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I am indebted directly and indirectly to many people for help and
encouragement in writing this essay. I particularly wish to mention
Moses Abramovitz, whose idea it was in the first place and who
contributed many comments on the initial draft. Others who contrib-
uted extensive comments include Abram Bergson, Gregory Chow,
Robert Dernberger, Jdnos Kornai, Nicholas Lardy, Thomas Rawski,
and an anonymous reader. Gretchen Q' Connor was responsible for
the production of the manuscript itself. It is hoped that those readers
will see many of their ideas reflected in the revised manuscript. Most
scholarship is a collective effort and this paper is certainly no excep-
tion, even if 1 alone am responsible for any errors.

1. Introduction

OLLOWING THE DEATH OF MAO ZEDONG

in 1976, China’s leadership put revo-
lutionary politics and class struggle aside
and set out to make the nation wealthy
and powerful. Economic development
became the number one priority, even
more than was the case in the 1950s.
Equally important, those who took over
the levers of economic policy after 1978
were reform minded. Most of these new
leaders had been treated badly during
the Cultural Revolution period (1966-76)
and had a strong distaste for many of the
policies and values that played so large

Note regarding Chinese names: Chinese authors are
cited in text in accord with their practice of putting
the family name before the given name; so, for exam-
ple, a name that appears in the discussion as “Dong
Furen” will be found in the reference list under
“Dong.” Some exceptions occur in the case of authors
with Chinese names who have written articles for
Western publications.

601

a role during that decade. Many were
also aware that China’s economic perfor-
mance over more than two decades suf-
fered in comparison to that of the coun-
try’s East Asian neighbors.

It is unlikely that China’s leaders had
a worked out blueprint in mind when
they set out to reform the economic sys-
tem. One reform led on to another until
China by 1987 had moved a considerable
distance from the Soviet-style command
system it had introduced in the 1950s.

This reform process was still under way
in 1987 and appears likely to continue
for some time. Where it will all end is
not known to anyone either inside or out-
side of China. But enough is known about
what has occurred to date to step back
and take stock of these reforms in mid-
stream.

The first part of this essay is devoted
to a description of the rural and urban
reforms introduced between 1977 and
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1987 and an analysis of the rationale, im-
plicit as well as explicit, behind these
reforms. The latter half of the essay looks
at the impact of reform on economic per-
formance. Did productivity increase and
economic structure change as a result of
the reforms? Did the standard of living
of urban and rural consumers rise and
were the benefits of accelerated growth
distributed equitably, or was inequality
on the rise as market mechanisms be-
came more and more important?

The analysis in this paper draws on
many sources. The perspective of this es-
say is that of a Western economist ob-
serving China’s economy from the out-
side, and the paper draws heavily on the
works of other Western economists who
approach China’s economy from a similar
perspective. This essay also makes exten-
sive use of official Chinese statistics, oc-
casionally modifying these figures in an
attempt to eliminate known biases. The
major Chinese statistical handbook of the
relatively open publication period of the
1950s contained only 200 pages of tables,
and publication of all statistics by China
virtually ceased between 1960 and 1980.
Since 1980, however, the Chinese have
been publishing economic data at an ac-
celerating rate. The official 1986 statisti-
cal yearbook, for example, contains over
800 pages of data, each page containing
much more data than its 1930s equiva-
lent. In addition, many individual prov-
inces and economic sectors have pub-
lished their own statistical handbooks
that are full of data not in the national

handbook.!

'n addition to the general handbooks, for exam-
ple, there are yearbooks that include data and much
other relevant information on the iron and steel in-
dustry (Ministry of Ferrous Metals Compilation
Committee 1985), coal (Ministry of Coal Industry
Compiling Committee 1982), agriculture (China Ag-
ricultural Yearbook Compilation Committee, every
year since 1980), the urban sector (State Statistical
Bureau 1985a), and commerce (Trade and Price Of-
fice of the State Statistical Bureau 1984). Provincial
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There is also a rapidly burgeoning lit-
erature in China’s numerous economics
journals some of which deal with issues
discussed in this essay, particularly issues
connected with the reform of the eco-
nomic system. Only sporadic references
will be made to this literature. Any at-
tempt to do justice to the various discus-
sions and debates in Chinese journals
would require a separate essay or essays
devoted to that purpose alone.

II. Economic System Reform

The key to making China wealthy and
powerful was to raise total factor pro-
ductivity. The idea was understood
clearly enough even if the Chinese did
not use the term. The Soviet-style system
of centralized bureaucratic control over
the economy had proved effective in mo-
bilizing capital and labor inputs, but the
amount mobilized had to rise continually
and rapidly simply to maintain a GNP
growth rate between 4 and 5 percent per
year, corresponding to a per capita
growth rate of 2 to 3 percent.

Debate over the course of economic
reform has been vigorous, but most par-
ticipants appear to share a common per-
ception of the nature of the problem.
Central planning led to a misallocation
of both investment goods and of current
inputs and outputs. Excessive control
from the center, together with restric-
tions on the use of material incentives
of any kind, dampened the energies and
enthusiasm of workers, managers, and
farmers alike. In the terminology of mod-
ern economics, there was both allocative
inefficiency and X inefliciency on a grand
scale.

Among debate participants there was
also some agreement on what was re-

statistical handbooks include ones for poor provinces
rarely visited by foreigners such as Guizhou (Guizhou
Yearbook Compilation Committee 1985) as well as
the richer coastal provinces.
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quired to improve efficiency and raise
productivity growth. Production units in
industry and agriculture needed to be
given greater autonomy to make deci-
sions on the basis of their superior under-
standing of local circumstances. And re-
wards, whether in the form of wages,
bonuses, or payments to farmers, should
be closely tied to economic performance.
Moral as contrasted to material work in-
centives, to the extent they were given
any attention at all, were to play a sec-
ondary role.?

Where consensus broke down in China
was over how to achieve greater enter-
prise and farmer autonomy and how to
tie reward more closely to performance.
Opinions ranged from those who would
retain a dominant role for central plan-
ning and bureaucratic control to those
who would move to full-fledged market
socialism. By 1985 the balance of power
had shifted toward advocates of a major
or even a dominant role for the market,
but many features of central planning re-
mained entrenched in the system and
there were considerable differences even
among advocates of the market on how
much futher to go and at what speed..

China’s efforts to increase enterprise
autonomy and raise productivity are in
many respects similar in nature to efforts
at liberalization under way in the 1970s
and 1980s in a number of developing
countries ranging from India to Brazil.
The essence of liberalization is to reduce
the hold of the government bureaucracy
over the economy and to replace bureau-
cratic direction with the impersonal

20One way of partially understanding the cam-
paigns against “spiritual pollution” and corruption
is to see them as an indirect way of attacking what
was perceived by some as an excessive emphasis on
material incentives. The focus of attacks has been
on cadres who take bribes to commit illegal acts,
but the line between what is legal and illegal is often
a fuzzy one in the Chinese economic system. An
attack on corruption thus can become a generalized
attack on an “excessive” pursuit of profits or other
“capitalist” values, hence on material incentives.

forces of the market. Enterprise manag-
ers in the bureaucratic system are simply
lower-level bureaucrats fighting with
each other and with higher-level bureau-
crats to get a larger share of the goods
and other forms of support that are in
the higher-level bureaucrats’ hands to
give out. In a true market system, on
the other hand, enterprise managers
must succeed or fail on the basis of their
ability to lower their own production
costs or to market more of what they pro-
duce at a higher price.?

Defining liberalization in this way,
China differs from other developing
countries mainly in the distance it must
travel to reach some form of a market
system. Soviet-style central planning in-
volves more or less complete bureau-
cratic control over industry and even
much of agriculture, while most develop-
ing countries have a mixture of central-
ized planning, bureaucratically manipu-
lated markets, and markets that are free
of bureaucratic manipulation.

The more government bureaucracies
attempt to intervene in markets, the
more the system slides back toward one
of bureaucratic planning even if it is in
a slightly disguised form. If China were
formally to abolish centrally determined
compulsory plan targets for enterprises
as, for example, has been done in Hun-
gary, it does not follow that enterprise
managers would give up behaving in ac-
cordance with bureaucratic principles.
More is required.

What are the essential features of a
well-functioning market system that the
Chinese would have to duplicate if they
are to achieve something approaching
full-fledged market socialism? These fea-
tures are discussed first in the abstract
and then compared with what is actually

3 This part of the analysis owes much to discussions
with Jdnos Kornai. See particularly Jinos Kornai
1986.
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happening in China in both the rural and
urban areas. There are four essential fea-
tures:

1. Inputs and outputs must be available
for purchase and sale on the market.
Some goods and factors may be centrally
allocated, but the marginal decisions of
managers should mainly involve whether
to purchase more or less on the market,
not whether to go back to the govern-
ment bureaucracy for a larger administra-
tive allocation.

2. Enterprise or farm decision makers
must behave in accordance with the rules
of well-functioning markets—that is,
they must approximate some form of
profit-maximizing behavior. Few enter-
prise managers anywhere in the world
are pure profit maximizers, but a well-
functioning market requires that they
give primary attention to raising profits.

This criterion seems at first glance to
be easy to meet. It might be thought
that in a Soviet-style system of planning
such as that in China, all one need do
is to change manager success criteria
from fulfillment and overfulfillment of
the gross value output target to overful-
fillment of a profits target. In practice
much more is involved. The planners and
other elements of the bureaucracy will
always have objectives that involve more
than profit maximization, so the question
becomes one of whether enterprise man-
agers will have to pay attention to those
objectives or can safely ignore them.
They cannot safely ignore them if,

(a) the selection of enterprise managers
is done by the bureaucracy as contrasted
to some kind of board of directors that
is concerned with profit,

(b) inputs are in chronic short supply
so that some form of rationed allocation
by the bureaucracy results even if formal
central allocation has been abolished,

(c) entry of new firms into an industry
or exit of firms from an industry is deter-
mined by the bureaucracy. Entry, for ex-

Journal of Economic Literature, Vol. XXVI (June 1988)

ample, may require a government li-
cense. Exit of firms in difficulty can be
and frequently is prevented by govern-
ment intervention in the form of bail out
loans and other similar measures.

The features (b) and (c) are closely re-
lated to a common feature of most social-
ist countries, the “soft budget con-
straint.” If enterprises have access to
almost unlimited credit and subsidies as
long as they stay in favor with the bureau-
cracy, the incentive to be concerned with
profits will be weak.

The issues of enterprise success crite-
ria, enterprise autonomy, and the soft
budget constraint are also tied in with
the question of ownership. It is some-
times naively assumed that private own-
ership guarantees enterprise autonomy,
but bureaucracies can interfere with pri-
vately owned firms as well as public ones.
In any case China has very little of what
could be termed private ownership ex-
cept in agriculture and the service sector.
Most enterprises are either fully public,
owned by the state, or collective, owned
by their workers but subject to state di-
rection. The Chinese have clearly re-
jected selling off large state enterprises
to private owners or encouraging new
large private firms except where foreign
investment is involved. But there has
been much talk about alternative forms
of public and collective ownership that
might contribute, among other things,
to making enterprises more independent
of the bureaucracy. So far, however, the
experiments along this line have been
modest.*

3. The markets faced by enterprise
managers must be competitive. Perfect
competition in a world of oligopoly, of
course, is not feasible. But in many de-

4 There is a lively discussion in the Chinese litera-
ture on issues of ownership and an interest in such
systems as the “share economy” and “capital mar-
kets” among other things. See, for example, Dong
Furen 1985 and Shi Yousheng 1986.
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veloping countries, monopolistic situa-
tions are more often the creations of
government interventions than of under-
lying “natural” economic conditions.
Quotas and other instruments of trade
policy in particular are often used to give
a favored enterprise shelter from interna-
tional competition. Licensing can accom-
plish much the same ends within the do-
mestic market. The Chinese in the early
1970s even went so far as to give most
small-scale enterprises monopolies over
their local markets and to prohibit sales
beyond that market.

4. Prices on a well-functioning market
must reflect long-run relative scarcities
in the economy. Prices that depart from
this principle give the wrong signals to
producers and consumers. The result is
misallocation and inefficiency.

Liberalization is often seen by econo-
mists as a question of “getting the prices
right.” In nations where all of the other
features of a market system are working
reasonably well, all that may remain is
the task of letting prices adjust to reflect
relative scarcities. Some of the early dis-
cussion of reform in China stressed the
central importance of price reform once
inputs and outputs became available on
the market.® The theme is still an impor-
tant one and deservedly so, but there is
increasing awareness that there is more
to making a market work efficiently than
“getting the prices right.” Indeed, if the

5 Since the 1950s there has been a vigorous debate
in Chinese over the appropriate role of prices and
how prices should be determined. In the early 1960s
Sun Yefang was one of the major advocates of greater
use of the market and of price reform. He was se-
verely criticized and the Institute of Economics was
abolished for a time partly as a result. The debate
over the reform of prices continues to attract the
attention of economists. In the journal Jingji yanjiu
(Economic Research), for example, in the two and a
half years following the issuing of the urban reform
directive in October 1984, there were a dozen or
more articles dealing with aspects of price reform
and the role of prices in the Chinese system. See,
for example, Xue Mugiao 1985; Wang Zhenzhong
1985; and Yu Guangyuan 1986.

other requirements of well-functioning
markets are present, the “prices” will be
right if they are not controlled.

A. The Prereform Economic System

What was the nature of the economic
system that China’s leadership set out
to reform?®

Agriculture in China was collectivized
in the winter of 1955-56 by the formation
of agricultural producers’ cooperatives
with an average size of about 200 fami-
lies. Most crop production was done on
a collective basis with individuals receiv-
ing work points based on the amount of
time, effort, skill, and political attitude
brought to their collective work. Collec-
tive income at the end of the year was
determined by the number of work
points accumulated plus the value of each
work point. The latter was calculated
from the net income of the cooperative
after deducting taxes, investment expen-
ditures, and a welfare fund. Farm house-
hold members also worked in their spare
time at home and on small “private plots”™
that constituted about 5 percent of all
arable land. Household production could
be sold on free markets that were allowed
to exist for that purpose. Collective prod-
uct was sold to the state marketing sys-
tem. The state set quotas for the deliver-
ies of the main crops and fixed prices
for those deliveries at levels below what
would have been required to elicit volun-
tary sales.

This cooperative system went through
convulsive changes during the Great
Leap Forward of 1958-59 with the forma-
tion of Rural People’s Communes, but
by 1962 the system had reverted to being
much like what had existed in 1956-57,
although the names were changed. At
the height of the Commune movement

5 For those interested in the English language liter-
ature on China’s economy in the prereform period,
see Dwight H. Perkins 1983.
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in 1958 and 1959, the basic collective unit
had around 5,000 families and food was
being distributed as much on the basis
of need as on the basis of the number
of work points earned. Private plots and
free markets were abolished and peasants
were left with little time for household
production. By 1962 the basic collective
unit for organizing labor and determining
the value of the work points (the basic
accounting unit) had become the produc-
tion team, a subunit of the Commune
with only 20 to 30 families. Private plots
equivalent to about 7 percent of arable
land had been restored and free markets
or rural trade fares were once again al-
lowed to exist on a restricted basis. The
marketing of collectively produced crops
continued to be done through the state
system on the basis of state set quotas.

This collective agricultural system re-
mained intact with only modest changes
until the end of the 1970s. There were
variations in how work points were deter-
mined and a few brigades, subunits of
the commune with several hundred fami-
lies, were made basic accounting units.
But these changes left the key features
of the system of the early 1960s intact.

In industry in the 1950s the Chinese
leadership set out to create a system con-
sciously patterned on that of the Soviet
Union. Thousands of Soviet technicians
came to China to help install the system,
and Chinese regulations governing the
way the system worked were often direct
translations of Soviet regulations. The
first step in the early 1950s was for the
state to take over all enterprises, whether
public or private, controlled by the
Kuomintang government or by the Japa-
nese. By 1956 virtually all industry and
large-scale commerce had been social-
ized. Even what were called joint public-
private enterprises were really enter-
prises owned and controlled by the state.

Along with ownership went the instal-
lation of a Soviet-style system of central
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planning and control. The first five-year
plan in principle governing major invest-
ment projects for the 1953-57 period was
not published until 1955, but had some
influence on investment in the latter part
of the plan period. Annual plans set out-
put targets that enterprises were obli-
gated to try to surpass and input targets
that governed the state’s allocation of
most important inputs. Inputs and out-
puts were generally not available on any
market but only through the state’s mate-
rial allocation system. For the most part
enterprises tried to maximize gross value
output subject to these planned input
constraints. Financial variables such as
profits played only a secondary role back-
ing up the plans’ physical targets. The
banking system was also little more than
a unit designed to use financial controls
to help enforce the physical targets. In-
vestment in major new plant and equip-
ment was carried out by separate enter-
prises in accordance with the plan and
the new capacity was turned over to the
producing enterprise on completion.

Almost from the beginning the Chi-
nese were dissatisfied with the degree
of centralization of decision making im-
plied by this Soviet-style system. During
the Great Leap Forward they virtually
abandoned central planning and decen-
tralized decision making to the enter-
prise. But decentralization was not ac-
companied by any method  for
coordinating inputs and outputs and the
result was chaos.

As in agriculture, the state in the early
1960s attempted to restore many of the
features of the pre-Great Leap system,
but with one important modification.
Planning based on physical input and
output targets and the state-run material
allocation system was restored, but no
longer was all planning and allocation to
be done by Beijing. Instead, many plan-
ning and allocation decisions were decen-
tralized to the province and later even
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to the county. Provinces in China have
an average population of 30 to 40 million
and some approach 100 million or more.
In many cases enterprises obtained most
of their inputs from within the province
and most of their output was sold to oth-
ers in the same province; hence there
was no need to coordinate these inputs
and outputs on a nationwide basis. By
the 1970s a large proportion of Chinese
enterprises were under the authority of
the provinces rather than Beijing. In
most cases, particularly with larger en-
terprises in strategic sectors, Beijing re-
tained effective control even if planning
formally was at the provincial level.

Trade between provinces in this de-
centralized system was handled in a way
analogous to foreign trade. State trading
firms in the provinces determined what
was required from outside the province
and the resouces available to export in
exchange. Unlike the situation with for-
eign trade, however, Beijing then bal-
anced the various provincial demands
and supplies and allocated financial sub-
sidies to those provinces running a defi-
cit.

Formally, five-year plans and annual
plans at both the national and provincial
level continued to be drawn up and to
govern performance throughout the
1960s and 1970s. In practice, in the Cul-
tural Revolution period (1966-76), there
were many forces interfering with any
attempt at systematic planning. Scholars
continue to debate whether a system of
central planning existed in this period.
One thing is certain, however. By some
mechanism, inputs and outputs and their
allocation between enterprises were co-
ordinated in a way that avoided the chaos
of the Great Leap Forward, and this co-
ordination was in no sense achieved
through a revived market mechanism.
China in the industrial sphere remained
a nearly complete bureaucratic command
system. It is not clear just who in the
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bureaucracy did much of the planning
and control of enterprises, but planning
and control through the bureaucracy did
take place. Prices were set by this bu-
reaucracy as was the case prior to the
Cultural Revolution. The level of savings
and investment outside the rural sector
was largely determined by the state bud-
get. Enterprises had almost no autonomy
and were, in effect, simply the bottom
layer in a bureaucratic hierarchy.

B. Rural Reform

Reform of the economic system in ru-
ral areas preceded that in urban areas
in part because the task in rural areas
was easier and in part because many of
the previously described conditions nec-
essary for a well-functioning market were
already in place before the reform effort
began.

It is likely that no one in the Chinese
government realized how far the process
would take them when they started out
on the task of rural reform after the Third
Plenum held in December 1978. The ob-
Jective was simply to raise the material
rewards going to farmers and to relate
those rewards as firmly as possible to the
effort expended.

The first step was to free up the rural
trade fairs or “free markets,” a step im-
plemented in 1979. Limited free mar-
kets, as pointed out above, had existed
in China throughout the period of collec-
tive farming (1956-82) except for a year
or two following the initial formation of
the People’s Communes. Their main
function was to provide an outlet for the
goods produced by the farm household
working in its spare time and on its pri-
vate plot. The private plots, with 7 per-
cent of the arable land of the collective,
were themselves a compromise with full
collectivization designed to give farmers
an incentive to work in their spare time.
Grain and the major cash crops, with few
exceptions, were raised on collective
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land and sold to the state partly because
the task of raising and harvesting grain
lent itself to collective management and
supervision. State control over the sup-
ply and marketing of grain was also seen
as critical for maintaining the urban food
supply. Supervising and planning house-
hold spare-time activities, in contrast,
was completely beyond the capacity of
rural cadres. Hogs and vegetables, for
example, were largely spare time prod-
ucts, and when attempts were made to
restrict private hog and vegetable farm-
ing, the result was invariably a sharp
drop in the output and marketing of these
products. Such drops occurred in 1955
56 and again in 1958-60.

While private plots and rural trade fairs
had existed throughout the decade of the
Cultural Revolution (1966-76), they were
tightly controlled and their scope se-
verely limited by rural cadres who op-
posed them on both ideological and prac-
tical grounds. The “practical” grounds
were that private plots and free markets
made the cadre’s task of getting farmers
to work on collective land more difficult.
The marginal rate of return to peasants
on private land was much higher than
on collective land.

There is no reliable measure of the ex-
tent that rural markets were freed up in
1979, although the results were readily
apparent to any traveler who visited the
Chinese countryside in both the early
1970s and 1979. The impact on house-
hold incomes is also measurable. Income
from raising poultry, livestock, and other
small animals, primarily a private activ-
ity, jumped 58 percent in 1979 and an-
other 35 percent in 1980 (State Statistical
Bureau 1984). These increases are in cur-
rent prices but inflation was less than 5
percent a year. Poultry and livestock
were only one particularly dynamic com-
ponent of private activity, but overall,
according to one carefully reconstructed
estimate, private sideline income rose by

10 percent in 1979 and 11 percent in 1980
as contrasted to 2.8 and 6.9 percent for
rural collective income in those same two
years (Lee Travers 1984),

Reform of Chinese agriculture’s collec-
tive sector also began in 1979 but pro-
ceeded slowly until 1981 when the re-
placement of Hua Guofeng by Hu
Yaobang as Communist party chairman
removed the most reluctant reformer
from a leadership position.” The name
given to the new ways of organizing agri-
culture was the “responsibility system,”
and its spread was the result both of
spontaneous actions at the local level and
of facilitating actions in Beijing. In its
early stages the responsibility system en-
compassed a variety of organizational
forms. The objective of all of the new
forms was to tie the reward received
more closely to the work actually per-
formed.

In principle the existing commune sys-
tem with the production team of 30 fami-
lies as the basic accounting and labor
management unit was a system that tied
reward to work effort. Farmers, as indi-
cated earlier, received “work points”
based on the amount of work they per-
formed measured in both quantitative
and qualitative terms. At the end of the
vear the total work points of all team
members would be added up and divided
into the net income of the team to deter-
mine the actual value of each point. In-
come was then distributed on the basis
of the number of work points earned mul-
tiplied by the average value of each
point.

In practice it was difficult to tie income

" Recently published data have made it possible
to reconstruct many of China’s economic policy de-
bates. See, for example, Michael D. Swaine 1986.
Among other sources Swaine makes good use of the
unpublished but widely available version of a book
compiling a record of major economic events and
decisions. The published version is People’s Republic
of China Record of Major Economic Events Publish-
ing Committee 1985.

T ——
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to performance under this work point
system. Self-assessment of the quantity
and quality of work done was not likely
to produce an accurate measure of actual
effort. But mutual assessment by all
members of the team was also difficult.
It could take up enormous amounts of
time and lead to great tension among vil-
lage families because some would inevi-
tably feel they were unfairly treated. Left
to their own devices, therefore, produc-
tion teams tended to favor more egali-
tarian forms of distribution. “Leftist”
ideology could reinforce these egalitarian
tendencies, but they were present even
in its absence. A third alternative was
to have work points set by team cadres
acting as supervisors of the various pro-
duction activities. Effective supervision
of small peasant agriculture, however, is
a much more difficult and costly task than
supervision of a factory production line.
Farm work often involves shifting back
and forth among many different tasks on
a highly irregular basis.?

The responsibility system’s methods of
relating reward to eflort ranged from pay-
ing work points to small groups in ex-
change for completing specific tasks (for
example, the transplanting of one hectare
of rice seedlings) to the allocation of a
certain amount of land to an individual
family on a long-term basis with the fam-
ily to receive all income from the land
after meeting certain obligations to the
collective and the state.

By 1983 most of the more collective
forms of the responsibility system had
given way to what amounted to individ-
ual household farming.® Nuclear farm
families were allocated a portion of the
formerly collective land for a period of
15 years in exchange for meeting certain

8 For an empirical attempt to test this proposition
on the basis of a theoretical model, see Justin Lin
1985.

% For more detailed studies of the politics of rural
reform in this period, see David Zweig 1983.
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tax and crop delivery obligations to the
state. The commune and the production
team no longer existed in any operational
sense and this reality was recognized
soon thereafter with the removal of the
term rural people’s commune from the
names of rural governmental and produc-
tion units. Except for issues connected
with the distribution of income within
individual families, reward was unequiv-
ocally tied to effort.1?

With the demise of team farming, the
major remaining issue was how the state
was to go about ensuring that farm fami-
lies produced what society and the state
required. Under the collective system,
the state signed contracts with collective
units requiring them to deliver a certain
amount of a given crop to the state at a
fixed price, a price generally well below
what would have been required to elicit
comparable deliveries on a purely volun-
tary basis. From time to time the state
did adjust the relative prices of particular
cash crops to encourage greater produc-
tion of cotton or sugar, but price adjust-
ments were rare during the decade of
the Cultural Revolution. The emphasis
during that period was on grain and re-
gional self-sufficiency. In effect, prov-
inces and even smaller subregions were
expected to provide for most of their own
needs and to purchase as little as possible
from outside their boundaries. !

Beginning in 1979, the state increased
the premium paid for above-quota deliv-
eries of grain and raised farm purchase
prices in general, but with the large in-

10 One of the best collections of studies of the pro-
cess of decollectivization, much of it based on scholars
who did field work in China, is by William L. Parish
1985. Other useful articles include Kathleen Hartford
1985 and Yak-Yeow Kueh 1984.

11 The major works on Chinese price policy in the
1970s and the impact of the grain self-sufficiency pol-
icy are by Nicholas Lardy 1983a and 1983b. See also
interesting papers by Terry Sicular 1986a and 1986b.
For an analysis of price policy in the 1950s and early
1960s, see Dwight H. Perkins 1966, chapters III-
Iv.
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creases in grain and total agricultural out-
put, the state budget soon found itself
heavily burdened by the huge subsidies
required by the organizations involved
in marketing agricultural products. The
main problem was that grain was sold
in urban areas at prices fixed at a low
level twenty years earlier. Increases in
urban grain prices were blocked by fear
of the political repercussions. By 1981
the cereals subsidy had reached 12.9 bil-
lion yuan or the equivalent of 10 percent
of total government expenditures (Lardy
1983b, p. 194).!2 Total grain purchases
had risen from 50.7 million tons in 1978
to 60.1 million tons in 1980 to 117.2 mil-
lion tons in 1984.!% Because the govern-
ment had fixed grain delivery quotas for
five years, above-quota purchases at pre-
mium prices rose particularly rapidly.
The government, therefore, had a
powerful fiscal incentive to get rid of
grain purchase quotas and their accompa-
nying subsidies. At the same time the
household responsibility system had
made it much more difficult to set crop
quotas in a way that did not interfere
with allocative efficiency even more than
was the case with collective units. There
had been 4.6 million production teams
but there were 185 million farm families
in 1983 (China Agricultural Yearbook
Compilation Committee 1984, pp. 67—
68). Clearly it made sense to use the indi-
rect methods of the market rather than
the direct allocation of physical quotas
to stimulate output of desired products.
The bumper harvest of 1984 which fol-
lowed on several bumper harvests in pre-
vious years also increased the feasibility
of moving to a market system. There was

12 This percentage is derived by adding the cereals’
subsidy to reported government expenditures to get
a figure for government expenditure including the
subsidy.

13 These figures are in terms of “trade” or milled
grain and are from State Statistical Bureau 1985b,
p. 480.
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little danger that severe shortages would
cause food prices to spiral upward. With
storage facilities overflowing with grain,
grain prices on the open market in 1984
fell by 10 percent from 1983 and rose
only 1.8 percent in 1985 despite the
poorer grain harvest (State Statistical Bu-
reau 1985b, p. 535; 1986b, p. 100). In
1985 the state felt able to cut back sharply
on the use of compulsory state quotas
for agricultural crops including grain with
the goal of their complete elimination
within a short but unspecified period.

What was the impact of these reforms
in the rural areas? Abstract reasoning
alone cannot provide an answer because
such reasoning can make a case for the
productive superiority of either the col-
lective or the private household form of
agricultural organization. In fact some
models of collective farm behavior dem-
onstrate under certain assumptions that
farmers in a collective system will work
more rather than less than under an indi-
vidual household system. In addition, if
there are economies of scale, the collec-
tive farm may have further advantages.
Problems of monitoring work effort, in-
complete information, and uncertainty
will tend to offset these advantages of
the collective under some but not all
circumstances. 4

In certain respects the demise of the
collective system may have had a nega-
tive impact on rural welfare. The com-
munes were involved in much more than
the cultivation of crops. They were also
the main vehicle for the provision of rural
education and health care. For a decade
and more, for example, China’s barefoot
doctors had organized preventive health
campaigns and dispensed remedies for
minor illnesses and preliminary diag-
noses of more serious illnesses requiring

4 For an interesting attempt to explore these is-
sues in the context of formal models of team and
household behavior see Louis Putterman 1985.
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referral to more qualified doctors. Partly
as a result of this system, life expectancy
in the Chinese countryside was much
longer than in any other nation at a com-
parable level of per capita income. But
barefoot doctors were part of the com-
mune work point system and, with its
elimination, they had to charge a fee for
service and many of them found they
could do better by abandoning health
work and concentrating on agricultural
production. Preventive campaigns in
particular must have been difficult to or-
ganize on a fee basis because of the free
rider problem.! The problem may have
been more severe in poorer areas where
the need for primary health care was
greatest, but the ability to organize alter-
natives to the collective health care sys-
tem was weakest.

Labor mobilization for construction of
irrigation systems and rural roads was
also made more difficult by the return
to household agriculture. Such labor mo-
bilization had been at the core of the
Maoist vision of how to raise farm output
in China with its massive quantities of
underemployed labor. But 20 years of
labor mobilization had produced results
in terms of increased output that were
disappointing. A few areas of North
China enjoyed large increases in pro-
ductivity as a result, but the gains in
much of the rest of China proved illusory.
The idea of mobilizing labor to build irri-
gation systems, after all, was one that
went back 2000 years and most of the
areas where this form of labor-intensive
construction was feasible had completed
such systems often hundreds of years
earlier. In such areas, gains from a re-

!5 The number of barefoot doctors fell from 1.35
million in 1982 to 1.25 million in 1984 and one sus-
pects that the amount of time spent on health activi-
ties by barefoot doctors declined even more sharply.
See a discussion of these issues in William Hsiao
1984 and Perkins and Shahid Yusuf 1984, chap-
ter 7.

newed mobilization effort were modest. !¢

Whatever the costs of the decline in
these collective efforts, the overall per-
formance of agriculture during this pe-
riod of reform has amply justified the re-
formers’ diagnosis of agriculture’s slow
growth rate. A general appraisal of the
rate of growth of output and productivity
in the Chinese economy is the subject
of the next section. The question here
is whether one can attribute what has
happened to the reforms.

Data on the increase in agricultural
output and its components during the
1970s and 1980s are presented in Table
1. Figures for rates of growth and for
the composition of the increase in output
are given for the period immediately pre-
ceding reform (1972-78), the first stage
of reform when collective farming was
still the dominant form of agricultural or-
ganization (1979-82), and the second
stage of reform when farm management
and accounting were on a household basis
(1983-86). Because farm output fluctu-
ates from year to year as a result of
weather and other causes, growth rates
for short periods such as those in the ta-
ble are quite sensitive to which years are
selected in defining a period. The decline
in the grain output growth rate in 1983—
86, for example, is due to the fact that
1985 and 1986 were poor years for grain,
in part, but only in part, because of
weather. The total area sown to grain in
1985 and 1986, for example, was respec-
tively 3.6 percent and 1.7 percent below
1984 and other inputs may have been
shifted to nongrain crops as well. Still,
with this qualification, the data in Table
1 are useful indicators of the principal
sources of growth of Chinese farm out-
put. A more systematic analysis will have
to wait until the Chinese collect and re-
lease large micro data sets that can be

16 For an elaboration of this argument see Perkins,
1969, chapter IV.
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TABLE 1

THE COMPOSITION OF AGRICULTURAL OUTPUT GROWTH
(based on 1980 constant prices)

1971-78 1980-82 1982-86

A. Growth Rates (in percentage per year)

Gross value of agricul-

tural output 4.3 7.5 13.0
Crops 2.7 5.6 4.2
Grain 2.9 3.9 2.5
Nongrain 2.1 13.2 9.4
Animal husbandry 2.6 10.1 10.1
Subsidiary output 17.9 13.7 40.0
Village industry 23.5 14.8 43.1

B. Share in Total Output Growth (in percentage)

Gross value of agricul-

tural output 100.0 100.0 100.0
Crops 458 492 178
Grain 39.6 27.1 7.9
Nongrain 6.3 22.1 9.8
Animal husbandry 9.1 19.7 11.5
Subsidiary 345 255 663
Village industry 27.2 19.5 58.7
Forestry and fisheries 10.6 5.6 4.4

Sources: Data for this table were derived from figures
in State Statistical Bureau 1986b, pp. 32, 37; State Statis-
tical Bureau 1984, pp. 133, 141, 448; and State Statistical
Bureau 1987, pp. 24, 28.

The value of grain output in 1980 was derived by multi-
plying grain output in tons in each year by the average
purchase price for all grains in 1980 of 360.6 yuan per
ton. The value of nongrain crop output was derived by
subtracting the value of grain output from the reported
figure for total crop output.

used to estimate national and regional
agricultural production functions.

In the period prior to reform, the main
contributions to agricultural output
growth were increases in grain and in
subsidiary output, mainly rural small-
scale industrial output which the Chinese
include in their gross agricultural pro-
duction figures. After the freeing up of
rural markets in 1979, all components of
farm output grew more rapidly including
grain despite the de-emphasis on “taking
grain as the key link.” The largest in-
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creases in output growth, however, were
in cash (nongrain) crops and animal hus-
bandry. After decollectivization, cash
crops and animal husbandry continued
to grow rapidly, but the most dramatic
contribution to accelerated growth was
by rural industry. Nearly sixty percent
of the increases in output in the three
years, 1983-86, was accounted for by vil-
lage industry.

The increase in grain output despite
a decline in the acreage sown to grain
of 10 percent between 1978 and 1985 can
be seen as a rise in X efficiency together
with a rise in inputs other than land. The
increase in cash crops and animal hus-
bandry was due to both improved alloca-
tive efficiency as regions paid more atten-
tion to their comparative advantage to
increases in inputs such as chemical ferti-
lizer and improved plant varieties, and
to improved total factor productivity or
X efficiency, particularly the release of
energies connected with private house-
hold output.'” The dramatic rise in rural
industry, particularly after 1982, cannot
be readily explained in these terms with-
out more information and research on the
policy changes that affected rural indus-
try. Certainly there is more to the story
than the impact of decollectivization and
the freeing up of rural markets. In fact,
a plausible case can be made that decol-
lectivization should have made it more
difficult to raise capital and labor for rural

17 One cannot really measure the contribution of
better allocative and X efficiency without a more sys-
tematic attempt to estimate agricultural production
functions. No such attempt is made in this essay.
One can say that the growth of such key inputs as
mechanical and electric power and chemical fertilizer
all increased at rates no higher and in most cases
lower in the 1979-85 period as contrasted to the
1965-78 period. Thus the rise in output growth rates
combined with a decline in input growth rates might
imply a rise in productivity of some kind, but these
facts do not constitute conclusive proof that such was
the case. Variation in weather conditions further
complicates the analysis.
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industry. Clearly, however, that was not
the case.

The transformation of rural China from
a system riddled with bureaucratic con-
trols to one based increasingly on market
forces thus was a clear success in raising
output and productivity and was per-
ceived as such by much of China’s leader-
ship and probably by most farmers. In
fact it was this success with agriculture
that provided much of the momentum
for those desirous of reforming industry.

The task of reforming agriculture, how-
ever, was inherently easier than that of
industry. Many of the ingredients of a
successful market system were already
in place prior to reform or could be read-
ily created. Many agricultural products
were sold on markets prior to the begin-
ning of reforms, so rural markets, if only
in embryonic form, already existed. Fac-
tor markets, to be sure, did not exist and
they do not really exist today and their
absence may become a more serious
problem with time. Perhaps most impor-
tant, households are natural profit or in-
come maximizers. They have little
choice, because the state is not likely to
bail them out if they run at a loss. In
China the state’s only obligation to rural
households has been to step in when they
are threatened by starvation. Transfer of
decision-making authority from com-
mune cadres to heads of households thus
automatically created decision-making
units that behaved in accordance with
market rules. Finally, farm households
are so numerous that atomistic competi-
tion is the norm. Major crop prices, how-
ever, are not generally set by the market
in China. As in many other countries,
they are set by the state. China has long
experience in adjusting relative agricul-
tural prices to stimulate lagging sectors
so, while relative price distortions still
existed in China in the mid-1980s, they
were not the source of major resource
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misallocations.'® The major problem for
setters of farm purchase and sales prices
was how to eliminate the huge state sub-
sidies that contributed to the deficit in
the government's budget. Eliminating
these subsidies, however, had profound
implications for the distribution of in-
come and hence for political support for
the reforms. Bumper harvests in the
1980s did not by themselves solve this
problem, but they did make the task of
eliminating subsidies easier.

C. Urban-Industrial Reforms

On October 20, 1984, the Chinese
government released a document on ur-
ban reform. The document was meant
to signal the beginning of a major push
to alter significantly the system of Soviet-
style central planning that China had es-
tablished in the 1950s and had more or
less maintained throughout the 1960s
and 1970s. A careful reader of this docu-
ment, however, could be excused for be-
ing puzzled by what this document
portended for China’s urban-industrial
reforms. There was no clarion call for the
introduction of market socialism. Instead
there was talk of increasing the role of
economic levers (read the market) com-
bined with continued central planning
for goods of particular importance to the
economy and an expanded role for some-
thing called “guidance planning”™ which
different people defined in dissimilar
ways.

In fact the October 1984 statement,
“On the Reform of Economic Structure,”
represented an important step toward
major changes in the system. Experi-

18 Relative price distortions, of course, were far
from being completely eliminated. Grain prices, for
example, are probably too low with the elimination
of premium payments for above-quota sales, and feed
grain prices may have been low relative to other
grains. See Thomas Wiens 1987.
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ments with urban reform had begun im-
mediately after the Third Plenum of De-
cember 1978 and continued throughout
the early 1980s. But there was powerful
opposition to the more market-oriented
reforms in the person of Chen Yun, a
member of the Standing Committee of
the Politburo and a dominant economic
policy maker in the 1950s and again in
the early 1960s after the failure of the
“Great Leap Forward™ of 1958-59.

Chen Yun’s views were expressed in
a number of speeches but the essential
point was contained in a March 8, 1979,
statement:

There must be two types of economy,
throughout [emphasis added] the socialist pe-
riod:

(1) The planned economy (the type that needs
to be developed in a planned and proportionate
way).

(2) The market-regulated economy (the type
that is not subject to planning but is conducted
in accordance with the changing market supply
and demand, i.e., regulated in an unplanned
way).

The first type is fundamental and predomi-
nant; the second, though supplementary and
secondary in nature, is indispensable.!®

In the 1950s and particularly during
the decade of the Cultural Revolution
this statement would have (and did) put
Chen Yun solidly in the ranks of those
opposed to the radicals around Mao who
saw no role for the market at all. But
by 1982 this view represented those most
opposed to far-reaching change in the in-
dustrial system. Debate between this
view and those who wanted to move
ahead rapidly slowed reform for two
years, but by 1984 the pace of reform
once again accelerated (Wu Jinglian and
Zhao Renwei 1987).

How far had China in fact gone toward

9 This statement was reprinted in Chen Yun,
1986, pp. 14-15. For a more complete exposition of
Chen Yun’s views in earlier periods, see Lardy and
Kenneth Lieberthal 1983.
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reform by 1985-86? To lend clarity to
an inherently complex topic, the issues
involved will be grouped around the four
essential features involved in making a
market system work outlined above.

1. Creating Markets for Inputs and
Outputs. In the 1960s and 1970s most
Chinese industrial products were distrib-
uted through administrative channels in
accordance with the dictates of central
and provincial plans. By 1984-85 a con-
siderable share of these inputs and out-
puts were being purchased and sold on
the market at prices largely set by market
forces. The products involved included
steel, machinery, and raw materials and
not just minor inputs and a few consumer
goods. A survey of 429 enterprises indi-
cated that market sales by these enter-
prises had reached 32 percent of their
total sales by 1984 and rose further to
44 percent in the first half of 1985. Mate-
rial inputs supplied by the market over
the same period rose from 16 percent
to 27 percent (General Survey Group of
the Chinese Institute for Economic Sys-
tems Reform 1986, p. 45).

Percentages such as these, however,
are only a rough guide to whether distri-
bution is dominated by market or bu-
reaucratic forces. Most enterprises, for
example, acquire inputs both through ad-
ministrative channels and through pur-
chases on the market. Administrative
allocation, as already indicated, is gov-
erned by annual plans set by the central
or provincial government. Most enter-
prises, however, will require more in-
puts than are provided for in the original
plan. Under the system as it existed prior
to reform, these additional inputs were
obtained either by going back to the plan-
ners for supplementary allocations or by
informal trades with other enterprises.
After reform many of these additional in-
puts were instead purchased on the
newly created markets. If all inputs had
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been available for purchase on the mar-
ket, one could argue that market forces
governed most enterprise decisions be-
cause the marginal choices were being
made on the basis of prices on the mar-
ket, not the prices of goods allocated ad-
ministratively. But where key inputs
were not available through the market,
for example, electricity, it was planners’
decisions about how much to allocate
rather than market forces that governed
enterprise behavior. In other cases, in-
puts may have been available on the mar-
ket, but plan allocations at lower prices
met all of an enterprise’s requirements.
In such cases it was also planners’ deci-
sions that determined enterprise behav-
ior. The key question is which of these
two kinds of systems, market or bureau-
cratic, dominated decision making in
most Chinese enterprises. Evidence on
that score is not really available. There
is no doubt that market forces play a
greater role than in the past, but the ad-
ministrative allocation of certain key in-
puts ensures that enterprises must still
pay close attention to the wishes of the
planning bureaucracy.

Factor markets, as contrasted with
product markets, have not been freed up
to any significant degree. Urban land is
in very short supply relative to demand
for it, and acquisition of new land usually
involves complex negotiations with sub-
urban communes or townships in which
the township or other rural unit gives
up part of its land in exchange for guaran-
teed jobs for some of its members. The
labor market is also highly restricted.
Regular workers in enterprises have per-
manent employment, the famous “iron
rice bowl,” and workers are allocated by
administrative means to enterprises and
are not free to change jobs. Enterprises
can and do hire “temporary” workers
who are easier to dismiss in slack times,
but there are numerous restrictions on

a firm’s right to hire new workers, tempo-
rary or permanent.°

Reform groups in the government have
advocated the freeing up of the urban
labor market. They have taken polls to
show that a large share of enterprise em-
ployees would like to change jobs and
would be willing to take the responsibil-
ity for themselves for finding a new job
(General Survey Group of the Chinese
Institute for Economic Systems Reform
1986, ch. 5). Labor in much of the urban
collective and individual service sector®!
is able to move from job to job. But in
the mid-1980s regular (as contrasted to
temporary) employment in state enter-
prises was still permanent and governed
by administrative rather than market
rules. Many enterprise jobs could in fact
be inherited by the children of workers
who retired.

Capital markets involve issues that are
best left to the next section.

2. Making Enterprise Managers Be-
have in Accordance with the Rules of the
Market. The primary target in the objec-
tive function of managers in a Soviet-style
centrally planned economy is maximiza-
tion of gross value of enterprise output.
Many of the characteristic features of the
Soviet economic system derive in part
from this objective function, notably the
excessive buildup of inventories and the
neglect of product quality.

The objective function of Chinese en-
terprises by the first half of the 1980s,
in contrast, paid little attention to gross
value of output. Questionnaires sent to

20 The urban labor allocation and wage system by
the mid-1980s was still much like what it was in the
1950s and 1960s. For an analysis of the system in
that earlier period, see Christopher Howe 1973.

21 “Urban collective and individual service sector”
employment refers to people who work in restau-
rants, shops, and small factories that are owned on
an individual or cooperative basis. The contrast is
with people who work in state enterprises that are
owned by “all the people” of the nation.
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359 enterprises came back with “im-
provement of efficiency and benefits” as
the number one objective with “fulfill-
ment of production quotas” listed in the
eleventh position (General Survey Group
of the Chinese Institute for Economic
Systems Reform 1986). Attempts to get
behind these shorthand answers to ques-
tions about objectives suggest that enter-
prise managers are driven by a desire
to increase benefits to enterprise em-
ployees through higher bonuses, better
housing, and more employment opportu-
nities for their children (William Byrd
et al. 1984; Byrd and Gene Tidrick 1985).
The main avenue for pursuit of these ulti-
mate objectives was increased profits.
The portion of profits that enterprises
have been allowed to retain has risen
steadily in the 1980s, and profits have
become the main source of funds spend-
able according to an enterprise’s own de-
termination of its needs, as contrasted
to funds whose use is specified in detail
by the planning bureaucracy.

This pursuit of profits, however, does
not prove that enterprises are driven by
market as contrasted to bureaucratic
forces. The issue is one of how enter-
prises pursue profits. If profits are raised
primarily through bargaining with the
bureaucracy for lower tax rates or by get-
ting hold of larger allocations of low-
priced raw materials from the central
planners, Chinese enterprises would still
be operating in a bureaucratic rather than
a market environment.

With respect to tax policy, the objec-
tive is clearly to abandon the pre-1970s
Soviet-style system where all profits after
paying turnover taxes and subtracting a
small retained portion for the enterprise
are simply turned over to the state. In
this kind of system there is in effect a
90 plus percent corporate profits tax. The
Chinese, in contrast, are attempting to
move toward a corporate profits tax that
allows substantial retained earnings and

is the same for all enterprises. In the
practice of the mid-1980s, however, the
rates varied enormously between enter-
prises and were set through individual
bargains made with the state. The main
obstacle to adopting a single rate was the
wide variation in enterprise profit rates,
including many enterprises operating at
a loss, together with the state’s reluc-
tance to allow these loss makers to fail.
The existence of loss-making enter-
prises propped up by subsidies is symp-
tomatic of what Jdnos Kornai calls the
“soft budget constraint.” It is a pivotal
obstacle to moving from a bureaucratic
to a market system. The problem has sev-
eral dimensions, but the essential ques-
tion is whether enterprises must live
within a budget set by the profitability
of the firm, where profitability is deter-
mined by market forces rather than bu-
reaucratic manipulation. One dimension
is whether enterprises that run losses for
long periods will be allowed to fail. If,
instead, losing enterprises can always
turn to the state to bail them out, the
incentive to live within the enterprise’s
own resources is a weak one. The Chi-
nese have introduced a bankruptcy law
designed to move away from the guaran-
teed bail-out, and in 1986 the first bank-
ruptcy was announced with great fanfare
in Shenyang. But there was considerable
resistance to the bankruptcy law when
it was first introduced and little or no
evidence as of 1987 that bankruptcy in
any form would become common.??
Another key dimension of the soft bud-
get constraint involves the availability of
bank credit and grants from the central
governmental budget. The Chinese in
the 1980s have been moving steadily
away from provision of investment funds
on a grant basis from the government

22 There is a growing literature in Chinese on the
appropriate role of the bankruptcy law. See, for ex-
ample, Zhu Yongyi 1986 and Wu Ming 1986.
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TABLE 2
INVESTMENT IN AND OUTSIDE OF STATE BUDGET
(annual averages in billions of yuan)
Investment by
Investment in State- Collective
Owned Enterprises Enterprises in
Within Outside Individual Housing Total
State of State and for Other Accumulation
Period Budget Budget Purposes (Investment)
amount % amount % amount % amount %
ey @) 3 “) (5) (6) U] ®)
1953-57 10.87 54.5 1.36 6.8 7.73 38.7 19.96 100.0
1958-62 19.14 55.2 7.00 20.2 8.50 24.5 34.64 100.0
1963-70 16.86 47.2 4.50 12.6 14.37 40.2 35.73 100.0
1971-79 34.23 41.2 18.17 21.9 30.61 36.9 83.02 100.0
1980-84 36.54 27.5 51.19 38.5 45.37 34.1 133.10 100.0

Sources: State Statistical Bureau 1985, pp. 36, 413, 420, 450. See also Barry Naughton 1986.

Explanation of table:

(1), (3) State enterprise investment includes both “capital construction” and “investment in technical updating,

transformation.”

(5) These figures are derived as a residual [(7)—(1)~(3)]. The Chinese have published estimates for these categories

only for the 1980s.

(7) Total accumulation includes all investment in material-producing sectors including housing minus depreciation.

budget. Both working capital and invest-
ment financing now come mainly from
the enterprise’s own funds or from the
banking system at government-deter-
mined rates of interest. The magnitude
of these changes with respect to invest-
ment is given by the data in Table 2.
By the 1980s only 27.5 percent of total
accumulation (roughly equivalent to
gross domestic investment) went through
the state budget.

Turning funding over to the banks,
however, does not necessarily harden
the budget constraint. The fundamental
question is who decides whether or not
a loan is to be given. If interest rates
are below market-clearing rates, as is ap-
parently the case in China, there is credit
rationing rather than market allocation.®®

2 1f one could assume that enterprises maximized
profits subject to output and input prices and subsi-
dies and taxes were outside of enterprise control,
then the excess demand for credit would be prima

The issue then becomes one of who de-
termines which clients of the bank re-
ceive the funds available and what crite-
ria they use to make these allocations.
In China government authorities, both
central and local, play a major role in
these decisions. Thus enterprise manag-
ers in need of funds must still deal with
the government bureaucracy and their
allocation criteria. Still, the situation is
a far cry from the lax financial policies
of the Great Leap Forward (1958-59) or
the system of the 1960s when the banking
system existed mainly to monitor the
plan and had little authority of any kind
to allocate funds. In that period any en-
terprise that wanted credit could usually

facie evidence that the interest rate did not reflect
the true scarcity price of capital. Because one cannot
fully make these assumptions, there could be excess
demand even if interest rates were set at rates that
would equilibrate a financial market if all participants
were playing according to market rules.
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get it if it could show that the proposed
uses had some connection with the plan.
Enterprises were often awash with
credit, but these funds were of limited
use because inputs were available only
through administrative allocation deter-
mined by the plan. The constraint on en-
terprise behavior, therefore, was the
plan, not the enterprise budget.®* Even
the shift to greater emphasis on enter-
prise-retained profits did not necessarily
harden the budget constraint as long as
the level of taxes payable to the state
remained an item for negotiation be-
tween the enterprise and the bureau-
cracy. The state, as mentioned above,
is attempting to move to fixed tax rates,
which would harden the constraint, but
as of 1986 it was still possible for an enter-
prise in financial difficulty to negotiate
a lower rate.

Finally, there is the question of who
hires, fires, and promotes enterprise
managers. Even with a hard budget con-
straint, managers may pay special atten-
tion to the interests of the planning bu-
reaucracy if they hope someday to be a
part of that bureaucracy. If, on the other
hand, they care most about their share
of profit-based bonuses or the goodwill
of their workers who want bonuses and
jobs, they will behave more in accor-
dance with the rules of the market. In
an effort to reduce this element of bu-
reaucratic control, there is even some
talk in China of creating independent
boards of directors for enterprises and
allowing the boards to select the manag-
ers. Little has been done to implement
this proposal, however, and it has vigor-
ous opponents (Xu Jingan 1987; Ma Bin
and Hong Junyan 1987).

2 There is a good deal written about the operation
of the banking system prior to the recent reforms.
See, for example, Katherine Huang Hsiao 1971; Wil-
liam Byrd 1983; and Perkins 1966. Articles that take
the story up through 1984 or early 1985 include Barry
Naughton 1986 and Andrew G. Walder 1986.
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Clearly in the mid-1980s both bureau-
cratic and market forces governed enter-
prise behavior. Unfortunately there is no
systematic way to measure the relative
strength of these opposing forces with
the data now available, but there is indi-
rect evidence. Foreign trade liberaliza-
tion in 1984-85, for example, led to a
substantial run on foreign exchange re-
serves and a reintroduction of tight cen-
tral exchange controls, suggesting that
there was considerable excess demand
for imports. But was this excess demand
due to a soft enterprise budget con-
straint, an overvalued exchange rate, or
simply the expectation that foreign ex-
change liberalization would not last long?
Whatever the source of this excess de-
mand, it was far less than the excess im-
port demand that appeared when trade
was liberalized in 1977-78 prior to the
reforms. At that time, Chinese firms are
reported to have signed contracts or let-
ters of intent to purchase some U.S. $600
billion worth of foreign imports, a formi-
dable excess given that exports at that
time were running at U.S. $10 billion a
year.? By comparison with this experi-
ence in 1977-78, the budget constraint
had been hardened considerably in the
mid-1980s.

Another relevant indicator is the “Kor-
nai index,” which measures the ratio of
input inventories to output inventories.
High ratios are indirect evidence of a sell-
er's market created by bureaucratically
controlled shortages of inputs, while a
low ratio indicates the demand-con-
strained buyer’s market that is typically
found in a market economy. The Kornai
ratio for a sample of Chinese enterprises
fell from 4.4 in 1984 to 3.8 in the first
half of 1985. Comparable figures for the
Soviet Union are 9.2-12.3, for Hungary

% These figures come from a private communica-
tion to the author and were estimated by a firm in
Hong Kong.
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7.3-8.5, and for the United States 0.9—
1.2 (General Survey Group of the Chi-
nese Institute for Economic Systems Re-
form 1986, p. 18).

Neither of these tests is conclusive, but
when put together with more impres-
sionistic material, there is little question
that China had made strides toward cre-
ating enterprises that behave according
to market rules. It is equally the case,
however, that government bureaucratic
involvement in enterprise decisions re-
mains pervasive if less strong and direct
than in the past.

3. The Introduction of Competition
and the Abolition of Monopoly Power.
There was little direct competition in
China’s centrally planned system of the
prereform era. There were few markets
on which to compete. Markets made the
job of central planners more difficult by
directing inputs from designations set by
the plan to alternative unplanned uses.

When China decentralized the alloca-
tion of inputs and outputs in the 1960s
and 1970s, it did so, not by increasing
the role of the market, but by setting
up planning and materials allocation sys-
tems at provincial and even county lev-
els. Typically a provincial-level firm
would acquire most of its inputs from
within the province and would have a
monopoly over the provincial market for
its output. County-level firms similarly
would have a monopoly of the market
within their county for such products as
cement or farm machinery. If the de-
mand for threshers within the county was
exhausted, the enterprise did not at-
tempt to find a market for its threshers
in a neighboring county. Instead it
shifted to producing some other type of
machinery where the county’s demand
had not yet been met (American Rural
Small-Scale Industry Delegation 1977).

At the national level competition was
further restricted by isolating domestic
enterprises from foreign competition.

Special corporations under the Ministry
of Foreign Trade had a complete monop-
oly of imports and exports within their
sphere of product specialization. Gener-
ally these corporations would not import
items that were being produced within
China even if the Chinese products cost
more and were of lower quality. Domes-
tic firms thus did not have to worry about
losing their markets to superior foreign
products.

It is not that the Chinese saw no vir-
tues in competition. Emulation cam-
paigns, where one enterprise attempts
to surpass another in producing a new
product or more of an old one, were a
regular feature of enterprise life. But
competition was indirect and not allowed
to interfere with the orderly allocation
of inputs and outputs through the plan.

In the early 1980s, however, the Chi-
nese made a major effort to increase di-
rect competition for markets. Competi-
tion was most readily apparent in urban
services when the government abolished
the regulations that had prevented pri-
vate and collective traders from operat-
ing. State-run department stores, repair
shops, and food distribution outlets then
suddenly found themselves in a head-to-
head battle for customers with individual
traders and small collective shops. To
keep up with the competition, state
stores had to stay open later and pay
more attention to serving their custom-
ers.

Industries also lost their monopoly
control of regional markets. Where buy-
er's markets existed because products
were in excess supply, enterprise behav-
ior had to be modified, often substan-
tially, to meet the new competition. The
Chongqing Clock and Watch Factory, for
example, found itself in 1981 facing a sat-
urated market for clocks in part because
the southwest China market has been
opened up to competition from high-
quality efficient producers in Shanghai
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and Tianjin. The Chongging Factory,
having failed to reintroduce effective bu-
reaucratic limits on competition, was
forced to cut prices, launch a serious mar-
ket effort, and develop new products
more in line with consumer preferences
(Byrd et al. 1984).

Where excess demand prevailed, how-
ever, competition was more hypothetical
than real. There was little market pres-
sure to pay more attention to marketing,
lower prices and costs, and raise quality
Excess demand for foreign imports com-
bined with tight controls over foreign ex-
change meant that competition from for-
eign producers also was largely absent.
Chinese exporters of manufactures, in
contrast, did have to meet foreign com-
petition in markets outside of China, but
it was foreign trade corporations which
did most of the exporting, so that com-
petitive pressures were filtered through
these corporations and may or may not
have been felt by the manufacturer of
the goods exported.

4. Setting Prices in Accordance with
Relative Scarcities. Chinese prices fluc-
tuated in accordance with market condi-
tions in the early 1950s, but with the
introduction of central planning and the
abolition of the private sector, industrial
input and output prices were frozen at
existing levels. For all but a few prod-
ucts, industrial prices remained frozen
at mid-1950s levels for the next quarter
century. China did not even institute the
periodic price reforms found in the So-
viet Union designed to make prices bear
some relation to costs.

During these two and a half decades
of frozen prices, Chinese industry grew
from 16 percent of net material product
in 1955 to 50 percent 1978 (both in 1980
prices). Relative conditions and hence
prices in the world outside of China also
changed during this period most notably
as a result of the OPEC oil price rise of
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1973. Chinese prices in the mid-1950s
may have been a reasonable reflection
of relative scarcities of that time, but they
bore little relation to the relative scarci-
ties of the 1980s.

Chinese reformers recognized early on
that an increased role for market forces
required major changes in relative
prices. The question was when and how
to introduce these changes and according
to what criteria. There were hesitant
steps in 1979-82 to raise or lower state-
set prices for particular industrial prod-
ucts such as coal and iron ore. This effort
picked up momentum in 1983 with price
changes for certain consumer durables,
textiles, chemical products, and railroad
freight, but the state prices of most in-
dustrial products remained frozen
(Naughton 1986, p. 626).

The real breakthrough came in 1985-
86 with the recognition that, if prices on
the portion of enterprise inputs and out-
puts available through the market were
allowed to fluctuate, the state could avoid
the arduous task of changing prices by
administrative means. Prices would re-
flect scarcities of these unregulated mar-
kets. China thus created a dual price sys-
tem. More than half of all industrial
inputs and outputs continued to be dis-
tributed at administered prices, but it
appears that many marginal enterprise
decisions were made on the basis of un-
controlled market prices. The question
in 1986 was whether to retain this dual
price system indefinitely or move toward
a single market determined set of relative
prices either quickly or slowly (Cyril Zhi-
ren Lin 1986). Advocates of a return to
administered prices also existed but in-
cluded mainly those who wished to stick
with a centrally planned economy.

A move toward the greater use of mar-
ket prices opens up the issue of which
market prices to use, those of the uncon-
trolled market of the dual price system,
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of a single unified national market, or of
the world market.?® If world market
prices are desired at least for traded
goods, a mechanism is needed to bring
Chinese domestic relative scarcities in
line with relative scarcities in the outside
world. In the absence of more foreign
trade liberalization than is currently con-
templated, however, it will be difficult
to create the pressures required to bring
domestic market prices for tradeable
goods in line with world prices.

D. Opening up the Economy

The subject of foreign trade deserves
greater emphasis in this context than is
given by the passing references made in
the preceding discussion. One of the
most dramatic elements in China’s urban
reform movement was the decision to re-
ject the autarkic policies of the previous
two decades and to open up the econ-
omy. Opening up actually began earlier
than most other urban reforms and is a
major reason why the years 1977 and
1978 should be viewed as part of the re-
form period.

It is a widely held view that the rapid
expansion of foreign trade, particularly
the fast-paced development of the export
of manufactures, had much to do with
the high level of economic performance
experienced elsewhere in East Asia (Ja-
pan, South Korea, Taiwan, Hong Kong,
and Singapore). Between 1977 and 1981,
Chinese exports as well rose from U.S.

% The coexistence of two sets of prices for the same
products was made possible by the fact that enter-
prises were not free to sell on whichever market
gave them the highest price. Instead, enterprises
had first to meet their delivery quotas set by the
plan. Only the surplus over and above those quotas
could then be sold at higher prices on the market.
Discussions of the dual price system and its implica-
tions for efficiency and other issues can be found in
various sources including Wu Jinglian and Zhao
Renwei 1987 and Byrd 1987.

$7.6 billion to U.S. $22.0 billion, or at
30 percent a year, a very high rate even
when the relatively high world inflation
rates of that period are taken into ac-
count. In addition, the government took
other steps to open up the economy.
China returned to its seats at the World
Bank and the IMF and began to borrow
from those institutions. A Joint Venture
Law was passed and foreign direct invest-
ment, formerly prohibited, was actively
encouraged. Special economic zones, in
effect export-processing zones, were cre-
ated in Guangdong and Fujian Prov-
inces. By 1985 foreign credits and direct
investment commitments reached U.S.
$9.87 billion before falling off in 1986,
although foreign capital actually used in
1985 was U.S. $4.46 billion (State Statis-
tical Bureau 1986a, p. 581). The cumula-
tive total of actually utilized foreign in-
vestment and credits over the 1979-85
period was U.S. $21.8 billion.

How did this opening up further the
urban reform process? Exporters of man-
ufactures, to begin with, operated in a
highly competitive market. Chinese bu-
reaucratic planners had no control over
consumers in Hong Kong, the United
States, or Japan. Chinese exporters,
however, were usually foreign trade cor-
porations, not the manufacturers of the
goods exported. With the advent of re-
forms, the number of these foreign trade
corporations proliferated and such firms
did to some degree compete with each
other. But competitive pressure on the
manufacturers themselves was indirect.
Chinese enterprises may also have felt
competitive pressures on the import
side, but high excess demand for imports
kept bureaucratic controls over imports
tight. It is unlikely, therefore, that com-
petitive pressure from imports operated
through the market mechanism by re-
ducing the profits of domestic firms pro-
ducing import substitutes. Imports,
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however, may have had a positive “dem-
onstration effect” on domestic enter-
prises. The more Chinese purchasers be-
came aware of the quality differences
between a Sony and Chinese-brand tele-
vision set, or between a Toyota and a
Shanghai automobile, the more pressure
there was on Chinese producers to raise
their quality.

It is impossible to measure the quanti-
tative impact of these competitive pres-
sures, but it is likely that their magnitude
was much less than that among China’s
East Asian neighbors. To begin with,
even after opening up, trade was still a
small share of China’s GNP or of its in-
dustrial output. Exports of goods and ser-
vices from South Korea in 1975, for ex-
ample, were 22 percent of GDP in 1975
and rose to 39 percent in 1985, and the
share of imports was even higher (Eco-
nomic Planning Board 1986). China’s ex-
port share in GDP, presented in a later
part of this paper, was only about a third
the level of Korea in 1975 (see Figure
3, which appears in Section IV of this
article). A lower export ratio is to be ex-
pected given China’s large size and the
fact that there is a strong negative rela-
tionship between trade share and coun-
try size. The fact remains, however, that
a lower trade ratio means less competi-
tive pressure from abroad.

Imports were not freely available
through the market in either China or
South Korea. The bureaucracy set and
allocated quotas in both countries, thus
sharply restricting competitive pressures
from this source. The degree of bureau-
cratic control in China, however, was
more pervasive than in Korea, even the
Korea of the tight import controls of the
1960s. China did attempt to loosen con-
trols by decentralizing the authority to
import to provinces and even on occasion
to enterprises, but the process remained
a highly bureaucratic one.

Will bureaucratic controls over foreign

trade be loosened further in coming
years, and will such a loosening move
China’s foreign trade most of the way to-
ward a market system? There are formi-
dable obstacles in the way. In a bureau-
cratic system with a soft budget
constraint there is an almost insatiable
demand for imports. Nearly anything im-
ported can be sold at a large profit, par-
ticularly when it comes to high technol-
ogy investment goods. Conceivably the
exchange rate could be devalued to a
point low enough to bring import de-
mand in line with the availability of for-
eign exchange, but the resulting ex-
change rate would have to fall a long way
as long as the soft budget constraint con-
tinued to persist in Chinese industry.
China’s currency has been devalued sev-
eral times in recent years without achiev-
ing an equilibrium in the demand and
supply of imports or anything close to
it.

The bureaucratic command system is
also an obstacle to the expansion of ex-
ports of manufactures. It is difficult for
enterprises used to supplying goods of
poor quality to a captive market to con-
vert to meeting the constantly shifting
demands for high-quality stylish products
required by export markets in the West
and Japan. Despite this handicap, how-
ever, Chinese exports rose by over 20
percent a year between 1976 and 1986
(in nominal U.S. dollar terms) from U.S.
$6.9 billion in 1976 to U.S. $30.9 billion
in 1986 and manufactures made up over
60 percent of total exports in 1986. The
question for the future is whether exports
will continue to grow rapidly and
whether import demand can be held back
through hardening the budget con-
straint, devaluation, and other similar
measures to a point where the supply
and demand for traded goods will be in
equilibrium and bureaucratic controls
will be unnecessary. China still has a long
way to go.
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E. Macro Economic Controls

In principle the question of function-
ing markets and appropriate relative
prices is separable from the question of
the overall price level. In practice it is
difficult for reformers to keep these two
questions apart. Inflation in the general
price level usually leads to attempts to
control inflation that typically have pro-
found implications for relative prices and
the orderly functioning of markets. No-
where is this more true than in China
where political sensitivity to inflation is
keenly felt. The Communist party came
to power in part because of the hyperin-
flation of the 1940s, and thirty years of
a nominal price level that hardly rose at
all have made the Chinese population
averse to even small annual increases in
the general price level.

Official indexes of Chinese retail,
worker cost of living, and free market
(trade market) prices are presented in Ta-
ble 3. As these figures indicate, China
had little or no overt inflation prior to
the 1980s except for the famine harvest
years of 1960-62, when output for con-
sumers fell much faster than money in-
come and purchasing power. Prices be-
tween 1966 and 1979 were in essence
frozen, but in 1980 China got its first
burst of overt inflation since 1962 fol-
lowed by another jump in 1985. In fact,
inflation may have been higher than
these figures indicate because the retail
cost of living indexes reflect state list
prices better than they reflect what con-
sumers actually paid for goods pur-
chased.

Controlling inflation on consumer mar-
kets was a comparatively simple task
prior to reform. Controlling inflation on
industrial investment and intermediate
goods markets was even easier and in
fact trivial because prices were frozen
and had little influence on allocation as
pointed out above. Excess demand on
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TABLE 3
ANNUAL INCREASES IN PRICES
(in percent)
General Worker Trade
Retail Cost Market
Period Prices of Living Prices
1950-59 2.3 2.6 n.a.
1959-62 7.5 7.3 n.a.
196265 -4.1 -3.6 n.a.
1965-79 0.2 0.4 n.a.
1980 6.0 7.5 3.32
1981 2.4 2.5 4.9b
1982 3.3 2.0 3.5
1983 1.5 2.0 4.1
1984 2.8 2.7 0.3
1985 8.8 11.9 17.2
1986 6.0 7.0 8.1

Sources: State Statistical Bureau 1984, p. 433; State Sta-
tistical Bureau, 1985b, pp. 530, 535; State Statistical
Bureau 1986b, pp. 100-01; State Statistical Bureau 1987.
31980 figure is the average rate of increase for the two
years, 1979 and 1980.

b The 1981 figure was derived from an index for 1980
85.

the investment and intermediate goods
markets did not spill onto the consumer
market because the wage bill was tightly
controlled by the central planners, not
the individual enterprises.

The control of inflation was thus a
problem of matching the planned in-
crease in state-marketed consumer goods
at fixed retail prices with the increase
in the wage bill and the value of state
purchases of farm products minus the in-
crease in individual bank savings depos-
its. All these variables except perhaps
savings deposits (and private hoarding)
were under the direct control of the plan-
ners.

Inflation is still possible in this system,
usually because the wage bill may grow
more rapidly than the availability of con-
sumer goods. Inflation may be either
overt or repressed. In the latter case it
manifests itself in the form of an involun-
tary increase in savings deposits. Such
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inflationary pressure is likely to be the
case if employment in the producer
goods sector is growing more rapidly than
in the consumer sector or if there is a
shortage of labor and weak control over
wage rates leading enterprises to bid
against each other for workers. Both of
these conditions existed in the Soviet
Union in the 1930s. But in China in the
1960s and 1970s, labor surplus conditions
made control of the wage rate by the cen-
ter comparatively easy, and strict con-
trols on hiring and rural-to-urban migra-
tion limited the ability of enterprises to
increase the number of workers on their
payroll. The main motivation behind the
restriction on rural-to-urban migration
was a desire to avoid additional expendi-
tures on urban infrastructure and hous-
ing, but the policy had the additional role
of making it easier to control the size of
the wage bill.

In statistical terms China’s experience
with inflation since the 1950s fits a mone-
tarist or quantity theory view of the pro-
cess. Gregory Chow, for example, esti-
mates an equation that explains the
increase in the logarithm of retail prices
with the increase in the logarithm of the
money supply divided by real national
income available.%” but one gets compa-
rable results with quite different assump-
tions about the relevant variables and the
nature of the relationship between
them.2® Much more work is required be-
fore we have a reliable model for analyz-
ing China’s inflationary experience.

In general what was happening in
China was that money (defined as cur-
rency in circulation, because bank de-

2 Gregory Chow, forthcoming, gets the following
results:

Aln P = 0.0075 + 0.127 A In (M/y)
(0.0461) (0.025)
R? = 0.465.

See also Chow 1985, pp. 223-27.
2 A useful analytic survey of many of the issues
involved is in Hang-Sheng Cheng 1987.
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mand deposits played no consumer role)
was used almost exclusively by consum-
ers. There were strict and very low limits
on the use of currency by enterprises.
The demand for currency was thus highly
correlated with cash income, hence with
the wage bill and farm purchases, which
are the main sources of cash income. The
task for planners, therefore, was to con-
trol money incomes and the money sup-
ply would take care of itself.2®

This straightforward method of con-
trolling inflation, however, began to
break down with the reforms of 1979 and
after. The problem in 1980 in part was
simply a result of excessive increases in
the wage bill and in prices paid to farmers
in 1979 and 1980. The state in effect at-
tempted to solve pent-up frustrations
due to long-stagnant wages and farm in-
comes a bit too quickly.

But more was going on than a small
miscalculation. The segmentation be-
tween the consumer and producer in-
vestment and intermediate goods mar-
kets had begun to break down.

(a) Retained profits were rising and
could be used to raise worker bonuses,
and state control of enterprise hiring was
weaker.

(b) The large collective enterprise sec-
tor made up of hundreds of thousands
of small industrial and commercial firms
was not subject to central control, and
local authorities had little interest in or
ability to aid the anti-inflation effort.
These collective enterprises could hire
labor subject to few if any central con-
trols.

(c) The decline in state compulsory
purchases of farm products and the float-
ing of many purchase prices meant the

29 This assertion may overstate the direction of cau-
sation, particularly in recent years when Chinese
economists have talked more about the need to con-
trol the money supply as a principal form of macro
economic control. See, for example, Li Chengrui
1986; Lin Jiken 1985; and Zhac Haikuan 1985.
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government had much less direct control
over the amount of cash income received
by farmers.

(d) Certain important products such
as cement (used by individuals for rural
housing) and coal (used for home heating)
were sold on both consumer and pro-
ducer markets neither of which were di-
rectly controlled. Thus excess enterprise
demand could directly impact on con-
sumer prices.

In short the system with its many new
leakages between consumer and pro-
ducer markets was much more complex.
Government macro economic planners
attempted to maintain control over ag-
gregate demand, but in this new environ-
ment they had only a vague idea of how
to go about it. There was an effort to
balance the government budget, but no
clear understanding of what connection,
if any, there was between a government
deficit and rising consumer prices.

In 1986 the process of achieving a bet-
ter understanding of China’s post-reform
macro economic system had only just be-
gun. How well policy makers succeed in
achieving this understanding will influ-
ence the future course of reform in gen-
eral. Some societies could tolerate 10 or
even 20 percent inflation each year with-
out undue strain or temptation to resort
to price controls and other similar meth-
ods that create suppressed inflationary
pressures and .a return to forms of bu-
reaucratic control. But China is not likely
to be able to tolerate price increases of
this magnitude, mainly for political rea-
sons.

Surplus labor in the countryside may
do as much for holding inflation in check
as any increase in the government'’s skills
in the manipulation of macro economic
controls. The impact of surplus labor on
wages, however, will be muted if the
government continues to create artificial
urban labor shortages through its strict
control over rural-to-urban migration.
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These controls on migration were relaxed
a bit in the mid-1980s, but very real re-
strictions on the ability of enterprises to
hire new workers were retained.

F. The Future of Reform

In 1986 China’s rural reform process
had largely run its course, but urban re-
forms were still in midstream. While it
is conceivable that the urban reforms
could stabilize at this midpoint, it is more
likely that the reform effort will continue
on toward a greater role for the market
or will slide back toward tinkering with
a restrengthened system of planning and
bureaucratic control. The current mix of
market forces and bureaucratic control
is not a stable one.

The direction of change will depend
in part on whether the reforms have
achieved their goals of raising productiv-
ity and the Chinese standard of living.
As the discussion in the next section will
indicate, the first eight to ten years of
reform (1977-86) were marked by con-
spicuous success in meeting these goals
and this success gave clear impetus to
further reform. But much of this early
success was due to the performance of
agriculture. As agriculture settles back
into a slower growth path as is likely,
will industry pick up the slack? Future
periods of slow growth and inflation could
be logically used to make a case for fur-
ther reform, but the more likely result
would be a retreat to more bureaucratic
control. Perceptions of why economic
growth has been fast or slow thus will
play an important role in deciding
whether to push ahead or fall back. Ex-
cept among a handful of reform activists
and Western-trained economists, few
among the Chinese leadership believe
instinctively in the superiority of market
forces. Most people in developing coun-
tries are suspicious of market forces, and
in China this suspicion is reinforced by

Copyright © 2001. All Rights Reserved.



626

Marxist ideology that views market forces
as chaotic.

The exercise of power is also involved
in decisions to expand the role of the
market. A decline in bureaucratic control
means a decline in bureaucrats’ power.
If the new system makes bureaucratic
skills built up over decades of practice
obsolete, those being made obsolete will
fight reform for that reason as well. It is
no accident that much of the impetus be-
hind reform in 1985-86 came after virtu-
ally all of China’s ministers, enterprise
managers, and institute directors had
been replaced by individuals typically
two decades younger than those who had
run China’s economy up to that point.

The relationship between reform and
power is important at a more fundamen-
tal level. All political power in China is
monopolized by the Chinese Communist
party, a party that is organized along Le-
ninist lines. In Leninist parties power is
centralized at the top and not easily chal-
lenged from below. On the one hand this
centralization of power facilitates major
changes in policy direction once a few
top leaders are convinced change is re-
quired. Bureaucratic resistance can slow
implementation of such changes, but it
cannot overrule them. If power had been
diffused among the planning commission,
the ministries, and lower-level party
committees, the pace of the 1979-86 re-
form efforts would have been much
slower. The ability to change policy
quickly can, of course, affect reform neg-
atively as well as positively. A change
in thinking at the top could lead to an
equally rapid retreat at least with respect
to urban reforms.

The Chinese Communist party is not
only organized along Leninist lines. It
is a party made up of people who share
or profess to share a common set of values
and modes of analysis based on Marxism.
It is these shared values as much as the
desire to retain power that is the glue
holding the party together in much the
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same way that shared Confucian values
held together China’s imperial bureau-
cracy for a thousand years.

How do these shared values predis-
pose China’s leadership toward reforms
involving an expanded role for the mar-
ket? Reformers have argued that central
control and planning have little to do
with Marxism. It is simply the way the
Soviet Union set out to implement Marx-
ist principles and other national goals in
a particular historical context. But will a
party steeped in the Marxist classics be
comfortable with a system in which en-
terprises are allowed to go bankrupt and
workers allowed to become unemployed?
In addition to Marx, there are Mao Ze-
dong’s own values that he tried so hard
to inculcate into the population. Much
of Mao’s effort, most notably the Cultural
Revolution, had an effect opposite to his
intentions. But are Maoist values and the
values of Yenan and the Long March
completely a thing of the past?

There are no conclusive answers to any
of these questions. Much of what had
occurred by 1986 was not inconsistent
with an optimistic outlook for reform. Ru-
ra] reforms involved a major surrender
of party and bureaucratic power in the
countryside, albeit one falling far short
of total abdication. Mao’s strictures
against material incentives did not outlast
him by more than a year. And, at a less
cosmic level, a small sign of the times
was the effort by the State Education
Commission to revamp the economics
curriculum of China’s universities to in-
clude a strong dose of “Western” eco-
nomics. Western theories of how markets
work were to be placed alongside tradi-
tional courses on Marxist political econ-
omy.

No one, including the Chinese, knows
when or how this reform process will
end. Momentum in the fall of 1986 ap-
peared clearly on the side of those push-
ing for reform, but by January 1987 Hu
Yaobang was out of office as party secre-
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tary and conservatives associated with
Chen Yun and Peng Zhen appeared to
be gaining strength. By the Thirteenth
Party Congress in October 1987 reform-
ers appeared once again to have the up-
per hand. These swings in the relative
fortunes of the reformers and the conser-
vatives will no doubt continue, but the
wild swings in policy of the Cultural Revy-
olution period and before are not very
likely.

HI. Measuring Economic Performance

What is the evidence that China’s re-
forms have had a positive impact on the
performance of the economy? The most
convincing figures are those for the
growth rate of what the Chinese call na-
tional income but which Western econo-
mists usually refer to as net material
product (NMP). Net material product
differs from the more familiar concept
of gross national product (GNP) because
it excludes a large part of the service
sector. 30

As the data in Table 4 indicate, the
growth rate of net material product {(in
1980 prices) fell from an impressive 6.2
percent during the first five-year plan pe-
riod (1953-57) to a more modest average
of 3.9 percent a year during the 19 years
(1958-76) that encompassed the Great
Leap Forward and the Cultural Revolu-
tion. In the nine years following the
death of Mao Zedong, in contrast, the
growth rate accelerated to nearly 9 per-
cent a year.31

What accounted for this accelerated

% The Chinese have begun to calculate gross do-
mestic product (GDP) estimates in accordance with
standard international methodology (Albert Keidel,
September 8, 1986, and October 20, 1986). For work
on this and related price issues, see Kung-chia Yeh
1986.

Sy making these calculations, I have treated the
entire 1977-85 period as a reform period rather than
the more conventional choice of the years 1979-85.
In 1977 and 1978 the Chinese government took a
number of important steps to open up the economy
and to restore material incentives.

growth? As the growth accounting calcu-
lations in Table 4 suggest, after 1976
there was both an increase in the growth
rate of the capital stock and in the rate
of growth of total factor productivity, but
it was productivity growth that registered
the more significant change. Throughout
the 19 years prior to 1977 total factor
productivity growth was zero or even
slightly negative. From 1977 on, pro-
ductivity growth accounted for over 40
percent of total growth.

These estimates, to be sure, are de-
rived from very crude data. The capital
stock data in particular are based on as-
sumptions about the initial capital stock
and on the appropriate deflator for fig-
ures expressed originally in current
prices. The net material product esti-
mates in 1980 prices are based on more
solid data, but are still subject to error
and the 1980 prices only vaguely reflect
“true” relative scarcities in the Chinese
economy. Finally the methodology used
to separate the contributions of increases
in factor inputs and rising productivity
in the use of those inputs remains a con-
troversial topic on theoretical as well as
measurement grounds. However one
comes down on these data and methodo-
logical issues, no plausible estimates are
likely to upset the principal conclusion
that productivity growth after 1976 was
much higher than it was in the years prior
to that date.

Did an increase in the growth rate of
the capital stock lead to a rise in the rate
of productivity increase or was it the
productivity increase that pulled up the
rate of growth of the capital stock? If the
reforms were responsible for the higher
NMP growth rate, then causation would
have been from productivity growth to
higher rates of capital formation rather
than the reverse and this appears to have
been the case. In the first half of the
1970s, the Chinese gross domestic capital
formation rate was around 30 percent of
gross domestic product, an extremely
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TABLE 4

SOURCEs oF GROWTH
(percentage increase per year)

Growth Rate of Contribution of Contribution of

Net Material Increase Increase Productivity
Product in Capital in Labor Increase

(1980 Prices) Stock Force Contribution
Period Gy} Wk Gg) W, Gp) (a)
1953-57 6.61 0.84 1.67 4.10
1957-65 2.09 1.87 1.63 —1.41
1965-76 5.11 2.81 1.68 0.62
1976-85 8.78 3.30 1.69 3.79

Sources: State Statistical Bureau 1984, pp. 29-32, 107, 425; State Statistical Bureau 1985b, pp. 33-36, 213; and
State Statistical Bureau 1986b, pp. 7, 27.

Methodology: These figures are derived from an aggregate production converted into the standard growth accounting
form:

Gy=a+ (Wg -G+ (W, -Gp)

where G = the growth rate of the variable in question
Y = net material product or national income as the Chinese define that term
K = the capital stock
L = the total labor force
Wy = elasticity of output with respect to capital
W, = elasticity of output with respect to labor
a = productivity growth or the residual derived by subtracting the contribution of labor and capital inputs
Data Estimation: The official indexes for real national income (net material product) are linked indexes in which
sectoral value added for the 1980s is calculated in constant prices for subperiods. Output for 1952-57, for example,
is calculated in 1952 constant prices, while that for 1981-85 is calculated in constant 1980 prices. The subperiod
indexes so derived are then linked to get an index in “comparable prices” for the whole period. This procedure
tends to bias early year growth rates upward because of the very high industrial and low agricultural prices of

high rate for a poor country. If Chinese
planners had tried to push the rate even
higher, say to 40 percent, the likely re-
sult would have been even more pressure
on consumption and resulting negative
influences on worker and farmer incen-
tives and productivity. A higher rate of
capital formation would have made it pos-
sible to introduce more new technology
embodied in that additional capital, but
the amount of embodied new technology
in the absence of reform was greatly re-
duced. Reform was particularly critical
to increasing the amount of new technol-
ogy imported from abroad. It was reform,
therefore, that made possible a rise in
productivity and growth of net material
product which in turn allowed for an in-
crease in both consumption and the abso-
lute amount (but not the share) of capital

formation. After peaking in 1978, how-
ever, the rate of capital formation actually
fell by 8 percentage points by 1981 before
rising slightly again in subsequent years.
Reform and productivity growth thus
led the way to higher overall growth, but
which reforms were most instrumental
and where was productivity growth high-
est? Unfortunately it is not possible to
disaggregate product, capital stock, and
labor force data by sector or by industry
in a way that would allow a systematic
identification of those sectors that ac-
counted for most of the rise in productiv-
ity. The discussion that follows, there-
fore, is based on impressionistic evidence
and is in no sense definitive.
Agriculture clearly played an impor-
tant role in the accelerated productivity
growth of the reform periods. As demon-
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those earlier periods. These high industrial and low agricultural prices reflect relative scarcities in the recovery
period from wartime destruction (1949-1952) and do not reflect relative scarcities in other periods including the
latter half of the 1950s. To remove this source of bias, I have recalculated each sector’s net value added into 1980
prices for all periods. The procedure followed was first to derive the deflator used by the Chinese for their linked
index (index in current prices/index in comparable prices) and then use that deflator to estimate sectoral value
added in 1980 prices. The result is a quantity index of net material product based on 1980 price weights. The
method is crude but it has the virtue of recalculating net material product using prices that give a more realistic
weight to agriculture and industry than do prices from the 1950s. Many other sources of bias in the data remain,
however. High prices for certain fast-growing industrial products such as petroleum and low prices for slower-
growing industries such as coal, for example, may bias upward the constant price industrial price index. Agricultural
value added is deflated by an index based mainly on the purchase prices of farm products, but we know that farm
input prices behaved very differently from output prices and value added should have been derived by first deflating
gross output and inputs separately. For a discussion of those and other sources of bias, see Yeh 1986.

Labor force growth rates are based on official data on the size of the labor force. Capital stock data were estimated
from official data on annual “accumulation” in current prices deflated by the same index used for industry. This
index may understate inflation in the investment goods industry in the 1980s, in which case the true capital stock
growth rate in the 1980s would be lower than the figures used in this table, and productivity growth would be
higher (K. Chen, et al. 1987). It was assumed that the capital stock depreciated at 5 percent a year and that the
initial capital stock in 1980 prices was 214.5 billion yuan (3 times net material product in that year). Capital stock
figures for later years were obtained by adding deflated annual accumulation minus depreciation to the initial capital
stock estimate.

The capital and labor output elasticities (Wx and W;) were assumed to be 0.4 and 0.6 respectively. Estimates of
these elasticities for other countries have used differing methodologies and have come up with widely varying
results. The estimates for China in this study are similar to those of L. R. Cummings, D. Cummings, and D. W.
Jorgenson for various countries, but are substantially different from the elasticity estimates of Edward Denison (W;,
typically is around 0.75) or Robinson (W, is about 0.35). Given that the incomes of factors of production are not
determined by market forces in China, Chinese income data are not a reliable basis for estimating what income
shares would be under market conditions. All one can really do, therefore, is to use some plausible estimate of the
shares or a range of plausible estimates. Only an implausibly high estimate for the share in income of capital, a
capital elasticity of say 0.7 or 0.8, would require alteration of the conclusions reached in the text of this essay. In
fact, even such a high elasticity, if it existed earlier as well, would not change the conclusion that the rate of
growth in productivity was higher after the reform than before.

strated in Table 1, the growth rates of
grain and cash crop output and of animal
husbandry accelerated markedly after ru-
ral reform got under way in 1979. Growth
rates of major agricultural inputs, how-
ever, did not rise significantly in the late
1970s and early 1980s. Growth in chemi-
cal fertilizer and farm machinery accom-
panied the reform effort but growth rates
were lower than in previous years.3?
Another possible contributor to pro-
ductivity growth was the small-scale in-

3 Conceivably the growth rate of the total fixed
and working capital stock in agriculture could have
risen even though the growth rate of specific compo-
nents such as chemical fertilizer fell. It does not seem
likely that this was the case in China in the 1980s,
however. While the growth rate in the use of chemi-
cal fertilizer fell, the amount of chemical fertilizer
used doubled between 1978 and 1985, and was a
large share of current input.

dustrial sector. Data on the number of
small- and large-scale enterprises and on
their gross value of output are presented
in Tables 5 and 6. The output of collec-
tively organized small-scale industries ac-
tually grew faster than that of the large-
and medium-scale sector and by 1984
accounted for a quarter of all industrial
output. A standard criticism of these
small-scale industries as they performed
in the early 1970s was that they made
inefficient use of key inputs such as steel
and electric power and thus were a drag
on growth in the large-scale enterprises.
One recent econometric estimate using
county cross-section data, however, sug-
gests that the rate of return on capital
in the small-scale sector was significantly
higher than in the large-scale sector. To-
tal productivity and the marginal product
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TABLE 5
THE ScALE OF INDUSTRIAL ENTERPRISES
(number of enterprises)
Of Which:
Large- and Small- Of Which: Rural
Total Medium-scale scale Collective Collective
1957 169,500 n.a. n.a. 119,900 n.a.
1959 318,000 n.a. n.a. 219,000 n.a.
1962 197,400 n.a. n.a. 144,400 24,600
1965 157,700 n.a. n.a. 111,800 12,200
1970 195,000 4,000 191,000 138,000 45,000
1975 262,900 5,700 257,200 187,900 77,400
1977 322,700 6,600 316,100 240,600 133,000
1979 355,000 4,500% 350,500 271,200 171,500
1982 388,600 5,400° 383,200 301,900 185,800
1984 437,200 6,400* 430,800 351,100 217,200
1985 463,200 7,900 455,300 367,800 217,100
1986 499,300 8,790 490,500 400,100 246,000

Sources: State Statistical Bureau 1981, p. 207; State Statistical Bureau 1985b, pp. 305, 315; State Statistical Bureau

1986a, pp. 234, 276; State Statistical Bureau 1987, p. 38.

2 The definition of “large- and medium-scale” is based on data on physical production capacity (tons of steel produced
per unit, etc.). The definition was made more restrictive after 1977, thus reducing the number of enterprises in

this category.

of labor, on the other hand, were lower
in small-scale industries. 3 A related con-
sideration is that small enterprises, par-
ticularly those located in rural areas,
could mobilize local supplies of labor,
small coal mines, and other local re-
sources that would otherwise lie idle.
Small enterprises in the early 1970s were
also criticized for overemphasis on re-
gional self-reliance leading to a prolifera-
tion of farm machinery and other plants
of inefficient scale (Christine Wong
1982).

In the late 1970s and 1980s, however,
the state took steps to consolidate plants
where there were obvious economies of
scale and to restrict or close down those
enterprises that made wasteful use of key
inputs. There was a greater emphasis on
subcontracting relationships between
small and large enterprises. There is no

33 These are preliminary results reported in Gary
H. Jefferson 1986.

hard evidence, but the likely result of
these measures was a marked improve-
ment in productivity in this sector.

The one sector that may not have ex-
perienced major gains in total factor
productivity is large- and medium-scale
industry. The evidence, however, is
somewhat contradictory. As mentioned
above, cross-section data suggest that to-
tal factor productivity in Chinese large-
scale industry is much higher than in the
small-scale sector even though capital is
used less efficiently in the former. Time
series data for the state-owned industrial
sector which includes most large- and
medium-scale plants suggest that total
factor productivity did not rise at all dur-
ing the first years of the 1980s (The
World Bank 1985, p. 157). There are nu-
merous problems with the data includ-
ing, for example, the lack of any reliable
price index for deflating the industrial
capital stock figures given in current
prices (Thomas G. Rawski 1986). Until
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TABLE 6
Gross VALUE OF INDUSTRIAL QUTPUT BY
ENTERPRISE SCALE
(billion yuan)

Large- and Small-  Of Which:
Year Total Medium-scale scale Collective
1952 34.3 — — 1.2
1957 78.4 — — 14.92
1965 139.4 — — 13.84
1975  321.9 — — 54.02
1979  459.1 — — 87.09
1980 499.2 215.56 283.69 103.44
1982 557.7 248.38 309.37 119.28
1984 703.0 315.32 387.67 175.78
1985  829.5 382.87 446.58 230.08
1986  902.8 421.88 480.92 263.80

Sources: See Table 5.

these data issues are resolved, it is diffi-
cult to say anything very conclusive about
whether reforms in the 1980s did or did
not have a positive impact on state indus-
try’s productivity.

Finally, some mention should be made
of the service sector. Because more than
half of all services are excluded from the
Chinese definition of net material prod-
uct, changes in the performance of the
service sector do not account for a signifi-
cant portion of the changes in productiv-
ity estimated in Table 4. Services grew
rapidly during the first five-year plan and
then were actively suppressed for the
next two plus decades. All but a few res-
taurants were closed down, for example.
The state had a monopoly of most com-
merce and did little to develop commer-
cial networks beyond ensuring the deliv-
ery of basic supplies to a limited number
of retail outlets. This negative attitude
toward services began to change with the
freeing up of rural markets in 1979, and
the change gathered momentum in the
early 1980s. By the mid-1980s Chinese
cities were teeming with new collective
shops and restaurants and hundreds of
thousands of individuals providing per-

sonal services of various kinds. As a result
the service sector in 1984 and 1985 may
have grown by as much as 26 percent a
year.>* Whether or not such a high
growth rate occurred, data and methodo-
logical limitations make it impossible to
say anything about the contribution of
productivity growth in the service sector.

There is little doubt, therefore, that
productivity growth in China accelerated
during the late 1970s and first half of the
1980s and it is plausible to assume that
reforms had something to do with this
acceleration. But, as the above discussion
indicates, it is difficult to identify the
measures that had the largest productiv-
ity impact.’® If these sources of growth
could be more precisely identified, that
knowledge would contribute to an under-
standing of what needed to be done to
sustain high growth in China in the fu-
ture.

IV. Structural Change

China’s per capita product rose three-
fold between 1953 and 1985. Rises in per
capita income of that magnitude are usu-
ally accompanied by important changes
in the structure of national product and
China is no exception to that rule. But
were the structural changes in China sim-
ilar to those of other nations at compara-
ble levels of per capita income?

To answer this question requires an
estimate of Chinese per capita GDP in
U.S. dollars or some other currency that

% The service sector, according to preliminary
data, measured in accordance with the definition
used in calculating GDP, rose by 14.8 percent in
1953-57, but only 2.1 percent per year in 1958-78
and 3.9 percent per year in 1979-82 or at just over
half the rate of GDP in the latter two periods. In
1984-85 services grew at a rate 60 percent above
the overall GDP growth rate (Keidel 1986b, p. 2).
In 1986 that part of services included in GNP but
excluded from NMP grew by 21.1 percent in nominal
terms (State Statistical Bureau 1987, p. 4).

% For a further discussion of the complexity of re-
lating performance to specific reforms see Robert F.
Dernberger 1986, pp. 15-48.
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makes comparison across countries possi-
ble. But how does one convert Chinese
GDP into dollars? Official exchange rates
are an unreliable basis for such a conver-
sion under the best of circumstances and
China’s exchange rate bears no relation-
ship to a free trade equilibrium exchange
rate. And there are a variety of official
exchange rates to pick from in any case.
The rate was 1.98 yuan to the U.S. dollar
in 1983, 2.33 in 1984, 2.94 in 1985, and
reached 3.7 in 1986.

There have been a number of attempts
to convert Chinese product into U.S. dol-
lars on a product-by-product basis, but
these have yielded widely varying results
because of the difficulty in getting prices
for goods that are truly comparable in
type and quality across countries.®

The assumption used here is that Chi-
nese per capita GDP in 1985 was about
U.S. $500. This estimate would imply
that Chinese per capita GDP in 1952 was
under U.S. $170 (in 1980s prices). China
in 1952, by that estimate, was compara-
ble to Burma and only slightly above the
1980 GDP per capita levels of Nepal,
Bangladesh, and Ethiopia. I am skeptical
that China was in fact that poor in 1952,
but it certainly was not poorer than these
countries, which are among the poorest
in the world.?’

In Figures, 1, 2, and 3 structural
changes in Chinese GDP are compared
with the patterns of large (over 15 million

3 Attempts to calculate Chinese GDP in U.S. dol-
lars range from an estimate that puts China at a per
capita level near that of the Philippines ($700 in 1980)
(Irving Kravis 1980, pp. 64-86) to $205 per capita
(Keidel 1986a, pp. 1-3). The problems in making
reliable comparisons of China’s prices with those of
other countries are described in Jeffrey R. Taylor
1986.

37 Agricultural output per capita, for example, was
much higher in China than in these countries and
the Chinese industrial séctor was also more devel-
oped. One scholar estimates that China in 1952 was
at a level of per capita income roughly comparable
to India in the early 1950s (Subramanian Swamy,
forthcoming, ch. 2). This study is controversial, how-
ever, and is not used as the basis for the esti-
mate of per capita GDP used here.
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population) and very large (over 50 mil-
lion population in 1965) countries.?® Be-
cause space is limited, the comparisons
are for only three variables: the share of
industry in gross domestic product, the
share of agriculture, and the share of ex-
ports. Share data are sensitive to differ-
ences in relative prices between coun-
tries, so the data in these charts should
be interpreted with caution. The Chi-
nese share data are based on 1980 rela-
tive prices, which are much closer to the
relative sector prices of other developing
countries than 1952 or 1957 prices, which
weight the industrial sector much more
heavily.

As the patterns in these figures indi-
cate, China prior to 1976 experienced a
pattern of growth strikingly different
from that of other large nations. Indus-
try’s share in GDP grew much more rap-
idly, agriculture’s share fell faster, from
a very high level to be sure, and the for-
eign trade share fluctuated around a very
low level. These patterns, of course, re-
flect the Stalinist growth strategy pur-
sued by China throughout the 1950s and
into the early 1970s. The emphasis was
on industry and autarky. Within indus-
try, the focus was on the heavy industry
sector, particularly machinery and steel.
Between 1952 and 1976, the share of
heavy industry rose from 36 percent of
the gross value of industrial output to
36 percent.

Since 1976, however, and particularly
in the 1980s, China’s growth pattern has
moved in the direction of the pattern of

3 Sources: The data in Figures 1-3 are for 108
countries for the years 1960-82. Among socialist
countries, only China and Hungary are included in
the sample. Very large countries were those with a
population of more than 50 million in 1965. The data
are from a data bank made available to me by Hollis
Chenery and Moshe Syrquin as part of research for
a joint paper on large countries (Dwight Perkins and
Moshe Syrquin, forthcoming). The Chinese data
were derived by taking the net material product fig-
ures and building them up to Gross Domestic Prod-
uct so that these figures would be comparable to
those for other developing countries.
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other large nations at a comparable level
of per capita income. In part this change
results from a rethinking of China’s long-
term development strategy, but short-
term probably temporary influences are
also involved. The doubling of the foreign
trade ratio, for example, is the direct re-
sult of China’s turn outward in order to
better exploit the potential for gains from
trade. The decline in the share of indus-
try, on the other hand, reflected the
bumper harvests that followed on the in-
troduction of agricultural reforms plus
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the fact that rapidly growing rural indus-
try was classified as being a part of agri-
culture. When rural industry is reclassi-
fied and the growth of grain and other
crops settles back onto a more sustainable
path, the share of industry may resume
its rise.3®

% Chinese relative prices may still exaggerate the
share of industry. Thus a renewed upward trend in
the share of industry would not necessarily take Chi-
nese industry to an unprecedented share of GDP if
the value of industry were measured in relative prices
similar to those in large countries.
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Figure 2. Share of Agriculture in GDP

In a similar vein, the share of heavy
industry fell from 56 percent in 1976 and
57 percent in 1978 to 48.5 percent in
1981, in part because of a long-term effort
to achieve a better balance between
heavy and light industry. But it is also
the case that the severe energy shortage
of 1980-81 necessitated a cutback in in-
dustries that were major users of energy
inputs. With the easing of the energy
shortage, the share of heavy industry be-
gan creeping up again and reached 53
percent in 1985.

If the data were available, it also would
have been desirable to include a figure
portraying the changing share of the ser-
vice sector in Chinese GDP. Like most
socialist countries, China neglected its
service sector throughout the 1950s and
1960s and well into the 1970s. In the
1980s, as already discussed, in an effort
to ameliorate the urban employment
problem, the state removed many of the
restrictions on the urban service sector,
and as a result, restaurants, small trad-
ers, and many personal services blos-
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Figure 3. Share of Exports in GDP

somed. The state also began putting large
amounts of investment into housing. In
the 1960s only 5 percent of all capital
construction investment went into resi-
dential buildings. In the 1980s this fig-
ure had risen to 21 percent. The data,
however, are not yet in a form that al-
lows for systematic comparisons of the
Chinese service sector with patterns
of service sector development else-
where.

Chinese planners are still groping for
an appropriate sectoral development
strategy. The greater emphasis on mate-

rial incentives necessitates greater atten-
tion to providing the consumer goods to
back up the increases in incomes. Export
promotion has a similar influence, be-
cause China’s comparative advantage lies
mainly with consumer manufactures. On
the other hand, China’s low foreign trade
ratio and its large investment budget
combine to encourage the continued
rapid growth of construction materials,
steel, and machinery. The demand for
steel, for example, continues to grow rap-
idly as does the demand for energy, and
China does not have sufficient foreign ex-
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change earnings to meet these needs en-
tirely with imports.

V. Income Distribution and Welfare

In most societies, the ultimate purpose
of economic growth is to raise the con-
sumption and welfare of the people. Did
growth in China lead to arise in the stan-
dard of living of the Chinese people? Was
the rise that occurred faster or slower
after the introduction of reforms?

Data on the rise in per capita consump-
tion in real terms are presented in Table
7. Alternative data sets and deflaters give
results that differ from those in this table,
but the basic trends remain much the
same. As the estimates in the table make
clear, the impact of the reforms on the
standard of living of the Chinese people
was dramatic, particularly in agriculture.
The rise in real per capita consumption
of the average Chinese farmer was
greater during the 7 years after 1978 than
in the entire previous 26 years (91 per-
cent versus 76 percent). The change was
less dramatic in urban areas but the aver-
age annual growth rate still doubled, al-
though the quality of these urban figures
is open to question.*’

Were these increased benefits equi-
tably distributed? In this section we shall
look at the distribution of benefits de-
fined to include money income and goods
and services distributed through the
market. In the next section we shall deal

40 The figures on urban consumption in Table 7
and the income data in Table 8 need to be treated
with great caution because there are important differ-
ences in these two series that are difficult to explain.
The reported urban population, for example, actually
grew faster than the total urban wage bill (measured
in real terms), which implies a decline in average
per capita real income in the 1980s. The urban popu-
lation figures, however, significantly overstate the
rise in urban population in the 1979-85 period be-
cause the definition of what was urban was changed
for the 1984 and 1985 estimates. Until we have better
urban population data, it will be difficult to know
whether the urban consumption data are consistent
with urban income data (net of savings).

briefly with how the state allocated one
particularly critical social service, health
care, and will mention briefly other ben-
efits not distributed through the market.
A common assumption both inside and
outside of China is that the expanding
role of the market would to some degree
reverse the presumed trend toward re-
duced inequality of the previous three
decades. The Chinese press, for exam-
ple, has frequently proclaimed in recent
years that it is all right for a few to get
rich first and pull the others along with
them later. These proclamations have
generally followed incidents in which
successful small enterpreneurs have
been criticized or subjected to extortion
by local cadres and their neighbors. The
perception among many, therefore, is
that inequality is on the rise and in polit-
ics perceptions often matter more than
the reality. The reality in China in the
early 1980s was in fact quite in contradic-
tion to these perceptions.

Nationwide income inequality in
China is driven by what has happened
to the distribution of income within the
urban and rural sectors and to the ratio
of income between these two sectors.
Data on the within-sector distribution of
income are based on small sample sur-
veys and are not reliable. These figures,
however, do not support the view that
inequality has changed significantly in re-
cent years. Within the rural sector, there
was a major decrease in inequality in the
early 1950s when landlord land was con-
fiscated and turned over to the poorest
elements in the villages.*! Surprisingly,
collectivization of agriculture had little
impact on the size distribution of income
in rural areas. Regional differences in the
distribution of rural income accounted
for most of the inequality before and af-
ter collectivization. Because regional in-

41 The one study of the income distribution impli-
cations of land reform is by C. Robert Roll 1974.
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equalities did not narrow significantly if
at all in the 1960s and 1970s, the rural
income differences also did not narrow
significantly. Attempts to estimate Lo-
renz curves or Gini coefficients from ru-
ral household income surveys suggest
that the rural distribution of income in
China in the 1970s and 1980s may have
been little changed from the mid-
1950s.42

Similarly, in the urban sector inequal-
ity was reduced significantly in the first
half of the 1950s by the confiscation
(sometimes with modest compensation)
of most privately held urban property.
The within-urban inequality that re-
mained after this state takeover of urban
property was due to wage and salary dif-
ferentials in state enterprises. These dif-
ferentials were set by the central govern-
ment and there was little regional
variation in either the average urban
wage or the differentials between one
grade and another. Furthermore neither
the average real wage nor the size of
these differentials changed much from
the time they were first introduced in
the 1950s to the late 1970s. In the early
1970s and perhaps earlier, new entrants
to the labor force came in at the lower
end of the scale and there were few pro-
motions. When wages were unfrozen in
the late 1970s, the initial increases were
concentrated in the lower wage grades,
which should have reduced inequality
further. The large increase in collective
and individual service workers in the
1980s may also have had an impact on
inequality, but the direction of that im-
pact cannot be determined by a priori
reasoning. For what it is worth, an urban
household survey for 1984 indicates that

42 There is a growing literature on the distribu-
tion of income in rural China based on data released
over the past few years by the Chinese government.
See, for example, E. B. Vermeer 1982; Perkins
and Yusuf 1984, chapter 6; and Lardy, 1983b, chap-
ter 4.
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inequality in that year was slightly less
than in the 1981 survey.*?

Wages and bonuses constitute only a
part of the real income of the urban popu-
lation and we know even less about the
distribution of nonwage benefits over
time such as highly subsidized housing
and health care. For the urban elite there
are the added privileges of access to auto-
mobiles, telephones, and stores where
high-quality imported goods are avail-
able. These privileges existed before
1976 and they have continued to exist
since, but it is not possible to say whether
their share in total real income has risen
or fallen. The real significance of these
special privileges, however, does not rest
with their impact on formal measures of
income inequality. It is people’s percep-
tions of these privileges and whether
they are increasing or decreasing that will
have the greatest influence on the future
of reforms. If it is widely felt that a small
elite is enriching itself by manipulating
the system to their personal benefit
whether by soliciting bribes or through
conspicuous consumption of imported
goods, opposition to the system that
made this possible will build.

Trends in the rural-urban income and
consumption differentials are easier to
trace and to explain than the within-
urban differences. As the data in Table 7
indicate, the ratio of rural to urban con-
sumption per capita changed little be-
tween 1952 and 1965, declined percepti-
bly by 1978, and then rose sharply after
1978. Even when one takes into account
the uncertainties connected with the es-
timates of rural consumption (see note

3 The standard deviation of urban household in-
come divided by the mean of that income was .31,
down from .345 in 1981. An estimate for 1964 sug-
gests a ratio of .35, but this latter figure is based on
data that required assumptions by the analyst that
could significantly bias the results. These figures are
from State Statistical Bureau 1985b, pp. 561, 565,
and State Statistical Bureau 1981, p. 438.
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TABLE 7

UgrBaAN AND RURAL CONSUMPTION PER CAPITA
(yuan in 1985 prices)

TABLE 8

GrowTH RATES IN REAL PER CaPiTA INCOME
(in percentage per year)

3
L @) Ratio
Rural Urban )~
1952 96.6 248.9 .388
1957 113.4 314.6 .360
1965 129.4 331.4 .390
1978 169.1 514.1 325
1985 324.0 754.0 .430

Growth Rates (percent per year)

1951-78 2.2 2.8
1978-85 9.7 5.6

Note: The data in this table were originally given in
terms of current prices for the “farm™ and “nonfarm”
population. They have been converted into real income
by deflating the urban figures by the worker cost of
living index and the rural figures by the nationwide retail
price index. The use of the nationwide retail price index
to deflate rural consumption may overstate the growth
of rural consumption, mainly because rural consumers
do not have easy access to goods sold at the official retail
prices that dominate the national retail price index. Thus
peasants buy more on uncontrolled markets where prices
have risen faster than on controlled markets. How much
of a difference this would make in the above estimates
cannot be known until we have a better deflator and
we know more about how the consumption figure in
current prices was calculated.

to Table 7), there is little doubt that rural
consumption grew faster than that in ur-
ban areas. In the urban areas real wages
per worker were frozen throughout the
1960s and much of the 1970s but real
wages per urban resident rose at around
3 percent a year. Heavy urban invest-
ments combined with tight restrictions
on rural-to-urban migration led urban
enterprises to employ a higher percent-
age of the members of urban households.
Thus the real income per household rose
even though the wage rate remained un-
changed.

Rural income and consumption also
grew over the pre-1978 period but at a
slower rate. Value added per farm worker

1951-1978  1978-1984

Agricultural sector
Value added per capita
deflated by farm pur-
chase prices 0.4 9.4
Value added per capita
deflated by retail prices 1.9 14.3
Urban state wages
Average wage of state
workers
Total state wage bill di-
vided by total urban
population 3.2 —

0.5 —

2 Because of the large increase in the collective sector
wage bill and in the number of workers in that sector
plus the redefinition of urban areas in 1984, it is mislead-
ing to divide the state wage bill by total urban popula-
tion. The growth rates so derived are negative but mean-
ingless.

Note on methodology: Agricultural value added deflated
by prices paid to farmers for their output is a measure
of the real net output of the agricultural sector. Agricul-
tural value added, however, is also a measure of the
income in current prices of farmers. But the real value
of this income to the farmers is determined by how
much in terms of consumption goods this net value can
purchase. Money income (or value added) in current
prices deflated by the retail price index of goods sold
to farmers is the appropriate measure of changes in real
farmer purchasing power. If the prices paid to farmers
for their output rise faster than the prices paid by farmers
for consumption goods, the real purchasing power of
farmers will rise faster than their real production. The
retail price index used here to deflate agricultural value
added is subject to some of the same limitations dis-
cussed in the note to Table 7.

increased little (see Table 8), but im-
provement in the rural-urban terms of
trade meant that rural purchasing power
did rise at nearly 2 percent a year. The
rise in rural income relative to that in
the urban areas after 1978, of course, is
the result of both the agricultural boom
brought about by the rural reforms plus
a continued improvement in the rural-
urban terms of trade. There was no com-
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parable boom in the urban areas in the
1980s.

Despite the closing rural-urban gap af-
ter 1978, a nationwide measure of in-
equality such as a Gini coefficient could
still show rising inequality if the percent-
age of population in the urban areas was
rising fast enough to offset the effect of
the declining gap in average incomes.**
Between 1957 and 1978, official data sug-
gest that the urban share in total popula-
tion rose only modestly, but data pub-
lished in 1984 and 1985 indicate a big
jump in the share of people in urban ar-
eas (Table 9). But this jump resulted from
a change in definition of what constituted
an urban area and the formal designation
of many new cities and towns. Some of
the new “urban” residents are in fact still
farmers. More to the point, while an in-
crease in the urban share in total popula-
tion has occurred and may be of the order
of magnitude indicated in Table 9, that
increase may have occurred over the pre-
vious decade or even two decades. It is
not possible, therefore, to estimate how
this changing share in total population
affects nationwide measures of inequality
in particular periods such as the seven
years following the institution of re-
forms. %

Despite the poor quality of the data,
there is no support for the view that in-
equality in China fell significantly during
periods such as that of the Cultural Revo-
lution or rose as a result of market-ori-
ented reforms. Conceivably, the trends
were the reverse because of what hap-
pened in these two periods to the rural-

“ If urban incomes are higher than those in rural
areas, then national inequality rises as the percentage
of population in urban areas rises up to the point
where half the population is in the urban areas, after
which further rises in the urban share will lead to a
decline in inequality. All of this assumes that the
rural-urban differential itself does not change.

% For a useful attempt to construct nationwide
Lorenz curves over a longer period, see Irma Adel-
man and David Sunding 1987.

TABLE 9
URBAN AND RURAL PoruLaTION DATA

Within Cities Within Rural

and Towns Villages (Communes)

(Mil- (Percent- (Mil- (Percent-
lions) age) lions) age
1952 71.6 12.5 503.2 87.5
1957 99.5 15.4 547.0 84.6
1960  130.7 19.7 531.3 80.3
1965  130.5 18.0 594.9 82.0
1976  163.4 17.4 773.8 82.6
1978  172.5 17.9 790.1 82.1
1983  241.3 23.5 783.7 76.5
1985  382.4* 38.0 662.9% 62.0

Note on urban population data: Chinese population fig-
ures include all people within an area designated as
urban even if many of those people are farmers. People
living in rural villages or communes are classified as
rural even if those people work in industrial or commer-
cial enterprises. Given these and other uncertainties
and conceptual problems connected with China’s urban
statistics, they are crude indicators at best of the level
and pace of urbanization in China.

2In 1984 the Chinese redefined the population desig-
nated to be in urban areas by including newly formed
townships and the like. Definitional changes have also
occurred in earlier years, although none had the impact
on the totals as did that of 1984. See Kam Wing Chan
and Xueqiang Xu 1985.

urban income gap, but the data simply
are not good enough to tell for certain.
Whatever the precise trends in inequal-
ity turn out to be as a result of further
research using better data, there is no
doubt that the economic benefits of the
reforms in the 1979-87 period were
widely shared.

V1. Health and Population

This discussion of income and inequal-
ity would not be complete without men-
tion of the fact that many goods and ser-
vices destined for consumers in China
are distributed outside the market mech-
anism and are not included in data on
either consumption or income. Rents for
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urban housing, for example, include only
part of the basic maintenance and utility
charges, and none of the cost of capital
embodied in the dwelling.

One of the most important of these
nonmarket goods and services was health
care. In fact, the case for greater equity
in China in the 1960s and 1970s rests in
substantial part on the view that certain
“basic needs” such as health care were
more equitably distributed than income.
Health care in the 1960s and 1970s
shifted from an urban-based emphasis on
curative medicine to a focus on the rural
areas and preventive medicine. “Bare-
foot doctors™ or rural paramedics were
trained and rural clinics and hospitals
built. The commune system provided se-
lected members with the time to acquire
training and with income support when
they returned to the commune to prac-
tice what they had learned.

As is the case with income distribution
data, statistics on health in China such
as life expectancy and infant mortality are
not very reliable. Various analysts have
tried to piece together plausible series
from scattered data using formal demo-
graphic models. The story these esti-
mates appear to tell is a dramatic one.
Infant mortality in China in 1965 may
still have been as high as 165 per 1000.
Twelve years later in 1977 it had fallen
to 64 per thousand despite only modest
increases in per capita income. Life ex-
pectancy at birth in 1965 is estimated
to have been 44 years. By 1977 it had
risen to 64 years (Dean T. Jamison et
al. 1984). If these figures give a rough
picture of what occurred in this period
as appears likely, the improvement in
health care in rural areas was unprece-
dented either in China or anywhere else
where per capita incomes were compara-
ble. Another Western estimate also sup-
ports the view that infant mortality fell
substantially (from 84 to 45 per 1000) and
that life expectancy rose (from 57.8 to

64.2 years) between 1965 and 1976, al-
though these changes are not so large
(Judith Banister 1986). On either esti-
mate these health measures suggest that
there was a great deal more than rhetoric
to China’s basic needs strategy. Declines
in mortality of these magnitudes could
only have occurred if the benefits of bet-
ter nutrition, better curative care, and
organized preventive health programs
were widely available throughout China.
Programs concentrated in urban and a
few rich rural areas could not have
vielded these results.

Have the reforms of the 1980s under-
mined these health care and nutrition ef-
forts? The demise of the commune sys-
tem withdrew one important base of
support for rural nutrition and preven-
tive health programs (Athar Hussain,
forthcoming). The number of barefoot
doctors declined significantly. On the
other hand, the number of people with
more formal training increased. It may
be that the barefoot doctor system had
done its job by the 1980s and needed
to give way to a system based on longer,
higher-quality medical training. It is too
early, however, to know whether this is
the case.

Mention should also be made of Chi-
na’s population policies which were inti-
mately tied to both the health programs
and the rural political and economic con-
trol system of which the commune was
the core element. The official estimates
of China’s population and vital rates to-
gether with two Western estimates of
China’s vital rates are presented in Table
10. The Western reconstructions suggest
that the 1960-61 famine may have been
worse than even the grim official figures
suggest. Differences between the two
Western reconstructions and between
them and the official series also raise
questions about when and how rapidly
the crude death rate began to fall.

All three series, however, tell much
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TABLE 10
POPULATION AND VITAL RATES

Population Crude Birth Rate Crude Death Rate Rate of Natural
(millions) (per 1,000) (per 1,000) Increase (per 1,000)
Reconstructed Reconstructed
Official (a) (b) Official (a) (b) Official

1953 587.96 37.0 42.2 45.5 14.0 25.8 30.7 23.0
1957 646.53 34.0 43.3 45.0 10.8 18.1 23.4 23.2
1960 662.07 20.9 26.8 24.5 25.4 44.6 36.0 -4.6
1962 672.95 37.0 41.0 41.0 10.0 14.0 19.5 27.0
1965 725.38 37.9 39.0 41.5 9.5 11.6 17.5 28.4
1970 829.92 33.4 37.0 34.0 7.6 9.5 10.1 25.8
1976 937.17 19.9 23.1 20.1 7.25 7.8 9.3 12.7
1978 962.59 18.25 20.7 18.7 6.25 7.5 8.0 12.0
1980 987.05 18.2 17.6 18.5 6.3 7.7 7.8 11.9
1982 1015.41 21.1 21.1 — 6.6 7.9 — 14.5
1985 1045.32 17.8 — — 6.6 — — 11.2
1986 1060.08 20.8 — — 6.7 — — 14.1

Sources: The official data are from State Statistical Bureau 1984, p. 83; State Statistical Bureau 1986b, p. 21; and
State Statistical Bureau 1987, p. 16. The reconstructed figures under (a) are from Judith Banister 1986, pp. 165—
66. The reconstructed figures under (b) are from Jamison et al. 1984, p. 113.

the same story about China’s rate of pop-
ulation growth. China’s demographic
transition began with a sharp fall in the
crude death rate between the early 1950s
and 1970. During that same period, birth
rates fell modestly, if at all, and China’s
population growth rate rose about 2.5
percent a year. After 1970, however, the
crude birth rate declined sharply by 15
or 16 per thousand in only six years and
then leveled off. China’s population
growth rate, as a result, fell to an average
of 1.2 percent per year in the ten years
after 1976.

What could explain such a rapid fall
in the crude birth rate? To begin with,
the national rate was driven by the fall
in birth rates in rural areas. The urban
birth rate decline began much earlier,
but the urban share in total population
was too small to have a major impact on
the national averages. Because rural real
income per capita grew by only 4 percent
between 1970 and 1976 or 8 percent be-
tween 1965 and 1976, it is difficult to

see how rising per capita incomes could
explain much of the change.

There is little reason to doubt that most
of the explanation for China’s birth rate
decline in the 1970s rests with the coun-
try’s family planning program, particu-
larly given the fact that China’s changing
age structure, other things being equal,
would have led to a rise in the crude
birth rate. Education about family plan-
ning was backed up by both material in-
centives and some degree of coercion
(John Aird 1986). Political relaxation and
a consequent reduction in the coercive
power of rural cadres might have had
something to do with the rise in the birth
rate in 1981 and 1982 and again in 1986,
but we do not really know. The advent
of household agriculture under the re-
sponsibility system, which should have
provided peasants with an incentive to
increase family size, was initially accom-
panied by a renewed decline in the crude
birth rate. This decline possibly can be
explained in part by the vigorous cam-
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paign to limit family size to one child
per couple. When enforcement of the
one child family policy was relaxed
slightly in 1985 and 1986, the crude birth
rate did rise. Until more data are made
available and until more analysis is done
on the data that are available, however,
no firm conclusions are possible about
which measures explain the fertility de-
cline.

VI. Conclusion

No short article can do justice to the
magnitude of China’s economic reform
efforts in the decade following Mao’s
death in 1976. The task of simply describ-
ing the diversity of initiatives is made
doubly difficult by the fact that reform
as of the mid-1980s was an ongoing pro-
cess. Major strides toward expanding the
role of the market in both rural and urban
areas had been made, but many features
of central planning and bureaucratic con-
trol remained. The direction was toward
further expansion of the market’s role,
but there was also resistance, most of it
political in nature.

Fueling the momentum of reform was
its impact on economic performance. The
improvement in performance was partic-
ularly marked in rural areas, but there
were urban successes as well. Nationally,
total factor productivity rose dramatically
after 1976 only in part due to agriculture.
China also moved away significantly from
its earlier Stalinist emphasis on machin-
ery and steel and on autarky. Foreign
trade expanded rapidly and consumer
goods and services were much more
plentiful in the 1980s.

Nor does this first phase of reform ap-
pear to have led to a significant worsen-
ing in the size distribution of income.
The farm output boom of the late 1970s
and early 1980s actually reduced inequal-
ity by narrowing the rural-urban income
gap, although other forces may have been

at work that widened within-sector in-
equality. The rural-urban gap had clearly
widened during the previous decade of
the Cultural Revolution (1966-76). On
the other hand, the pre-1976 decade co-
incided with a period of pronounced and
widely shared improvements in rural
health and other “basic needs,” so it
would be incorrect to picture that decade
as one of rising inequality.

If the future of market-oriented re-
forms in China were indicated by its suc-
cess to date measured in economic terms
alone, that future would seem to be as-
sured. Except for the inflation rate, all
measures of performance favor the post-
1976 period over what went before, usu-
ally by a wide margin. But in China poli-
tics have more often driven economics
than the reverse. A slowdown in growth
in the future could feed political discon-
tent and generate opposition to reform,
and even the most rapidly growing devel-
oping nations experience periods of slow
growth and stagnation. Whether those
who oppose reforms are capable of mobi-
lizing sufficient support to slow or re-
verse the reform process during periods
of lowered growth only time will tell.

What is required is not movement all
the way to an unfettered market system
with or without private ownership of in-
dustry and commerce. Expansion of the
role of the market is an essential part of
the reform package, but large areas of
bureaucratic control and direction will
remain. Of equal or greater importance
than expanding the scope of market
forces are efforts to improve the function-
ing of the market forces that are allowed
to operate. To achieve that goal enter-
prise managers need to gain more auton-
omy from China’s economic bureaucrats
and to pay attention to cutting enterprise
costs, increasing sales, and raising prod-
uct quality. The budget constraint needs
to be hardened substantially. Price re-
form is also important and that involves
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further restrictions on the quantity of
goods distributed through the state allo-
cation system at fixed prices. Finally, the
hoped for productivity gains from contin-
ued reform depend critically on main-
taining an open economy and rapidly
growing exports of manufactures. With-
out rapidly growing exports, the foreign
exchange bottleneck will be a chronic
drag on rapid growth. Whether or not
China will be able to expand exports rap-
idly, however, is not in China’s hands
alone.

REFERENCES

ADELMAN, IRMA AND SunDpiNG, Davip. “Economic
Policy and Income Distribution in China,” J. Com-
par. Econ., Sept. 1987, 11(3) pp. 444-61.

Arrp, Joun S. “Coercion in Family Planning: Causes,
Methods and Consequences,” in U.S. CoNGRESs;
Joint Economic Commitree, 1986 pp. 184~
221.

AMERICAN RURAL SMmaLL-ScALE INDUSTRY DELEGA-
TioN. Rural small-scale industry in the People’s Re-
public of China. Berkeley, CA: U. of California
Press, 1977.

BanisTeR, Juprta. “Implications of China’s 1982 Cen-
sus Results,” in U.S. ConGREss; Joint Economic
CommMrtree, 1986, pp. 160-83.

_____. Chinda’s pattern of population growth. Stan-
ford, CA: Stanford U. Press, forthcoming.

Byrp, Wirniam. China’s financial system: The
changing role of banks. Boulder: Westview Press,
1983.

. “The Atrophy of Central Planning in Chinese
Industry: Impact of the Two-Tier Plan/Market Sys-
tem,” J. Compar. Econ., Sept. 1987, 11(3), pp.
295-308.

Byrp, WiLLiaM anD Tiprick, Genk. “Factor Alloca-
tion in Chinese Industry.” Paper prepared for con-
ference on Chinese enterprise management. Bei-
jing, Aug. 1985.

Byrp, WiLLiaM ET AL. Recent Chinese economic re-
forms: Studies of two industrial enterprises. World
Bank Staff Working Papers No. 652, 1984.

Cuan, Kam WinG anp Xu, Xuegianc. “Urban Popu-
lation Growth and Urbanization in China Since
1949,” China Quart., Dec. 1985, 104, pp. 583
613.

CHEeN, K. ET AL. “New Estimates of Fixed Investment
and Capital Stock for Chinese State Industry.” Un-
pub. ms., 1987.

CHEN, Yun. “Planning and the Market,” Beijing
Rev., July 21, 1986, 29(29), pp. 14—15.

CuENG, HANG-SHEN. “Monetary Policy and Inflation
in China.” Paper presented to conference on Chal-
lenges to Monetary Policy in Pacific Basin Coun-
tries, Federal Reserve Bank of San Francisco,
Sept. 1987.

CuiNa AcricULTURAL YEARBOOK COMPILATION COM-
MITTEE. Zhongguo nongye nianjian, 1984. Beijing:
Agricultural Press, 1984.

Cuow, GReGory. The Chinese economy. NY: Harper
& Row, 1985.

. “Money and Price Level Determination in
China,” J. Compar. Econ., Sept. 1987, 11(3), pp-
319-33.

DEeRNBERGER, RoBERT F. “Economic Policy and Per-
formance,” in U.S. ConcGress; Joint Economic
CommrtTEE, 1986, pp. 15-48.

Dong, Furen. “More on the Forms of China’s Social-
ist Ownership,” Jingji yanjiu, Apr. 20, 1985, 4,
pp. 3-11.

Economic PLANNING BoarD. Major statistics of Ko-
rean economy, 1986. Seoul: Economic Planning
Board, 1986.

GENERAL SURVEY Group or THE CHINESE INsTITUTE
roR Economic Systems RErorm. Gaige: Women
mianlin de tiaozhan yu xuanze.

Guiznou YEaARBOOK CompiLaTION CoMMITTEE. Gui-
zhou nianjian. Guiyang: Guizhou People’s Press,
1985.

Hartrorp, KaTuLEEN. “Socialist Agriculture Is
Dead: Long Live Socialist Agriculture! Organiza-
tional Transformation in Rural China,” in The polit-
ical economy of reform in post-Mao China. Eds.:
EvrizapeTH PeErry AND CHrisTINE Wong. Cam-
bridge, MA: Council on East Asian Studies, Har-
vard U., 1985, pp. 31-61.

Howe, CHrisToPHER. Wage patterns and wage policy
in modern China. Cambridge: Cambridge U.
Press, 1973.

Hs1s0, KarHerINeE Huane. Money and monetary pol-
icy in communist China. NY: Columbia U. Press,
1971.

Hsiao, WiLLiam C. “The Transformation of Health
Care in China,” New England J. Medicine, Apr.
1984, 310, pp. 932-36.

Hussain, Ataar. “Nutrition and Nutritional Insur-
ance in China, 1949-84.” Forthcoming.

Jamison, Dean T. et ar. China: The health sector.
Washington, DC: The World Bank, 1984.

Jerrerson, Gary H. “Allocative Efficiency and the
Sources of Productivity Growth Within Chinese
Industry.” Unpub. ms., Brandeis U., 1986.

KeipeL, ALBert, ED. “How Poor is China?” China
Macroeconomic Newsletter. Washington, DC:
Rock Creek Research, May 19, 1986a.

. “China Economic Letter.” Washington, DC:

Rock Creek Research, Sept. 8, 1986b (revised).

. “China Economic Letter.” Washington, DC:
Rock Creek Research, Oct. 20, 1986¢.

Konrnal, Jan6s. “The Hungarian Reform Process: Vi-
sions, Hopes and Reality,” J. Econ. Lit., Dec.
1986. 24(4), pp. 1687-1737.

Kravis, IrviNG. “An Approximation of the Relative
Real Per Capita GDP of the People’s Republic of
China,” in Report of the CSCPRC economics dele-
gation to the People’s Republic of China. Washing-
ton, DC: National Academy of Sciences, 1980, pp.
64-86.

Kuen, Yak-Yeow. “China’s New Agricultural Policy
Program: Major Economic Consequences, 1979-

Copyright © 2001. All Rights Reserved.



644 Journal of Economic Literature, Vol. XXVI (June 1988)

1983,” J. Compar. Econ., Dec. 1984, 8(4), pp.
353-75.

Larpy, Nicnovras. “Agricultural Prices in China.”
World Bank Staff Working papers, No. 606, Wash-
ington, DC, 1983a.

. Agriculture in Chind’s modern economic de-
velopment. Cambridge: Cambridge U. Press,
1983b.

LarDY, NIcHOLAS AND LIEBERTHAL, KENNETH. Chen
Yun's strategy for China’s development: A non-
Maoist alternative. Armonk NY: M. E. Sharpe,
1983.

L1, CuEnGRuL “Money, Supply and Macroeconomic
Controls,” Sacial Sciences in China, Sept. 1986,
7(3), pp- 51-62.

Lin, Cyrit. ZHIREN. “Some Issues in Chinese Price
Reform Implementation.” Paper presented to the
ACLS-SSRC Conference on Price and Wage Re-
form in the People’s Republic of China, Washing-
ton, DC, June 1986.

Lin, JikeN. “A Method for Forecasting the Demand
for Money,” Jingji yanjiu, Aug. 20, 1985, 8, pp.
11-15.

Ma, Bin anD Hong, Zuunyan. “Enlivening Large
State Enterprises: Where is the Motive Force?”
J. Compar. Econ., Sept. 1987, pp. 503-08.

MinisTrY OF CoaL INDUSTRY COMPILING COMMITTEE:
China coal industry yearbook, 1982. Hong Kong:
Economic Information and Agency, 1982.

MinisTRY OF FERROUS METALS COMPILATION COMMIT-
TEE. Zhongguo gangtie gongye nianjian 1985. Fer-
rous Metals Industry Publishers, 1985.

Naucuron, Barry. “Finance and Planning Reforms
in Industry,” in U.S. CongreEss; Joint Economic
ComMITTEE, 1986.

ParisH, WiLLiam L., Ep. Chinese rural development:
The great transformation. Armonk, NY: M. E.
Sharpe, 1985.

PeorLE’s REpUBLIC OF CHINA RECORD OF Major Eco-
nomic Events PusLisuing ComMmrITTEE. Zhonghua
renmingonghequo jingji dashiji (1949-1984). Bei-
jing: Beijing Press, 1985.

Perkins, Dwicat H. Market control and planning
in communist China. Cambridge, MA: Harvard U.
Press, 1966.

. Agricultural development in China, 1368

1968. Chicago: Aldine Press, 1969.

. “Research on the Economy of the People’s
Republic of China. A Survey of the Field,” J. Asian
Stud., Feb. 1983, 42(2), pp. 345-72.

Perkins, DwicHT H. AND SYRQUIN, MosHE. “The
Development of Large Countries: The Influence
of Size,” in Handbook of development economics.
Eds.: H. Cuenery anND T. N. Srinivasan. Forth-
coming.

Perkins, DwicHT H. aND YusuF, SHaHiD. Rural de-
velopment in China. Baltimore: Johns Hopkins U.
Press, 1984.

Perry, EL1izaABETH AND WoONG, CHRISTINE, eds. The
political economy of reform in post-Mao China.
Cambridge, MA: Council on East Asian Studies,
Harvard U., 1985.

PutterMaN, Louis. “Theoretical Considerations Re-
garding the Demise of Team Farming in China.”

Working Paper No. 85-6, Dept. of Economics,
Brown U., Mar. 1985.

Rawsk1, ThoMas G. “Productivity Change in Chinese
Industry: Problems of Measurement.” Paper pre-
sented to conference on price and wage reform
in the People’s Republic of China, Washington,
DC, June 17-18, 1986.

RevyNoLps, Bruce, ed. J. Compar. Econ. [Special
Issue: Chinese Economic Reform: How Far, How
Fast?], Sept. 1987, 11(3).

RoBiNsON, SHERMAN. “Sources of Growth in Less De-
veloped Countries: A Cross-Section Study,”
Quart. J. Econ., Aug. 1971, 85(3), pp. 391-408.

Rovw, C. Rosert. “The Distribution of Rural Income
in China: A Comparison of the 1930s and 1950s.”
PhD dissertation, Harvard U., 1974.

SHi, YousHENG. “An Exploration of a Model for Chi-
na’s Stock Financing,” Jingji yanjiu, Jan. 20, 1986,
1, pp. 23-28, 34.

Sicuragr, TeRRry. “Recent Agricultural Price Policies
and Their Effects: The Case of Shandong,” China’s
economy looks toward the year 2000. Washington,
DC: U.S. GPO, 1986a, pp. 407-30.

. “Agricultural Planning in China: The Case
of Lee Willow Team No. 4,” Food Res. Inst. Stud.,
1986b, 20(1), pp. 1-24.

StaTE StATISTICAL BUREAU. Statistical yearbook of
China, 1981.

. Statistical yearbook of China, 1984.

___. Zhongguo chengshi tongji nianjian, 1985.
Beijing: New World Pub., 1985a.

. Zhongguo tongji nianjian, 1985b.

. Zhongguo tongji nianjian, 1986a.

. Zhongguo tongji zhaiyao, 1986b.

. Zhongguo tongji zhaiyao, 1987.

Swaing, MicHAEL D. “Heavy Industrial Dominance
Under Hua Guofeng: Bureaucracy and the Policy
Process.” PhD dissertation. Harvard U., 1986.

Swamy, SuBraManian. “A Comparative Perspective
of the Economic Growth in China and India: 1870~
1985.” Forthcoming.

TavLor, JEFFreY R. “China’s Price Structure in Inter-
national Perspective.” Paper presented to the
ACLS-SSRC Conference on Price and Wage Re-
form in the People’s Republic of China, Washing-
ton, DC, June 1986.

TRADE AND PRICE OFFICE OF THE STATE STATISTICAL
Bureau. Zhongguo maoi wujia tongji ciliao, 1952—
1983. Beijing: China Statistical Pub., 1984.

Travers, LEg. “Post-1978 Rural Economic Policy and
Peasant Income in China,” China Quart., June
1984, 98, pp. 241-59.

U.S. Concress; Joint Economic ComMmrttee: Chi-
na’s economy looks toward the year 2000. Wash-
ington, DC: U.S. GPO, 1986.

VERMEER, E. B. “Income Differentials in Rural
China,” China Quart., Mar. 1982, 89, pp. 1-33.

WaLDER, ANDREW G. “The Informal Dimension of
Enterprise Financial Reforms,” in Ching’s econ-
omy looks toward the year 2000. Washington, DC:
U.S. GPO, 1986.

Wang, ZHEnzHONG. “The Relations Between Do-
mestic and International Prices,” Jingji yanji, Sept.
20, 1985, 9, pp. 38-45.

Copyright © 2001. All Rights Reserved.



Perkins: Reforming China’s Economic System 645

Wikens, Titomas. “Issues in Structural Reform of the
Agricultural Sector,” J. Compar. Econ., Sept.
1987, 11(3), pp. 372-84.

Wong, CuristiNE Put Wan. “Rural Industrialization
in the People’s Republic of China: Lessons from
the Cultural Revolution Decade.” in China under
the four modernizations. Joint Economic Commit-
tee of the U.S. Congress, Washington, DC, 1982.

Tite WorLp Bank. China: Long term issues and op-
tions. 1985.

Wu, JINGLIAN aND Z1iao, RENwEL “On the Dual Pric-
ing System in China’s Industry,” J. Compar.
Econ., Sept. 1987, 11(3), pp. 309-18.

Wu, MinG. “Economic Uncertainty and the Bank-
ruptcy of Socialist Enterprises,” Jingji yanjiu, July
20, 1986, 7, pp. 4045.

Xu, Jinc'aN. “The Stock-Share System: A New Ave-
nue for China’s Economic Reform,” J. Comp.
Econ., Sept. 1987, 11(3), pp. 509-14.

Xug, Muqiao. “Readjust Prices and Transform the
Price Control System,” Jingji yanjiu, Jan. 20, 1985,
I, pp. 3-7.

Yen, Kunc-ciia. “China’s Price Structure and the
Measurement of Economic Growth.” Unpub. ms.,
1986.

Yu, Guancyuan. “Put the Price Ahead of the
Value,” Jingji yanjiu, May 20, 1986, (5), pp. 25~
35.

Ziiao, Haikuan. “On Some Problems in Adjusting
the Supply of Money,” Jingji yanjiu, Aug. 20, 1985,
8, pp. 16-19.

Znu, Yoncyl. “Carrying out the Bankruptcy Law:
Its Suitability and Limitations,” Jingji yanjiu, Sept.
20, 1986, 9, pp. 50-52, 11.

Zweic, Davip. “Opposition to Change in Rural
China: The System of Responsibility and People’s
Communes,” Asian Survey, July 1983, 23(7), pp.
879-900.

Copyright © 2001. All Rights Reserved.



