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INTRODUCTION

from different angles. The People’s Republic of China’s (PRC) big and

promising market is attractive to business enterprises. For marxists and
radicals, as well as China scholars, the PRC has been the stage on which an interest-
ing experiment in socialist economic construction is being performed. Finally,
many developing countries have been paying attention, though not seemingly
vigilant and widespread, to the development pattern of the Chinese economy in
expectation that it may provide implications for economic planning. Whether the
Chinese economy is a market, an example of socialist economic system, or a
development model, it cannot be ignored in the world today. It is also undeniable
that it is confusing in its peculiarity and ambiguity due to the lack of data.

In this article we aim to explore the characteristics of the Chinese economy and
its development quahtatwely, defining the terms to be used in our discussion in
order to make the discussion as logical as possible. In Section I we define basic
concepts 'such'-as economic system, development, and model. In Section II we
discuss main characteristics of the Chinese model. In Section III we define economic
impact from abroad, then discuss the Chinese model’s impact absorptiveness. In
the last sectlon we talk: about China’s trade- and model-effects for developing
countries in Asia and for J apan.

IT SEEMS THAT the Chinese economy and its development have aroused attention

I DEFINITION,OF CONCEPTS: ECONOMIC SYSTEM, MODEL,
AND DEVELOPMENT

IA. Economic development is “a process whereby a new economic system is formed
adaptively with environmental changes.” It should be noticed that this definition is
more comprehensive than the conventional one, ie., “a process whereby an
economy’s real national income increases over a long period of time” [24]. It is
evident that the latter definition of economic development is not only insufficient
but also logically misleading. Is it meaningful to call countries like Kuwait
“economically developed” which can more than double their national income by
intentionally raised export prices of oil?

1 An increase of the system’s elements, aggregated or not, e.g., the gross national product, is
implied in this definition.
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IB. In order to clarify our definition of economic development and to define a
“model,” we must, first and foremost, specify what “economic system” is. We can
define economic system on the. following three levels. - First, economic system in
the narrowest sense: a system of institutions and organizations which control
and/or design economic activity and information. For convenience we may call
this the “institution/organization system.”® Second, economic system in the broad
sense: - it is a system consisting of the institution/organization system plus a “goods/
technology system” with goods, service, informations (prices and orders), and
technologies as its elements. Kornai gave full definition of economic system on
this level, but decomposed it into two functional spheres, real and control [21].
Third, the broadest and rather ambiguocus definition of the system: it consists of
the system in the broad sense defined above; plus the “policy system,” a system
on planned economic activities/informations (goods/technologies) and institutions/
organizations both -of which are designed by the institution/organization system;
plus the “value/norm system,” usually treated as given but basically controlling
the entire economic system.> Unifying the policy system with the value/norm
system, may be convenient in designating the “value/policy system.”

IC. Figufe 1 shows the relationships at each level of an economic system as defined
above. A few comments on such a conceptual framework may be in order.
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First, it may fit the socialist economic systems rather than the capitalist type,
since it is much more difficult to specify the value/policy system in the latter, except
for the government sector.

Second, in contrast to the definition by Parsons and Smelser, boundaries between
the economic system and the other social subsystems are very ambiguous [26]. The
value system is, either totally or partially, shared by other systems, whether political
or cultural, in our framework. _

Third, in regard to environmental conditions in the economic system. Koopmans

2 Here we mean by institution a well-established and structured pattern of behavior or of
relationships that are closely related to economic activities.

3 A similar classification is made by Kimihiro Masamura [23], independently of ours. He
analyzed the Japanese social system from three different angles: social system in a narrower
sense (equivalent to the institution system in our own term), technological system {(the
goods/technology system), and value system.
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and Montias considered six conditions: (i) resources, (ii) initial technologies, (iii)
external factors (including technology available from other economies), (iv) random
events, (v) initial preferences, and (vi) incomplete interactions [20]. For. our
analysis it is sufficient only to take up the following four: (i) resources, (i) initial
state of the system, (iii) present state of other social subsystems, and (iv) foreign
economic systems.

Fourth, it should be stressed that “human-beings” do not explicitly figure in our
framework.4 “Labor force” is included as a productive element in the goods/
technology system, while a “decision-maker” is treated ‘as the minimal element in
the institution/organization system. :

Fifth, since the policy system is a desired or planned form which not only controls
but reflects the reality of the economic system in the broad sense, it is often referred
to as a “model.” However, our definition of a “model” is much broader. The
value/norm system, if defined as a.complex of long-term objectives and ideologies
working in the economic system, is inseparably close to a certain part of the policy
system, so that it may be better to roughly define a “model” as the equivalent of
the value/policy system itself.

ID. On the basis of the definitions in IC it is easy to reinterpret economic develop-
ment as follows. If we denote the actual economic system (in the broad sense) by
S(#), the policy system or model by M(#), and environmental conditions by E(),
then S, M, and E follow the process schematically as depicted in Figure 2.5 The

Fig. 2.
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initial state of the economic system S(0) ¢ E(0) (see our definition of E in IC) is
reflected in the policy system, E(0)—M(1), which modifies itself M(0)—M(1), then
forms or controls the actual economic system, M(1)—S(1). Economic development
defined in TA is nothing but this sort of dynamic process.

IE. Each of the systems defined in IB, needless to. say, consists of innumerable

elements interdependent in most cases. Experience tells us that when there are
" two interrelated elements, an ordering exists between them, such that one is
“superior” to the other, or both are “equivalent,” depending on the nature of the
relationship between these two elements. For instance, there is a functionally
determined ordering among the elements in the institution/organization system, €,g.,
ministry—director of a firm—managerial staffs-workers.5 Even the elements in the

4 We owe much to Prof. Mark Selden’s suggestion on this point.

5 We received useful suggestions from Masayuki Iwata’s brilliant work on the “transition
theory” [15].

6 Kornai gave a full definition of “vertical ordering” within an organization [21, p. 80].
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goods/technology system can be ordered, to some extent, according to the repercus-
sion effect that one has on the other, e,g., coefficients of Leontief’s inverse matrix.
In the case of the policy system, too, we know that every policy (i.e., element) is
interrelated by means (inferior element) and ends (superior element) relations,
and that two policies can be equivalent if no order of preference is given by the
value/norm system.

IF. If there are n elements in a system, theoretically as many interrelationships
n
can exist among them as };, C,. It suffices here to mention only that we can draw

an inference from ID and 2IE that the more inferior the element, the more easily
it varies, so far as the value/norm system and environmental conditions do not
change considerably. Conversely, a change in the more superior element tends td
require more fundamental change either in the value/norm system or in environ-
mental conditions of the whole system. What is usually referred to as a change of
a model or formation of a new model, takes place when there is some radical change
in basic superior elements in the value/policy system.

II. CHARACTERISTICS OF THE CHINESE MODEL OF
ECONOMIC DEVELOPMENT

ITA. When the first five-year plan was carried out in China, 1953-57 is called the
period of the Soviet model. We mean by the Chinese model, in contrast to the
Soviet type, the value/policy system which first appeared during the period of the
Great Leap Forward (1958) and then crystalized into certain consistent forms
through many changes. It is not, therefore, a model at a particular section in time
but a trend over fifteen years after the Great Leap.

IIB. Following the framework of economic system presented in Section I, charac-
teristics of the Chinese model can be summarized as follows. First, in the policies
concerning goods and technologies, the Chinese model lays stress on agriculture
and local industry related to it, while the Soviet model emphasizes industry,
particularly the producer goods industry, managed by central organizations. The
former model attaches relative importance to native and/or intermediate tech-
nology,” while the Soviet type emphasizes only modern advanced technology. The
Chinese type model tries to encourage establishment of economically self-sufficient
regions throughout the country, while the Soviet type emphasizes development of
particular regions especially those with industrial complexes. In sum, it scems that
a main characteristic of the Chinese model is that it is a policy to establish regionally
self-sufficient units based on agriculture.?

IIC. The necessity to develop agriculture as the foundation of the entire economic
system is formally stated:

Only when agriculture develops can it provide the labour force, grain and industrial

7 We borrowed the term “intermediate technology” from Shigeru Ishikawa [14].
8 A positivistic and detailed analysis in this area is given by Reeitsu Kojima [19].
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raw materials needed in industrial development, expand the market for industrial
products, accumulate more funds for industry and promote the development of indus-
try at a faster rate. [27, 1973, No. 20]

This statement shows that agriculture is judged by China’s value/norm system
as the superior element in the goods/technology system, constrained by environ-
mental conditions.

A policy to establish regionally self-sufficient units maintains various degrees of
self-sufficiency at all jurisdictional levels, from the national to the production team
in the commune. Self-sufficiency curves, as a function of the decision-making level,
can be theoretically drawn as in Figure 3. As inferred from the discussion in IIC

Fig. 3.
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above, the Chinese model curve is concave to the abscissa, while that of the Soviet
model is convex.®

IID. The second point concerns policies of institution and organization. There is
o essential difference between the two models as far as ownership of capital in-
cluding land is concerned, since private ownership was basically abolished in 1956.
The two models are substantially the same for productive organizations, except for
the points explained in IIE and ITF. Although new agricultural productive organiza-
tions were created in 1958, the people’s communes, there seems to be no funda-
mental change between the two models in the light of the fact that the basic accounting
unit still is the production team, equivalent to agricultural co-operative during the
Soviet model age. Of course it is a fact that productive organizations especially
at the people’s commune level became more complex and diversified in the Chinese
model as they became more self-sufficint.

9 Theoretically, self-sufficiency can be considered on four levels: (i) input materials, (ii)
capitals, (iii) technologies, and (iv) consumption and labor force. The curves drawn in the

figure are based on the first level. Then, so long as a country imports a certain amount of
input materials from abroad, the rate of self-sufficiency at the national level must be below
100 per cent. :



28 THE DEVELOPING ECONOMIES

ITE. What really characterizes the Chinese model in the institution/organization
system seems to lie in the following two aspects. First, decentralization of decision-
making (see Donnithorne [3, Chap. 6] and Schurmann [29]). On the one hand,
in 1958 China changed a centralized planning mechanism in the industrial sector
into a decentralized form. Decision-making power of most of the industries directly
managed by the central government was transferred to local governments.l Some
information indicates that industries still under the central control today are limited
to military, mining, metallurgical, transportation, and industries in the experimental
stage.”” On the other hand, decision-making power was decentralized within every
industrial enterprise.. The “one-man management system” with full authority in
the director of an enterprise was changed in 1957 to a system of “responsibility of
the factory manager under the leadership of the Party committee.” After the Cul-
tural Revolution this evolved into a system of “responsibility of the revolutionary
committee under the leadership of the Party.” Under these management systems,
introduced after 1957, the party could extend and strengthen its power, and the
masses could participate in the decision-making process at all levels. The so-called
three-in-one combination is an example of party (cadres) and mass (workers)
participation in the technical choice or development decision-making process.

IIF. Second, the work incentive system.!? Some authors have stressed the role of
moral incentives in the Chinese model in contrast to material incentives in the Soviet
type of model. It would be a mistake, however, to maintain that the incentive
structure can be bisected between the two models; i.e., that the Chinese model
depends only on moral incentives and the Soviet only on material drives. Galbraith
delineated the incentive structure of capitalist firms into four types; compulsion,
pecuniary compensation, identification, and adaptation [8, Chap. 11]. Etzioni, on
the other hand, classified compliance in organizations into compulsory, utilitarian,
and normative types [6, Chap. 3]. Moral incentives, if they are an inducement
to the ends of an organization by other than compulsory and pecuniary means, are
indispensable to every type of economic system.

When we discuss the work incentive structure in the Chinese model, we should
bear in mind that: (i) since incentives are placed in “continuous order” as explicitly
stated by Etzioni (implicitly by Galbraith), a relatively high priority is given' to
moral incentives in the Chinese model as compared to the Soviet type [31]; (ii)
stressed among moral incentives are a “purely normative” element (see Etzioni
[6] (.e., internalization of norms and /identification with authority—loyalty to

10 Schurmann classifies two types of decentralization. According to his definition: decentrali-
zation I: decision-making power is transferred all the way down to the production units
themselves; decentralization II: decision-making power is only transferred down to some
lower level of regional administration. In the Chinese case, therefore, decentralization IT is
employed substantially.

11 Audrey Donnithorne says that “even the huge Anshan Iron and Steel Company now appears
to be controlled by its province [Liaoning]” [4]. However, an article in Peking Review [27,
1973, No. 2] affirms our view implying that the Anshan Company is still directly under the
ceniral control.

12 China’s work incentive system is explained and analyzed in detail by Christopher Howe [11],
Carl Riskin [28], and Charles Hoffmann [10]. '
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Chairman Mao, for instance) and a “social” element (i.e., sensitiveness to other
people on the horizontal level of human relationships—*“serve the people”); and
(iii) morale is usually raised through various mass movements, sometimes violent
like the Cultural Revolution, but a method which characterizes the Chinese
political system. '

IIG. Finally we should consider the characteristics of the Chinese model in its
value/norm system. “Values” in the sense of long-term goals of economic develop-
ment, e.g., maintenance of national independence and realization of the communist
nation, have not varied as fixed elements of the value/norm system. They may be
a fixed part of environmental conditions since 1949, although it cannot be denied
that the ways to realize these values have been the matter of incessant dispute.!3

The essentials of the Chinese model in this area seem to lie in norms (criteria)
and ideclogies of economic activity rather than in highly abstract values as above.
What types of norms are dominant in the Chinese model? Economic rationality,
at least in the usual sense, cannot be an essential criterion in assessing the results
of economic activity. It puts greater stress on productive relations than on produc-
tive forces, as illustrated by the disputes over agricultural collectivization. In our
terms, higher priority is given to the institution/organization system than to the
good/technology system. Furthermore they try to realize, both socially and
economically, equal relationships among the members within a unit rather than
between units. According to this norm differentials among members in the same
unit are to be reduced or ironed out, even though gaps between units remain or
widen.X Tt is true that the policy to reduce income differentials between agricultural
and industrial sectors through the price mechanism has been employed by the
economic planners.”® In our view, however, this is only a supplementary means to
give more material incentive to peasants.

ITH. Ideologies included in the model’s value/norm system. The PRC is, of
course, a country with an ideology-oriented nature, where ideologies, as “group
ideas, beliefs, and modes of thinking” [17, Chap. 2], play an extremely important
role in economic activity. Ideology of “self-reliance” and/or “subjective initiatives”

13 Tt seems that China’s value/policy system is (or has been) stratified .as follows:
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Level 1 is superior to level I, in turn, superior to level III, as explained in IE. The more
superior elements, i.e., level I, are of the most abstract nature, so they do not change easily.

14 We share the same view in this respect with Carl Riskin [28] and Audrey Donnithorne [4].

15 The recent price system in the PRC is described with much data in Jinmin Chigoku [16].
It is said that price differential between industrial and agricultural products in 1972 was
reduced by about 45 per ceni compared to that in 1950.
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require emphasis in this area, in particular. According to this ideology, as the
national economy must be self-reliant in the international economy, so to must the
local sector be self-reliant in the national economic system. Capital formation and
technological development should be pushed forward or accelerated even when
material means are lacking, as exemplified by the model village in Tachai.

HI. In summary, when the main characteristics of the Chinese model are put in
order in Figure 4 below, we find out that they are interrelated and logically con-
sistent.

Fig. 4. Characteristics of the Chinese Model
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The problem of whether the broad economic system is actually workable or not
is a different thing.!®* However, space does not permit us to discuss this problem
in detail, except for the point that it is natural to expect that a new model will be
created, if either pressure of environmental conditions increases much more, or
if some potentially unworkable elements within the value/policy system function
to break out of certain “minimum levels” required to maintain the present model.

IIJ. What factors led to the formation of this model? Through what process was
the model shaped? Keeping in mind the process of economic development described
schematically in ID, two factors need to be emphasized. First, the gap between the
Soviet model used during the first five-year plan and the actual economic system
in the broad sense defined in IIB. It is directly related to environmental conditions
(i) and (ii) pointed out in IC. The gap was observed first in the agricultural
production area.

In 1956, agricultural collectivization was vigtually completed, a key objective of
this collectivization was that the state secure a necessary share of marketed agri-
cultural products to foster development, and what troubled the planning authorities
was, again, ironically, the agricultural problem caused by an unexpected crop failure
in 1956. Since 1957 special emphasis was placed upon the role of agriculture, not
only as a supplier of foodgrain for consumption and input for industry, but as a
main source of export and public revenue. Nineteen fifty-six was also the year that

16 Galbraith concluded from his impressions on a short visit to China that she created a very
effective economic system [8]. Although the quantitative data is too insufficient to reach a
final conclusion, our view is that the Chinese economy is working fairly effectively, taking
consideration of its scale and underdeveloped level.
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the PRC began to pay off loans from the Soviet Union with large exports of agri-
cultural products.

About 80 per cent of the materials required by our country’s light industry rely on

agriculture, while light industry shares about half of the total industrial production.

About 80 per cent of goods demanded by our people for consumption are agricultural

and their processed products. About 75 per cent of the goods for export are also

agricultural and its processed products. [7]

Even more, they came to understand from experience the economic law that
growth rate of industrial production as well as the whole range of economic activity
is directly and deeply conditioned by agricultural output during the previous year.

Nineteen fifty-two and 1955 were bumper years and the national economy developed

relatively fast in 1953 and 1956. On the contrary, 1954 and 1956 were years of crop

failure and the national economy developed relatively slowly in 1955 and 1957. [7]

Thus agriculture became the superior element in the value/policy system, or
model, in China. The emergence of the theory of “simultaneous development of
industry and agriculture,” a main component in the “general line of socialist con-
struction” launched at the outset of the Great Leap, and the theory of “agriculture
is the foundation” which appeared formally in 1962 after the natural calamities
during 1959-61 cannot be understood outside this context.

IIK. Second, the cleavage which developed between the PRC and the Soviet Union.
This factor relates to the environmental conditions (iii) and (iv) in IC. As is well
known, ideological controversies came to a head in 1960, followed by the Soviet’s
decision to withdraw their technical experts from China and to nullify the technical
contracts, causing a serious split between the two powers. It should be pointed out
that the PRC seemed to have purified or strengthened her own value/norm concep-
tion, in proportion to the severity of her criticism of the Soviet Union. Further,
as relation became worse finally reaching a stage of armed clashes along the borders,
China was forced to change some elements in the goods/technology system in rivalry
with the Soviet Union, e.g., large-scale construction of shelters or technological
development of atomic energy. The very idea of establishing regionally self-
sufficient areas, in our view, is primarily a product of military strategy, rather than
simply a kind of economic efficiency (see, for example, [32] [1D.

III. THE CHINESE MODEL AND FOREIGN ECONOMIC SYSTEMS

IIIA. The scope of our analysis can be extended to explicitly include foreign
economic systems, i.e., as one of the environmental conditions, to consider the
problem of interrelationships between various economic systems in an international
perspective. Our analysis here is confined to the problem of how economic
development in one country influences the economic system of another. We shall
provide first a conceptual framework for the following discussion, then apply it to
the economic interrelationships of the PRC and the Soviet Union. The problem
of economic relationship of China with foreign economic systems will be taken up
in the next section, with special reference to her influence on Japan and other Asian
countries. :
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ITIIB. It is convenient to begin the analysis by defining “economic impact.” We
define that economic impact is one received by one economic system A from another
B, when a change in A (or its elements) from its (their) normal state is caused by
a change in B (its elements). On thé contrary, B system is said to have given
economic impact on A. This definition implies that when two economic systems,
or elements belonging to different systems, are connected with certain kinds of
input-output relationships, an impact is being exchanged, unless the two are in a
steady state.!” In the case of above example, A receives an input from B. An impact
is called “effective,” either when there are a great number of elements which receive
the impact, or when an element varies in great degree as a result of the impact. On
the other hand, a system is called “impact absorptive” when the impact effect leads
to the creation of a new equilibrium state with a lapse of time.

IIIC. In analyzing how China’s economic development was able to influence
neighboring countries, A. Eckstein classified three types of influences: (i) power
effect, (ii) trade effect, and (iii) model effect [5, Chap. 1]. Relying on the definitions
given in ITIB above, we can redefine Eckstein’s effects (i) and (ii) as follows:
Trade effect—the impact effect which the goods/technology system of one
country gives to that of another.
Model effect—the impact effect which the value/policy system of one country
gives to that of another. _
Then, it must be clear what factors determine the economic impact in the above.
Lange suggested the following two propositions on the system’s “reliability” [22,
Chap. 5].
(a) Reliability decreases when the elements joined in a series increase.
(b) It increases when the number of elements selectively joined in parallel
increases.
Analogous to these propositions, we can suggest, first, the following two proposi-
tions on the impact effect.
(i) The impact effect increases when the number of elements joined in a series
increases.
(ii) Tt decreases when the number of elements selectively joined in parallel
increase. (See Figure 5.)

Fig. 5.
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17 By steady state, we mean the state that every element grows at the same rate. Of course it is
difficult to specify a steady state of the value/policy system.




CHINESE MODEL OF ECONOMIC DEVELOPMENT 33

We can add two more propositions, keeping in mind possible forms of connection
between the system’s elements. ' ‘

(iii) It decreases when the number of nonconnected.or independent elements
increases. '

(iv) Even if joined in a series, it decreases when the connections between
elements are weak, or when the element closer to the impact (e.g., element
A in the figure above) is inferior to the element directly connected with it
(e.g., element B).18 ' » '
The proposition (iii) is so self-evident that we need . not prove its reality. The
proposition (iv) seems to be relevant to the real world, at least partially. It is
Jogically consistent with our definition of element “superiority” (see IE).

IIID. On the basis of the conceptual framework in IIIB and ITIC, we can now
analyze the impact which the PRC has received from foreign economic systems to
date. '

First, that on the trade effect. Needless to say, it was from the Soviet Union
that the PRC received the most effective impact during the 1950s, when her
economic relationships with the- Soviet bloc were so intimate that trade with the
soéialist countries amounted to about 70 per cent of the total of China’s foreign
trade. Furthermore, she depended heavily on Soviet Union export of machinery
and plant, to support her industrial policy of developing producer goods industries.
In 1959 about 60 per cent of the PRC’s import from the Soviet Union was machinery
and industrial equipment, about 40 per cent of which was complete plant. -

As far as economic impact of the Soviet Union on the PRC’s goods./'te.chnology
system in this period is concerned, the following statements are relevant. '

Eckstein says:

The significance of the imports [from the Soviet Union] is heightened by the fact that
China could not have obtained much in the way of machinery, equipment, and com-
plete plant installations from any other source because of U.S. and allied trade
embargoes. The same applies with possibly even greater force to Soviet technical
assistance. Even without the embargoes ard with a more favorable international
climate, it is doubtful that China could have received, or indeed would have invited,
technical assistarice on such a scale and for such highly strategic capital projects as
the development of electric power, atomic energy, and similar undertakings. [5, p. 168]

On the basis of the input-output analyses of effect which the trade severance had
on the PRC and the Soviet Union respectively, Niwa concludes:

Although the rate of influences caused by a change of trade between 1959 and 1965
[from the PRC to the Soviet Union] on the China’s gross national output is totally 2.8
per cent, the influences on sectors “petroleum and its products,” “iron ore,” “steel,”
“processed metal products,” “machinery,” and “other producer goods” are indicated
[by his analysis] to be considerably great, so that we can estimate ‘that the Chinese
economy would have been dealt a fairly hard blow by the China-Soviet split. Particularly,

18 Political actions sometimes prove this proposition. For instance, former Premier Satd dis-
charged many ministers (i.e., inferior: elements) in his cabinets in order to prolong his
political life. President Nixon’s strategy, today, is another example. . ;
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the rate of influences on “petroleum and its products” was as great as 343 per cent,
thus it was proved that increased production of petroleum was of vital importance
[to the PRC] in this period. . . . [On the contrary] to the Soviet economy, it is clear
that the influences of a marked decline in her trade with the PRC and of the changes
in its commodity composition between 1959 and 1965 were very slight. [25, pp. 157,
159] :
Niwa’s conclusion seems to suggest applicability of the proposition (iv) to China-
Soviet trade relaitons, that is to say, such elements as petroleum in China’s goods/
technology system were relatively superior to Gthers.

IIE. Since 1960 the PRC has changed her trade partners from the Soviet bloc to
the capitalist world, with, generally, advanced countries as her import market and
developing countries, particularly Southeast Asian, as her export market (see
Table I). At the same time she began to vary her trade partners much more than
before. It was a policy of “risk-aversion,” or one means of decreasing impact effects
which the PRC could potentially receive from foreign economic systems. Proposi-
tion (ii) is supported by this fact, too. :
TABLE I

CHINA’S TRADE BY AREA AND COUNTRY, 1965-70 -
(Millions of U.S. dollars)

1965 1970

Area and Country

Total Imports Exports Total Imports Exports

Total (all countries) 3,880 1,845 2,035 4,220 2,170 2,050
Non-communist countries 2,715 1,330 1,385 3,395 1,825 1,570
Developed countries 1,495 920 575 2,230 1,555 675
Of which: '
- Japan ' 478 257 221 855 600 255
Western Europe 650 350 300 1,015 660 355
Less developed countries 860 405 455 790 265 525
Hong Kong and Macao 360 5 355 375 5 370
Communist countries 1,165 515 650 - 825 345 480 .

-Source: A.H. Usack, and R.E. Batsavage, “ The International Trade of the People’s
Republic.of China,” in People’s Republic of China: An Economic Assessment, A
Compéndium of Papers submitted to the Joint Economic Committee, Congress of
the United States (Washington: . U.S. Government Printing Office, 1972).

IIIF. The second point regards the model effect. Since the PRC employed the
Soviet model during the first five-year plan period, a certain part of her value/
policy system must have been influenced by the Soviet Unjon at that time. There
had never been any doubt in the minds of Chinese economic planners, at least
before 1956, that the Soviet model should be applied to the Chinese mainland. This
* is symbolized by such slogans as “lean to the Soviet Union,” or “the Soviet Union
is our elder brother.”*® After the PRC began to stand on her own feet, she
19 Schurmann said, “The details of the responsibility system as outlined by the directive are so

similar to Soviet methods that there can be little doubt that the directive was drafted on the

advice of Soviet experts.” However, he added, “In 1956, when one-man management was

officially revoked, it became clear that many factories had never put the Soviet methods into

operation. These factories were mostly light industries and industries distant from North
China” [29, pp. 252-53].
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recognized that she could not refer to any foreign model of economic development,
and that a model should be provided to other developing countries. Model effect
from abroad disappeared after the Chinese model was employed.

IIIG. What is more important is that China’s goods/technology system sub-
stantially decreased any economic impact effect from abroad. This implies that
the trade effect, too, has disappeared since the time when the Chinese model started.
It further implies that the Chinese model has an inherent impact absorbing capacity.
Following the conceptual frameworks presented in Sections I and III, we should
like to explain why.

(i) Policies on goods and technology. We pointed out in Section IT that the
main characteristic of the Chinese model in this area was to establish regionally
self-sufficient areas (units) with agriculture as the basis. Since self-sufficient areas
are “independent elements,” they can decrease the impact effect from abroad (see
proposition [iii]). Furthermore, since agricultural production is performed in the
ecological system, the impact effect in the Chinese model is relatively slight com-
pared to the Soviet type, which basically relies on industrial production working
in the physical system.2 :

(i) Policies concerning institutions and organizations. We mentioned that one
of the characteristics of the model in this area was decentralized decision-making
power. We find that in this system the nature of joints in parallel is strengthened
much more than in the purely centralized decision process. The reason is: whereas
impacts from abroad is at first joined to the “center” in both models, since foreign
trade is monopolized by the central organization in any socialist system, even the
units at lower levels can make decisions on not only orders (or impacts) from upper
units (e.g., the center) but also on environmental conditions particular to their units
in the decentralized process. For instance, cadres at the people’s commune or
county level can decide to produce more fertilizers, utilizing local materials, even
if imports of fertilizer from abroad stopped. Thus propositions (i) and (ii) seem
to apply to the centralized and decentralized models respectively.

(i) Value/norm system. The Chinese model is impact absorptive in the sense
that a self-reliance ideology induces people to modify or reconstruct the elements
which receive impacts from foreign systems. It should be kept in mind that the
Chinese people were able to substantially absorb, although with difficulty, impact
effects from the Soviet Union, by designing industrial plant and machinery by
themselves. Our view is that these undertakings could not be accomplished unless
they were indoctrinated by ideology.

The statement (jii), although it cannot be supported by any of the propositions
in IIIC, seems to be most important in understanding the impact absorbing capacity
inherent within the Chinese model, since the value/norms are the superior elements

20 Compare agricultural and steel production, both of which rely on, to the same extent, imports
of materials (e.g., chemical fertilizer for agriculture and iron ore for steel), and assume that
no inventory exists in both sectors and prices do not change. If the imports stop one day,
steel cannot be produced at all the next day, whereas agricultural production can continue
by utilizing, say, organic fertilizers or manure. In other words, elasticities of substitution are
generally higher in agriculture than in modern large-scaled industry.
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in the entire economic system, as implied in Figure 1. In other words, so far as
an economic system involves the same value/norm system as in the Chinese model,
it can be potentially impact absorptive.

IV CHINA’S ECONOMIC DEVELOPMENT AND ITS RELATION
TO ASIA

IVA. "As pointed out in the previous section, China’s economic development can
give certain impact on Asian countries, so long as she maintains economic relations
with them. If she develops faster, her economic impact, ceteris paribus, can be more
effective. ' We have said in IIIF that there are two areas in Asia for the PRC to
keep close but different kinds of contact with. One is Japan, an indispensable
import market in which to introduce producer goods. Another is the vast area of
developing countries, including Hong Kong and Singapore, for China can gain
foreign exchange here.

The problem to be discussed in this section is which type of economic impact
the PRC will be able to have on these two different areas. Since Japan will not
accept the Chinese model, at least either totally or in the near future, the problem
is further confined to both trade and model effects from China on developing areas
in Asia, and her trade effect on Japan. Two assumptions should be made here: (i)
that the Chinese model will be, at least substantially, sustained in the future for
which our prospects are valid, and (i) the bitter Smo Soviet rivalry continues in
all areas, from political to ideological.*

IVB. First, China’s trade effect on Asia’s developmc area. Our conclusions can
be summarized as follows.

(a) If; as is predicted by others (see Ishikawa [13]), China’s exports and imports
will grow at a rate of from 5 to 8 per cent annually, which is plausible,?® then the
relative place of the PRC in Asian trade markets will not significantly change.?
This prospect is supported by others. Kawata, for instance, argues:

The expansion of China—Southeast Asian trade seems to be limited both with respect

to exports and imports, especially the latter. Further, judging from the aspect of

“China’s financial resources at present, it is unlikely that China will go far ahead to
assist with large-scale projects which might have great influence on her trade balance

-with the Southeast Asian countries. Thus, even if normalized trade relations may bring

some trade growth, still the rate will be hardly appreciable. [18]

However, some countries, €.g., Thailand or Malaysia, will posmbly be 1nﬂuenced
by the China trade to a greater extent than at present, when political relations are
resumed, even though the rate of growth might “be hardly appreciable” in the
short run.

(b) It is more difficult to predict what China’s future aid to this area will be,

21 These assumptions are vital in the sense that we cannot make predictions of the Chinese
economy without them. '

22 It seems to be supported by assumption (i) above in that China’s possible growth rate implied
by the Chinese model will not be higher, at least in the short run, than the Soviet type.

28 Of course, how Asian trade markets expand, or how each country economically grows,
remains to be seen.
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since economic aid, whether grants or technical cooperation, are usually connected
to the aid-domor’s political considerations. For instance, if the Soviet Union
decided to give 100 million dollars in grants to India, the PRC might provide the
same amount of aid to Pakistan to counterbalance Soviet influence on India. But
it seems reasonable to suppose that her aids as a whole will not be large in volume,
nor will they increase at a higher rate of growth than her trade with the area. One
of the grounds for this conjecture is that China would use foreign currencies for
domestic .capital formation to the amount that she earns from trade markets. In
addition, this is in keeping with her aid ideology:

The reliable way to develop national industry and realize industrialization is to rely

mainly on one’s own efforts while taking international aid as an auxiliary on the

principles of equality and mutual benefit. [27, 1973, No. 15]

(¢) Moreover, China’s moves to penetrate those countries as a promising market
of her exports of agricultural and light industrial products can be checked to some
extent by her foreign economic policy (or ideology), whether of trade or of aid.
Leaving aside the “equality and mutual benefit” principle quoted above, China
has said:

We hold that countries giving truly internationalist aid must strictly respect the

sovereignty and equality of the recipient countries, attach no conditions and ask for

no privileges. If one thinks that by giving another something he is entitled to dictate
everything to the recipient, or arbitrarily tears up agreements, withdraws experts and
sabotages the recipient’s industrial effort when the latter refuses to be ordered about,

this is out-and-out hegemonism and neo-colonialism. [27, 1973, No. 15]

It is evident that the criticism of “out-and-out hegemonism and neo-colonialism”
is directed towards the Soviet Union. More important, it implies that as long as
assumption (ii) holds, China’s policy (or ideology) will be maintained by the Chinese
themselves, because, in our view, they will try to prove their ideological superijority
to the Soviet Union in this aspect, too.

IVC. Second, China’s model effect on this area. Some authors have recently
stressed the Chinese model’s “exportability” to developing countries, pointing out
the remark made in ECAFE’s 1973 report:
It should be emphasized that China’s experience in the social and economic field is of
extreme importance. The impressive effectiveness of certain pragmatic and logically
simple steps provides an important lead for similar action in other countries. [30,
p. 223]
Ishikawa, too, concludes in a different context:
The Chinese model of economic development will gradually disseminate among these
developing countries. This dissemination will be facilitated by an extension of China’s
economic aid, which will play the role of missionaries of the Chinese model. [13]
Our view is quite different. As far as ECAFE’s remark on China’s experience in
economic development is concerned, it should be mentioned that it was given as a
message greeting Chinese representatives participating for the first time in an
ECAFE meeting. Moreover, as our discussion indicates in Section I, a model created
and developed in one country cannot be directly applied to the conditions of another.
It should be remembered that the pure Soviet model could not be applied success-
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fully to the Chinese situation (see IIJ). It does not seem to work well with different
institutions/organizations or values/norms.

In our view, the Chinese model’s effect, if any, is related to its value/norm system
alone, particularly the norms and ideologies for economic development, which
might have more exportability than the policy system, since they are more abstract,
they are more applicable to other systems. We cannot deny the possibility that
China’s ideology, of self-reliance for instance, might become influential among the
young generation of these areas, once they recognize that economic development
pushed forward by foreign capital and technology usually brought corruption of
political leaders and widened income inequality among the people of their own
country.

IVD. Third and finally, several comments on China’s trade effect on Japan are
in order. Since the two countries normalized diplomatic relations in 1972, imports
and exports have risen sharply, although the relative position of Japan’s China
trade is still low.?* The total amount of imports and exports was approximately
2 billion dollars in 1973.

Recent trends in Sino-Japanese trade may be characterized as below:

(a) A tendency to balance trade: while China’s exports to Japan more than
doubled between 1968 and 1972, from U.S.$224 million to $491 million, her
imports increased at a slower pace from $325 million to $609 million.

(b) Chinese petroleum exports: the PRC started to export petroleum to Japan
in 1973, although volume was limijted to 1 million tons. Significantly changes are
possible in the commodity composition of China’s exports in the future.

(c) Plant exports to China: as China’s industrialization geared up after the
Cultural Revolution, she imported complete plant from advanced capitalist coun-
tries, including Japan and the United States. Particularly large quantities of
chemical and steel making plants were imported from Japan (see, for example, [33,
Chap. 8] [12]). This may mean that a new economic policy of industrialization,
differing from the pure Chinese model of Section II, is being introduced.?

IVE. On the basis of observations above and assumption in IVA, we can project
possible trends in future Sino-Japanese trade. China’s exports: resource exports
will grow more. Petroleum, iron ore, anthracite coal, and other mineral products
will be the main exports. Japan, then, will have to make a careful decision between
the two big exporters of mineral resources, the PRC and the Soviet Union, as to
which one can provide Japan with more natural resources, considering not only

24 Japan’s China trade/her total foreign trade is as below:

(%)

1968 1969 1970 1971 1972

Exports to China 2.5 2.4 2.9 2.4 2.1
Imports from China 1.7 1.6 1.3 1.6 2.1

25 See K.I. Chen [2]. He argues that growth-oriented policies will be introduced to the PRC in
the near future.
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economic benefits and costs but also a political impact the decision will have on
the international relations. Although the so-called development export method,
aimed at developing export goods by funds and techniques of the importing coun-
tries, has been rejected by Chinese officials, a similar method might be introduced
excluding mineral resources. For example, the PRC might start to export to Japan,
on contract, the goods whose comparative advantage Japan has or will have lost
in the international market, and agricultural products and items of industrial con-
sumer goods, if today’s inflation continues.
_ An aspect of Japan’s exports to China will be that plant export is accelerated
for a while, but when the Chinese are almost self-sufficient in technology, further
increase of this type of export cannot be expected. -On the whole, our conclusion
is that Sino-Japanese trade cannot expand as much as is imagined from the 1973
trend, so long as assumption (i) holds. i
What is more important, the future of China-Japan trade seems to depend on
Japan’s decision as to which policy should be chosen, growth or stability. If Japan
chooses the former, China trade will be interwoven in the Japanese economic system
causing a greater trade effect from China than if she chooses the stability policy.

(March 1974)
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