 40’s per thousand and that the death rate
could not have fallen much below 20 even by 1957, presumably the
low point for the decade. The sudden and extreme rebound in the
birth rate shown in the official series for 1962 and 1963 and the equally
sudden drop in the death rate to 10 per thousand are also curious and
improbable developments. Despite recollections of individual Chinese
informants that among their acquaintances almost every fertile woman
became pregnant immediately after the food crisis, the peak of 43.6
per thousand seems high relative to the rates of the 1950’s. Also the
rebound in 1962 comes at least a year too soon. Presumably 1961 was,
like 1962, a year of serious crop failures, in which case food shortages
should have persisted well into the middle of 1962 even if weather
conditions had again turned favorable and the misguided manage-
ment tactics of the Leap Forward had been abandoned. The situation
could not have improved much in most of the country until the first
substantial crops of 1962 had been harvested. To the extent that mal-
nutrition and starvation had caused the rise in mortality, it should
have begun to decline by about the middle of the year, but this would
hardly have sufficed to reduce the death rate for the whole year below
the 1957 level. The rise in the birth rate should not have set in until
at least 9 months after the symptoms of acute malnutrition had dis-
appeared, which means that the rebound could not have begun before
the second quarter of 1963. Yet the official birth rate for 1962 is higher
than that for 1957. One possible explanation of these anomalies is that
death registration continued to be incomplete, as it had been before
and during the food crisis, and that many births that went unregistered
during the crisis years because of a general lapse of recordkeeping
were being registered belatedly in 1962 and 1963. In the absence of
corroborating evidence, of course, such explanations are mere
speculation.

The precipitous drop in fertility represented by the official birth
rates for 1970-76 is another anomaly that is not easily explained. The
third birth control campaign was, from all indications, just getting
under way in 1970 and did not become intense until late 1972 or early
1973. Hence the official birth rate, which was in the middle 30’s per
thousand from 1966 through 1970 would not have been expected to
begin a rapid decline before 1974, but the reported data show it falling
sharply between 1970 and 1971, very slowly in 1972 and 1973, and then
very sharply for the next three years. The last year of rapid decline,
1975-76, coincided with the final year of the “gang of four,” who were
subsequently accused of having disrupted and “sabotaged” birth con-
trol work.” If the charge is valid, it does not seem to be supported by
the data, since the decline in the official birth rate was most rapid
during the last years of the “gang” and slowed considerably after their

1" For example, see Guangzhou radlo, Dec. 12, 1976. FBIS, No. 242, Dec. 15. 1976, p.
H16; Chengdu radio. Dec. 21, 1976, FBIS, No. 248, Dec. 26. 1976, p. J2; Kunming radio,
Jan. 21, 1977. FBIS, No. 17, Jan. 26, 1977. p. J3: and “Under the Guidance of Chalr
man Mao’s Brillinnt Thoughts, Great Achievements Were Accomplished in National
Birth Control,” Xinhua. Belijing, Feb. 21, 1977, Zhongguo xinwen (China News), Hong
Kong, Feb. 22, 1977, JPRS, No. 69,791, Sept. 14, 1977, p. 42.

87-199 0 - 82 - 13
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deposition. But it is possible also that the decline in the birth rate
during the early to middle 1970’s owed more to the falsification of
data than to success in family planning, since the “gang” allegedly
took a cavalier attitude toward statistics. More will be said about this
hereafter.

The discovery of persistent anomalies in the official population totals
and vital rates from China inevitably raises questions as to how the
figures were obtained. So far as the early 1950’s are concerned, the
figures have to be estimates. There was no national system of popula-
tion registration until after the 1953 census, and even then it took
several years to establish and was still incomplete in 1956.® The vital
rates for all years prior to 1956 were presumably based on sample
vital registration work carried on in a few areas of China in the early
1950’s, which were in some unspecified manner extrapolated to the rest
of China and extended backward to 1950 and forward to the point
where the national registration system began to function. The Leap
Forward of 1958 must have thrown the population registers into dis-
array, as it did all other kinds of statistical work. If the peasants did
not have time to harvest their crops, they would certainly not have had
time to report births, deaths, and migration to the proper authorities.
Once serious food shortages had begun in the spring of 1959, helping
the authorities keep records would not have been t%leir first concern.
The restoration of population registration and of statistical work in
general which followed the recovery from the food crisis could not
have gotten very far before the country was plunged into the utter
confusion of the Cultural Revolution, during which government of-
ficials at all levels, including statisticians, were subjected to political
harassment and physical abuse by the Red Guard and Revolutionary
Rebel detachments any many public records were destroyed.

It is difficult to believe that the population registers came through
all three disasters unscathed or that it would be possible to obtain a
reasonably accurate set of vital rates from whatever records survived
the turmoil and destruction. What happened after the Cultural
Revolution is also obscure. Statistical work was not immediately re-
vived. The SSB, which virtually ceased to exist during the Cultural
Revolution, was not formally re-establishd until 1974, and it is still
operating with only half the staff it had in 1965. Hence the statistical
basis for the population totals and vital rates of the first half of the
1970’s is also in doubt.

It seems likely that the vital rates for all years from 1957 until the
late 1970’s and all of the population totals for the same years except
for 1964 had to be estimated retrospectively in some fashion from in-
complete data, or in some years, no data at all, or that they were de-
rived by reconstruction from more recent data. This may explain why
neither the figures nor the trends were mentioned in national or local
news dispatches in prior years, even in connection with family plan-
ning work. The most likely hypothesis is that recent age data for
China were used to estimate births, deaths, and natural increase in the
past and to project specific age cohorts in the future. Controlling to
official population totals in retrospective reconstructions would be dif-
ficult, which could explain the inconsistencies between Zhu Zhengzhi’s

18 For further discussion, see John 8. Alrd, “Officilal Population Data,” chapter 3 {n
Yuan-1i Wu, ed.,, China: A Handbook, Praeger Publishers, New York, 1973, pp. 94-96.



187

period totals for natural increase and the oflicial population totals for
the earlier years.

Liu Zheng says that his female marriage cohort index values were
based on the “young-aged composition of our population,”* which
means that a recent age distribution by sex was used. Since the most re-
cent available, so far as is known, is one obtained by a special survey in
1978, which is discussed below,*® and since he was trying to project the
size of female marriage cohorts to the year 2000, this may explain why
he chose age 22 as the assumed female marriage age for all cohorts.
Presumably the same distribution was used in reconstructing the abso-
lute birth totals series, but if so, the distribution was modified for much
of the 1970’s, perhaps because it was in conflict with the birth rates de-
rived from the provincial reports. Also, the birth series ends in an ex-
tremely low figure for 1977, only about 16.4 million, whereas the inde-
pendently reported birth total for 1978 was 17.4 million,** a figure
that is much more consistent with the official birth rate. The similari-
ties between the Liu series, the birth totals series, and the official vital
rates may be due to the use of a common set of age data and the dis-
crepancies to substitution of other source data for individual years
or parts of a series for various reasons. Until authoritative Chinese
sources reveal how the figures were obtained and provide enough statis-
tical details to permit a more careful analysis, the explanation of their
inconsistencies and in fact their overall reliability must remain in
doubt.

AGE AND SEX COMPOSITION

Prior to 1979, the only data on age composition in China available
to foreign analysts were from the 1953 census. In a paper for the De-
cember 1956 meetings of the Indian Statistical Institute of Calcutta,
Prof. Dai Shiguang provided sex ratios for irregular age groups that
showed an average of over 115 males per 100 females at ages 7 to 13
years and dropped down to 87 for ages 56 and over.2? Dai also provided
figures on the percentage of the population at ages 0 to 14, 15 to 49,
and 50 and over, but these figures were said to be estimates, and they
differed somewhat from the corresponding data obtained later from
other sources. Prof. Chen Da submitted a paper for the August 1957
meetings of the International Statistical Institute in Stockholm but,
unlike Dal, was not able to attend the meetings. His paper included a
series of percentage figures for both sexes in 10-year age groups, the
first complete series of age data from the 1953 census to be made pub-
lic.22 In May 1959, the writer of an article in a health journal, Tian
Fengtiao, gave another 1953 census percentage age distribution in 10-
year ago groups that were offset by 5 years from Chen Da’s figures,
and he also provided an age-sex pyramid plotted from percentage fig-
ures for 5-year age groups by sex, from which the census age distribu-

1 Lju Zheng, loec. eit.

% See p. 188.

21 Chen Muhua, “Shixian sige xlandaihua, bixu you jihuade kengzh! renkou zengzhang”
(““For the Realization of the Four Modernizations, There Must Be Planned Control of
Ponulation Growth”). RMRB, Aug. 11, 1979, p. 2.

22 Dai Shiguang, ‘1953 Population Census of China,” Indian Statistical Institute,
Calcutta. Dec. 20, 1956, p. 21.

2 Chen Da. “New China’s Population Census of 1953 and Its Relations to National
Economic Reconstruction and Demographic Research,” International Statistical Insti-
tute, Stockholm. Aug. §-15, 1957, p. 23.
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tion could be reconstructed using the two sets of 10-year age group
percentages and Dai’s sex ratios as controls.®*

For the next 20 years projections of China’s population made
by foreign analysts %ega,n either with the 1953 census age-sex data
or with model data. In November 1974, an article in a medical journal
mentioned that the 1964 census age distribution was used to com-

-pute standardized incidence rates for oesophageal cancer but did
not give the figures.”” Then toward the end of 1978, a British doctor
visiting China obtained percentage distributions by 5-year age groups
for males, females, and both sexes from the 1964 census and included
them in his trip report.?® In the spring of 1980, an American doctor
obtained an age distribution by 5-year age groups for both sexes
in thousands which was reportedly based on a 10 percent sample
of the areas included in a national cancer incidence survey con-
ducted by the Cancer Institute of the Chinese Academy of Medical
Sciences in the middle 1970’s. The population data seem to refer
approximately to the middle of 1976 on the average and add to a total
of 842 million, about 91 percent of the official total at that time.2” Other
sources have cited data for large age groups from a subsequent survey
that apparentlv refers to 1978.22 Suddenly, in the last two years, it
has become possible to compare age composition at several points in
the past three decades with what would be expected on the basis of
the trend in the official vital rates. The four sets of age data are given
in table 4.

TABLE 4. —PERCENTAGE AGE DISTRIBUTIONS: 1953 CENSUS, 1964 CENSUS, 1976 SURVEY, AND 1978 SURVEY

1953 census 1964 census 1976 1978

survey, survey,

Age group Both Both both  Age group both
(years) sexes Males Females sexes Males Females sexes (years) sexes
All ages___.._ 99.99 100.01 100.03  100.00 100.0 100.0 100.01 ____________ 100.0

Otod__. 15.59 15.53 15.65 14.52 14.5 14.5

5t09_ 10.94 11.23 10.63 13.65 13.9 13.4

10t 14 9.39 9.71 9.04 12.52 12.7 12.3

15t019 9.10 9.28 8.91 9.01 9.2 8.9 9.32

20 to 24, 8.24 8.27 821 1.37 7.5 1.3 9.15 15-29 24.8
5 to 29 1.76 7.96 1.55 7.31 7.6 1.0 150 cei .

30 to 34 6.88 7.03 6.72 6.77 1.0 6.6 5.95 __

35t039... 6.41 6.47 6.35 5.97 6.1 5.8 5.54 .

40 to 5.56 5.55 5.57 5.17 5.2 5.1 s.11

45t049___ 5.01 4.97 5.07 4.47 4.4 4.5 4.56 oo

to 4.24 4.20 430 3.84 3.8 3.9 3.9

5510 59___ 3.61 3.53 3.70 3.27 3.0 3.5 3.28

60to 64.__ 2.90 2.73 3.08 2.26 2.3 2.9 .7

6510 69___ - 2.03 1.79 2.29 1.69 1.4 1.9 2.01

70t074___ - 1.37 1.09 1.68 1.07 .8 1.3 1.39

751079, - .61 .46 .78 .55 .4 .7 .n

80 plus........_. .35 .21 .50 .2 .2 .4 .47

Source: See text.

2 “Tian Fengtiao.” Woguo jihua shengyu he renkou zengshi wentl” (‘““The Problem of
Planned Births and Population Increase in Chins’’), Renmin baojian (People’s Health),
vol. 1. No. 5. May 1959, p. 463.

25 Coordinating Group for Research on the Etlolozv of Oesophageal Cancer in North
China, ““Huabei dichu shiguanyan liixingbingxue he bingyinxue de chubu diaocha yanjiu”
(“Epidemiology and Etiology of Oesophageal Cancer in North China: A Preliminary Re-
port”), Zhonghua yixue zazhi (Chinese Medical Journal), No. 11, November 1974, p. 871.
A 20 C, IS. Muir, “Duty Travel to China: November-December, 1978,” January 1979,

nnex I.

27 Frederick P. Li, “Cancer Incidence in China, 1975-2000 : Impllications for Cancer
Control,”” Clinical Epidemiology Branch, National Cancer knstitute, Bethesda, Maryland,
and Sidney Farber Cancer Institute. Boston. Massachusetts. no date. table 1.

% Yu Zhenping, Xinhua. Beljing, Feb. 13, 1980, FBIS, No. 33, Feb. 15, 1980, pp. L12—
13; and Zhang Lequn. “Weishenma yao tichang yidui fufu zhi sheng yige halzi?” (“Why
Must One Child per Couple Be Promoted ?’), RMRB, Apr. 15, 1980, p. 5.
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At a glance, there are three aspects of these age data that seem a
little strange. First, the 1964 age distribution shows lower propor-
tions at ages 40 and over than does the 1953 distribution, a change
tha’ wouid be understandable only 1f there had been an awesome deci-
mation of the elderly in the interim. Second, the 1964 proportion at
ages 0 to 4 is surprisingiy high for an age group that includes cohorts
from several years of very low fertility and presumably high infant
mortality. Third, the 1976 distribution shows a sharp drop between
ages 10 to 14 and ages 15 to 19, due apparently to the fact that the lat-
ter group inciudes the deficit cohorts of the food crisis years, yet the
age group that contains the same cohorts in 1964 does not seem to have
been as much affected by them. Evidently the 1953, 1964, and 1976 age
distributions are not entirely compatible.

Precise comparisons cannot be made without single year of age
data, which are not available. Such data reportedly exist for the two
censuses and are in use by Chinese demographers, but for the 1976
survey the age data were reported from the field only in 5-year age
groups. Since there is a difference of 11 years between the censuses and
1214 years between. the second census and the cancer survey, it is not
possible to match corresponding 5-year age groups in the three dis-
tributions. The 1978 survey results have not been made public even in
5-year age groups, hence there is very little that can be done with the
1978 data for the time being.

Another way of testing the plausibility of the four age distributions
is to compare them with models based on the 1553 census age-sex dis-
tribution, the official population totals, and the official vital rates for
the years for which official data are missing. This exercise was carried
out by the author and reported in a paper presented to an interna-
tional conference on the population of China, the first of its kind ever
convened, which was organized by the Fast-West Centers’ Population
Institute, and met in Honolulu May 17-21, 1980.%° In this paper three
models were presented, each based on a different method rationalizing
the inconsistencies between the official totals and the vital rates. All
models incorporated the official totals available at the time they were
constructed, but estimated totals had to be substituted for missing data
at many points. In general, these proved to be quite close to the cor-
responding official figures subsequently released. The latter figures
would not have significantly affected ti}lle age distributions generated
by the models.

The initial age distribution in all three cases was a reconstructed
1953 census age-sex distribution in single years of age based on the dis-
tribution by 5-year age groups given in table 4. Model A began with
the reported total for the 1953 census and the increase rates for the
middle 1950°s that are implicit in the official population totals for
1953-57, with an adjustment of the 1956 figure to avoid the impossibly
high growth rate implied by the official totals for yearend 1956 and
1957. Birth rates for the 1950’s were derived as the sum of the natural
increase rates and the officially reported death rates. The vital rates
assumed for 1957-61 were designed to permit the attainment by the
start of 1962 of a population total derived from the 1964 census total
and an assumed increase rate of 30 per thousand for 1964, the official

2 John 8. Aird, ‘‘Reconstruction of an Official Data Model of the Population of China,”
May 15, 1980.
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rate of 33.5 for 1963, and an assumed rate of 10 for 1962, for which no
official rate was then available. The national increase rates assumed
for 1958 and 1959, though falling from the 1957 level, were still fairly
high, with the result that the net loss of population in 1960 and 1961
was close to 25 million. Most of the loss was assigned to 1961 on the
presumption that the combined effects of lower fertility and higher
mortality would have been greater in that year. For later years,
population totals and vital rates were interpolated between the avail-
able official figures in accordance with the trend indicated by those
figures. ‘I'he yearend 1969 population total turned out to be about 2
to 3 million higher and the natural increase rates for the early 1970’s
slightly higher than the official figures subsequently released, but these
are minor differences. :

In Model B, the absolute birth totals, which had just been received
as the model was being prepared, were incorporated, and mortality was
set at whatever level was required to accommodate to the official popu-
lation totals and the totals derived by interpolation between the official
figures. The population totals and vital rates in Model B came some-
what closer than those in Model A to the official figures for 1969 and
the latter half of the 1970’s subsequently obtained from Chinese
sources. The main difference between the two models was that the use
of the absolute birth totals in Model B resulted in a much more rapid
decline in natural increase in 1958 and 1959 and a much higher natural
increase rate in 1962. The net population loss in 1960-61 increased to
almost 28 million in Model B.

Model C made use of the official vital rates for 1953-57 inflated by
4 percent so that, starting with the census total in 1953, the series

reached the official population total for yearend 1957. Model C as-
sumed that the official vital rates in the 1960’s were displaced backward
by one year because the Chinese age reporting in the age distribution
used to reconstruct the series. Hence the 1963 increase rate of 33.5
per thousand was reassigned to 1964, a low rate of 7 per thousand was
chosen for 1962 on the assumption that fertility in that year was still
depressed by the food shortages of 1961 and the first half of 1962, and
the natural increase rates for 1958 and 1959 were set somewhat higher
as in Model A. These assumptions reduced the net population loss in
1960-61 to less than 16 million. In the 1970’s, the death rates were
raised once again to the level of the official figures, and the birth rates
were derived as the sum of the death rates and the natural increase
‘rates implied by the official and derived population totals. By the time
this model was constructed, the official figures for 1969 and 1975-79
were available. S

Comparing the midyear 1964 age distributions generated by these
models with the 1964 census age distribution tests the consistency of
the 1964 census age distribution with that from the 1953 census and
with the intercensal vital rates. The percentage figures for both sexes
for the two censuses and for the three models for 1964 are given in
table 5. It is obvious at once that all three models have much smaller
proportions of the total at ages 0 to 4, the age group which includes
the birth cohorts of the crisis years. Even Model B, which incorporates
the absolute birth figures, has some 2.5 percent less of the population
in this age group, a difference of almost 18 million persons. Age group
5 to 9 is also smaller in the models, and especially in Model B, than
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in the census age distribution. The 1964 census age distribution evi-
dently did not come from a population whose vital rates followed the
trend of the official vital rates or the official birth totals between year-
end 1957 and midyear 1964. If the census age distribution is correct,
the crisis population loss in 1960-61 could not have been as severe as
would have been required to keep the population total as low as the
691.22 million reported for midyear 1964. If the crisis was severe
enough to hold the population down to the 1964 census total, the pro-
portion of the population at ages 0 to 4 could not possibly have been
as high as 14.52 percent in 1964. In short, the 1964 census total is
incompatible with the 1964 census age distribution.

TABLE 5—PERCENTAGE AGE DISTRIBUTIONS IN 5-YR AGE GROUPS, 1953 CENSUS, 1964 CENSUS, AND MODELS
A, B, AND C AS OF MIDYEAR 1964

Ages (years) 1953 census 1964 census Model A Model B Model C
99.99 190.00 100.00 99.99 100.00
15.59 14,52 11.91 11.95 11.08
10.94 13.65 12.93 12.24 12.98

9.39 12.52 12.78 12.74 12.98
9.10 9.01 9.80 9.85 9
8.24 2.37 7.55 7.59 7.58
7.76 7.31 7.15 7.21 7.19
6.88 6.77 6.55 6.60 6.58
6.41 5.97 5.99 6.05 6.04
5.56 5.17 5.35 5.41 5.39
5.01 4.47 4,80 4.86 4,85
4.24 3.84 4.16 4.21 4.20
3.61 3.27 3.50 3.55 3.55
2.90 2.56 2.81 2.86 2.8
2.03 1.69 2.10 2.15 2.15
137 1.07 1.4 1.48 1.49
86 .81 1.18 1.24 1.25

Sources; See text.

Other differences between the census and model age distributions are
less startling but also significant. All three models show higher pro-
portions at ages 15 to 19 in 1964 than does the 1964 census. This may
have resulted because some children aged 3 and 4 in 1953 were reported
as 5 and 6 year-olds according to the traditional method of reckoning
age in China. This would have inflated the population at ages 5 to 9
in 1953 at the expense of those 0 to 4 and caused the models to show a
higher proportion of survivors at ages 15 to 19 in 1964, In this case, the
1964 census age distribution may be more accurate.

The 1964 census also shows much smaller proportions at ages 40 and
over than do the models, in spite of the high mortality among the aged
which the models assume during the crisis years. Either the mortality
among older people was much more severe during the crisis than the
mortality schedules used in constructing the models allow for or there
was much more exaggeration of ages by the middle aged and elderly in
1953 than in 1964. There is clear evidence of exaggeration in the num-
bers of persons reporting extremely high ages in 1953, but there is also
evidence from refugee reports of the early 1960’s that mortality among
the elderly was very high during the food crisis years. Both explana-
tions may apply.

How could the 1964 census have done a better job of measuring age
than the 1953 census while doing a poorer job of counting heads?
It 1s possible that the 1964 age data are based on only part of the total
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enumerated population. In 1953 the data were taken from the
population “directly surveyed,” excluﬁg the part whose numbers
were estimated by more “indirect” means. Perhaps the same was done
in 1964. In fact, because of the haste in which the 1964 census was re-
portedly completed, it is possible that the age data were based on very
incomplete reports and extrapolated to the rest of the population. If
this is the case, there may be some question as to how adequately the
reported age data represent the age distribution of the total population
in 1964. If the units providing age data were less severely affected
than the rest of the country during the food crisis years, the 1964
age data may understate the effects of the crisis. In general, however,
the 1964 census age distribution seems more plausible than the age
distribution for 1953, and it may be closer to actuality than the model
age distributions for 1964.

Another way of exploring the implications of the incompatibility
of the 1964 age distribution and the 1964 population total is to modify
the 1953 age distribution and the intercensal vital rates so that the
1964 age distribution can be approximated by a model starting with
the 1953 census total. Since the completion of the East-West Popula-
tion Institute conference paper cited earlier, the author prepared a
fourth model for this purpose. Model D begins with a January 1, 1953
total derived from the census total assuming natural increase in 1953
at the level implied by the official totals for yearend 1952 and 1553.
The birth and death rates for subsequent years were arrived at by the
successive approximation until they produced exactly the census pro-
portions at ages 0 to 4 and 5 to 9 in 1964. The birth rates within the
5-year intervals in which these cohorts were born were adjusted so that
they show declining fertility throughout the 1950%, an accelerating
decline in 1960-62, and a rebound to a peak in 1963. The death rates
decline until 1958, rise at a sharply accelerating rate to a peak in 1961,
and then decline rapidly through 1964. At no point does natural in-
crease become negative. To have a negative natural increase rate in 1960
or 1961 would have required much higher natural increase rates in
1962 and 1963, but this would have meant much lower mortality during
the latter two years than would be plausible given the reported levels
for the 1950’s. The population totals and vital rates for Model D are
given in table 6.

TABLE 6.—POPULATION TOTALS AND VITAL RATES, MODEL D, 1953-65

[Absolute figures in thousands; vital rates per thousand population]

Annual Crude Crude Natural

Jan. 1 average birth death increase

Year population population rate rate rate

1953 576, 039 582, 641 45.2 22.5 22.7
1954 [, 589, 242 596, 092 43.8 20.8 23.0
1955 —— 602, 941 610, 015 42.6 19.4 23.2
1996 617,089 624, 458 41.9 18.3 23.6
1957 631 827 639, 020 40.5 18.0 22.5
1958 646, 212 653,076 39.3 18.3 21.0
1989 .. 659, 940 666, 459 38.5 18.9 19.6
1960 672,978 678, 691 36.8 20.0 16.8
1961 684, 404 688, 905 35.3 22.2 13.1
1962 693, 405 698, 097 31.6 18.2 13.4
1963 702,789 712,234 43.5 17.0 2.5
1964 - 721,679 728, 206 35.1 15.6 19.6
1965...._ 735,932 —

Source: See text.
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Table 7 shows the percentage age distributions by sex in 5-year age
groups for the 1953 and 1964 censuses and the midyear 1953 and 1964
distributions for Model D. As can be seen, the model exactly matches
the 1964 census proportions for both sexes in every 5-year age group
to the one-hundredth of one percent and all but one of the proportions

-for males and females rounds to the corresponding 1964 census figures
in tenths of one percent. But to secure such a good match, it was neces-
sary to increase considerably the levels of fertility and mortality dur-
ing the intercensal years and to make some significant modifications
in the 1953 age distribution. For both sexes combined, the age group
0 to 4 in 1953 is increased by almost one percent, and increases of over
half of one percent are required at ages 15 to 19 and 20 to 24. Through-
out the middle of the age distribution the changes are slight, but. from
age 55 onward, Model D has distinctly smaller proportions. If the 1964
census age distribution is more reliable than that for the 1953 census,
the changes would mean that the 1953 census undercounted children
at ages 0 to 4 or failed to convert some of their Chinese ages, that it
also missed a number of young people at ages 15 to 24, and that many
people 55 and over had exaggerated their ages.®

TABLE 7.—PERCENTAGE AGE-SEX DISTRIBUTIONS FROM THE 1853 AND 1964 CENSUSES AND FROM MODEL D FOR
MIDYEAR 1953 AND 1964

1853 census Model D midyear 1953 1964 census Medel D midyear 1964
Age Both Fe- Both Fe- Both Fe-  Both Fe-
group sexes Males males sexes Males males sexes Males males sexes Males males

Allages... 99.99 100.01 100.03 100.02 100.00 100.01 100.00 100.0 100.0 100.00 99.99 99.98

1553 15.65 16.42 16.82 16.00 1452 145 145 1452 14.52 14.53
11.23 1063 1114 11.33 10.93 1365 139 134 1365 1389 13.40

.71 904 970 9.8 950 125 127 12.3 12.52 12.72 12.31
9.28 891 9.8 1030 9.33 9.01 9.2 89 901 916 8
.27 821 9.02 932 870 7.37 1.5 .3 157 1.4 .27
7.86 255 804 829 779 7.31 7.6 7.0 231 760 7.00
703 672 704 716 692 677 7.0 6.6 6.77 698 6.5
.47 6,35 6.23 6.27 6.18 597 6.1 5.8 697 611 58
5.55 5.57 554 558 .5.49 517 5.2 5.1 517 521 512
4.97 507 4.8 460 516 4.47 4.4 4.5 447 442 4.5
420 430 410 3.8 439 3.8 3.8 39 38 379 3.8
353 370 2.89 2.5 324 3.27 0 35 327 303 352
273 308 2.25 1.84 2.68 256 2.3 2.9 2.5 226 2.8
L79 229 1.53 121 1.8 169 1.4 L9 163 L& L9
1.09 168 .74 .60 .89 L07 .8 1.3 107 .83 1.3
75 plus. 96 .67 128 67 .43 .93 .81 .6 1.1 .81 .57  1.06

Sources: See text,

The most important conclusion of this exercise is that the course of
vital events in the intercensal period that is required to generate the
1964 census proportions at ages 0 to 4 and 5 to 9 produces a midyear
1964 population total that is 37 million larger than the reported 1964
census total. This would imply that the 1964 census undercounted the
population by more than 5 percent relative to the 1953 census. If the
1953 census also undercounted the population by at least 5 percent, as

® These conclusions tend to confirm those reached by the author in an earlier analysis
of the 1953 age distribution after comparing the census data with age data from other
countries with high fertility and mortality and with several stable population models.
The earlier study noted marked deficits at ages 5 to 14, less severe deficits at age 0 to
4 and 15 to 24, and an excess at ages 45 and over. See John . Aird, The Size, Composi-

tion, and Growth of the Population of Mainland China, International Population Reports,
Series P-90, No. 15, U.S. Government Printing Office, Washington, D.C., 1961, pp. 68-74.
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the author has argued elsewhere,® the total undercount by 1964 could
have been as much as 63 million.

If the 1964 census did in fact add to an already significant under-
count in the 1953 census, the implications for current population totals
and the forthcoming census are also important. What may have hap-
pened to population recordkeeping in the intercensal and postcensal
years is not clear. There seems to have been an upsurge in birth regis-
tration in 1954 when food grain rationing was instituted, but there was
also some evidence that the registers lost track of population in 1955,
when recent rural migrants into the cities were expelied under orders
to return to their native villages. The Leap Forward probably dis-
rupted population recordkeeping causing further losses in recorded
population. During the food crisis years, registration was undoubtedly
neglected again, but in the post-crisis recovery period, belated regis-
tration may have made up for some of the failures to report births
that contributed to the low birth rates of the crisis years. The Cultural
Revolution also plunged the population registers into disarray as it
did most other civil functions, but there may have been some delayed
registration of births in the late 1960’s, when, according to some
Chinese sources, there was a secondary peak in the birth rates.* With
the resumption of family planning efforts in the 1970°s and especially
after their marked intensification in 1973, the need to show achievement
in family planning work and success in attaining the target birth and
natural increase rates handed down by higher levels may have resulted
in an increase in underregistration of births and some falsification
of the reported figures on births and natural increase, causing the
undercount in the official population totals to rise from 1973 to the
present. It would be impossible to quantify the varying margin of
undercount over the years, but the general trend has probably been
upward, in absolute 1f not in relative terms. By the time the 1982
census is taken, it may have to close a considerable gap between the
previously reported figures and the actual numbers.

The 1976 and 1978 survey data can also be compared with the model
age distributions for the same years, even though dating the two sur-
veys poses a problem. The cancer survey age data do not refer to a
single date because the survey was not simultaneous. Most of the
provinces were surveyed during 1976, but five were not covered until
one or two years later. The reporting forms used in the survey field
work specify that age data are to be obtained as of the previous year-
end, but a participant in the survey says that in practice the age data
were collected de novo as of the time of field work in each locality.
This would mean that, on the average, the reference date of the survey
age data was somewhere between midyear and yearend 1976.%® The
exact reference date of the 1978 survey is also unknown. In table 8,

31 John S. Aird, “Population Growth,” Chapter 4 in Alexander Eckstein, Walter Galen-
son, and Ta-chung Liu, eds.. Economic Trends in Communist China, Aldine Publishing
Company, Chicago, 1968, pp. 242-214, .

=1 For example, “It Is Imperative to Control Population Growth in a Planned Way,”
RMRB. ( editorial), Feb, 11, 1980, FBIS, No. 33, Feb. 15, 1980. p. L14.

3 According to information provided to the author and Judith Banister in an interview

in Bethesda, Maryland on May 13, 1981, with Dr. Li Junvao, Deputy Head of the De-
partment of Epidemiology of the Cancer Institute, who participated in the survey.
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the cancer survey data are compared with model data as of midyear
1976 and the 1978 survey with model data as of midyear 1978, which
gives a slightly better fit than the yearend model data.

TABLE 8.—PERCENTAGE AGE DISTRIBUTIONS, 1976 SURVEY, 1978 SURVEY, AND MODELS A, B, AND C AS OF
MIDYEAR 1976 AND 1978

Age
Age group 1976 group 1978

(years) survey Model A Model B Model C  (years) survey Model A Model 8 Model ¢
100. 01 99.99  100.00  100.00 _____.__ 100.0 100.0 100.0 100.0

12.41 12.50 12.21 12.73
13.52 14.26 13.59 13.78 ¢+ 0-14 38.6 31.7 36.7 37.7

12.35 11.23 12.42 11.12

9.32 8.44 1.05 8.34
9.15 9.45 9.47 9.70 ; 15-29 24.8 25.7 25.4 25.4

1.50 8.31 8.42 8.31

5.95 5.86 5.93 5.87

5.54 5.27 5.3% 5.29
5.11 4.98 5.03 4.96 | 30-64 3.8 3.2 32.0 31.4

4.56 4.37 4.46 4.39

3.91 3.95 4.05 3.97

3.28 3.33 3.4 3.36

.77 2.85 2.97 2.87

2.01 2.16 2.28 2.18
1.39 1.58 1.70 1.60 } 65 4 4.3 5.4 5.9 5.5

124 1.49 1.63 1.53

Source: See text.

The cancer survey age distribution is quite similar to the model age
distributions, and especially to the Model B distribution, which is
based on the absolute birth totals series, at ages 0 to 14, the age groups
born since the food crisis years. For the age group 15 to 19, which
contains the food crisis cohorts, the cancer survey reports a higher
proportion than the models show, more than 2 percentage points
higher than in Model B. At ages 20 to 24, the survey has a somewhat
smaller proportion than the models, and at ages 25 to 29, the cohorts
that were mainly in the 0 to 4 age group in 1953, the survey has almost
one percent less. From that point on until ages 65 and over the distri-
butions differ very little. In the advanced ages they diverge, the models
showing higher proportions than the survey, another indication that
the ages of older persons were exaggerated in 1953.

The cancer survey’s higher proportion at ages 15 to 19 tends to
support the 1964 census evidence that the crisis losses in infants and
children were not as severe as the birth totals and the official popula-
tion totals imply. The lower survey percentage at ages 25 to 29 also
confirms the 1964 figure for this cohort, which was almost one per-
centage point below what the models showed for the approximately
corresponding age group as of 1964. In general, the 1976 survey age
distribution seems closer to the 1964 census than to the 1953 census
age structure,

The comparison of model data with the 1978 survey data does not
permit many inferences because the survey age groups are too large.
The distributions are not markedly dissimilar except that, once again,
the models have too high a proportion at ages 65 and over due to age
exaggeration in the 1953 census. They also show a somewhat lower
proportion at ages 0 to 14, which may mean that actual fertility dur-
ing the period 1964-78 was somewhat higher than the birth totals and
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official birth rates used in constructing the models indicate. In this
respect, the 1978 survey seems to disagree with the 1976 survey, which
did not differ significantly from the models in regard to the size of
the cohorts born during the period 1962-76.

The foregoing analysis and the conclusions drawn from it rest on
various assumptions as to the reasons for the inconsistencies between
the various age distributions and the population totals reported in
Chinese sources. The inconsistencies themselves are real and demon-
strable. The explanations are speculative. All conclusions must there-
f(;xl'e be regarded as tentative until more definitive information is avail-
able. :

PROVINCIAL POPULATION DATA

Some further clues as to the plausibility of the national population
data are found in the available provincial population data. Unfortu- -
nately, the collection is still rather limited, despite many recent addi-
tions. There are no provinces for which population totals and vital
rates are complete as those for the country as a whole have been pub-
lished. Such compilations undoubtedly exist in China and may be
available to research personnel in the population research and train-
ing centers, but they have not found their way into Chinese scholarly
journals. One reason they are not published may be that provincial
data series would reveal more anomalies than do the national popula-
tion data, since there is a tendency for summary data to obscure ir-
regularities more conspicuous in the component figures.

Table 9 gives provincial population totals for 1953, 1957, 1964,
1978, and 1979 and the average annual increase rates for the years
between.?* The figures for 1953 and 1957 have been adjusted in some
cases to make them more comparable with the figures for 1964 and
1978, which are given according to the boundaries as they existed
between July 1969 and July 1979. The 1979 figures are given as re-
ported, even though those for Nei Monggol, Liaoning, Jilin, Heilong-
jiang, Gansu, and Ningxia are not comparable with the correspond-
ing figures for 1978 and earlier years because of boundary changes
in July 1979 which restored to Nei Monggol the area taken from it
and given to the other five provinces in July 1969.° The 1978 figures
add to a total that is 0.03 million less than the official figure for year-
end 1979, and the 1979 figures add to 970.81 million instead of the
announced yearend 1979 total of 970.92 million. The reason for these
differences is not known.

% The table does not include the one other complete set of provinclal figures published
by a Chinese geographer in 1957. The figures refer to yearend 1954 and were said to have
been based on registration reports, but they add to u total almost 3 million larger than
the SSB’s yearend 1954 total, and the figures for rome of the provinces are not con-
gistent with the 1953 census and 1957 registration figures for the same provinces. The
problems are not due to boundary changes and cannot be solved by simple adjustments,
hence the 1954 data are not included here. For the source, see Hu Huanyong, *‘Zhongguo
geshenyg qu mlanji renkou zhishitu” (“A Graph of the Area and Population of China by
g‘ggz?i’gie and Reglon”), Dill zhishi (Geographical Knowledge), No. 9, Sept. 14, 1957, pp.

8‘Xlni1uu, Beljing, Aug. 11, 1979, British Broadcasting Corporation, Summary of World
Broadeasts (SWB), Aug. 14, 1979, p. FE/6193/C1/1 (b,W).
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TABLE 9.—PROVINCIAL POPULATION TOTALS, MIDYEAR 1952, YEAREND 1957, MIDYEAR 1364, YEAREND 1978, AND
MIDYEAR 1979, AND IMPLIED AVERAGE ANNUAL GROWTH RATES

[Absolute figures in millions: growth rates in percentages}

Province Population totals Average annual growth rates
rovince,
region, or Midyear Yearend Midyear Yearend Yearend 1953-57: 1957-641 196478 197879 1
munic:pality 1953 1957 1564 1978 1979
(. 53; 55. a7) 1.571 8.50 87 6.46 5.14 0.80 2.42
(4.53 5.22) 6.28 1.21 1.29 2 2.87 .96 2.50
(33.74) (36.96) 39.41 50.57 51.05 2.05 .99 1.73 .94
14.31 15.96 18.01 24.24 4.4 2.45 1.88 2.07 .96
(3.53) (4.38) 6.24 8.90 2]8.51 4.90 5.60 2.48 .. ___.
22.27 528. 20)  29.50 37.43  1334.43 3.68 1.84 1.66
12.61 14 19; 17.89 24.74 12185 2.65 3.63 2.26
12.68)  (15.83 21.39 33.76 33169 5.06 4.74 3.20
(9.42) (10.46)  10.82 10.98 11.32 2.34 .83 - .10
(37.71) (41.67)  44.50 58.34 58.93 2.24 1.02 1.89
22.87 25.28 28.32 37.51 37.92 2.26 1.76 1.96
] 30.66 33.56 31.24 47.13 48.03 2.03 -l1o 2.88
Fujian_________  13.14 14.65 16.76 24.50 24.80 2.44 2.09 2.65
Jiangyi.. - wn 18.61 21.07 31.83 32.29 2.34 1.93 2.89
Shandong_.____  (50.14) (55.44)  55.52 71.69 72.31 2.26 .02 .77
Central-south: .
enan.__._____ (43.91) (48.34) 50.32  70.66 2.16 .62 2.31
Hubei___ .19 30.79 33.71 4575 46. 32 2.30 140 2.13
Hunan___ 33.23 36.22 37.18 51.66 §2.23 1.94 .40 .29
Guangdong. 34.77 37.96 42.80  55.93 6. 81 1.97 1.8 1.86
Guangxi._______ 19. 56 19.39 20.84  34.02 —.20 1.12 34
Southwest:
72.16 67.96  97.07 97.74 2.11 —. 92 2.49 .69
16. 89 17.14  26.86 27.31 2,62 23 3.15 1.68
19.10 20.51  30.92 31.35 2.00 1.10 2.87 1.33
127 1.25 1.79 1.83 —.07 —. 28 2.51 2.24
18.12 20.77  21.79 28.07 2.99 2.11 2.03 101
(12.84) 12.65 18.73 218.94 2.90 - 23 274 .
2.0 2.14 3.65 3.72 4.56 66 3.75 1.9
(1.87) 2.16 3.66 23,64 2.96 2,25 370 .
5.64 .21 12.33 12.56 3.30 3.98 3N .87

1 Calculated from unrounded figures where available,
2 Figures not comparable with those for prior years b of boundary ch

Note: Absolute population totals for 1953-78 are given according to the provincial boundaries that existed from July
1969 to July 1979. Figures for 1553 and 1857 that are given in parentheses were adjusted b FDAD to take account of
boundary and to achieve approximate comparability for the figures for the 3 central municipalities and_their
surrounding provinces. fn July 1979, the areas added to Nei Monggol 10 years earlier were returned to the 5 adjacent
provinces from which they had been taken. No increase rates can be calculated for 1978-79 for the 6 affected provinces.

Sources:
1953 figures: Zhonghua Renmin Gongheguo dituji, October 1957, pp. 5-6. .
1857 figures: State Statistical Bureau, Ten Great Years: Statistics of the Cultural and Economic Achievements of
the People's Republic of China, Foreign Languages Press, Beijing, 1960, p. 1, p. 11.
1964 figures: Shijie ditu ce (World At!as, Ditu chubanshe, Beijing, Feb. 1, 1972, )
19;378 figures: Provided to the UNFPA Mission Library, Beijing, by a Chinese Government agency in November

1979 figures: Zhongguo baike nianjian (Encyclopedic Yearbook of China), Zh da baike q hu chubanshe,
Shanghal, August 1980, pp. 62-115.

The figures for 1953 and 1957 given in table 9 pose only two visible
problems. One may have resulted from the exchange of four counties
and a small municipality between Guangdong and Guangxi, which
were traded back and forth several times during the 1950’s and 1960’s.
The 1953 population of these areas was 1.97 million. If this area and
its population are assigned to Guangdong in 1957, Guangxi does not
have a reasonable rate of growth between 1953 and 1957, and if they
are given to Guangxi, the growth rate for Guangdong is too low. There
seems to be no satisfactory solution for this problem.
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The second problem is with Xizang (Tibet), for which the 1957
re seems to be a rounded version of the estimate given for 1953.
The census figure was apparently obtained by combining a total of
273,969 for the Changdu area with a round estimate of 1,000,000 for
Tibet proper.®® Hence the population totals and growth rates for
Xizang in the 1950’s are probably not meaningful and even the 1964
figure may be rather arbitrary. Its population may not have grown
much if at all during the 1950’s Mortality among the Tibetans was
high and additional deaths were caused by the efforts of the Chinese
army to quell revolt, which drove many Tibetans into exile in India.
The influx of Han Chinese into Lhasa was probably not sufficient to
compensate for all of these losses. However, the reported figures can-
not be taken as an accurate representation of the population growth
during these years.

In 1964 figures pose more serious problems. Aside from Xizang,
there are three provinces for which the 1964 figures are actually lower
than the 1957 figures—Sichuan, Anhui, and Gansu—and there are
five others for which the implied average annual growth between
1957 and 1964 is around half of one percent or less—Shandong, Henan,
Hunan, Guizhou, and Qinghai. Four others show a marked drop in
implied average annual growth during this period as compared with
the rates for the prior and succeeding periods, Hebei, Jiangsu, Hubei,
and Yunnan. Together, these provinces account for 60 percent of the
1964 census total. Among the remaining provinces, three—Nei Mong-
gol, Jilin, and Xinjiang—had higher growth rates during the 1957-64
period than in any other period and several others seem to have been
only slightly affected by the food crisis.

The differences are curious and do not follow a consistent regional
pattern. The effects of the crisis were unusually widespread for a Chi-
nese famine, perhaps because it was not a purely natural disaster. Much
of its severity and scope was due to the gross mismanagement of land
and labor caused by Mao’s Leap Forward. The northeast seems to have
been virtually unaffected, but the provinces of the east, central-south,
and southwest regions were all atfected in varying degrees, and the
north and northwest regions presented a mixed picture. In some cases
provinces that show little or no decrease in population growth during
the crisis period border directly on provinces that were among the
most severely affected. Such abrupt differences from one province to
unother were not uncommon in historical Chinese famines, before
there were adequate transport systems and a strong and effective cen-
tral authority, but to find the same situation in the 1960’s is rather
surprising. In the past, a famine severe enough to cause a net depopu-
lation in a Chinese province attracted worldwide attention. In 1960-61
the world at large was unaware that the food shortages in China were
acute enough to have such profound consequences, if indeed they did.

How many provinces might have lost population in 1960 and 1961
cannot be determined without more detailed provincial data, but there
must have been others besides the three that had a net loss for the
whole period from yearend 1957 to midyear 1964. These three prov-
inces alone lost 6.7 million people between 1957 and 1964, and their

2 See Hu Huanyong, loc. cit., which gives th¢ same figures for yearend 1954.
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losses in 1960 and 1961 must have been considerably greater, since they
more than compensated for growth during 1958-59 and 1962-64. If
the growth rates in these provinces in the non-crisis years followed
the trend of the country as a whole, they would have lost from 12 to
16 percent of their population in 1960 and 1961, which would account
for at least two-thirds and perhaps for all of the net loss in the entire
country.®” It is hard to believe that these provinces could have suffered
such an extreme calamity without some word reaching the outside
world at the time.

What seems more plausible is that a real decline in population
growth in many areas combined with a breakdown in population rec-
ordkeeping, so that when the registration records were used in pre-
paring the 1964 census returns, the effects of the famine were exag-
gerated by defective provincial population totals. This conclusion must
remain tentative until more evidence is provided. However, it could
be checked by Chinese demographers if they have access to provin-
cial age data from the 1964 census and from more recent surveys. If
the same discrepancies between age data and the trends in population

owth are found at the provincial as at the national level, then at

east a part of the food crisis pop