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ABSTRACT

ECONOMICS OF DUAL TRACK SYSTEM .
CHINESE ECONOMIC REFORM 1978—1992

It is well accepted that the early experiences of
market reforms have varied considerably among
formerly centrally planned economies. Following
the onset of the Chinese market reforms initiated
in 1978, industrial output rose fairly dramatical-
ly. In contrast, the market reforms which were
initiated throughout the former Soviet Union in
the late 1980s were followed by significant de-
creases in output. For some observers, the Chi-
nese experience is puzzling. The post — reform
growth in Chinese industrial output has occurred
despite the fact that the Chinese reforms depart
from traditional prescriptions. Specifically, the
early Chinese economic reform package relied
neither on privatization nor on rapid reduction in
the role of central planning. Until the 1990s in-
dustrial output from the private sector was in-
significant and, during the early reform period,
the state sector was still operating under a
regime of planning where output qﬁotas and

prices continued to be administered by central



planners.

The debate concerning the differential im-
pacts of reforms in China and the former Soviet
Union can be simplified into two opposing view-
points. Gin one side are those who argue that
"Big Bang” market reforms will produce more
rapid economic growth than gradual/sequenced
reforms. The arguments here are based on the
desirable attributes of an economy where private
property rights are well defined, held privately,
and prices are market determined. Simply put,
well defined private property rights generate
strong economic inceptives to allocate resources
to their highest valued uses, and market prices
provide the best information on what these high-
est valued uses are. While there exist well ac-
cepted arguments about the conditions under
which the market system will fail to perform
well, it is argued that the likelihood that central
government intervention will operate to improve
on market results is low due to the rent seeking
activities of special interest groups. Proponents

of " Big Bang " market reforms are faced with



the following puzzle; why have the gradualist
Chinese reforms generated rapid economic
growth while the "Big Bang” reforms of some of
the former Soviet Republics resulted in output
declines? The response is that China and the for-
mer Soviet Republics had different starting
points. For example, it is argued that produc-
tion was centralized in the Soviet Union to a
much greater degree than it was in pre 1978 Chi-
na. The relative economic success in China is not
proof of the superiority of a gradualist reform
package, rather, it is only indicative of a start-
ing position more favorable for economic
growth.

Proponents of the gradual/sequenced ap-
proach to reform argue that the rapid introduc-
tion of private property rights and markets will
not, in general, generate results that mimic the
desirable aspects of Western market economies.
An obvious case is that " Big Bang” reform of
state industry will not immediately generate a
competitive market if, after reform, the market

is characterized by monopolistic practices. While



