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Author’s Preface
to the English-Language Edition

I'am truly delighted to be presenting this book to readers in the English-speaking
world by virtue of the translation provided by a young and talented “Japan and
China hand,” Stephen M. Harner, As a China watcher, I have heretofore often
consulted the writings and views of U.S. and British researchers. In an open
world, it is inappropriate that the products of intellectual labor should be im-
ported only. It has thus been my desire to some day reciprocate the generosity
shown to me.

It is my sincere hope that this book will, through deepening Americans’ under-
standing of modern China’s economic development, contribute in a small way to
the advancement of U.S.-China relations.

Susumu Yabuk:
Tokyo
March 1994



Author’s Preface
to the Japanese Edition

It has been fifteen years since Deng Xiaoping instituted the reform and liberaliza-
tion policy in the late 1970s. Initially this set of policies was regarded as a small step
toward compensating for the deficiencies of the policies of Mao Zedong. However,
it has constituted a critical step toward the conversion from a planned economy to
a market economy.

The term “socialism” is still applied, but the reality is that these fifteen years
have produced a decisive and irreversible change in the nature of the system. The
old model for Chinese socialism, Soviet-style socialism, has disappeared from
view and from mind, leaving only certain troublesome vestiges. In China, conser-
vatives find little left to indulge their nostalgia.

How did the reform and liberalization policy evolve? And how did the conse-
quent development—the conversion from a planned economy to a market econ-
omy—unfold and progress? What changed, and how? This book is an attempt to
answer these questions, and to do so based on a rigorous review of the relevant
data.

Reform and liberalization are presented as a duality, but in fact the liberaliza-
tion policy was the starting point of everything. What awakened China from its
“socialist delusion” was not the realization that it would never catch up with the
developed countries (Japan, Europe, and the United States) but rather the exam-
ples of the newly industrializing Asian economies of Hong Kong, Taiwan, South
Korea, and Singapore and later those of members of the Association of Southeast
Asian Nations. The example of countries so close to China was the inescapable les-
son. China’s awakening has proceeded from the special economic zones to the four-
teen coastal cities and from the coastal region to the Yangtze River; to the regions
bordering on the former Soviet Union (the northeast and the northwest); to the
regions bordering Vietnam, Thailand, and Myanmar; and now in all directions. It
is also permeating vertically the multiple strata of the society and economy.

Statistical reporting has been keeping pace with this tremendous transforma-
tion, Symbolic (and also substantive) is the conversion effected in the “Statistical
Communiqué of the State Statistical Bureau of the PRC on National Economic
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XXVIII Author’s Preface to the Japanese Edition

and Social Development in 1991,” published in Beijing by the State Statistical Bu-
reau in 1992. In this communiqué, summarized in People’s Daily, February 29,
1992, the term “gross value and industrial and agricultural output” {GVIAO) dis-
appeared and was replaced by “gross national product” (GNP). In the near future,
we can expect a complete conversion from the socialist MPS (material products
system) method to the Western SNA (system of national accounts) method.

This book relies heavily for basic data on Statistical Yearbook of China. Also em-
ployed is recent statistical information that has begun surging like floodwaters
from sources such as provincial statistical yearbooks and Foreign Economic and
Trade Yearbook. So abundant has statistical material from China become that it is
necessary to consolidate and condense the information in order not to be inun-
dated by it. This is one of the objectives of this book.

This book continues in the style of my previously published The Economic Level
of China: Illustrated (Tokyo: Sososha, 1987) but is totally different in content, for
two reasons. First, the subject, the economy of China, has undergone a major
metamorphosis. Second, the statistical data necessary to describe the change have
become available. Also to be mentioned are improvements in word processing and
printing technology; advances in presentation media inevitably influence content.

When I reflect on the origin of this book, I begin with my article “Thirty-five
Years of the New China in Figures,” published in Chuokoron, November 1984. The
Economic Level of China: Illustrated was an expansion of this idea. I continued this
approach with new data in “China: Ten Years of Reform and Liberalization,” Sekat,
December 1988.

Bringing together data and figures from previous works, updating, and adding
new material proved to be an extremely time-consuming and physically demand-
ing project. I must apologize that I can only mention names of persons who di-
rectly helped me. They are Motohiro Kondo, editor of Chuokoron; Kan Yamazaki,
editor of Sekai; Kiyoshi Inagaki, Mitsubishi Research Institute (senior researcher,
International Trends Analysis Center); Hideo Ohashi (former researcher,
Mitsubishi Research Institute, currently Senshu University associate professor);
Hiroshi Waki (expert on Chinese personnel issues), who assisted in analyzing per-
sonal relationships; Akio Takahara (Oberlin University associate professor), who
assisted on wages; Koji Kobayashi (former senior fellow, Institute of Developing
Economies, currently Kansai University professor), who gave me the opportunity
to organize data on the development of the liberalization policy; Tadayoshi
Murata (professor, Yokohama National University), who assisted in using the
FM.TOWNS personal computer; and Kazuyoshi Shiraishi (director, Research Of-
fice, Overseas Department, Agricultural Research Institute, Ministry of Agricul-
tural and Water Resources), who provided his rigorous comments on the proofs.

Finally, the greatest contribution was from the editorial department of my pub-
lisher, Sososha, particularly Kimiyoshi Nakamura, Yuna Shimaguchi, and the late
Keiko Takeda. Their efforts in gathering materials, producing illustrations, and



Author’s Preface to the Japanese Edition XXIX

proofreading were extraordinary. Of course, many of the illustrations were pro-
duced based on the comments and suggestions made by readers of my previous
works. To all and for all of the above, my deepest gratitude.

Susumu Yabuki

Personal Residence in the
Western Suburbs of Tokyo
March 1994



Translator’s Preface
to the English-Language Edition

China’s continuing quiet revolution has implications for all the countries of the
world and for its close neighbor, Japan, more than most. It is not surprising, then,
that political and economic analysis on China in Japan is both abundant and of
high quality. This book is an example.

As Japanese businesses survey the world today, China looms as an enormous
and inevitable strategic challenge—in many ways the “Last Frontier” Their re-
sponse to this challenge is proving worthy of it and typically Japanese—that is, in-
volving painstaking, detailed, dispassionate research into the risks and potential
rewards. This research is being conducted by the companies themselves, by in-
dustry associations and quasi-governmental agencies like JETRO, and by the aca-
demic community, often in business advisory roles.

It was in this context that the original version of this book was written by Pro-
fessor Susumu Yabuki, in close cooperation with his longtime publisher, Sososha
Ltd., which specializes in books and materials on China. Professor Yabuki is one
of the most respected of Japan’s younger, postwar generation of China scholars.
This will be the first time one of his works has appeared in English. The book was
initially directed toward Japanese corporate executives and students and was de-
signed to provide a concise but in-depth overview of the major issues in China’s
political economy. The fundamental and highly estimable approach of the author
and publisher was that “a picture is worth a thousand words”—hence the exten-
sive use of charts and graphs based on the mass of statistics coming out of China.
The book’s original title was The Economy of China: Illustrated (Zusetsu: Chugoku
no Keizai). The original work enjoyed three printings in Japan. A revised edition
was published in January 1994.

For the current translation, Professor Yabuki, Sososha Ltd., and I, together
with Westview Press, have completely updated the original Japanese book, using
the most recently available statistics from China and Japan. In addition, we have
added new chapters covering political and economic developments and trends
through 1993 and into 1994 and incorporating thoughts on the post-Deng era and
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XXX11 Translator’s Preface to the English-Language Edition

differing U.S. and Japanese approaches to China on the issue of human rights and
development.

With the addition of the new material, especially, we feel that American readers
will find in this book a uniquely comprehensive and yet clear and in-depth pres-
entation of the key issues, challenges, and opportunities presented by China,
whether the readers are approaching China as businesspersons, scholars, stu-
dents, or generally interested individuals.

The translator’s role is to give to an author a voice in another language, striving
always to convey the author’s message, and not to substitute the translator’s. This
I have tried to do faithfully. At the same time, however, I was asked by Professor
Yabuki to assume the role of an American reader and to suggest changes to make
the presentation interesting and accessible to American audiences. This | have
also done, particularly in Chapters 19, 20, and 21, In all these endeavors I have
been greatly assisted by and owe thanks to Susan L. McEachern, acquisitions edi-
tor at Westview Press, as well as Kimiyoshi Nakamura, president of Sososha Ltd.,
and of course, Professor Yabuki. Finally, I must thank my wife, Annie Lai Harner,
whose patient support and efforts to educate me about China over twenty years of
marriage deserve any credit for this translation.

Stephen M. Harner
March 1994



Contents

List of Tables and Boxes

List of Illustrations

Author’s Preface to the English-Language Edition
Author’s Preface to the Japanese Edition

Translator’s Preface to the English-Language Edition

Fifteen Years of Reform After Thirty Years of
Utopian Socialism

The Population Explosion: An Intractable Problem

The Chinese Population Pyramid, 7

Ma Yinchu’s Warning Ignored, 9
Formulation of the One-Child Policy, n
The “Four-Two-One Syndrome,” 12
Population Forecast for the Year 2000, 13

The Economic Consequences of Changing
Political Tides

Chinese Concepts of OQutput and Income, 17
Variations in Growth Rates for National Income, 19
Chinese Business Cycles, 22

Periods of Economic Construction, 24

Obstacles to Reform in China’s Planned Economy

“The Superiority of the Socialist Economy,” 31
Managing Resources in a Planned Economy, 31
Enterprise Organization in China, 35
“Third-Front Construction,” 36

XIII
XIX
XXV
XXVII
XXXI

17

31

v



VIII

10

The Irreversible Transformation from a Planned
to a Market Economy

The Third Plenum of the Eleventh Party Congress, 41
Evolution of Economic Concepts, 41
Inflation, Repression, and the Revival of Reform, 43

Economic Momentum Shifts to the Nonstate Sector

The Decline of State-Owned Enterprises, 47

Deficits in State-Owned Enterprises, 49

The “Triangle Debt” Scandal, 51

Growth of Township and Village Enterprises, 53

The Upsurge of Foreign-Invested Enterprises, 56
Potential for Development of the Private Economy, 59

Wage Reform and the Rise of China’s Power Elite

Average Worker Wages, 61

Reform of the Civil Service Wage System, 63

The Wage System in Large and Medium-Sized State
Enterprises, 65

China’s Privileged Class, 71

Communist Party Cadres Are Shaken by Reform, 73

From State- to Enterprise-Determined Wages, 76

Constraining Wage Levels Through Full Employment
Policies, 77

National and Per Capita Income

China’s GNP and GNP Growth Rate, 81

Per Capita GNP, 82

Disparities in Per Capita GNP at the Provincial Level, 84
Disparities in Per Capita GDP at the Municipal Level, 86

The Never-Ending Struggle to Feed 1.2 Billion People

Supply of and Demand for Grain, 91
Land and Labor Productivity, 93
Pessimistic Qutlook for the Future of Agriculture, 95

The New Focus on Tertiary Industry

China’s Distorted Industrialization, 99
Defining Industry and Scale and Share of Enterprises, 100

Contents

41

47

61

81

01

99



Contents

11

12

13

14

15

16

Changes in the Sectoral Structure of Industry, 104
Regional Structure of Industrial Production, 105
Promoting the Development of Tertiary Industry, 107

Accumulating Deficits and Central-Regional Competition
for Financial Resources

Aggressive Deficit Budgeting Begins in the Deng Era, 111
Effects on Tax Revenues of Fiscal and Enterprise Reforms, 113
Increasing Regional Financial Independence, 118
Distribution of Tax Revenues, 120

Inflation: Threat to Reform and Social Stability

Measuring Prices in China, 123

Inflation in the 1980s and 1990s, 124

Adjusting for Distortions in the Price System, 127

The Scourge of Guandao, 129

The Relationship Between Prices and the Money Supply, 131
Banking System Reform and Creation of Securities Markets, 133

The Energy Constraint

Chronic Energy Insufficiency, 137
The Energy Mix, 138

Warnings of an Ecological Crisis

The Myth That “Socialism Does Not Produce Pollution,” 145

The “External Diseconomies” of Environmental
Destruction, 146

Environmental Conditions in 1991, 148

Japan-China Cooperation in Environmental Protection, 149

Balance of Payments and Foreign Trade

Emphasis on Foreign Trade Under the Liberalization Policy, 153
Composition of Foreign Trade Goods, 155

Trading Relationships by Country and Region, 159

Foreign Borrowing and Acceptance of Direct Investment, 161
The Balance of Payments and Foreign Debt Repayment, 163

Japan-China Economic Relations Post-1972

Twenty-Year Record of Japan-China Trade, 167
The Commodity Composition of Japan-China Trade, 170

X

111

123

137

145

153

167



17

18

19

20

21

22

Momentum Builds for Japanese Direct Investment, 171
Behind the First to Third Yen Loans to China, 173

Opening the Coastal Region: Achievements and
Regional Disparities

Comparative Power of China’s Economic Zones, 177

Formation of Transnational Market Areas, 179

The Nonstate Sector: Driving Force of Coastal
Development, 183

Direct Foreign Investment in Open Cities, 186

The Surge in Regional Liberalization

Documents No. 2 and No. 4 (1992) of the Chinese Communist
Party Central, 191

The Dévelopment of Shanghai’s Pudong District, 193

The Grand Project: Construction of the Three
Gorges Dam, 197

Opening of the Port Cities on the Yangtze River, 199

Dalian: Preferred Entry Point for Japanese Firms, 202

The UN’s Transnational Plan for the Tumen River, 205

Managing Growth and Reform in 1993: Transition to
the Post-Deng Era

Deng Xiaoping Unleashes Faster Growth, Then
Overheating, in 1992 and 1993, 209

Zhu Rongji Grasps for Macro Control of the Economy, 214

Jiang Zemin Cracks the Whip on Corruption, 220

China’s Prospects and U.S.-China Relations

China’s Economic Fundamentals, 223

Why Soviet Reforms Failed and Deng’s Reforms Succeeded, 224

Japanese and U.S. Approaches to China: Political or Economic
Reform First? 226

Charting China’s Development to the Year 2000

China’s Standard for “Being Well-Off” in the Year 2000, 229
The November 1993 Third Plenum Decision to Establish a
Socialist Market Economy, 231

Chronology: Evolution of the Reform and Liberalization
Policy (1978-1993)

Establishment of Special Economic Zones, 243
Opening of Fourteen Coastal Cities, 245

Contents

177

191

209

223

229

243



Contents X1

Position of the Open Zones in the Seventh Five-Year Plan, 248
New Regulations Governing Foreign Investment, 249
Wavering on Liberalization After the Purge of Hu Yaobang, 251
Thirteenth Party Congress Reconfirms Liberalization Policy, 252
China Acknowledges Net Aid Recipient Status, 253
The Tiananmen Incident (June 4, 1989): Liberalization
Suspended, 255
Resurrection of the Liberalization Policy, 256
Soviet Disintegration Sets Back Deng’s Initiatives, 257
Deng Xiaoping’s 1992 Spring Festival Performance Speeds
Up Liberalization, 258

Annotated Chronology 263
Appendix 1: Chinese Communist Party Central Committee

Document No. 2 (1992): Important Talks by Deng

Xiaoping 289
Appendix 2: Chinese Communist Party Central Committee

Document No. 4 (1992): Multi-Directional,

Multi-Strata Liberalization 295
Appendix 3: Chinese Communist Party Central Commilttee

Document No. 5 (1992): Decision to Speed Up Tertiary Industry 299
References 305
About the Book, Author, and Translator 307

Index 309



TABLES

2.1

3.1
3.2
33

4.1
4.2

4.3
5.1

6.1

6.2

6.3

6.4
6.5

7.1

7.2

Tables and Boxes

Upward revision of total population figure based on
the 1990 census

Chinese economic cycles according to the analysis of Lu Jian
Real rates of growth in national income by period

The real growth rate in national income and the population
growth rate

Comprehensive materials planning

Proposed allocation program for labor resources of cities
and rural areas

Railways completed during the Cultural Revolution period
Various models of the Chinese economy

Trends of deficits of state-owned industrial
enterprises (1985-1990)

The deficit situation by sector of state-owned
industrial enterprises (1990)

The situation of triangle debt arrangements of each
province and municipality (April 15 to May 31, 1992)

Enterprises refusing to pay debts as reported in the press

Origin of operators of privately owned enterprises

Monthly salaries of civil servants (administrative positions),
central and provincial levels

Monthly salary of state civil servants (technical positions),
central and provincial levels

15

25
27

27

34

36
39

44

51

51

53
54
59

64

64

XIIT



Xiv

73

7.4

75
7.6

77

78

79

7.10

7.11

9.1

10.1

10.2

10.3

10.4

10.5

10.6

11,2

1.3

1.4

Tables and Boxes

Monthly wage of workers in state institutions,
central and provincial levels

Monthly salary of civil servants of eight large municipalities,
central and provincial levels

The Chinese civil service wage structure (1985)

Correspondence of salary structure of the Chinese People’s
Liberation Army and civilian administrative positions (1985)

Standard wage scale of workers in state-owned large
and medium-sized enterprises

Standard salary scale for cadres in state-owned large
and medium-sized enterprises

Standard wages in state-owned large and
medium-sized enterprises

The percentage of China’s power elite

Central government staffing and full-time
party committee staff (1987)

Estimated historical population levels in China

Categorization standards for enterprise scale in key industries

Enterprise scale structure of Chinese industry
{1985 industrial census)

Enterprise scale structure of Chinese industry

(1990 industrial census)

Production concentration of key industrial products
(1985 industrial census)

Changes in industrial structure as observed
from employment trends

Changes in employment by industry

Financial subsidies and changes in fiscal revenues
following fiscal and enterprise reform

Changes in the growth rates of regional finances
(Deng Xiaoping and Mao Zedong eras)

Five patterns of payment to central and local level retention

Payments to central and local retention: The cases
of Guangdong province and Shanghai municipality

65

65
66

68

70

70

72
72

74

96

102

102

102

103

103

105

114

17

118

121



Tables and Boxes

12.1

12.3

12.4

12.5

12.6

12.7

13.1

13.2
13.3
13.4

14.1

14.2

15.1

15.2

15.3

16.1

16.2

163
16.4

16.5

Gap between purchase prices and consumer prices
of agricultural products

Agricultural product prices controlled by the State Council
Industrial products controlled by the State Council

742 industrial products controlled by ministries
under the State Council

Dual price system and price panic

Reason for money issuance: Relationship between
government deficits and private credit creation

Overview of principal Chinese securities

Changes in elasticity coefficients of production
and consumption of energy and electric power (1980-1990)

Energy production: Actual performance and targets for 2000
The balance of petroleum supply and consumption in China

The balance of electric power supply and consumption in China

Environmental pollutants and environmental
recompensations and fines in China (1981-1992)

The situation of sulfuric gas and coal dust emission
at the provincial level

Changes in the top ten export and import items
(1980, 1985, 1990)

Export of Chinese consignment manufactures
and imports of raw materials and parts (1990)

China’s statement of international payments (1984-1992)

The position of trade with China in Japan’s overall trade
(1985, 1991)

Comparison of U.S. and Japanese direct investment in China
(1979-1992)

Japanese yen loans to China (first to third)

Changes in the top five recipient countries of Japanese
government development assistance (1985-1992)

Geographic distribution of Japan’s bilateral ODA

Xv

126
128

128

130

130

134
135

139
140
142

143

146

147

156

159
165

169

172

174

174
174



