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ABSTRACT

" Transitional Economics of China

It is a challenge rather than a victory to the
orthodox economics that almost all of the ex —
planned — economy countries have gone on the
road towards a market economy. The so—called
victory is that of economic liberalism founded by
Adam Smith, which advocates free market, eco-
nomic freedom of individuals an_d‘limitation on
the government’s. interference in the market.
However, the orthodox economics after Smith,
through a long — time process of formalization
and mathematicalization, has lost the dynamic
and historical vision Adam Smith once pos-
sessed, and can not tell people how to trans-
form, but only what has to be transformed.

The rise of Transitional Economics is a re-
sponse to the challenge. It can be viewed as a
branch of the Theory of Institutional Change,
but focuses on a certain kind of institutional

change, that is, the transition from the planned



economy to the market economy, and especially
analyzes the problem how to reform, while it
supposes that the direction of the transition has
been determined. This means that it supposes
that the market economy is better than the
planned economy.

The economic reforms which happened and
are happening-in Eastern Europe and China are
the Background of the rise of Transitional Eco-
nomics. - The practices, experiences and lessons
of ‘the reforms in different countries provide
abundant source material for the analyses of
Transitional Economics. Among various prac-
tices there are two main ways to reform. One is
the so—called “shock therapy”.carried out main-
ly in Russia and several Eastern European coun-
tries; another is the so — called “ gradualism ”
carried out mainly in China. Comparatively
speaking, the reform in China is more successful

than those in Russia and other Eastern European



countries. The economic reform in China has
been bringing about almost 8% growth of per
capita income per year since 1978, while those in
Russia and other Eastern European countries
made people experience the pains of depression,
soaring inflation and unemployment. The results
of different ways to reform present the evidences
to test the economic theories behind the strate-
gies of reforms, and tell us that the ways of
transition matter.

China’s Transitional Economics was intro-
duced on the background of the relative success
of the reform in China. It consists of quite a few
academic articles written in Chinese by the eco-
nomic scholars mainly in mainland China, and
most of them were published after 1990. At that
time, the labor of the reform began to yield a

harvest. wealth flowed out as a spring. The in- - V

stitutional structure had become one dominated

by the market. The deficit of foreign trade was



shifted into foreign trade’s surplus. The foreign
exchange reserve of China had leaped up about
US § 50 billions by the end of 1992. According
to the International Monetary Fund, the total
GNP of China was No. 3 in the world in that
year. Many Chinese, especially those e-
conomists who had participated in the works flor
the reform, were suddenly aware that China it-
self became a model, the Chinese Model, of the
reform, after they explored and learned from
more than a dozen foreign economic models for
more than one decade. The term “Chinese” came
to be endowed not only with a geographical im-
plication, but also with logical meaning. To
seek for the reason behind the success of the re-
form in China became more necessary to econom-
ic theories. Meanwhile, the transitional eco-
nomics of China benefitted from the affluent
practical experiences and theoretical literature

about the reform accumulated for more than ten



years. These experiences and literature provide
not only evidence to be analyzed but also wisdom
to inspire economists’ theoretical imagination.
Among them is a theme of how to avoid the con-
flicts between people as possible as we can,
while realizing the end of the reform. The
“Tiananmen Square Event” of June Fourth,
1989, deepened such consideration. How to
avoid the reoccurrence of such an event was one
of incentives of those scholars who are devoted
to transitional econoniics. Finally, Chinese e-
conomists - had imported, learned and absorbed
various economic theories from foreign countries
from 1978 to the early in 90s. They compared
and comprehended them, then integrated them
as their own theories aécording to the empirical
studies in China. Therefore they arrived at an
advantageous position in developing the econom-
ic theory about transition.

Although it is not an academic school with



one voice, there is some main approach in
China’s transitional economics. The approach
firstly focuses itself on the analysis of the process
of the transition, which means that it is the
change itself rather than the ends of the change
which is the research subject of the approach.
Then it emphasizes the importance of the analy-
sis of the problems of the interest distribution.
The economists who hold the approach believe
that any change in the allocation of resources
caused by the institutional change usually leads
to some redistribution of wealth; a reform may
" benefit some people while hurting others. The
people who feel hurt may oppose the reform with
their actions or speech; thus they might make
the reform fail. Therefore, the fate of the re-
form is determined by the resolution of the prob-
lems of distribution caused by the reform. Fur-
thermore, the concept of the “costs of reform”

or “ costs of transition ” is derived from the



conflicts or disputes incurred in the process of
the reform. The number of the persons who are
against the reform and how sharp the opposition
is may be the measurement of the costs of the re-
form which can be directly and easily observed
by economists. Finally, the offorts to explain
the problem of the reform logically and naturally
become those of reducing the costs occurred in the
real process of the reform. _
Economics in China does not have a long
history. But the history puts the China’s eco-
nomics on the edge of a breakthrough. Few e-
conomists in other countries are as fortunate as
those in China who can observe a great institu-
tional change just before their eyes. To describe
it itself is already a rerrific thing. The problems
~presented by institutional change may make Chi-
nese economists question some doctrines of neo-
~ classical economics , such as the Theory of

Second Best, which leads to an all -or —nothing



strategy for the reform and is as a theoretical ba-
sis of “shock therapy”. Acknowledging the lack
of empirical evidence in their research, some
Chinese economists set up a research project
named Case Studies in China’s - Institutional
Change, Which is expected to be a part of the
record of the great institutional change, and per-
haps a starting point for economists in China to

go to the head of the economics in the World.
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