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NATIONAL AFFAIRS, POLICY

Price Structure: Current Status, Problems,
Prospects

92CE0504A Beijing CAIMAOQO JINGJI [FINANCE AND
TRADE ECONOMICS] in Chinese No 5, 11 May 92
pp 38-45

[Article by the “China Commodity Market Develop-
ment and Perfection” Team at the Finance, Commerce,
Commodities, and Economics Institute of the Chinese
Academy of Social Sciences: “Current Status, Problems,
Prospects of China’s Price Operations”]

[Text] Prices are barometers in the commodity economy
and fulfill an extremely important function in the com-
modity market. The development and perfection of
China’s commodity market is inseparably bound up with
rational prices. Rationalization of prices is a prerequisite
for the development and perfection of the commodity
market, as it is also the inevitable result, as well as
important indicator for development and perfection of
the commodity market. When we undertake the study of
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China’s commodity market, we must therefore unavoid-
ably give serious attention to the price problem. The
present article will start out from the further perfection
and development of China’s commodity market, will
investigate the present status, problems, and prospects of
China’s price operations, and will put forward certain
proposals of a policy nature, for the reference of relevant
decision-making departments.

Current Status of China’s Price Operations
1) The Composite Structure of the Pricing Mechanism

How are prices presently formed in China? They are
neither formed by the executive organs of the state, as
was almost completely the case before the 1980’s, but are
also not allowed to only form themselves basing on
supply and demand in the market, but are determined by
a pricing mechanism of a composite nature. This is
composed partly by functions that are administrative
measures of government organs, and partly by the func-
tions of the market and its supply-demand relation. It is
therefore quite different from what it used to be before
the reform. In other words, the reform has radically
changed China’s pricing mechanism. These changes can
be demonstrated by the data in the following table:

Three Changes in Price Formation

Year Total Retail Sales of Social Commodities Total Sales of Farm Products by Peasants Total Sales of Means of Production by
= 100 = 100 Factories = 100
State fixed State Free State fixed State Free State fixed State Free
prices % guided market prices % guided market prices % guided market
- prices % prices % prices % prices % prices % prices %
1978 97 — 92.6 1.8 5.6 100 — -
1980 — — 82.3 9.5 8.2 —_ — —
1985 470 19.0 340 37.0 23.0 40.0 —_ —_ —_
1990 29.7 17.2 53.1 25.2 22.6 52.2 4.4 18.8 36.8

Above table shows that in 1990 the proportion of
state-fixed prices for social commodities was only 29.7
percent, for agricultural products sold by the peasants
25.2 percent, and for means of production sold by
factories only 44.4 percent; all are under 50 percent.
That means that state-fixed prices have retreated to
second position. In contrast, free market prices have
risen to the top position. Their ratio in the total retail
sales of social commodities had already reached 53.1
percent by 1990, had reached as high as 52.2 percent in
the sales of agricultural products by the peasants, and
although only 36.8 percent in the sales of means of
production by factories, that figure would also be more
than 50 percent if we would add here the sales at
state-guided prices.! The above-mentioned changes in
the three pricing patterns indicate that the dominant
role in China’s pricing is no more played by adminis-
trative measures of state organs, but rather by the
supply-demand relation of the market. Facts are
proving that China has essentially already relinquished
the old, traditional pricing and control system that was
characterized by a high degree of centralization of

power, and that China has already started to institute a
planned market pricing system.

2) Gradual Move Toward a Rational Price System and
Price Structure

Before the start of the reform, the Chinese price system
(price structure) was irrational. This was mainly evident:

1. In the ratio between industrial and agricultural prices.
Prices for agricultural products, especially for grain, had
been unfairly low, while prices for industrial products
had been unfairly high.

2. As to prices for industrial products, prices for energy
sources and raw materials had been unfairly low, while
prices for finished industrial products had been unfairly

high.

3. In a comparison of commodity prices, all charges for
services (e.g. rent, water and electricity, medical treat-
ment, etc.) had been unfairly low.
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4. In the relation of domestic to foreign prices, domestic
prices had been unfairly low, and the state used to
subsidize the domestic sale of imported commodities.

The above-mentioned problems have been mitigated to a
certain extent through the price reform and other
reforms in the economic system. Both the price system
and the price structure have gradually become more
rational. For instance:

In the ratio between industrial and agricultural prices,
comparing 1990 with 1978, prices for agricultural and
sideline products have gone up 2.74 times, while retail
prices for rural industrial commeodities have risen only
72.2 percent. This has to some extent resolved the
problem of the past, in that agricultural products were
priced unfairly low, and that has been helpful in
improving the ratio between industrial and agricultural
products.

In the price ratios within industrial products, develop-
ment toward a more rational state of affairs is now in
progress. Comparing 1990 with 1978, products of the
extractive industry have risen 150 percent, ex-factory
prices of primary industrial materials have risen 130
percent, and prices of finished industrial products have
risen 94 percent. It is not difficult to see here that there
has been an evident improvement in the relation
between prices for basic industrial materials and manu-
factured industrial materials. Examining the profit rate
on capital as between 1990 and 1978, in the case of the
heavy industry this rate has declined from 14.1 to 6.98
percent, and in the case of the light industry from 25.7
percent to 8.13 percent. The profit rates on capital of
various different industries are now drawing closer to the
social average profit rate on funds, which indicates from
yet another angle that the price system is in the process
of becoming more rational.

The problem of excessively low charges for services has
also to some extent been alleviated in recent years.
Rents, water and electricity charges, and charges for
medical treatment have all been markedly raised. In
1991 the charges for services have been raised to by far a
much larger extent than the retail prices for commodi-
ties. Subsequent to reforms in the housing system and
the medical service system, price increases for services
will accelerate even faster.

In the relation between domestic to foreign prices, it was
in the past an “off the hook” method, where enterprises
operating with foreign capital had not been responsible
for their profits and losses. If profits were made, they had
to be turned over to the state; if losses were incurred, the
state would make up for them. In recent years, subse-
quent to the reform of the foreign trade system, there has
been a direct “link-up” between domestic and foreign
prices for a considerable number of commodities, and
state subsidies have been greatly reduced.
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3) General Level of Up and Down Price Fluctuations

Price Indices for the Last 13 Years (in the preceding year

= 100)
Year General Index of General Cost of
Retail Prices Living Index for
Throughout the Staff and Workers
Country
1978 100.7 100.7
1979 102.0 101.9
1980 106.0 107.5
1981 102.4 102.5
1982 101.9 102.0
1983 101.5 102.0
1984 102.8 102.7
1985 108.8 1119
1986 106.0 107.0
1987 107.3 108.8
1988 118.5 120.7
1989 117.8 116.6
1990 102.1 101.3
1991 102.6 108.4

A graph drawn according to this table is even more
illustrative of the fluctuations of the general price level in
China.

(Graph of Price Level Fluctuations)
(Retail Commodity Prices)

Percentage of Increases

A
/

2 A Y Y A A ¥ e . 'S 2 A
1978 7980 81 82 83 84 85 887 88 89 90 91
year

It is not difficult to see from the above graph that there
have been three peaks in the general price level during
the price reform of the last 10-odd years, namely in 1980
at 6 percent, in 1985 at 8.8 percent, and in 1988 at 18.5
percent together with 1989 at 17.8 percent. In these three
peaks, the later is always higher than the earlier. During
13 years, the average annual rise in the general price level




JPRS-CAR-92-065
25 August 1992

was 6.3 percent. This was roughly close to the annual
average interest rate, and higher than the rate at which
the average annual monetary income of the citizens was
increasing. Thus, although price levels rose during the
reform period, the actual living standards of the citizens
did not decline due to the price increases, but rather
markedly improved. This proved an important factor
benefiting the smooth progress that China was able to
achieve in its price reform.

4) The Widespread Extent of Dual-Track Pricing

Before the start of the reform, planned prices applied to
almost all of China’s means of industrial production (indus-
trial raw materials). Prices were determined by the relevant
department of the government, and enterprises had no
pricing authority, also no price adjustment authority. Sub-
sequent to the more intensive reform of the economic
system, the singular planned price system and materials
management system were abolished, and the whole area of
pricing means of production was tentatively introduced to a
market mechanism. In 1979, floating prices were first insti-
tuted for the electronics and machine-building trades. In
1983, it was permitted to sell domestically at international
market prices any portion of petroleum products that was
not subject to state plan disposition. As from 1984, 37 coal
mines under the state’s uniform distribution system insti-
tuted 25 to 50 percent price increases for their sales of coal
in excess of their assessed production capacity. On 20 May
1984, the State Council issued a document which prescribed
that means of industrial production are to be included in the
category of products that the enterprises may freely dispose
of (2 percent) and that are in excess after fulfilling the state
plan, and prescribed that in general the enterprises may
have authority to set the prices within a margin of not more
and not less than 20 percent of the state-fixed prices. In
January of 1985, the State Commodity Price Administra-
tion and the State Materials Administration jointly issued a
document which abolishes the above-prescribed restric-
tions, thereby officially instituting the dual-track system for
prices of the means of production. Thereafter, the sphere of
the dual-track system of prices was gradually expanded. At
present, almost all means of industrial production are priced
according to the dual-track system, and whatever the item of
these means of productions, every item has a planned price
as well as a market price. Some foreign economists believe
that the dual-track system is a useful Chinese invention. In
China itself there are some economists who believe that it is
an excellent transitional pattern for China’s price reform,
and that it is a pattern that has to be inevitably employed
during the gradually advancing stage of the reform. There
are also economists who believe that the dual-track price
system is the root of all evil, the hotbed of corruption and
decadence, the cause of all trouble, and that it must be
eradicated immediately.

Problems in China’s Price Operations

1) Strong Obstacles to the Further Delegation of Pricing
Powers
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The government has already delegated much of its pricing
powers during the 10-odd years of the reform. However,
judging by what is demanded in a planned commodity
economy, the government still holds an excessive amount of
pricing powers, and there would still be need for a further
delegation of powers. On this issue, the upper and the lower
levels demand a further delegation of authority, but there is
resistance at the intermediate level. The CPC Central Com-
mittee and the State Council have repeatedly demanded a
broadening of the reform and continued decontrol of a
section of our prices, while the enterprises demand even
more persistently that they enjoy full pricing authority.
However, certain government agencies that hold pricing
powers are deadly afraid of further decontrols that would
make them “unemployed” or even “redundant.” There is
fear of “unemployment” not only in the lower government
agencies, such as prefectures, counties, and municipalities,
but it is also evident in some organs of the provinces and the
central government. The question how in future to reform
the administration organs in charge of prices, change their
functions, and convert them into service and supervisory
branches is now already on the agenda of the reform of the
economic system.

2) Increasing Pressure Rebounding From Currency
Inflation

The movement for improving the economic environment
and rectifying the economic order stopped the high currency
inflation of 1988 and 1989 and caused it to recede to normal
dimensions. Is it from then on “peace on earth,” and is there
no chance that a currency inflation may recur? Not at all.
We have to consider possible danger while things are quiet
at the moment. In actual fact, the potential pressure of a
currency inflation has increased and not diminished, the
main reasons for this being: a) In 1990 and 1991, new ,
credits of over 600 billion yuan have been granted to
stimulate the economy, and additional 80 billion yuan of
new currency has been issued on a scale and with a speed
that has never been seen before. This is the primary factor
that can induce a rebounding of currency inflation. b) In
1990 and 1991, the government has one by one readjusted
upward the prices for gasoline, coal, electric power, cement,
steel products, nonferrous metals, and other such means of
production, to a total value of around 100 billion yuan, on
ascale and at a speed that has never been seen before. If the
manufacturing enterprises cannot digest and absorb these
price increases, they will sooner or later become evident in
the market and will stimulate retail commodity prices to
rise. ¢) Economic returns from industrial enterprises are not
good, they have to bear all kinds of heavy burdens, and lack
the ability to digest and absorb the price increases. They
will, therefore, at the first opportunity transfer the price
burden on someone else, which will induce price increases
in the marketplace. d) Trying for big things and trying to get
to the top fast are attitudes that appear to have made a
comeback. At quite a number of places and in many sectors
it is believed that improvement of the economic environ-
ment and rectification of the economic order has already
been accomplished, that the economy is again on the proper
track, and that a good opportunity has again arrived for a
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full display of one’s great skills. In the end, it has again
become the fashion to grab for projects and investments,
attempting to acquire the best things, and getting to the top
fast. If effective measures are not taken to stop this, it will
not take long for the economy to again become overheated,
and make it difficult to maintain the overall balance. Once
this situation will have arisen, it will hardly be possible to
avoid a currency inflation.

Mindful of the above-mentioned circumstances, we must
not just sit back and relax, we must rather give attention
to adopting measures that will prevent a rebounding of
the currency inflation.

3) Price Subsidies Still a Heavy Burden on Finances at
All Levels of the Administration

In 1991, state finance paid about 40 billion yuan as direct
price subsidies and it subsidized enterprise losses to the
amount of 60 billion yuan, which makes a total of 100
billion yuan, or about 28 percent of the total financial
revenue of that year. Enterprise losses, it is true, have as
their cause incompetent business management, but the
irrational prices fixed by the state must not be overlooked as
one factor. Perceived from the price angle, the subsidies
paid to enterprises to compensate losses are also a kind of
price subsidy. Reduction of price subsidies has become an
important way to escape from the financial dilemma. How
can price subsidies be reduced? We must intensify price
reform, and furthermore again delegate some of the pricing
authority that is still held by the state. Rights, responsibili-
ties, and interests are three things that go together. If the
state holds on to the all-important authority, strictly con-
trols the enterprises, and strictly controls prices, it should of
course also fulfill its obligations, assume responsibility to
pay the enterprises subsidies to compensate for losses and
pay price subsidies. If the state would delegate authority,
would not, or would less rigidly control enterprises and
prices, that would reduce the state’s responsibility, and it
would then not have to pay, or have to pay less subsidies of
all kinds. Still intent on holding on to all authority, but on
the other hand unwilling to fulfill obligations, unwilling to
bear responsibility, thus trying to have it both ways, that is
an outright impossibility. According to the demands of the
planned commodity economy, the state must continue to
decontrol prices for further groups of commodities, in order
to reduce the price subsidies being paid by public finance.

4) The Dual-Track Price System Invites Corruption and
Decadence :

The dual-track system has a dual nature, it has positive, but
also negative effects. Its negative effects are specially con-
spicuous when the economy is overheated, when there is a
sharp disparity between supply and demand, when planned
prices and market prices are far apart. Some lawless ele-
ments will frequently take advantage of the dual-track
prices, at times selling parity price commodities at market
prices, at times converting market price commodities into
parity price commodities, and reaping unfair gains by these
conversions from one to the other, making lots of money,
and becoming one of our “nouveaux riches.” Of course, it
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would also be inappropriate to impute to the dual-track
system blame for the entire corruption and decadence
problem. States that have no dual-track system, and at times
when no dual-track system was in force, there was also a
problem with corruption and decadence. The dual-track
system is merely one external factor. Corruption and deca-
dence is not only determined by this factor, but due to other
factors, especially due to subjective factors. As things appear
now, it would still be difficult to abolish the dual-track
system within a short time. The problem of how to promote
what is beneficial and abolish what is harmful, and how to
perfect the dual-track system, constitute the one task with
which we now faced.

5) Inadequate Information Gathering, Unprogressive
Management

In China commodity sales are frequently stagnate, while at
the same time there are shortages of the same commodity;
sales are stagnating here, while shortages are felt there; there
is oversupply in the cities, while demand cannot be satisfied
in the rural areas. This situation is caused by the lack of
communication equipment, by transportation difficulties,
and by inability to transmit price information. Millions of
peasants, particularly, suffer difficulties and inconveniences
because of the inefficient transmission of price information.
All peasants eagerly hope to receive accurate and timely
price information.

Presently, China does not enact any price laws. Other
rules and regulations are also insufficient, so that China
currently has “prices being ruled by the human ele-
ment,” rather than “prices being under the rule of law.”
Price order in the marketplace is still quite chaotic.
There are no legal provisions to operate under; where
laws exist they are not observed, there is bribery and
bending of the law, and all these are actual occurrences.
Pricing relations between state and enterprises, the cen-
tral authorities and local authorities, or between various
sectors and regions, have not been straightened out,
leaving many problems awaiting a solution.

Prospects in China’s Price Operations
1) The Pattern of Planned Market Prices

On the question, what price pattern should China adopt
in future, theorists have on the whole three different

viewpoints.

According to one viewpoint, the socialist economy is a
planned economy with only some market elements, and its
system of economic management should have predomi-
nance in planning, putting market regulation in a subsidiary
position. In keeping with this view, the pattern should place
price formation and pricing operations to planned prices
first, leaving market prices in a subsidiary position. Under
this pricing system, the state controls most commodity
prices and service charges, and only determines ,by supply
and demand in the market, a small minority of prices for
less important commodities or services. This price pattern is
very much like the traditional price system of the past.
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A second viewpoint is that the socialist economy is a
commodity economy or market economy and must
practice a system of market-oriented economic opera-
tions and management. In keeping with this view, it
must implement a market-oriented price pattern in its
price formation and pricing operations. Under this type
of price pattern, the prices for all commodities and
services are to be determined by the supply-demand
relationship in the market, and any state determination
of so-called planned prices is completely unnecessary.
Also, there is no need for the state to intervene in the
formation and operation of market prices, all prices
being automatically regulated by “an unseen hand.” This
price pattern is very much like the capitalist price
pattern in times of free competition.

According to a third viewpoint, the socialist economy is
a kind of planned commodity economy and should
practice an operational and managerial system of a
planned commodity economy. In keeping with this view,
it must implement a planned market price pattern in its
price formation and pricing operations. In this price
pattern, the prices for a small number of important
commodities and services are to be determined and
controlled by the state, while prices for the majority of
commodities and services are to be freely determined by
the enterprises themselves on the basis of the supply-
demand relation. Only in case of necessity shall the state
adopt appropriate economic measures for indirect inter-
vention. This price pattern is the one we refer to as the
socialist price pattern with Chinese characteristics.

The authors of this article are in favor of the third view,
but with the addition of two supplementary points:

1. Distinction between the mentioned “majority” and
“minority” is to be figured according to the sales volume
of the commodity or the volume of the service, and the
proportion of commodities and services with prices
fixed by the state should maintain a ratio of more or less
20 percent, while the ratio of commodities and services
to which market prices or state guiding prices apply
should preferably not be less than 80 percent.

2. Commodities and services with prices to be fixed by the
state should be limited to those with manufacturing tech-
nology monopolies and those of common use and consump-
tion by the general public. Prices for all other commodities
and services shall be freely determined by the enterprises
based on the supply-demand relationship.

During price formation and pricing operations, any role
played by state administrative departments that are
excessive would be inappropriate, but denying state
functions altogether would not be acceptable. The
former has already been proven during several decades
of experience in China, in the Soviet Union, and in the
countries of East Europe; the latter having been proven
in the last several centuries of experience with Western
market economy countries. There is only one historical
conclusion: Price formation and pricing operations
depend primarily on the market; state intervention can
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only have good results if carried out within the scope of
necessity and at the opportune time. This, then, is
China’s future ideal price pattern.

According to the demands of the ideal price pattern,
China’s price reform still faces very arduous tasks.
Whether in the area of agricultural products, or in the
area of industrial consumer goods, but especially in the
area of industrial means of production, the proportion of
items subject to state-fixed pricing must further be
reduced in all these areas, and the ratio of those subject
to market prices and state guidance pricing must be
correspondingly increased. That means that price reform
must continue to advance in the direction of decontrol-
ling prices, that enterprises truly undertake pricing
authority, and that prices return to the realm of market
exchanges. The past 10-odd years of price reform has
already verified that this direction is correct. All the
commodities and services for which prices were decon-
trolled experienced rapid development. So far, there has
never been a case where it was found to be a mistake to
have decontrolled the price for a commodity or a service.
Market prices have greatly stimulated the development
of the Chinese commodity economy. It is therefore
beyond doubt that the future direction of the price
reform will adhere to the market direction.

2. A Rational Pricing System and Price Structure

Rationalization of the pricing system and of the price
structure plays an extremely important part in the develop-
ment and perfection of the commodity market. The primary
objective of the price reform is to establish a scientific and
rational price system in order to spur on economic devel-
opment as well as scientific and technological progress.

How are we to appraise whether a price system is rational:
what are tghe objective criteria? According to the traditional
version, there are three: So-called rational prices had to (1)
conform to value, (2) reflect supply and demand, and (3) to
accord with policy. As a matter of principle, there is nothing
wrong with these criteria, but they are insufficient in actual
application. Using the above criteria to assess whether
prices are rational is very difficult. As value presently very
difficult to calculate, it is very difficult to judge whether or
not a price conforms to value. The supply-demand relation-
ship is uncertain and fluctuating, therefore making it diffi-
cult to reach a conclusion over what type of price is actually
reflecting the supply-demand relationship. In the case of the
criterion of compliance with policy, here the arbitrary
willfulness is even greater. Some may believe a certain price
conforms to policy, others may believe it violates policy.
The traditional assessment criteria are, therefore, no more
suited to the demands of the development of a commodity
economy, making it necessary to come up with new criteria.

Starting out from the need to develop and perfect the
commodity market, we believe that average profit must be
the objective criterion for whether a price system is rational.
Under normal business conditions, when market competi-
tion prevails, prices for commodities and services of all lines
of trade will allow the operator of a business gain an average
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profit, and such prices are rational. If this is not the case,
then prices are irrational. Because of disparities in produc-
tion and business operations, the various individual enter-
prises within each line of trade cannot possibly be certain to
gain the average profit. The average profit in a trade or the
average profit of a sector are the objective criteria for the
assessment whether prices in the socialized commodity
economy are rational. If profits are lower than the average
profit of the trade or sector, then the prices are unfairly low.
If profits are higher that the average profits of the trade or
" sector, then the prices are unfairly high. If the majority of
trades and sectors can gain social average profits, then the
price system is rational. The effectiveness of the new criteria
in actual application are easy to see. If only the figures for
capital and profits of the various trades and sectors are
available, is will be very easy to establish these criteria.

When assessing the present Chinese price system according
to the principle of average profits, we shall soon discover
that there are still many problems. Some trades and some
sectors (such as coal, crude oil) not only have no profits, but
are even incurring losses. Many trades and sectors have little
profit; a small number of sectors and trades make high
profits. The disparity in profits is due to many factors, and
among these the role of prices must not be overlooked. High
prices means high profits, low prices means low profits or
losses. In case of low prices, it is necessary through price
adjustment or price decontrol to raise them to a rational
level. In case of high prices, it is also necessary through tax-,
credit-, and investment-related measures to have the enter-
prises earn average profits, and one must not blindly con-
tribute further to the development of these enterprises
merely because their prices and profits are high.

3) A Relatively Stable Price Level

Fluctuations are one of the innate characteristics of
prices. Production costs, business expenses, supply-
demand relations, etc. are constantly changing. The
changes of these factors will directly and indirectly affect
prices. It is for this reason that prices for commodities
and services are constantly changing. This is a common
phenomenon in the commodity economy; it is also a
rational and good phenomenon. Regarding prices as
solidified, immutable and frozen shows, to say the least,
a lack of a mentality that is in line with the commodity
economy. To avoid any or large changes in the prices for
agricultural products, the United States and West
Europe are paying a heavy price, which is presently
creating a serious obstacle at the Uruguay round of talks.
China too has also paid huge amounts of subsidies to
freeze commodity prices and also the sales prices of grain
and edible oil in the 1960’s and 1970’s. Practice has
proven that these methods do not work; we must draw
lessons from those experiences.

However, allowing violent fluctuation of prices without
trying to restrain them would then again disturb all
business relations, ruin the normal business order, and
even lead to social upheaval and political instability. It is
for this reason that the governments of Western market
economy countries, in the same way as the governments
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of Eastern socialist countries, make great efforts to
maintain a relative stability of commodity prices in the
market and to avoid the occurrence of currency infla-
tion. Relative stability of the general price level is a
prerequisite for the normal workings of the national
economy, as it is also its result. To ensure a continuous,
steady, and well-coordinated development for China’s
economy, we still have to persist in a policy of relatively
stable commodity prices. China’s price reform also
proves that without a price environment of relative
stability, it is hardly possible to carry out price reform.
During the three years from 1987 to 1989, prices in
China shot up steeply, evoking intense reactions among
the people, and reform items that should have been put
into effect were forceably postponed. Ensuring any fur-
ther progress in China’s price reform requires the correct
handling of price adjustments as well as the relationship
of price decontrols and commodity price stabilization,
promoting integration of these two factors without put-
ting any particular stress on one or the other side.

According to past experiences, the average annual rise of the
general price level must in future be controlled at below the
year’s average interest rate and below the average annual
growth of the citizens’ monetary income. The former will
ensure a positive, rather than a negative value of the
citizens’ deposit interests, will avoid runs on banks by
savings depositors, and will avoid assaults on the market.
The latter will ensure that there will be no decline, but rather
a rise in the people’s present actual living standard. All the
above was stated in respect of the country as a whole, as to
the various trades and local regions, they all have their
peculiarities, and price levels may be somewhat higher or
lower, any measures taken should therefore be made to suit
local conditions. Even so, it will hardly be possible to ensure
that some people will not be adversely affected by prise
rises. Income increases differently for different social strata,
and for a variety of reasons, some incomes may still decline.
To those who will really have difficulties making it, the
government should allot cost of living allowances.? The fact
that some may not be able to endure the burden of price
rises should not be reason for hesitancy to move forward in
the price reform.

4) Gradual Merger of All Prices From Two Tracks to
One Track

The dual-track price system is an excellent transitional form
enabling the effective change of China’s price pattern. It
opened up a road for the implementation of the reform of
prices for means of production in a tense economic envi-
ronment, promoted a change in the pricing mechanism,
gradually introduced the market mechanism into the areas
of production and exchanges of the large- and medium-sized
state enterprises, and promoted a rapid development in the
production of important industrial means of production.
However, the dual-track system is, after all, only a transi-
tional pattern. China’s price reform must not halt at the
dual-track system phase, but must advance further to arrive
at the ideal price pattern.
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Merging the two tracks into one track will be a process that
will require a longer period of time to accomplish. Condi-
tions have not yet matured for a nationwide abolition of the
dual-track system. Conditions might be right only for some
specific items of commodities, such as cement and rubber,
where favorable conditions exist and where the merging of
tracks is initially being carried out. For the majority of
means of production, for which merging of tracks is being
considered, the necessary favorable conditions must still be
created. Where appropriate conditions do not exist, the
forcible merger of tracks will very likely result in turning an
open dual-track system into a covert dual-track system. Not
only that, there may occur a reversal from the unitrack
system. Wherever favorable conditions presently exist, the
merger of tracks has been carried out. As conditions change,
the dual-track system may possibly reappear. Of course,
even there the dual-track system will in the end still evolve
into a unitrack system.

Apart from being aware of the long-term and arduous nature
of the merging of tracks, it is also necessary to correctly
solve the problem of orientation in our merging of tracks.
Where is the dual-track system headed for? There are three
different answers. According to one viewpoint, the merging
of tracks is a process that tends toward planned prices (or
government-fixed prices); through the merging of tracks,
planned prices or government-fixed prices will be instituted
for a large proportion of means of production, and only for
a small group of less important means of production will
market prices apply. According to a second viewpoint,
merging of tracks is a process tending toward the market
track (or market prices); through merging tracks, market
prices will be instituted for a large proportion of means of
production, and planned prices will be applied to only a
small group of important means of production which are the
economic lifelines of the national economy. According to a
third viewpoint, through merging tracks, the pricing
authority for a large proportion of the means of production
will first of all be concentrated, and planned prices will be
instituted for these commodities. Later, conditions will be
examined to gradually decontrol them, group after group
and at different times, to finally arrive at a stage of having
market prices for most of the means of production. These
three viewpoints represent three different orientations for
track merging. The first is to take a backward road, thus not
feasible. The third appears to be the “curved line of national
salvation theory” but in essence is also a reversal to the old
system, therefore also not workable. We are in favor of the
second viewpoint. Through track merging we must gradu-
ally advance toward a planned market price pattern.

The “merging of tracks” of prices for the means of produc-
tion must abide by the principles of “rectification, concen-
tration, perfection, and control.” The term “rectification”
refers to rectifying the chaotic conditions of the dual-track
system and getting to a unitrack system. The term “concen-
tration” is used in respect of production technology monop-
olies and products and services of public utilities and of the
war industry, for which the dual-track prices should not
have been applied in the first place; here we have to be
firmly determined to abolish the dual-track system. The
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term “perfecting” refers to formulating rules, regulations,
and institutions for the operation of the dual-track system.
The term “control” refers to supervision and investigation
of the implementation of the dual-track prices, discovering
the violaters of discipline, punishing them severely, and
preventing them from gaining unfair economic advantages.

Track merging may adopt the following forms: 1)
Merging tracks trade by trade, giving priority to monop-
olistic trades, public utilities, and the war industry, all
other trades to follow in proper order. 2) Merging tracks
according to products, giving priority to those for which
demand and supply is basically in balance and where the
disparity between the two tracks is not large, others to
follow in proper order. 3) Merging tracks according to
regions, with priority to be given to special economic
zones and economic development zones, other regions,
especially backward regions, may follow a little later. 4)
Merging tracks according to links. In view of the com-
paratively numerous problems in the circulation link,
track merging could be first started in the circulation
link. It would also be possible to start merging tracks
with the ex-factory prices of the production link, and
only thereafter undertake merging of tracks at the circu-
lation link.

5) Highly Efficient and Versatile Price Control

A serious defect of the old traditional price system had
been that there was a “too much, too severe, too rigid”
price control by the state departments. As China under-
took the solution of these problems during the course of
the price reform, there arose another erroneous ten-
dency: this was to completely negate any state control in
matters of prices, believing that since prices have been
decontrolled, the enterprises should be allowed to freely
determine prices according to the supply-demand situa-
tion, and there being no necessity for the state to again
exercise control over prices. This viewpoint is wrong; it
is harmful for the development of the planned com-
modity economy and harmful for the normal operation
of market prices. The problem in the price operations of
the enterprises is frequently their short-term orientation;
there are also disguised forms of price increases, such as
passing off inferior quality goods for high-quality goods,
giving short measure of goods to customers, etc. There
are also endless numbers of price disputes arising in the
various markets (e.g. at country fair markets, at various
specialized wholesale markets, at futures markets, etc.).
If no control is exercised, if there is no price supervision,
if these situations are left unchecked, it will hardly be
possible to ensure the order of normal commodity circu-
lation.

Price control may either be direct or indirect. Direct
control comprises government determination of prices
for a small group of important commodities or services
that affect the national economy and the people’s liveli-
hood. The government will determine the ceiling prices
and the lowest protective prices, allowing prices to float
in between. It also refers to freezing of prices in case of
necessity, etc. Indirect control refers to the use by the
government of such economic means as finance policy,
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taxation, credits, and foreign exchange, to interfere in
the price level, price structure, and parity price differen-
tials.

The measures adopted in price control are primarily
administrative measures, legal measures, and economic
measures. The term “administrative measures” refers to
the use by the government of its political power in the
determination of price policy and formulation of rele-
vant rules and regulations, and in forcing commodity
producers and dealers to abide by them. The term “legal
measures” refers to the state formulating price rules and
regulations and the checking and supervising of their
enforcement. The term “economic measures” refers to
such economic regulatory levers as financial policy,
taxation, credits, and foreign exchange. Among the three
types of control measures, the economic measures are
the most important. If only an excellent macroeconomic
environment existed, price operations would be on an
ideal orbit, and the various undesirable price and pricing
activities would greatly diminish.

The history of the planned commodity economy is still
very short, and practice and experiences have also been
limited. How to conduct highly efficient and versatile
price control within the framework of planned market
prices is, as far as China is concerned, still a new topic,
and practice is even more lacking in this respect. In view
of this situation, it is very necessary to start out from the
realities of China, draw lessons from the experiences of
many countries, and to make every effort to create a
socialist market price control pattern with Chinese char-
acteristics.

6) Accurate and Early Price Information

China is a country with a vast territory, and economic
developments in its various regions are not well bal-
anced. Good market and price information is therefore
extremely important for the ongoing production in
China’s several million enterprises and for the millions
upon millions of its peasants. The state must not only
control prices, but must, even more importantly, assume
responsibility for the prompt issue of accurate market
and price information. If that is not done, it will hardly
be possible to develop a commodity economy and will
also hardly be possible to create an excellent market. It is
for this purpose that we must enhance our communica-
tions equipment and must exert efforts to improve
transportation conditions. Improvement of communica-
tion equipment, efficiency in market information, and
accuracy of price information are all factors that will
greatly promote the development and perfection of
China’s commodity market.

Footnotes

1. The term “state-guidance prices™ refers to commodity
prices and standards of service charges transmitted as
guidance to the enterprises by the commodity price
departments of the people’s governments at the various
levels above county rank and the departments in charge
of business affairs, according to the powers of office
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prescribed by the state. These prices had been deter-
mined through a determination of basic prices and
floating margin, profit rate, ratio between input and
sales, highest ceiling and lowest protective prices.

2. The method of granting income subsidies to those who
have difficulties in their livelihood is simpler and easier
in comparison with supplying quotas at low prices. It will
also prevent graft by unlawful elements, as well as
decadence, profiteering, and embezzlement. It will fur-
thermore save administrative expenses. It is for these
reasons that we are in favor of paying income subsidies
to those who have difficulties in their livelihood.
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Stock Markets in Perspective

92CE05904 Hong Kong MING PAO YUE-KAN [MING
PAQ MONTHLY] in Chinese No 7, Jul 92 pp 48-55]

[Article by Shao Chunlin (6730 2504 2651): “China’s
Stock Markets: Report on 1992 Conditions and Future
Prospects’’]

[Text] Editor’s note: The faster pace of China’s reform
and opening is opening up new investment targets for
Hongkong. As to stock markets, China’s have made an
amazing recovery in just a few years. For instance,
Shenzhen stock prices skyrocketed 20-fold in the short
nine months from March to November 1990, a success
that the Hong Kong stock market took two decades to
achieve. MING PAO YUE-KAN has specially invited
Mr. Shao Chunlin, a specialist and scholar from the
Shanghai Asian Studies Institute, to write this article,
which details the new features of China’s post-recovery
stock markets, the first-half 1992 performance of the
Shenzhen and Shanghai stock markets in particular, as
well as forecasting their future trends. As to China’s B
stocks, which are of particular interest to foreigners, it
also provides an authoritative and detailed critique that
is of great reference value to investors. Mr. Shao has also
recently coauthored with five other PRC economists The
Bulls Against the Bears: China’s Stock Markets in Per-
spective. [End editors note]

I. The First-Half 1992 Performance of the Shenzhen
Stock Market

1. The Market Was Stagnant for More Than Three
Months, Leaving Stockholders Perplexed and Mostly
Taking a Wait-and-See Attitude

In the last trading week of 1991, Shenzhen stocks
rebounded for a while, so that the Shenzhen index
climbed to close out the year at 110.3688. While many
insiders thought that this signaled better times to come,
the end of the downward correction in Shenzhen stock
market prices since mid-November, and a quick market
upswing was certainly not the case. Not only were the
stagnant prices of Shenzhen stock market far from over,
but they were to continue for another two months or
more.
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The Shenzhen index stood at 110.5271 on 2 January
1992, but remained at only 110.9814 by the end of
January—almost no increase in a month. While the
index experienced several ups and downs during this
time, they were very small, with less than 2 percentage
points cither way. As all stock prices had basically not
changed, and many securities agencies were doing little
business, the Shenzhen Stock Market had become a
stagnant market.

On 30 January 1992, Fazhan and Jintian stocks rose,
pushing the index over the 110 mark to 112.5743, and
even up as high as 116 for a time by the end of the Year
of the Ram (3 February). But while Fazhan and Jintian
stocks rose considerably, laggards, such as Wanke, Anda,
and Baoan, rose only very slightly. Then after the Spring
Festival, things began to pick up again, with the Shen-
zhen Stock Market index recovering to fluctuate between
114 and 115 during the first trading week of the Year of
the Monkey (10-14 February). Another overall down-
swing began on 14 February, with even Yuanye stocks
that had been rising so fast recently that trading had to
be stopped daily, being suddenly sold off in large
amounts, so that even their “turnover” was dampened.
Afterwards, the index basically remained between 111
and 114, while dropping to a low of 109.2204 on 26
February.

On 28 February (Friday), the new Southern Glass A and
B stocks that had been issued at the end of 1991 went on
the market, suddenly bringing new vigor to the sluggish
stock market. On that day, there was a rush to all
securities agencies, with an extraordinary amount of
excitement. But while Southern Glass A and B stocks
opened at the guidance prices of 6.8 yuan and 4.8 yuan,
respectively, they rose due to short-selling, and it was not
until they had reached 8 yuan for A stocks and 5.75 yuan
for B that the first transactions were concluded. Then
both A and B stocks continued to rise together. By the
morning close, B stocks had climbed to 7 yuan before
stopping temporarily, while A stocks rose nonstop to a
high for the afternoon of 10.75 yuan before stopping,
with A and B stocks closing for the day at 10.5 yuan and
6.85 yuan, respectively, for one-day price increases of
210 percent and 72 percent, respectively. That day, the
index rose to 113.2961. While the strong impact of the
Southern Glass A and B stocks caused other stocks, such
as Jintian, to increase slightly on 2 March (Monday),
when the index climbed to 115.5354, its highest point
since early December 1991, stock prices began to fall on
Tuesday so that, except for Fazhan stocks, no others
lived up to expectations. Southern Glass A stocks, which
had just been put on the market, fell steadily to under 9
yuan, which fall continued steadily into late March. And
the Shenzhen index fell back to to 113.9589 by 6 March.

While the good news of a “2-for-1” bonus sharing
decision at a Fazhan sharecholders meeting on 9 March
(Monday) drove Fazhan stocks up for a time to 32.9
yuan, the continued decline in Jintian stocks and the lack
of improvement in other rear-guard stocks sapped the
support of Fazhan stocks, which began to fall again the
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next day, stopping only at 32 yuan by 20 March on the
eve of the stock rights and interest division. In short, all
the way up to 16 March, the whole market remained
stagnant, with slack trading and investment and stocks
in a slump. Due to the stagnant market that had con-
tinued for over three months since December 1992,
stockholders were already so apathetic that they
responded coldly and slowly even to the news of the
Fazhan stock “2-for-1”” bonus distribution and the suc-
ceeding distribution plans made at stockholders meet-
ings for Wanke and Jintian stocks.

According to my analysis, the major reasons why the
Shenzhen Stock Market was stagnant for so long were as
follows: 1) As large amounts of new stocks were issued
around the turn of the year, and the concerned authori-
ties had long since announced that the new stock issues
would be put on the market in the first quarter of 1992,
most stockholders were afraid that the Shenzhen Stock
Market would grow too large all at once and tie up a lot
of funds that would affect old stocks, so preferred to wait
for the new stocks to come on the market, rather than
taking risks. 2) The frequent and conflicting reports of
market bonus sharing and stock splits since late January
left many stockholders at a loss, fearing that the same
disastrous steps would be taken to restrict bonus sharing
as had occurred in 1991.

2. A Clear Policy of More Bonus Sharing and Dividend
Distribution Stimulated an Upsurge

On 17 March 1992, with the approval of the relevant
national sectors, the Shenzhen municipal government
issued “Temporary Provisions on Limited-Liability
Companies in Shenzhen City.” Shenzhen Mayor Zheng
Liangyu 6774 5328 3768] interpreted these provisions as
an authoritative “Basic Law” for the relevant govern-
ment sectors to use as a strict guide for enhancing their
future management and oversight of stock companies
and the stock market. Articles 135, 136, and 140 of the
Provisions closely affect investors. Article 135 stipulates
that stock companies should collect “accumulation
funds,” Article 136 further states that these accumula-
tion funds can be “converted to additional capital with
which to issue new stocks to original stockholders based
on their stock percentages,” while Article 140 clarifies
that company bonus sharing and profit distribution can
adopt the two share interest forms of ‘“cash™ and
“stocks.” With this legal backing, stockholders no longer
have to worry about whether they will be paid dividends
or who might interfere in bonus sharing. In addition, as
those stock companies that had already collected a huge
amount of “accumulation funds” in past years are now
permitted to convert them to addititonal capital, their
stockholders can also earn sizeable profits from stock
distribution when accumulation funds are converted to
additional capital. This, in addition to the news of the
stock distribution of name stocks that pay more than 30
percent in dividends, reignited the interest of Shenzhen
stockholders in the stock market. :
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The first stock to make waves was Baoan. This stock
company announced in the SHENZHEN TEQU BAO
that it would earn profits of 200 million yuan in 1992,
after which the media revealed that it had acquired tracts
of land in Shenzhen, Shanghai, and Wuhan that it was
planning to develop for profit. On 16 March (Monday),
Baoan stock shot up to 12 yuan and its trading volume
increased sharply, while the Shenzhen index picked back
up to 115.6274. On 23 March (Monday), the Shenzhen
Stock Market, which had been stagnant for over three
months, finally “burst forth.” On Monday, Fazhan
stocks paid dividends and opened immediately higher,
and on Tuesday, Jintian shot up while Fazhan and
Baoan continued their upward climb, so that the market
climate was greatly improved. Beginning on Wednesday,
all securities agencies were busy from early morning and
packed with buyers, so that all A stocks shot up and the
market climate of pessimism and waiting disappeared at
one stroke. On Friday, a new stock, Kangjia, was put on
the market, crowds of stockholders rushed to buy it, and
its price was established at once. That week, the index
rose from 116.1802 to 130.2081, or 12 percent.

Materials and Zhonghua went on the market on 30 and
31 March, respectively, catching up to old stocks in just
one day, which finally dissolved stockholder worries
about new stocks being put on the market. In the first
half of that week, all stocks rose, and the index topped
143, setting a record for the Shenzhen index. Beginning
on Wednesday, a correction was made, starting a new
round of large-scale trading and laying an increasingly
solid foundation.

On 6 April (Monday), after the preceding week’s tempo-
rary correction, the Shenzhen Stock Market began to
climb again. Except for the problems experienced with
the Yuanye Stock Company’s stocks, all other stocks rose
to varying degrees. The week’s trading volume was 609
million yuan and the index rose to 165.6556, both of
which set new records, so that the whole stock market
was extraordinarily brisk.

During the week of 13-17 April, the stock market fluc-
tuated rather sharply. At the opening on Monday, every-
thing was up, including the new Dasheng stock that rose
due to short-selling to 22 yuan before its first transac-
tions were concluded. On Tuesday, the index rose to
191.9211, while Jintian stock was up 11 percent. But not
long after the opening on Wednesday, while the stock
market began an overall downswing of such force that it
had stockholders racking their brains for a time, it made
a full recovery the very next day. By Friday, the climate
of the stock market had become very much wait-and-see,
with the index down a slight 2 points, which affected the
first half of the following week.

On 22 April (Wednesday), when the newspapers
reported the news that State Council Vice Premier Tian
Jiyun had said during a tour of the Shenzhen Stock
Exchange that “stocks are a good thing,” this drew
special attention from foreigners and became a phrase of
greeting for a time among stockholders. The stock
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market, which had been stagnant for several days, drew
support from this good news, with a sharp increase in
buying, a quick general recovery, and the index topping
the 200 mark at 202.6395 by the close on the 24th. The
rapid rise in the index that week was driven mainly by
the sharp increase in the prices of B stocks, with all four
of them up 13.7-27.8 percent in one day on Thursday.

By mid-May, the Shenzhen index had skyrocketed.
While Fazhan, Jintian, and Baoan stocks had experi-
enced sharp struggles between bulls and bears, so that
prices had dropped sharply on 27 April and 6 May, they
had recovered very quickly. By 15 May, Fazhan and the
newly marketed Zhenye stocks had both topped 40 yuan,
reaching 45.3 yuan and 43.5 yuan, respectively. Except
for Yuanye and Southern Glass, all other stocks had
leaped 200 percent. And the Shenzhen index had
reached a record 272.0066, climbing since mid-March all
of 160 points, or 143 percent!

In perspective, the direct cause of this bull market in
Shenzhen was the high dividends paid by old stocks in
1992. In addition, there were two deeper reasons: 1) The
improved “macroclimate,” such as the putting into
effect of laws and regulations for stock companies, and
Vice Premier Tian Jiyun’s inspection tour, increased
investor confidence in the Shenzhen Stock Market’s
development prospects. 2) The better achievements and
higher stock market profit margins of stock companies in
Shenzhen than in Shanghai attracted much investment
from other places, such as Shanghai, to the Shenzhen
Stock Market.

IL. The First-Half 1992 Performance of the Shanghai
Stock Market

1. The Control of Circulation Volume Restricted Stock
Prices, So That Trading and Investment Shrank to the
Point of Almost Total Stagnation

After the Shanghai Stock Market put into effect a com-
bined price limitation system of 1 percent rise or fall
along with 3 percent circulation volume control at the
end of September 1991, (i.e., a stock’s trading volume
must reach 3 percent of its market volume before it is
allowed to rise or fall 1 percent), while stocks fluctuated
between rising and stagnating, the general trend
remained a steady rise. By the end of February 1992, the
Shanghai Stock Market index had reached 291.72, or
110.81 points and 61.25 percent higher than at the end of
September 1991. While major stocks, such as Vacuum
Electronics and Yanzhong, had experienced some price
fluctuation before the circulation volume control law
went into effect, the situation on the Shanghai Stock
Market of demand exceeding supply after this law went
into effect seemed to cast a protective cloud over it, so
that no more price fluctuation occurred, because price
rises were stopped due to trading volume not reaching 3
percent. This brought about a mindset of “all you have to
do to make money is to buy in,” with Shanghaians
competing to buy into the market, which finally resulted
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in the Shanghai Stock Exchange being forced to tempo-
rarily halt trading in late November due to traffic jams.
On the other hand, stockholders regarded stocks as gold
and were strongly reluctant to sell, so that bidding
declined steadily and trading volume dropped sharply.
By the 3rd week of January 1992 (the 13th to 17th), the
miracle of “empty board” zero 1-day trading volume was
occurring repeatedly for many stocks. In fact, the
Shanghai Stock Market began at the end of October 1991
a three-month period of “stagnant” and “dead” markets
where trading volume was insignificant and there were
no stocks for sale.

2. The Top-Level Markets Sold “Lottery Tickets,” So
That Those Without Stocks Could Draw for “Purchase
Rights Certificates”

When Xingye stocks were issued in mid-August 1991,
buyers gathered in swarms, breaking in purchase site
doors and windows, and forcing the seller, the Wanguo
Securities Agency, to shift its purchase sites, which
angered the public into certain incidents of bickering and
fighting, and aroused the attention of the relevant central
authorities, who made a special trip to Shanghai to
investigate them. To this end, the concerned Shanghai
authorities prohibited for a time the broadcasting of any
news about stocks or the stock market by the newspapers
or radio and TV stations.

When the notice appeared in the newspapers in
December 1991 that Public Rentals, Zhongcheng Real
Estate, and Special-Shaped Steel Pipe were going to raise
capital by floating shares, an incident of crowding
causing many injuries occurred at the appointment reg-
istration for the purchase of Public Rentals, forcing
Zhongcheng Real Estate and Special-Shaped Steel Pipe
to temporarily slow their appointment registration.
Thus, the method of issuing stock purchase “lottery”
tickets was initiated in mid-January 1992.

These stock purchase tickets are equivalent to purchase
rights certificates for new stocks. They were sold to the
public from mid-January to 1 February. There was no
limit to individual purchases, with the price being 30
yuan a ticket, and tickets being valid for one year. Every
time a new stock is issued in 1992, the numbers are
rolled and the winners can buy new stocks with these
tickets, analogous to winning lottery prizes. As the con-
cerned parties announced that most of the income from
the sale of these purchase tickets would go to the con-
struction of a public welfare office in Pudong, this
blurred the distinction between investment and dona-
tion. In addition, as the facts about new stock issues in
1992 were not clear at the time, only 2.0767 million
purchase tickets were actually sold, or somewhat less
than had been expected.

But to everyone’s surprise, Deng Xiaoping visited Shen-
zhen, the CPC Central Committee decided to speed up
its pace of reform and opening up in 1992, Shanghai was
made a priority focus for reform and opening up, all jobs,
including shareholding system and stock market pilot
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projects, were sharply speeded up, and the original plans
to issue only 100 million yuan of new stocks in 1992
were multiplied. Not long after the Spring Festival in
1992, when the news came of the first 1992 issue of new
stocks worth 80 million yuan by seven shareholding
enterprises, and that 10 percent of the holders of the over
2.07 million purchase tickets would be picked to buy the
new stocks, these purchase tickets, which had formerly
been given the cold-shoulder by most, suddenly became
“hot-selling commodities.” In particular, before Yan-
zhong and Dafeile stock prices were deregulated on 18
February, as the stock market was quiet and there were
no stocks for sale, some stockholders transferred some of
their money to the black market for large-scale purchases
of purchase tickets, which drove up their price. By early
March on the eve of the lottery drawing, the price a block
of 100 consecutive-numbered purchase tickets had sky-
rocketed on the black market to 60,000 yuan, or up from
the original sale price by 200 percent!

On 2 March, Shanghai held a lottery drawing for the first
1992 issue of new stocks by seven companies, such as No
2 Textile Machines, in which there were 214,000 win-
ning purchase tickets, or 10.3 percent, enabling holders
of blocks of 100 consecutive-numbered purchase tickets
to buy all seven of these new stocks. While the buyers
were wild with joy, those who had not bought purchase
tickets were filled with regret.

After the first new stock offering was bought out, the
news came that over 30 other new stocks would be
offered in 1992, so that black market sales of purchase
tickets remained very strong, with blocks of 90 not-
yet-drawn consecutive-numbered purchase tickets
bringing over 50,000 yuan for unsigned ones, and a litle
more than 30,000 yuan for signed ones. Recently, as the
lottery drawing for the second new stock offering in early
June approached, the black market price of purchase
tickets went up again. So it seems that until 1992’s new
stock offerings are ended, black market trading in pur-
chase tickets will remain a major strength of the
Shanghai Stock Market in 1992.

3. The Experimental Price Deregulation to “One
Market, Two Systems” Caused Sharp Ups and Downs
and Market Eccentricity

The resurgence of black market trading in purchase
tickets is after all not an orthodox business. In order to
break out of the Shanghai Stock Market’s three-month
stagnation, the Shanghai Stock Exchange suddenly
announced on 17 February that beginning on 18 Feb-
ruary, it would experimentally deregulate the prices of
Yanzhong and Dafeile stocks, stipulating relevant decla-
ration rules, with pricing units being 0.05 yuan for
Yanzhong and 0.10 yuan for Dafeile, and maximum
declarations not to exceed the preceding transaction by
more than four pricing units. So 18 February was an
exciting day for many holders of Yanzhong and Dafeile
stocks. Early that morning, people flocked to all securi-
ties agencies throughout Shanghai and, by 0900 hours
when their doors opened, poured in like water over a
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dam, breaking down doors and windows at many of
them. By the close of trading at 1530 hours, Yanzhong
had shot up from the preceding day’s close of 98.9 yuan
to 168.4 yuan, or 70.27 percent, while Dafeile had also
risen from 1,091.6 to 1,599.9, or 46.56 percent. In the
following three weeks, stock market buying, which had
been pent-up for almost four months, exploded like a
volcano. Yanzhong and Dafeile stock prices climbed
together, so that after a short 18 days of trading days by
12 March, Yanzhong had careened up to 373.49 yuan
(reaching a high for the 12th of 380.09 yuan), or up 277.6
percent, with 768,469 shares having been traded, for a
turnover rate of 84.5 percent, while Dafeile rose less
because it had less shares on the market (only 21,000),
but was still up 92.15 percent.

Yanzhong and Dafeile skyrocketed because of the so-
called “one market, two systems” in which their prices
were deregulated while other stocks continued to trade
according to the original rules, but certainly not because
of any inherent increase in their value. This “one
market, two systems” artifically shrank the Shanghai
Stock Market pie that was already very small. For
instance, Xingye Real Estate’s price remained
unchanged at 88.2 yuan for over a month, while the daily
trading volume of stocks, such as Vacuum Electronics,
repeatedly set new zero records.

By 12 March, Yanzhong and Dafeile’s market profit
margins had topped 400 and 1,000, respectively, setting
new world records for stock market profit margins. But
by the afternoon close on that day, Yanzhong, which had
more shares, was already showing signs of a turnaround,
with considerable stagnation. On 13 March, there was a
sudden shift in the lineups from buyers to sellers, so that
trading dropped sharply, with a trading volume of only
one-ninth that of the preceding day and prices beginning
to plunge. In nearly two weeks between 16- 26 March,
Yanzhong traded only 450 shares, including the 23rd
when not even one share was traded! Yanzhong stock-
holders sank into a tragic state of hopelessness. At this
time, the Shanghai Stock Market became an eccentric
one in which one type of stock would not sell while
others could not be bought! So after the deregulation of
Yanzhong and Dafeile prices had brought a bustling
three weeks, the stock market “died” again.

4. The Lid Was Lifted Through Step-By-Step
Explorations, Which Gradually Standardized the
Distorted Stock Market

On 27 March, five of the seven new stocks to be issued in
1992 went on the market. The fast turnaround from the
close on 15 March to the opening on the 27th left
stockholders amazed but happy.

But early on the 27th, the morning news broadcast that
the Shanghai Stock Exchange had decided to apply
trading rules for the new stocks of restricting rises or falls
to 1 percent, but not controlling volume, and that the
guidance prices of the five new stocks put on the market
would be only a few tenths of a yuan higher than their
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issue prices. When stockholders heard this, they were
aghast. At these prices, even the luckiest investor who
had bought only one purchase ticket that had been
picked in the lottery would lose money when selling!
Guided by such guidance prices that violated the most
basic market rules, the stock market naturally sank into
another state of “stagnation.” Not one of the five new
stocks was traded on the first day they were put on the
market, and the investors who had lined up overnight
had waited in vain.

But on the other hand, these new stocks that had
appeared but were not being traded stimulated the
deregulated-price Yanzhong stocks. The plunging, nearly
dying Yanzhong stocks seemed to have been energized,
suddenly rebounding on 30 March (Monday), leaping
from 331 yuan to 340 yuan for a trading volume of
117,247 shares, and setting a new one-day trading record
for a single stock on the Shanghai Stock Exchange. While
they set another new record on Tuesday with a trading
volume of 153,816 shares, the exceedingly high prices
and market profit margins frightened Yanzhong stock-
holders, who had earlier watched Yanzhong stocks
plunge, into taking the opportunity to sell and get out. So
the Yanzhong rebound finally ended, with trading and
investment dropping sharply beginning on Wednesday,
and prices sliding once more. Afterwards, while Yan-
zhong rebounded temporarily from its low of 207 yuan,
the gradual lifting of price restrictions on other stocks
since mid-April made it impossible for Yanzhong to turn
the tide, so that it finally fell to its proper market price.

On 13 April, the Shanghai Stock Exchange announced
that it was abolishing the 3 percent circulation volume
control, and was raising the price fluctuation restriction
on the three stocks of Vacuum Electronics, Phoenix, and
Xiaofeile from 1 percent to 5 percent. This finally began
to lift the lid that had been on the Shanghai Stock Market
for the preceding six months.

On the very day that these new measures went into
effect, the stock market saw the end of its previous
slump. The trading volumes of Yanzhong, Xiaofeile, and
Phoenix were up sharply, and while the price of Vacuum
Electronics was still low, so that its trading volume was
temporarily less, it rose steadily. In short, except for the
new stocks, all of the old stocks entered a phase of
vigorous, spontaneous adjustment, with prices which
were 100 high (such as Yanzhong and Phoenix) falling,
and prices that were too low (such as Vacuum Elec-
tronics) rising to a given point where they experienced a
natural fluctuation. This thoroughly changed the past
situation of only rising or only falling, and began to put
the trading of old stocks onto a normal track. Between
13- 30 April, stock trading reached 1.344 billion yuan, or
37 percent of the Shanghai Stock Exchange’s securities
business. During the one trading week of 20-24 April in
particular, stock trading volume reached 575 million
yuan, exceeding bond trading volume for the first time.

This partial freeing up of prices to normal stock market
operation strengthened the hand of managers in
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reducing administrative interference and their confi-
dence in market forces. On 5 May, the Shanghai Stock
Exchange decided to also raise the price fluctuation
restrictions on three old stocks, such as Yuyuan, and the
five new stocks from 1 percent to 5 percent. Thus, on the
Shanghai Stock Market, in addition to Yanzhong and
Dafeile being completely freed up to unrestricted market
list-price trading, all other stocks use list-price trading
with 5 percent price fluctuation restriction and no
volume control, so that market rules are being basically
followed. Since the lid has been lifted, trading and
investment have been brisk, with sharp struggles
between bulls and bears, and prices sometimes rising and
sometimes falling, so that they are hard to predict. The
general trend is one of setbacks followed by upswings,
with the stock market being in a general state of equilib-
rium, but all stock prices becoming aligned and gradually
adjusted to the position that suits their respective market
profit margins. Even the five new stocks are being traded
somewhat due to steadily rising prices, which are trium-
phantly driving on toward their proper values.

5. New Stocks Are Appearing in Large Numbers, and
Prospects Are Generally Good

After June 1992, the Shanghai Stock Market will again
issue over 200 million yuan in new stocks, in addition to
putting a large number of corporate stocks and 30
million yuan worth of state-owned stocks on the market
for purchase by individual investors. When some Dafeile
corporate stocks were sneaked into market circulation on
8 May, they not only did not cause much of a shock, but
their price even rebounded to over 2,000 yuan on the
11th due to the news of a stock split. And when almost
100,000 Vacuum Electronics labor stocks were also
quietly thrown onto the market at a price of 1,500 yuan
each, not only were they all snapped up by individual
investors, but their price remained strong, rising 17
percent in the first week.

\When the notice appeared in the newspapers on 14 May

that Yongsheng Fountain Pen was going to raise capital
by floating shares, this was the prelude to Shanghai’s
second new 1992 stock offering. It is believed that these
newly issued stocks will also be put on the market within
a month. It is understood that by the end of 1992, the
Shanghai Stock Market will have 70 stock companies
(including ones from other places in China), and that the
Shanghai Stock Exchange will have 100 members (bro-
kers). As the Shanghai Stock Market will then have
millions of investors and almost 10 billion yuan in
capital, the experts are generally optimistic about the
Shanghai Stock Market’s 1992 prospects.

As to future market prospects, I agree with the analysis in
One Person’s View in the 16 May issue of JINRONG
ZHENGQUAN XINXI [FINANCIAL SECURITIES
NEWS] that “Shanghai stocks are already in a gradual
regulation and control transition from administrative
means to full market forces. The following factor that
will affect future market trends warrants attention:
While deregulation of all stock prices is only a matter of
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time, the Shanghai Stock Market mindset of moving
forward quickly in small steps will gradually dovetail old
and new stocks, and the Shanghai Securities index will
continue to climb slowly, neither skyrocketing, or even
less so plunging.” Of course, if its managers’ particular
regulation and control measures (such as top-level
market fixing of spillover price multiples) are even
slightly incorrect, the stock market may become either
overheated or overcooled. In which case, it would be
hard to prevent partial “stock disasters,” as when Yan-
zhong skyrocketed and then plunged.

IIL. B Stocks in Shenzhen and Shanghai: A Critique
and Forecast

On 21 February 1992, Shanghai Vacuum Electronics Co '
Ltd B stocks were put on the market for trading on the
Shanghai Stock Exchange. A week later on 28 February,
Southern Glass Co Ltd B stocks were also put on the
market for trading on the Shenzhen Stock Exchange. The
first day trading of these two B stocks was outstanding,
with Vacuum Electronics B stocks starting at $72,
reaching a high of $92, and closing at $88.50, or up 23
percent, and Southern Glass B stocks starting at 4.8
yuan, rising to 5.75 yuan before the first transactions
were concluded, and closing at 6.85 yuan. This was a fine
beginning for China’s tiny B stock market. Increasing
numbers of foreign investors are starting to look with
excitement at this newly rising market, and its partici-
pants are beginning to increase. :

Meanwhile, Shanghai and Shenzhen are paying partic-
ular attention to their B stock market development, by
taking a series of positive steps in the areas of market
standardization and internationalization. For instance,
Shenzhen has already put into effect provisional regula-
tions for shareholding companies, which guarantee
investors’ rights and interests, and have become a vital
piece of favorable news for the Shenzhen Stock Market,
while Shanghai’s shareholding company regulations are
already past their 11th draft, so that there are great
expectations that they will be announced and put into
effect by mid-year. In addition, much progress is also
being made in streamlining procedures for investing in B
stocks.

By March, Shanghai’s B stock market still had only the
one B stock of Vacuum Electronics, with no new B stocks
being offered or marketed. While its trading volume was
averaging some thousands a day, and its price was
fluctuating in a narrow range between $70 and $81, it
began to gradually fall, and its trading volume also
shrank slowly to an ordinary daily trading volume of
only hundreds or even just dozens.

Vacuum Electronics B stock was down to $72 by 3 April
and $71.50 by the sixth, already approaching its $70.90
issue price. By mid-April, it was revitalized through
low-price trading, and its trading volume rose somewhat.
By late April, it was gradually becoming clear that it had
bottomed out, with the confidence of foreign investors
beginning to increase, and trading and investment
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becoming brisker. In the week of 27 to 30 April, its daily
trading volume was over 15,000 shares, except for on the
27th when it was only 5,950 shares, reaching 15,380 on
the 28th, 17,920 on the 29th, and 19,390 on the 30th.
Moreover, it continued to climb, reaching 58,000 shares
for the week, up 400 percent from the preceding week,
with its price being quoted at $80 by the close on the
30th. But by May, it had reversed again, with the price
falling slightly.

In Shenzhen, the B stock market was another matter.
After Southern Glass B stocks went on the market, other
B stocks, such as Zhonghua Bicycle, Kangjia Electronics,
Shenzhen Materials, Huafa Electronics, and Shenzhen
Petrochemicals, were put on the market for trading.
Moreover, After Southern Glass B stocks went on the
market, the Shenzhen Stock Exchange stopped setting
“guidance prices” for new B stocks when they were first
put on the market, leaving opening prices to be deter-
mined completely by market forces. After these new B
stocks were put on the market, their prices rose in a
narrow range, showing relative stability, becoming a
powerful driving force in helping the Shenzhen Stock
Exchange stock price index to steadily set new records,
and performing splendidly.

After 20 April, all Shenzhen B stocks rose, with the
Shenzhen Materials B stock price rising a rare 9 percent
on the 21st, and the Kangjia Electronics B stock rising an
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even greater 12 percent on the 22nd. On the 23rd, when
the Hong Kong Hang Seng index broke through the
5,300 mark, all Shenzhen B stocks rose, with the four B
stocks up 13.7-27.8 percent by the close, and Southern
Glass B stocks making a particularly good showing. In
that week, the Shenzhen stock price index rose from
201.3375 to 213.28, which could not have occurred
without the driving force of the B stocks.

When Huafa Electronics B stock was put on the market
on 28 April, this increased Shenzhen’s B stocks to five.
On that day, Huafa Electronics opened at 7 yuan, hitting
a low of 6.5 yuan and a high of 7.2 yuan, but closing at
7 yuan. When Shenzhen Petrochemicals B stocks went
on the market on 6 May, Shenzhen’s B stock market
became even busier. On that day, Petrochemicals B stock
opened at 7.5 yuan, reached a high of 9.8 yuan, and
closed at 9.6 yuan. In the following two days, Petrochem-
icals B continued to be favored by investors, rising 4.1
percent on the 7th and 7 percent on the 8th.

Generally speaking, Shenzhen’s B stock market is cur-
rently brisker than Shanghai’s, with the financial data,
such as market profit margins, showing that Shenzhen’s
B stocks are more competitive than Shanghai’s Vacuum
Electronics B stock.

For the relevant data concerning the seven B stocks on
the Shanghai and Shenzhen markets by mid-May, see the
following table:

Summary of B Stocks on Shanghai and Shenzhen Markets

Shanghai Southern Zhonghua Shenzhen Shenzhen Huafa Elec- Shenzhen Shenzhen
Vacoum Glass Bicycle Kangjia Materials tronics Petrochemi- Chinese
Electronics cals Cockware
(about to be
put on the
market)
Number of A Shares 2,000,000 91,500,000 80,495,333 80,496,700 | 227,500,000 | 122,900,000 | 123,900,000 | 74,400,000
Number of B Shares 1,000,000 16,000,000 | 120,890,667 | 58,372,300 30,000,000 70,100,000 15,000,000 12,000,000
Number of B Shares 1,000,000 16,000,000 25,500,000 10,000,000 30,000,000 23,500,000 15,000,000 12,000,000
in Market Circulation
Issue Price 420.00 3.98 3.75 3.90 3.60 2.02 3.24 3.21
Market Price on 15 464.00 13.60 15.60 17.00 17.00 10.70 16.00
May
Increase in Price 10.48% 241.71% 316.00% 335.90% 372.22% 430.36% 393.22% 0.00%
Estimated 1991 2481 47.22 29.55 24.71 41.96 45.71
Market Profit Margin
Predicted 1992 19.33 46.90 28.01 29.72 58.62 37.81 44.44 12.16
Market Profit Margin
Predicted 1993 54.84
Market Profit Margin
B Stock Market Value | 464,000,000 | 217,600,000 | 397,800,000 | 170,000,000 | 510,000,000 | 251,450,000 | 240,000,000 ( 38,520,000
(RMB)
B Stock Market Value | $74,039,796 | $34,722,111 { $63,476,360 | $27,126,650 | $81,379,949 | $40,123,506 | $38,296,446 | $6,145,580
(U.S. dollars)

The outlook for China’s B stock markets in Shanghai and
Shenzhen will certainly expand sharply in size in 1992. The
central government has clearly granted Shanghai the right to

issue B stocks with a face value of $100 million. The
government work report which came out of the Fifth Ses-
sion of the Ninth Shanghai People’s Congress has confirmed
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that it will expand the stock market in 1992 and continue to
issue more special RMB and B stocks. At the annual
meeting of the Asian Bank, Li Guixian, PRC State Coun-
cilor and president of the People’s Bank of China, expressed
satisfaction at China’s success in issuing B stocks, while
announcing that Shanghai and Shenzhen would issue more
B stocks. Thus, it can be predicted that the expansion of
China’s B stock markets will mean more circulation of B
stocks, which will attract more money from foreign inves-
tors, institutional investors in particular.

In fact, since Shanghai’s Vacuum Electronics B stock was
issued successfully, intense preparations have been
underway for the offering of several additional B stocks.
Various foreign securities traders have been pouring into
Shanghai to make contacts with Shanghai securities
companies and B stock issuing units, sharply competing
to underwrite B stock business.

Meanwhile, along with the shareholding craze that has
been sweeping across China, many Shanghai enterprises
are seizing the opportunity not only to reorganize from
state-owned enterprises to limited-liability companies,
in order to acquire more independent decisionmaking
power, but also to combine two steps into one, by issuing
not only A, but also B stocks, so that they can convert
into the three types of foreign trade enterprises, in order
to enjoy more preferenial policies.

For instance, the Shanghai Yongsheng Fountain Pen
Factory, which makes the famous “Yongsheng brand”
fountain pens that are hot-sellers both in China and
abroad, has already won approval to reorganize into a
limited-liability company, which will issue 12 million
yuan worth of A stocks and 25 million yuan worth of B
stocks in the near future. While the major underwiter of
this B stock issue is the Shanghai Shenyin Securities Co,
its foreign traders are Russel & Sons Co Ltd (Hong
Kong) and the Chaofu Securities Co Ltd, which signed
underwriting agreement documents on 18 May.

Another example is the Shanghai Tire Company, which
has famous subsidiary plants such as Zhengtai and
Dazhonghua and China’s biggest tire manufacturer, had
profits in 1991 that accounted for more than half of the
59 tire manufacturers throughout China. This company
has long been planning to convert into a Sino-foreign
joint venture. Under the reeorganization plan, the
Shanghai Tire and Rubber Co Ltd has been approved,
and will begin issuing mostly B stocks.

Other factories that are planning to issue B stocks are the
Shanghai Chlorine Soda Plant and the Zhonghua No 1
Pencil Factory. The Shanghai No 2 Textile Machinery
Co Ltd, which has just been converted from a state-
owned enterprise, is also striving for the right to issue B
stocks in 1992.

In Shenzhen, the B stock market will also gradually
expand in size in the near future. Shenzhen has already
made preliminary plans for some years of stock market
development, and is getting ready to issue B stocks with
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a face value of $1 billion to $1.5 billion, in order to raise
from $3 billion to $4 billion in foreign exchange.

Experts and scholars from many international financial
institutions are quite optimistic over the newly rising B
stock markets in Shanghai and Shenzhen, while also
pointing out many areas in which progress is urgently
needed. Kuan Chia-ming [7070 1367 2494], vice presi-
dent of the Mellon Securities Company’s Asian Research
Department, points out that as China’s stock markets
“are macroeconomically very attractive but in need of
continued microeconomic progress, China’s capital
market institutions are still in an initial stage with
unlimited development potential.”

FOREIGN TRADE, INVESTMENT

North American, Oceanian Countries Imports
Jan-June

HK1108102592 Beijing CEI Database in English
11 Aug 92

[Text] Beijing (CEI)—Following is a list showing the
value of China’s import from North American and
Oceanian countries and regions in January-June 1992,
released by the General Administration of Customs:

16192 | 161991
(Unit: 10,000 U.S. dollars

Country and Region Import Import
North America 485,087
Canada 99,202 59,340
United States 385,859 317,758
Greenland 17
Bermuda 9
Other North American coun- -
tries and regions
Oceania 77,040
Australia 62,263 65,700
The Cook Islands 46
Fiji 816
Nauru -
New Caledonia -
New Zealand 13,548 6,579
Norfolk Island -
Papua New Guinea 301
Solomon Islands -
Tonga -
Tuvalu -
Other Oceanian countries 67
and regions
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Import From Non-EC, Non-EFTA Countries
Jan-June
HK1108101792 Beijing CEI Database in English
11 Aug 92

[Text] Beijing (CEI)—Following is a list showing the value
of China’s import from European countries and regions
other than EEC and EFTA in January-June 1992, released
by the General Administration of Customs:
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Association (EFTA) countries in January-June 1992,
released by the General Administration of Customs:

(Unit: 10,000 U.S. dollars

161992 | 16/1991
(Unit: 10,000 U.S. dollars

Country and Region Import Import
Albania 11 317
Andorra 8
Bulgaria 2,574 4,676
Czech and Slovak 9,435 7,145
Gibraltar 2
Hungary 1,131 2,601
Malta 5
Monaco 285
Poland 2,965 6,367
Romania 8,984 9,007
San Marino -
Yugoslavia 2,735 3,022
Estonia 1,432
Latvia 0
Lithuania 102
Georgia 43
Armenia -
Azerbaijan -
Belarus 1,773
Kazakhstan 5,566
Kyrgyztan 291
Moldova 1
Russia 124,858
Tajikistan 17
Turkmenistan 6
Ukraine 2,377
Uzbekistan 424
Other European countries -
and regions

Import From EFTA Countries Jan-June

HK1108101292 Beijing CEI Database in English
11 Aug 92

[Text] Beijing (CEI)—Following is a list showing the
value of China’s import from European Free Trade

1-6/1992 1-6/1991 Country and Region
Import Import EFTA
73,074 Austria

15,879 17,891 Finland
12,505 8,770 Iceland

14 Liechtenstein

64 Norway
8,543 10,087 Sweden
15,723 16,075 Switzerland
20,347 22,615

Exports to EC Countries Jan-Jun

HK1008115692 Beijing CEI Database in English
10 Aug 92

[Text] Beijing (CEI)—Following is a list showing the value
of China’s export to EC countries in January-June 1992,
released by the General Administration of Customs:

1-6/1992 [ 1-6/1991
(Unit: 10,000 U.S. dollars)

Country and Region Export Export
Europe 454,175
EC 322,336 310,910
Belgium 24,019 17,341
Denmark 6,291 6,430
Britain 37,109 32,813
Germany 101,204 108,169
France 34,294 32,430
Ireland 882 1,073
Italy 47,789 43,626
Luxembourg 24 22
The Netherlands 51,816 53,519
Greece 3,150 2,815
Portugal 1,641 1,947
Spain 14,117 10,723

Exports to Non-EC, Non-EFTA Countries
Jan-June

HK1008120692 Beijing CEI Database in English
10 Aug 92

[Text] Beijing (CEI)—Following is a list showing the
value of China’s export to European countries dnd
regions other than EEC and EFTA in January-June
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1992, released by the General Administration of Cus- 1-6/1992 I 1-6/1991
toms: (Unit: 10,000 USS. dollars)
1-6/1992 [ 1-6/1991 Country and Region Export Export
(Unit: 10,000 USS. dollars) Europe 454,175
Country and Region Export Export EFTA 31,716
Europe 454,175 Austria 2,676 2,605
Albania T 729 Finland 2,889 2,999
Andorra 36 Iceland 32
Bulgaria 767 556 Liechtenstein 2
Czech and Slovak 925 1,693 Norway 9,397 2,148
Gibraltar 280 Sweden 9,687 5,795
Hungary 902 344 Switzerland 7,033 8,326
Malta 774
Monaco 35 Exports to North American, Oceanian Countries
Poland 2,713 2,775 Jan-June
Romania 1,676 3,802 HK1008123792 Beijing CEI Database in English
San Marino 11 10 Aug 92
Yugoslavia 665 1,874
Estonia 283 [Text] Beijing (CEI)—Following is a list showing the
Latvia 109 va!ue of Chiqa’s export to Nox.'th American and Oce-
anian countries and regions in January-June 1992,
Lithuania 13 released by the General Administration of Customs:
Georgia 44
Armenia 55 161992 | 161991
Azerbaijan 101 (Unit: 10,000 U.S. dollars)
Belarus 180 Country and Region Export Export
Kazakhstan 10,372 North America 353,962
Kirghistan 282 Canada 27,592 23,849
Moldova 5 United States . 326,361 251,049
Russia ' 76,844 Greenland 8
Tadzhikistan 47 Bermuda 1
Turkmenistan 49 Other North American coun- -
Ukraine 1,589 tries and regions
Ubekistan 1,346 Oceania 32,642
Other European - Australia 27,515 24,195
coqntries and Cook Islands 9
s Fiji 766
Nauru 16
Exports to EFTA Countries Jan-June New Caledonia 22
HK1008123092 Beijing CEI Database in English New Zealand 3,336 2,534
10 Aug 92 Norfolk Island 5
Papua New Guinea 579
[Text] Beijing (CEI)—Following is a list showing the  Solomon Islands 43
value of China’s export to European Free Trade Associ- Tonga 60
ation (EFTA) countr_ie:s in .!anuary-June 1992, released Tavaln N
by the General Administration of Customs:
Other Oceanian countries 293
and regions
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Total Value of Foreign Trade Jan-June

HK1008114292 Beijing CEI Database in English
10 Aug 92

[Text] Beijing (CEI)—Following is a list showing the
total value of China’s foreign trade in January-June
1992, released by the General Administration of Cus-
toms:

(Unit: 100 million U.S. dollars)

1-6/1992 1-6/1991

Total 686.60 571.23

Export 356.15 303.40

Import 330.44 267.82
LABOR

Pension, Unemployment Insurance Reforms

92CE0496A Beijing GUANLI SHIJIE
[MANAGEMENT WORLD]J in Chinese
No 2, 24 Mar 92 pp 97-102

[Article by Topic Group on Near-Term Reform Mea-
sures and Steps: “Near-Term Pension and Unemploy-
ment Insurance Reforms”; Writers: Yue Songdong (1471
7313 2639), Ge Yanfeng (5514 1693 7364), Social
Research Section, Center for Developmental Studies, the
State Council}

[Text] The 10-year plan and Eighth Five-Year Outline
Plan have pointed up a clear direction and laid down the
basic principles of and sketched a broad framework for
the reform and development of social insurance in
China. The question now is this: How can the direction
and basic principles of reform mentioned above be made
specific and become reform measures and implementa-
tion steps that can actually be put into effect?

1. The Social Insurance Situation and Inadequacies of
Existing Practices

The reform and improvement of China’s pension system
must be based on national conditions and future eco-
nomic and social development trends. We need to iden-
tify the dominant development trends from among a
maze of conditions that make up the reality and analyze
the shortcomings of the current system to determine
what direction we should take in our reform.

1) With a population that is aging rapidly, China has a
heavy burden ahead supporting its elderly. Since China
adopted a policy of family planning in the 1970, the
birthrate has dropped and the average life expectancy
has increased. Children make up a sharply reduced
portion of the population while that of the elderly has
risen. Children between the ages of 0 and 14 constituted
27.7 percent of the population in 1989, down from 40.7
percent in- 1964. The elderly aged 65 and older
accounted for 5.8 percent of the population in 1989, up
from 3.6 percent in 1964, and are projected to make up
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7.4 percent of China’s population by the year 2000.
According to UN definitions, China will be a country
with a geriatric type of demographic structure. Since its
population is aging so rapidly and relentlessly, the
existing pay-as-you-go retirement system will not be able
to withstand the enormous payment pressures that will
come. The transition from the old system to the new
cannot be effected overnight. It is necessary to give social
insurance a period of primitive accumulation. The ques-
tion now is this: Do we have enough lead time to put
social insurance on a sound footing before the popula-
tion has aged significantly? Based on the minimum
number of years that must elapse before a policy-holer is
eligible for elderly benefits, about 15 years separate the
time between the pension fund starts accumulating and
the day when its first batch of beneficiaries can begin to
collect their pension payments. In other words, even if
we introduce the new system today, the soonest the
transition from the old system to the new can be com-
pleted will be after 2005, perhaps even later if we wait for
the retirement fund to be paid off under the old system.
Therefore, we must introduce the new system as soon as
possible and do everything we can to complete the
transition from the old system to the new before the
population begins to age on a large scale. Otherwise we
will certainly find ourselves merely trying to keep up
with developments.

2.) The coverage of the present system is too narrow,
which militates against social stability, rural family plan-
ning, and the normal circulation of the labor force. At
present China’s pension and retirement system only
covers the workers of state departments, institutions,
state enterprises, and some collective enterprises. The
workers of township and town enterprises, the
employees of Chinese partners in the three kinds of
enterprises that are either partially or wholly foreign-
owned, the workers of private enterprises, self-employed
individuals, and the overwhelming majority of peasants
are not covered by any pension or retirement insurance
system at all. Currently there are 22 million retirees in
China, merely 23.5 percent of the nation’s elderly pop-
ulation; three-quarters of old people in China do not
collect any pension. This situation does not do anything
to promote social stability. In addition, enterprises and
institutions under different ownership systems offer sig-
nificantly different pension benefits. No doubt this ham-
pers the normal circulation of the labor force and qual-
ified personnel. To keep their existing pension benefits,
many people balk at taking up jobs which can make
better use of their abilities. In macro terms, this is a
waste of manpower and intellectual resources.

Of China’s 1.15 billion people, 80 percent reside in the
countryside. Rural elderly account for about 77 percent
of the nation’s total elderly population. After they get
married, most young people in the countryside these
days do not want to live in the same house with their
elders. Hence the increase in nuclear families and the
weakening in inter-generational ties. As their economic
status declines, the elderly have less control over
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domestic economic matters. Some older people have no
steady source of income and are not being taken care of
in their daily lives. What is happening to the elderly is an
object lesson for young people; it has reinforced to them
the importance of children as an insurance policy against
old age. Most people have children as a safeguard against
old age. To maximize their insurance coverage, they
want multiple children. As a result, it is not uncommon
for people to have more children than allowed or to give
birth outside the law. On the other hand, in places that
have introduced an only-child pension system, people
voluntarily choose not to use their second-child quota.
This is positive and negative evidence that a rural
pension system is basic to successful family planning in
the countryside. It is imperative, therefore, that the
coverage of the pension system be broadened gradually,
€CONOMIC resources permitting.

3) There is only one source of funding, the payment
system remains to be improved, and the managerial
agencies get in each other’s way. In the existing system,
the pension fund is financed by just one source; it is
primarily the government’s responsibility. There is a
variety of payment collection standards and payment
channels are rather confusing. On the eligibility end, a
worker with just 10 years of service is eligible to collect
pension, which seems a little too short. As far as the
administration of the system is concerned, state enter-
prises are taken care of by labor departments while
collective enterprises are the joint responsibility of labor
departments and insurance companies. This situation is
understandable at a time when the pension system is still
in its infancy. Nevertheless, fragmented management
and decision-making will necessarily lead to organiza-
tional overlapping, over-staffing, equipment duplica-
tion, and inflated operating costs. In the administrative
process, agencies argue back and forth over trifles and
hamper one another’s work.

2. Principles To Be Followed in Establishing a Pension
Insurance System

To establish a new pension and retirement insurance
system, we need to study the universal laws determined
by modern mass production and the commodity
economy and experienced by the whole world, on the
one hand, and relate them closely to the reality in China,
on the other, thereby establishing a clear set of guiding
principles.

1) Insist that rights and obligations go hand in hand. The
basic pension insurance of workers in townships should
become a national statutory pension insurance system. It
should be established by formal legislation and made
mandatory under the law. All workers in society whose
principal source of income is wages and all enterprises of
all kinds who operate in accordance with the law must
take part in a statutory pension and retirement insurance
system. Every enterprise and every worker who has
wages as a source of income has the obligation to make
contributions to the pension insurance fund as required
by law and is entitled to pension benefits as provided by
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law. Fulfill one’s obligation first. After that one can enjoy
one’s right. That way rights and obligations go hand in
hand and the principles of social justice and mutual aid
are realized.

2) Adhere to the principle of differentiating between the
city and the countryside and between different regions.
The history of social insurance systems proves that social
insurance is the product of socialized mass production,
the need for which grows as the family’s role in taking
care of its elderly diminishes and the mobility of the
population increases. Right now there are striking differ-
ences between the city and the countryside, between
industry and agriculture in the degree of production
socialization, in employment structure, in the social
distribution structure, and in consumption structure. It
follows that mandatory insurance in the city cannot be
mechanically duplicated in the countryside and that
different practices should be permitted in the city and
the countryside. In economically underdeveloped vil-
lages, everything should be done to create the conditions
for the gradual introduction of a social insurance system.
Affluent villages should experiment with social insur-
ance and use the experience acquired to popularize it.
Because of unevenness in the level of economic develop-
ment across the nation, localities should be allowed to
adopt different accumulation rates and withdrawal stan-
dards for their pension funds depending on their own
level of economic development and the residents’ living
standards.

3) Adhere to the principle that the old system gives way
to the new in a smooth and steady transition and that the
interests of all three parties—the state, the collective,
and the individual—be taken into consideration. In
raising money for a statutory pension insurance fund in
a township, we must be mindful of the need for a smooth
transition from the old system to the new and adopt the
“new people, new system, old people, old method”
approach to enhance society’s ability to cope with the
new system. State enterprises should wait for a favorable
time to shift from the centralized raising of pensions to a
pension insurance program smoothly. As for collective
enterprises in townships, private enterprises, the three
kinds of enterprises that are either partially or wholly
foreign-owned, and individual industrial and commer-
cial enterprises created in recent years, they need not
start with the old system but may directly adopt the new
social insurance system instead. Whether moving from
the old to the new system or adopting a new system, the
respective responsibilities of the state, collective, and
individual in the area of social insurance must be deter-
mined equitably, taking into account both short-term
and long-term interests. Their respective responsibilities
should be determined in a way that promotes social
stability, on the one hand, and ensure economic devel-
opment now and in the future, on the other. The practice
of having the state and enterprises assume sole respon-
sibility must be firmly put to an end.
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4) Combine basic insurance with supplementary insur-
ance, universalization with improvement. National stat-
utory social insurance can only ensure a minimum
subsistence for workers in society. The level of benefits
cannot be too high, this being the only way to stretch
limited financial resources to provide a broader coverage
and make social insurance as universal as possible in
society. At the same time, units so qualified should be
encouraged to set up a supplementary social insurance
system. This will stimulate the workers’ enthusiasm for
production during their period of employment with the
enterprise and make the enterprise a stronger coalescing
force. As output rises, so does the workers’ standard of
living after retirement. In addition, individuals should
be encouraged to open quasi-savings accounts, using
preferential interest rates as an incentive.

5) Adhere to the principle of centralized planning, clas-
sified management, and coordinated operation. Estab-
lishing a social insurance system is a massive piece of
social systems engineering. It is highly political and
touches upon a wide area, so meticulous planning and
good organization are imperative. In the early days of the
system, there is necessarily a period when management
is fragmented among a number of agencies. Still it is
necessary to bring it under unified planning and man-
agement over time. For some time at least, we should
continue to approach social insurance under different
ownership systems with the principle of differential
treatment and classified guidance. The same principle
should be applied to urban and rural social insurance
systems. Ultimately, however, we should move in the
direction of centralized planning, unified management,
and unified organization so as to reduce organizational
overlapping and fragmented policy-making, and break
the old habit of departments wrangling with one another
over trifles and getting in one another’s way. Another
benefit is that operating costs will go down and economic
and social benefits would increase.

3. Basic Philosophy and Measures for Reforming Social
Insurance

1) Expand the scope of social insurance to include all
sorts of enterprises, organizations, and institutions in
townships and towns. Create a multi-layer insurance
system featuring a mix of basic insurance, enterprise-
provided supplementary insurance, and individual
retirement accounts. Social insurance should adopt the
financing method of partial accumulation. The pension
fund should be made up of basic insurance, seniority
insurance, enterprise-supplemented insurance, and ‘per-
sonal contribution.

Basic insurance should equal 30 percent of the average
wage in the locality in question for the preceding month.
As average local wages increase, so will the basic pen-
sion. This satisfies the requirement that social insurance
fully share the fruits of social development.

Seniority pension is pegged to the wages of the worker in
question and represents his contribution to society as
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measured by his length of service. Use the highest
monthly wage he is being paid before retirement as the
base and pay the worker 1 percent of the base figure for
each full year in which he pays retirement insurance
premium.

As for elderly workers nearing retirement, their years of
service defined in accordance with past national regula-
tions may count as years of payment. This way the sum
of the basic pension and seniority pension will roughly
equal 50 to 60 percent of a worker’s pre-retirement wage.
According to calculations by agencies concerned, a
worker will collect 9 yuan more in social insurance under
the new system as compared to the existing system. The
pensions of new entrants into the ranks of the retired will
require 150 million yuan in additional spending each
year, while those of workers already retired will cost an
additional 2.6 billion yuan, for a total of 2.75 billion
yuan. On the other hand, the new system requires each
worker to pay part of the pension insurance premium
after his wage is increased, say 3 percent of his basic
wage. This will generate 5.6 billion yuan in revenue each
year, more than the additional spending. In other words,
the new system will not impose a new burden on the state
and enterprises.

The basic pension fund and seniority pension are to
come from the enterprise before income tax to be paid
monthly by the bank in which the enterprise has an
account. The enterprise supplementary pension will
come from the enterprise bonus fund. The amount will
be based on the worker’s performance and his contribu-
tion to the enterprise and, after discussion by the
workers’ representative assembly and approval by the
factory manager and director, will be recorded in the
individual’s social insurance handbook. Considering
that state departments and institutions have no financial
resources to fund a supplementary pension fund, the
length of service pension should be increased to 1.5
percent to 2 percent of the worker’s basic wage.

2) Starting with the next round of wage increase for state
enterprises, state departments, and institutions, it is
proposed that 3 percent of a worker’s standard wage be
withheld as his personal contribution to the pension
fund, increasing 1 percent every five years in the future.
That way a worker about to retire will pay 3 to 4 percent
of his standard wage each month as long as he remains
on the job; a middle-aged worker will pay between 3 and
7 percent of his wage, while a young worker will pay
between 3 and 10 percent, reaching the upper limit
probably in the 2020’s or 2030’s. Right now elderly
workers are paying more in absolute terms but their
contribution period is short. On the other hand young
workers are paying absolutely less now but will do so for
alonger period of time. They will be paying progressively
more over time, but since the increase is gradual, it will
be bearable.

3) Collectively owned enterprises should raise funds in
society as a transitional measure to ensure the basic
solvency of the basic pension fund. The enterprises may
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themselves secure their own supplementary pension
fund. As for personal-contribution pension fund, it can
follow the practices of state enterprises. After opening
their doors for three years, township and town enter-
prises have a low employee turnover rate and enough
financial resources to do what collective enterprises do.
The three kinds of enterprises that are either partially or
wholly foreign-owned, individual households, and pri-
vate enterprises also should introduce social insurance to
their employees as soon as possible. When units under
these various ownerships systems offer social insurance,
they will be promoting social stability, narrowing the
income gap between employers and employees, moder-
ating the problem of inequitable social distribution,
checking premature consumption, and increasing social
accumulation. An enterprise can buy an insurance policy
from an insurance company, to be paid for primarily by
enterprise funds. Some enterprises may not be able to
pay for social insurance. In this case, individuals also can
make contributions to the fund at a rate broadly similar
to that followed by collective enterprises or agreed upon
in a contract between the employer and employee. The
employer cannot refuse to offer pension insurance to his
employees whatever the pretext.

4) For the moment state enterprises follow centralized
planning in the area of social insurance. This practice
plays a big part in easing the problem of unequal pension
burden on enterprises and creating a fair competitive
environment. But raising funds from society is not a
scientific insurance system and is neither institutional-
ized nor statutory. It can only be regarded as an expedi-
ency for the duration of the transition from the old
system to the new. We should gradually create condi-
tions to bring about a structural social insurance system
complete with a pension and retirement insurance hand-
book and social insurance number system. Every worker
on the job and every retired worker should have a copy
in hand recording each month the accumulated amount.
The worker should be able to move freely as he changes
job, unrestricted by ownership system or seniority.

5) Experiment with the social insurance system at
selected points. Gradually popularize the rural grass-
roots social insurance system with its different set of
standards. In impoverished areas, we should do a good
job in providing aid and relief to the peasants so that
their basic needs for food and clothing are met. In
moderately developed areas where basic needs have been
met, we should initiate welfare undertakings and launch
mutual aid savings activities of a mass nature. In both
kinds of areas, we must work hard to lay the economic
foundation for social insurance by achieving economic
prosperity. As for affluent areas, they should build on the
work mentioned above and develop social insurance. A
distinction may be made between policy-holders engaged
in industry, policyholders engaged in agriculture, and
policy-holders in both industry and agriculture. The size
of payment is to be determined based on reality.

In the countryside, social insurance is to be first intro-
duced in affluent areas with a per capita income of
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around 1,000 yuan, probably using the township as the
unit. Insurance premiums should primarily come from
the collectives and individuals, with the state providing
the necessary assistance. The criteria in determining the
size of the premiums should be the ability of the policy-
holders, that is, collectives and peasants, to pay and the
need to ensure a minimum standard of living for the
elderly. Use a combination of the pay-as-you-go system
and advance accumulation. Set up a township (town)
social insurance committee to manage it. To ensure that
pension funds do not depreciate, we may initiate value-
protected savings until the state draws up the appro-
priate laws and regulations and set up a specialized bank.

In impoverished areas, pilot projects also may be carried
out with the active support of local peasants. For
instance, we may set up retirement mountains, retire-
ment forests, and retirement orchards; instead of giving
the elderly a pension, get the work done for them. Each
year rural youths may be required to do voluntary work
for a specified number of hours or days. With a cooper-
ative approach to elderly care, we turn elderly care from
a responsibility for the individual family into one shared
with the township-based community.

Even as we establish social institutions to provide for the
elderly, we should make the most of the family as a
provider. A family member, for instance, may help the
elderly pay part of his contribution to a pension fund.
Strictly abide by the principle of combining family
elderly care with self-accumulation by the elderly and
young people providing labor in lieu of monetary con-
tributions. Encourage villages everywhere to create their
own methods of providing for the elderly that are suited
for popularization locally. No attempt should be made to
impose one method across the board.

The establishment of a rural social insurance system
should be integrated with the popularization of family
planning. Where the elderly person in question belongs
to a one-son, one-daughter, or two-daughter household,
his case should be given preferential treatment as much
as possible. These days some localities are using health
subsidies earmarked for the only daughter or only son as
pension accumulation for his or her parents. The money
is paid to an insurance company so that a few decades
from now the parents will be eligible to collect pension
each month. This is an effective means to relieve the
parents of an only child of their worry. Similar practices
should be reviewed ove