
Lecture 1 – The Chinese economy introduction 

Distance travelled 

Since founding People’s Republic of China (PRC) in 

1949, China underwent significant development. 

Revolution  Socialism  Maoist radicalism  

Gradualist economic reform and economic growth 

- economic & political ideologies completely changed 

- institutions reshaped 

- material basis of economy rebuilt 

Little large-scale conflict and relatively lower social 

costs than other transitional economies. 

Dual transition 

Challenges of transition from socialist command 

economy to a market economy: market now the 

predominant economic institution 

Challenges of development: rebuild material basis of 

economy, address problems of poverty, invest in human 

skills & physical infrastructure.  done 

Create effective institutions & protect underprivileged 

and vulnerable sections of population  not done 

China’s growth performance 

Growth result of a unique historical confluence of 3 

factors:  

- structural (physical capital, labour, human capital) 

- transitional (successful transition to market-based 

economy) 

- traditional (long history of state operation, rich 

institutions, trust & familiarity with commercial 

procedures and re-emergence of traditional commercial 

ties with Chinese in Hong Kong, Taiwan & SE Asia) 

Normal country 

- GDP per capita (US $8,865.999 – 2016). Typical 

middle-income country 

- Industry development, energy consumption, 

urbanization rate, life expectancy and literacy 

Chinese economy features:  rapid & persistent economic 

growth, high investment rates, high contribution of 

manufacturing to GDP & to growth, Dramatic increase in 

participation in the world economy 

As China develops, contribution to world welfare will 

increase  scientific & medical discoveries, new 

products + services, cultural contribution 

Landforms 

- western half – 6% population, eastern half – 94% 

population 

- the north, northeast, and lower Yangtze macroregions 

are interacting and make up the bulk of the Chinese 

economy 

Regional differentiation 

- Since 1978, economic growth more robust in coastal 

provinces 

- North-south gap in growth rates 

- Rise of coastal regions is due to shift from China’s 

traditional inward orientation to new globalized and 

outward-looking economy 

- greatest development challenges: poverty, 

environmental degradation, environmental, social, 

economic problems 

Chinese economy before 1949 

1127-1911 

- Chinese traditional society very rural (90%+) 

- high agricultural productivity (high yield), lots of 

human labour, growing population supported, income 

and consumption standards remained low 

- Dense population & highly developed systems of water 

transport 

Sophisticated institutions: widespread use of money, 

large formal organisations, commercial procedures, legal 

institutions, banks 

- competitive markets: coal, iron, textiles, tea, land, 

labour  substantial social mobility 

- small scale ‘bottom heavy’ economy 

960-1300 

- China’s GDP similar to European levels. Having higher 

pop = largest economy globally 

- economy stagnant by 1800’s. Population highly 

vulnerable to breakdown in agricultural system.  

1912-1937 – beginnings of Industrialization 

- modern transportation and communication links opened 

up new possibilities for other sectors.  

- production grew 8-9% annually between 1912-1936. 

- small but significant modern sector grew 

- had not begun to fundamentally change the overall 

structure of the Chinese economy 

Anti Japanese War and Civil war 1937-1949 

Mass suffering to population and serious damage to 

economy 

Increased state intervention: 90% iron and steel output, 

2/3  of electricity, 45% of cement output, major banks 

and transportation companies 

Hyperinflation: price level (1948) 6.6 million times of 

that pre-war Shanghai 

Legacy of Socialist Era (1949-1978) 

- disruption and damage to economy (financial chaos & 

mostly poor) 

- Socialist development strategies 

- government control over sectors 

- good endowment of human capital 

Legacy for the post-1978 market economy 

- Traditional household-based economic system = 

potential to adapt to new economic opportunities 

- small-scale household businesses arose to meet market 

demands 

Lecture 2-The Socialist Era, 1949-1978 

Intro to socialist era 

After 1949 - Chinese economy wrenched out of 

traditional framework and reoriented.  

 Developed a massive socialist industrial complex 

through direct government control 

 Neglected labour-intensive sectors, and poured 

resources into capital-intensive factories. Lost a lot of 

people in WWII so lacked labour resources. 

 New inward directed strategy. They had to focus on 

domestic growth before being able to serve other 

countries and make alliances because the people needed 

help after war. 



 The Soviet Union as primary model, chief trading 

partner and source of technology 

Push to development strategy 

- Government controlled bulk of economy 

- Rapid industrialization was highest priority 

- Resources pumped into construction of new factories 

- consumption squeezed 

- investment increased rapidly to over 20% national 

income 

Contrasting Industrialisation strategies in the 1950’s

 

Characteristic institutions of the command system in 

China (1950’s) 

Public ownership: 

Government owned all large factories & transportation & 

communication enterprises. Gov controlled everything. 

Agricultural collectives took over ownership of the land 

and management of the farm economy. 

Planned production targets and source allocation: 

Targets assigned to firms and resources and goods 

directly allocated among different producers.  

Poor communication in China so needed to plan 

everything. Smaller responsibilities given to head chiefs 

in local provinces. 

Finances used to audit and monitor performance, not to 

drive investment decisions. 

Controlled price system: 

Gov controlled the price system and set relative prices to 

channel resources into government hands and into Big 

Push industrialization. Good for  poor people because 

rich people had to give money to poor people.  

The nomenklatura system 

Hierarchical personnel system in public sector. 

Communist party controlled managerial career paths. 

China compared to the Soviet Union 

- Less decision making authority at the top (central 

government) and bottom (enterprise) of the Chinese 

Industrial economy. 

 Core planning system – less centralized and controlled 

than it was in Soviet Union (small firms important in 

industrial structure, less developed transportation & 

communication) 

 Typical state-owned enterprise had little authority  

- More authority, but could be exercised by those in the 

middle, typically local government officials (esp in 

1970’s, financial decentralization provided local 

governments with leeway in economic development 

decisions) 

- Ideological and social control was tight 

Policy Instability & Growth of Investment 

 
Twin peaks – because Korean war 

Great Leap forward – Gov invested $$$ into steel making 

Crisis and readjustment – wrong investment occurred 

Third front – bad terms with Russia 

Maoist Model  

1. Pervasive militarization of the economy 

2. Decentralized operation of economy 

3. Relative autarky was practiced 

4. Almost complete absence of material incentives 

5. Market-driven labour mobility virtually ceased 

The third Plenum & beginning of economic reform 

December 1978 – 11th central committee) initiated a new 

era in Chinese economy and in Chinese politics 

- marked the return of Deng Xiaoping to the position of 

paramount leader 

- ideologically opened to free discussion of a number of 

previously taboo topics 

- economically, host of new policies were adapted 

Legacy of policy instability 

- China’s command economic system = maximize 

potential leap 

- Ceiling  inability of agriculture to rapidly generate 

adequate food surpluses, weak capacity of the system to 

generate productive employment for abundant labour 

- Consequences (after 1978): dissatisfaction with socialist 

system, leaders disassociate themselves from the past, 

leaders tried past policy models to see if suitable for 

economic transitional era 

- Reformers learned how deep-rooted problems of the 

planned economy  

Shortcomings of development strategy 

1. Single-minded pursuit of industrialization meant that 

consumption was neglected.  

-By 1978 per capita consumption in urban areas double 

but rural capita was only 58% higher than 1952. 

- Growth in services neglected. GDP declined 5%, Retail 

salesperson 1/81  1/214, restaurant 1/676  1/8189 

- shortage of basic consumer goods (ration coupons 

needed) 

2. Employment creation was relatively slow 

- industry was capital intensive and services were 

neglected, new labour requirements were modest 

- underemployed (esp in rural) 



3. Much of the industrial investment was not only 

capital-intensive but also relatively demanding 

technologically 

- economic return was low 

- industrial growth rate decelerate 

- strategy created important heavy industrial base 

Human Capital Base 

- One positive outcome of socialist policies is investment 

in basic human capital 

- flow of resources into health and education service was 

substantial through socialist period. Chinese People were 

healthier & better educated at the end of era.  

- Basic industrial skills were widespread in population 

- strong entry-level health care institutions in the country 

side were built up 

- life expectancy at birth climbed to 60 

Conclusion 

- Post 1978 – Chinese leaders struggled to transform a 

system that they built for 30 years 

- system they confronted was more decentralized, 

contested and less entrenched than that of Soviet union 

- didn’t want to be left behind by east Asian neighbours  

Lecture 3 – Economic transition: strategy, process 

and outcomes 

Introduction 

- market transition = 40 years (since 1978) 

- adapted to new challenges and circumstances, 

continuously reformulated 

 

How did reforms start? 

- Initial breakthrough in the countryside  government 

to reduce pressure under which farmers had operated for 

the previous 30 years. 

 

The initial breakthrough in the countryside 

- Reform practice: contracting individual pieces of land 

to farm households. Farm managed agricultural 

production cycles, subject to contractual agreement. 

Policy essentially recreated the traditional farm 

households spread rapidly throughout rural china. 

- Production surged 

Rise of township and village enterprises 

- freed to allocate their own labour, farmers increased 

involvement in non-agricultural businesses 

- amount of locally run factories increased (were not 

incorporated into state plans, output went to meet 

unattended market demands, created new competition) 

- rural incomes increased 

Implication of rural reform for urban reform 

- Dual-track system: 

Rural reforms had been achieved with little economic or 

social disruption, largely because a type of dual-track 

system had been adopted. When farmers contracted for 

their land, they agreed to turn over a certain amount of 

grain to the government: the rest was released to the 

market.  

Model using contracts = stabilize some crucial pieces of 

existing economic system  

- reforms sought to extend this approach to industrial and 

commercial reforms 

- coexistence of a traditional plan and a market channel 

for the allocation of a given good  

- two tier pricing system: single commodity state-set 

price, & market price 

- operated in state sector and industrial economy 

Two-phase framework of economic reform 

 

Elements of the first phase reform: 1978-1992 

Dual track system, growing out of the plan, particularistic 

contracts, entry, prices equating supply and demand, 

incremental managerial reforms instead of privatization, 

disarticulation, initial macroeconomic stabilization, high 

saving and investment 

Particularistic contracts 

- Planners signed individual contracts with every state-

owned enterprise. Contracts specified tax payment & 

contributions to the material-balance plan. 

- no regular tax system 

Market entry 

- central government’s monopoly was relaxed. 

- protected industrial sector opened to new entrants 

beginning 1979. 

- increase competition and changed market conditions 

Pricing system 

- flexible prices equated supply and demand  important 

in Chinese economy 

- Transactions between state and nonstate sectors 

permitted 

Incremental managerial reforms 

- alternative to privatization  focused on a steady shift  


