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UNITED STATES

Bush Administration Seen Responding To New
Patterns in Asia

40050646 Shanghai GUOJI ZHANWANG [WORLD
OUTLOOK] in Chinese No 11, 8 Jun 89 pp 15-17

[Article by Ding Xinghao 0002 1630 6275: “The Bush
Administration’s Response To Emerging Patterns in
Asia”]

[Text] It is certainly not surprising that the Bush admin-
istration put its Asia policy first on the agenda when
considering and revising U.S. foreign policy, because
unprecedented economic and political changes are
taking place in East Asia and the Pacific region. More-
over, all the countries throughout the world, and those in
Asia in particular, are paying close attention to how the
United States will reappraise its position and what role it
is prepared to play in the Asian-Pacific region, and to
what policy response the new Bush administration will
take to confront the situation that will be consistent with
past and future U.S. policy.

Emerging Patterns in the Asian-Pacific Region

On one hand, Japan and its “four little dragons” in Asia
(South Korea, Singapore, Hong Kong, and Taiwan) have
taken advantage of the flourishing world market since
the 1960’s to quickly develop their economies with an
export-oriented strategy focused mainly on the U.S.
market. On the other hand, the standing of the U.S.
economy in foreign trade has deteriorated steadily in the
1980’s. Factors such as the savings rates and fiscal
deficits have caused a constant increase in the U.S. trade
deficit. The U.S. foreign trade deficit was $39.7 billion in
1981, after which it shot up sharply, to a high of $173.7
billion by 1987. The U.S. trade deficit with the major
countries and regions in the Asian-Pacific region was
$19.6 billion in 1980, but reached a high of $105.9
billion, or 60 percent of its entire foreign trade deficit, by
1987. This huge trade deficit caused deficits to appear in
U.S. day-to-day operations, worsened its international
balance-of-payments standing, and reduced the world’s
biggest creditor nation into the biggest debtor nation.
The United States must reduce its foreign trade and
international balance of payments deficits to improve its
economic situation. Thus, it is working hard to become
more competitive to increase exports and is taking
protectionist steps to decrease imports in an attempt to
achieve a balance of trade. But Japan, its “four little
dragons,” and the ASEAN nations are still placing their
hopes on the U.S. market. Consequently, trade friction
between the United States and Japan has sharpened and
there may be rivalry for overall economic control of the
Asian-Pacific region. Along with the trade friction
between the United States and Japan, the various coun-
tries and regions in the Asian-Pacific region are also
competing for other things, such as markets and foreign
investment,
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If it is said that the world is evolving from a bipolar to a
multipolar one, then this process is taking place first in
Asia. Four of the world’s so-called five poles are in the
Asian-Pacific region, and Northeast Asia is where the
power and interests of the four great nations of the
United States, the Soviet Union, Japan, and China will
either converge or diverge. It now looks as if all sides
hope that a new balance of power can be maintained in
Asia.

Although the world is still under the bipolar military
control of the United States and the Soviet Union, which
are the only two countries that can be called superpowers
from the perspective of military strength, the United
States has already lost its economic supremacy over the
world, and its economic standing is being challenged
even in Asia. The Soviet Union has focused its efforts on
settling domestic economic issues and constantly taken a
corresponding initiative in foreign affairs since Gor-
bachev came to power, and its threat to Asia seems to
have decreased somewhat. Thus, the bipolar era that
came into being after the end of World War II and was
focused mainly on striving for military superiority, has
ended.

1. Bilateral relations between the United States and the
Soviet Union have generally improved and the tension
between them has been generally alleviated since they
signed the intermediate-range missile treaty. They
learned lessons from Vietnam and Afghanistan and have
a common desire to preserve the balance of power in
Asia.

2. Japan has been striving to play a new and bigger
economic and political role on the international stage
since its economic status has improved.

3. The normalization of Sino-Soviet relations has had a
big impact on the overall situation in the Asian-Pacific
region. It not only means that U.S.-China relations no
longer rely solely on joint efforts to counter the Soviet
Union, but has also given China more foreign affairs
options.

In addition, since the other countries in the Asian-
Pacific region and the ASEAN nations have won more
political leeway and have more political say because of
their increased economic strength, their existence and
impact cannot be ignored.

In summary, new patterns have emerged or are brewing
in the interrelationships among the various countries in
the Asian-Pacific region. President Bush’s Asia policy
must adapt to these patterns and be based on emerging
facts.

The United States Is Reaffirming Its Special Role in
the Asian-Pacific Region

Although it is still hard for China to fully appraise the
Bush administration’s foreign policy because President
Bush has not yet completed his appraisal of Reagan’s
foreign policy, we can roughly predict the new U.S.
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administration’s basic Asian-Pacific policy from the
foreign policy statements of President Bush and his
advisers and the policy proposals of his brain trust.

President Bush not only reaffirmed his predecessor
Reagan’s statement that “The United States is a Pacific
nation” on his visit to Asia in Februray 1989, but also
emphasized that ‘‘his trip to Asia would show the U.S.
determination to remain a Pacific nation.” The United
States is facing many challenges in the Asian-Pacific
region. Its loss of its all-powerful postwar status as a
superpower can be seen first in its possible loss of
economic supremacy to Japan. But hardly any of its
official policymakers or nongovernmental brain trusts
have suggested that the Bush administration should
withdraw from Asia. On the contrary, they have called
for “further clarification of the special U.S. role in Asia.”
This is due to Asia’s increasingly important and close
economic and strategic ties to the United States. The
United States had trade turnovers of $241 billion with
Asia and $170 billion with Europe in 1987. Moreover,
while U.S.-European trade surpassed U.S.-Asian trade as
little as a decade ago, it is predicted that U.S.-Asian trade
will be twice that of U.S.-European trade by the end of
the 20th century. Since Asia also has strategic differences
with Europe, with neither a military standoff between
two great military blocs or a long antagonism between
two economic organizations, it still has room to
maneuver. The Bush administration must react to Gor-
bachev’s foreign affairs offensive in Asia or the United
States will lose its foreign affairs dominance there.
Brzezinski said that *‘Since the Pacific has always been a
U.S. window on the world and a U.S. priority in taking
part in world affairs, it seems that it should now play an
equal role with the United States.”

It is worth noting that even though the United States has
been under attack for some time as “being on the
decline,” at least some of its people seem to have begun
to regain faith in their country. They think that even
though it is a fact that the U.S. GNP that accounted for
about 50 percent of the world GNP in the initial postwar
period in the 1950°s now accounts for only 25 percent,
this certainly does not imply that the United States is on
the decline, because its GNP had dropped to 25 percent
of the world GNP as early as the 1960’s, along with the
complete recovery of the postwar world economy, and
statistics show that it has maintained this exact level for
more than 2 decades. This self-confidence can also be
seen from a comparison of the current potentials of
several great nations. Although Gorbachev’s succession
of foreign affairs offensives have kept the United States
very busy, it can see that reform in the Soviet Union is
experiencing many difficulties and has an unpredictable
future. China is having difficulty moving ahead because
it is carrying the burden of a population of a billion
people and, although Japan has worked repeated eco-
nomic wonders, it has no reserve strength. Since the
United States is the only great nation that has relatively
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diversified forces and is “the contestant in this compe-
tition with the best and most complete natural condi-
tions,” its leadership will be needed more than ever in
the coming decades.

Within this general setting, if the new Bush administra-
tion is going to get the United States more actively
involved in the Asian-Pacific region, its specific policies
will have to adapt to the region’s diversified and com-
plex characteristics and focus on dealing with the rela-
tions between the four poles of the United States, the
Soviet Union, China, and Japan. Its specific methods
will be to rejuvenate the U.S. economy, become more
competitive, consult and cooperate more with its allies
such as Japan, keep trade friction from escalating into a
political issue, actively develop bilateral relations with
all countries in the Asian-Pacific region, increase U.S.
influence, slow the improvement in U.S.-Soviet relations
while actively developing and stabilizing U.S.-China
relations, and play a leading role in planning new eco-
nomic and security systems in the Asian-Pacific region.

Japan Is Both U.S. Ally and Opponent

Although it was emphasized in the Reagan era that Japan
was the *“‘cornerstone” of U.S. Asia policy, the Bush
administration will have to revise Reagan’s Japan policy
because of the changed balance of economic strength and
the worsened trade friction between the United States
and Japan and the lessened Soviet military threat in
Northeast Asia. Japan will be both a U.S. political ally
and an economic opponent in the approaching 1990’s.

Japan’s exports to the United States topped $80 billion,
or 38.5 percent of its total, while its exports to the EC
were only $30 billion, or 14.7 percent of its total, in
1986. Although Japan’s economic interests still rely to
quite an extent on the U.S. market because of a short-
term difficulty in replacing it with other markets, the
problem is the long-term imbalance in U.S.-Japanese
trade and the consecutive yearly increases in the U.S.
trade deficit with Japan, which was only $6.8 billion in
1976, reached a high of $58.6 billion in 1986, dropped
slightly in 1988, but is still $47.6 billion.

The United States is determined to improve its foreign
trade standing, while Japan still regards the United
States as its major export market. Thus, the trade friction
between the United States and Japan will only worsen,
with no signs of improvement in the immediate future.
Although the 1988 Comprehensive Trade Law was
caused by both the constant worsening of the U.S.
foreign trade standing and the sharpening of U.S. trade
friction with Japan and Western Europe, it was directed
mainly at Japan. The United States thinks that if Japan’s
attitude does not change, the trade friction between them
may very possibly escalate into political conflict and
“have a further impact on the U.S. promise of free trade,
even to the point of undermining the strategic relations
between them.”

A sharply worded document called “An Attack of Japa-
nese Aggression Against the U.S. Economy” has been
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circulating recently among U.S. congressmen. It points
out that the United States is “facing two battles in the
world, that is, a military struggle with the Soviet Union
and an economic and technological struggle with Japan,”
and emphasizes that since the struggle with Japan is
more important than that with the Soviet Union, the
United States must not treat it lightly.

Since its economic strength is growing day by day, Japan
is certainly going to be playing some sort of new role in
the Asian-Pacific region whether the United States likes
it or not. Thus, certain Asian-Pacific countries, as well as
the United States, are on guard against Japan. The U.S.
media has emphasized that, although Japan’s standing
has improved, it is only an important commercial and
economic force at best. It thinks that although Japan has
a rich economy, it is still *“poor” in other areas and, in
short, “lacks the quality of a world leader.”

As to military affairs, Japan’s 1989 defense budget was
$1 billion, or 1.006 percent of its GNP. At this rate,
Japan’s military expenditures will climb to third place in
the world, second only to those of the United States and
the Soviet Union. That Japan’s military budget has
accounted for more than 1 percent of its GNP for 3
consecutive years is a result of pressure from the Reagan
administration, which intended to make Japan increase
its military expenditures in order to both lighten the U.S.
burden and weaken Japan’s economic competitiveness.

In summary, the basic aim of the Bush administration’s
Japan policy is to preserve U.S. leadership while making
Japan share some responsibility. Specifically, it will force
Japan to make bilateral trade concessions to help the
United States cut its trade deficit, require Japan to make
more economic contributions and use its forces more
“constructively” while keeping its aid and investment
from having an impact on U.S. strategy, allow Japan to
play a bigger political role without superceding the
United States, and increase Japan’s defense capability
and make it share security costs with the United States
while preserving absolute U.S. military leadership. But,
since Japan has already become a great nation econom-
ically and is striving for great nation status politically, it
certainly cannot be absolutely controlled by the United
States. Although the United States wants Japan to share
the burden, Japan wants to enjoy its power and is trying
to defeat the aim of U.S. policy, which makes it hard for
them to reach a common understanding. Whether U.S.
intentions can be realized depends on Japan’s attitude.

The Normalization of Sino-Soviet Relations and
“Emerging Tripartite Relations”

Bush is the first incumbent U.S. president to visit the
Pacific region before the Atlantic region. This shows not
only the Bush administration’s emphasis on the Asian-
Pacific region, but also that the “great nation tripartite
strategy” is still playing a role. The normalization of
Sino-Soviet relations is one of the major factors that
spurred President Bush to plan his itinerary in this order.
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Since U.S.-Soviet relations were strained and Sino-
Soviet relations were still antagonistic when the Reagan
administration reviewed the U.S.-Asia policy in 1983,
the United States adopted a basic policy of relying on
Japan and using China to counter the Soviet Union. The
normalization of Sino-Soviet and great nation tripartite
relations made it harder for any side to compete against
the other two. Although the Bush administration knows
that it will be hard for the United States to continue to
reap third-party profits as before, it still does not want to
let the Soviet Union occupy the best standing in tripar-
tite relations. Although President Bush wants to carry
forward Reagan’s policy and continue to develop good
relations with the Soviet Union, while naturally having
no reason to make irresponsible remarks about China’s
improvement of relations with the Soviet Union, he
obviously does not want Sino-Soviet relations to be
better than U.S.-China relations.

Even though both China and the Soviet Union have
expressed the need to build a “new relationship” and not
become allies as in the 1950’s, the United States is
certainly still anxious about this and has been paying
very close attention to the extent of cooperation between
them since Sino-Soviet relations were normalized. Cer-
tain U.S. brain trusts have emphasized that any military
cooperation in Sino-Soviet relations would be regarded
as a real alignment and would “make the United States
reappraise its relations with both China and the Soviet
Union.” The major goal of President Bush’s decision to
rush to visit Beijing before Gorbachev, just 34 days after
taking office, was to check the warming of Sino-Soviet
relations.

It should be noted that there is a difference in the U.S.
approach and policy toward the Soviet Union and
China, who are certainly not equal in the great nation
tripartite relationship. This is because, even though
U.S.-Soviet relations have improved somewhat, the
United States still sees the Soviet Union as its major
opponent and a more real threat than China. Thus, the
Bush administration refused to accept Gorbachev’s pro-
posal made at Krasnoyarsk in September 1988, refused
to hold talks with the Soviet Union on issues such as
reducing the risk of military confrontation between the
United States and the Soviet Union in the Asian-Pacific
region, and even more strongly refused to accept the
removal of the Soviet presence in Cam Ranh Bay,
Vietnam as a condition for withdrawing the U.S. Army
from its military bases in the Philippines. The Bush
administration will still continue to carry out a strategy
of forward deployment, and will not withdraw U.S.
ground troops from South Korea in the immediate
future. Instead, the United States is going to further
strengthen its military cooperation with South Korea in
order to preserve a military balance with the Soviet
Union in Northeast Asia.

The Bush administration may develop U.S.-China rela-
tions more actively than the Reagan administration did.
Its basic policies are to emphasize the importance of
economic, political, and cultural ties between the United
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States and China, reaffirm its support for China’s
reforms, give more positive encouragement to the U.S.
business community to cooperate with China than the
Japanese Govenment gives to its businessmen, and relax
its restrictions on exports of high-tech equipment and
important materials to China.

President Bush and his foreign affairs advisers are
studying the issue from a more geopolitical perspective.
They think that maintaining good U.S.-China relations
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not only can contain the Soviet Union and enable the
United States to maintain the status quo in its conten-
tion with the Soviet Union, but also can keep Japanese
militarism from resurfacing. It looks as if the Bush
administration is changing the Reagan era policy of
overreliance on Japan, taking “Japan’s economic
strength” and “the strategic relationship of U.S.-Asia
interdependance” as the two pillars of its U.S.-Asia
Policy and thus, ensuring that U.S. leadership in Asia is
not threatened.
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Proposal To Relax ‘Residence Card’ System

40050653 Beijing ZHONGGUO QINGNIAN [CHINA'S
YOUTH] in Chinese No 6, 9 Jun 89 pp 4-6

[Article by Ren Xianliang 0117 6343 5328, Tian Bingxin
3944 3521 0207, Huang Guowen 7806 0948 2429, and
Li Shenggi 2621 0581 2475: “China’s Residency Prohi-
bitions”}

[Text] In China, people’s lives are closely intertwined with
the “household registration” system. “Household regis-
tration” divides the people into two completely distinct
classes: people from the city and those from the country-
side. This has given rise to numerous “household regis-
tration” tragicomedies.

He was a doctor, quite well known, and he had spent
most of his energy and all of his savings to change the
residency of his wife, who taught school in the country-
side, and their three children. After paying 8,400 yuan in
supplemental city residency fees and registering his wife
and three children as city residents in 1987, he solemnly
told his family: “I’ll be able to leave you no inheritance
other than your city residency permits...”

A man with a doctorate in ethnology spent 10 years
separated from his wife, who lived in a city near the
border, because they could not solve their residency
problem. Sometime during their 3,000 nights apart, he
came up with the idea of standing on his head in bed to
combat his longing and to maintain his psychological
and physical equilibrium...

In Zhengzhou, a hoarse-throated household registration
work veteran said that “there’s not a single residency
administrator who doesn’t have a gravelly voice.” There
are simply too many people trying to solve residency
problems. The administrators have to go through discus-
sions and explanations with each person, but who
believes the explanations? Some people, immediately
upon entering, kneel in front of the residency adminis-
trators to beg, cry, and tell their troubles. Some even take
a rope and threaten suicide if they have to wait any
longer for their residency permit.

It is impossible to satisfy the demand with the two
applications per 10,000 for “countryside to city” resi-
dency changes that are approved every year. In Anshan
City alone, more than 11,000 “countryside to city”
residency change applications have accumulated in the
municipal public security bureau, but only about 2,200
new entries are allotted annually. Not to mention the
new applications that will continue to come in, it will
take 7 years just to approve the applications that have
already accumulated.

In industry and mining alone, there six million married
couples in China living apart because they cannot solve
their residency problem. When these ‘‘star-crossed
lovers” travel to their once-yearly reunions, they can fill
up 50,000 train cars, or 100,000 buses. This forces the
state to expend 2.3 billion yuan yearly on transportation.
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What is more, there are the seamy incidents that occur as
a result of the residency problem, such as false divorces,
bribery, extortion, blackmail, public malfeasance...

Even in such cities as Beijing, Tianjin, and Shanghai,
which are in the same class, people often struggle in vain
for years to change their residency, whether to bring a
family together or to find a better job. For this reason,
some people have no choice but to go to another country
to unite their families.

Why do residency permits have such magic powers? It is
because the permits carry economic and social signifi-
cance that cannot be minimized.

When the new household registration regulations were
formulated after the founding of the People’s Republic,
one purpose was to facilitate planned purchasing and
marketing by the state, to aid centrally planned alloca-
tion of labor, and to control urban population. However,
in so doing, high walls, which are difficult to hurdle, have
been built up between city and city, and between city and
countryside. Anyone born in the countryside is thrown
out for a lifetime upon the yellow earth to play a role as
the object of “central purchases,” year after year caught
in an unfair trading environment, pincered by the scis-
sors gap between industrial and agricultural prices.
Anyone born in the city enjoys, as if by birthright,
modestly priced agricultural products provided by
“planned state marketing,” generous state subsidies, as
well as education, jobs, and medical service provided by
the state. Furthermore, the bigger the city, the bigger the
benefits and the more valuable the residency permit.
One’s household registration generally determines the
fate of a person, of a family, or even of several genera-
tions. If one is to change his fate, he must first change his
household registration.

There are only three countries in the world that use
residency permits to control demographic movement, one
of which is China. The closed household registration
system has strangled the talents of the Chinese people.
The commodity economy requires free movement by the
people.

The only countries in the world that currently use
residency permits to control movement by the people are
China, the Korean Democratic People’s Republic, and
central Africa’s Benin.

China’s household registration system has a long history.
The use of household registration to control population
movement began in the kingdom of Qin with the “Shiwu
mutual responsibility system.” Later, as dynasties came
and went, the household registration system underwent
changes, but its function to control the populace was
never diminished. On the contrary, it grew more and
more important. This was the case with the “oversight by
lineage elders” practiced during the Wei, Jin, and
Northern and Southern dynasties periods, and it was
equally true of the Yuan dynasty’s “‘Baojia mutual
responsibility system.”
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After the founding of New China, the household regis-
tration system was rather relaxed for a time. The first
Constitution declared the freedom of citizens to change
their place of abode. At that time there had been no
chaotic mass migrations of peasants into the cities. One
needed only spend half an hour at the local police
precinct to procure a residency permit. Later, with the
implementation of uniform economic planning and the
policy of “taking class struggle as the key link,” residency
permits became more and more difficult to obtain, and
restrictions on population movement became more and
more severe. During the Cultural Revolution, when one
traveled away from home and stayed in a single place for
3 days or more, he or she had to report to the police
precinct to obtain a temporary residence permit and
submit to local oversight.

A perusal of the history of the great migrations of the
Chinese people shows that they were almost all passive
in nature, forced upon the people by war, famine, or
policy. This is true of the migrations of the Wei and Jin
dynasties, the period of the Northern and Southern
dynasties, the Tang and Song dynasties, and also of the
**3 years of hardship” following liberation, when the
urban population was dispersed and educated youth
were sent “up to the mountains and down into the
countryside.”

A well-known Chinese proverb says that “‘running water
is never rancid, and a door hinge never gets worm-
eaten,” and another says that “of 36 strategems, the best
is to get away.” But when a Chinese wants to “run” or
“get away,” the first thing he or she runs into is residency
restrictions. To say nothing of household registration
during feudal times, with its “no one shall spread disor-
der” philosophy, even today, when one applies for a
“countryside to city” registration change, he must pre-
pare five copies of his identification papers, must have
the application stamped nine times, and must complete
11 different procedures. Who is willing to go through
such a struggle to change one’s registration? Eventually it
became a psychological habit and way of life for the
Chinese to hold a single job all one’s life, to never think
about moving, to become attached to one’s hometown,
and to never move away to start a new business. In
China, the average person changes his or her place of
abode approximately 1.7 times per lifetime, while in
developed countries about 20 percent of the people
move every year.

The commodity economy is a “born egalitarian.” It
demands that people be ready to “travel anywhere,”
“make a home anywhere,” and “start a business any-
where.” But in China, those who shoulder the burden of
the commodity economy constantly run into the restric-
tions of household registration, and they find it difficult
to move about.

When the U.S. company, Xerox, set up shop in Beijing,
they needed 200 technicians and managers, but so far
they have hired only 60. The Beijing representative of
the U.S.-China Trade Council, Martin Weil, stated
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bluntly that “the lack of labor mobility is still the major
headache of joint ventures in China.” These foreign
businessmen do not know the full impact exerted by the
household registration system upon the lives of the
Chinese people, which is what lies behind fact that labor
cannot move about freely.

The Chinese acrobatic team is affected by the restric-
tions on entry into Beijing. Except for once in the early
postliberation period (1953), when acrobats were
recruited from across the nation, the troupe members
have come only from Beijing City and its environs.
Meanwhile, so near yet so far, the most superb per-
formers of all, from Hebei Province’s nearby Wugiao
Village (known as the home of Chinese acrobatics), must
watch from outside the ring and sigh.

In 1984, 1,395 people were sought to work in a textile
mill in Hangzhou City, Zhejiang Province. However, the
city’s young people felt the work was too tiring and
would not accept it. Youths from the countryside could
not be hired because they did not have city residency
permits. Only a third of the workers called for by the
plan were hired. ‘

There must necessarily be a sharp conflict between the
open economy oriented to market forces, and the closed
household registration system. There are several phe-
nomena that require that the principals of the com-
modity economy, people, be able to move about freely,
including: the movement of surplus agricultural labor,
the imbalances of urban demand for labor, the need for
labor occasioned by the development of labor-intensive
industry in the open cities, and the need to assemble
intellectuals and technicians occasioned by the develop-
ment of knowledge-intensive industries. However, the
household registration system has not only shackled the
feet of the people who wish to move about, but has also
limited the economy’s vitality.

Will China’s urban population explode and spin out of
control if household registration is liberalized? How are
we to develop the commodity if the status quo is preserved?
China’s household registration system is facing a difficult
choice. What to do?

The economy must be opened up and household regis-
tration must be liberalized. But with the continued
disparities between the city and the countryside, and the
expanding urban population, can the household registra-
tion be completely liberalized?

Gao Xu [7559 2485], head of the Ministry of Public
Security’s Public Security Bureau, stated that “we really
don’t deserve the criticism we got from the National
People’s Congress when a delegate said that all of the
public security organs are sitting on the residency per-
mits and refuse to issue any. Many times we have
reported to our superiors and asked them how to issue
more permits. And how many? But there’s not a single
department that dares to make a decision. Before, with a
stationary population, as soon as a criminal case was
opened, we could pretty much draw a circle around the
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area where the criminal was. Now, with the transient
population increasing, that method doesn’t work. Now-
adays, the residence permits don’t do anything to control
rural villages. If the cities were suddenly opened up,
could they handle it?”

Su Zhongxiang [5685 0112 4382], head of the Beijing
Public Security Bureau, has a very unique perspective.
“There’s only one capital and, if the residency permits
were opened up, it would, without question, mean chaos.
Beijing now has a transient population of more than one
million, which is putting a huge amount of pressure on
public order in the capital. In 1987 transients were
involved in 14,776 criminal cases and 9,000 minor
infractions of public regulations. We also forced 50,000
illegal merchants to leave the city. Residency permits for
Beijing must be strictly controlled, and reform must be
carried out in an orderly and proper manner.”

In Shanghai, Shi Songjiu [4258 7313 0046), head of the
municipal Public Security Bureau’s Household Registra-
tion Division, feels that “the conditions for opening up
residency permits don’t yet exist. In Shanghai, the
permit for a permanent resident carries along with it a
monthly food subsidy of 8 yuan. If we were to give
permanent residence to the 1.8 million transients who
are here now, it would increase government subsidies by
14 million yuan per month, which would be over 100
million yuan per year. On top of that, there is the
pressure it puts on the city’s housing, transportation, and
food supply. Shanghai couldn’t handle it.”

The open city of Canton has felt the population
onslaught even more severely. Canton plans to keep its
population down to 2.5 million by the year 2000, but it
has already reached 2.7 million. The size of the transient
population has risen especially sharply. The crime rate
among the transient population in Canton has also risen
sharply in recent years. The famous “Four Kids and the
Old Man” are causing great uneasiness. “The Guangxi
Kids” are involved in prostitution and the sale of por-
nography. “The Shenyang Kids™ beat, loot, rob, and
murder. “The Hunan Kids” engage in thievery and
begging. “The Chaozhou Kids” are involved in smug-
gling, confidence schemes, and the sale of counterfeit
goods. “The Old Man from Xinjiang” smuggles and sells
cultural relics and local specialty products. After this
year’s lunar new year, large numbers of people and
workers thronged to Canton, sending a population
warning signal to the city.

However, some demographers feel that to use adminis-
trative difficulties as an excuse to control population
movement is passive and backward. Tan Jian [6223
0256], head of the Office of Research on the Political
System of the Chinese Academy of Social Sciences,
stated that “freedom to choose one’s occupation and
change one’s place of abode ought to be a citizen’s
fundamental right. We cannot use the cities’ administra-
tive difficulties as an excuse to abrogate this right of the
citizens, much less can we use restrictions on residency
to make up for poor administrative performance by the
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cities. Any society has criminal elements. We cannot
impose residency restrictions on the masses and confine
them along with the criminals just because crimes have
been committed by some among the transient commu-
nity. On the contrary, along with the reform and
opening, we should raise the level of administrative
skills. Getting rid of residency restrictions is in line with
the overall trend toward a mobile population.”

It was borne out in a 1987 meeting held in Canton to
discuss the issue of transient populations in cities across
the country and measures to deal with it that the rapidly
increasing transient population is adding vitality to
economic and social progress in big cities, and it has also
brought a series of new problems. The benefits outweigh
the headaches. It has caused the cities to switch from
closed economies with a single function to open econo-
mies with multiple functions. It has contributed strongly
to the flourishing commodity economy in the cities.
Therefore, since the appearance of a transient popula-
tion has been more beneficial than harmful to the
development of the commodity economy, what reason is
there not to open up city residence permits? Why does no
one dare?

Following the lunar new year in 1989, peasants out to
find work jammed the train stations, docks, and bus
stations of Beijing, Canton, Wuhan, Shenyang, and other
large cities. These cities, which had already been oper-
ating at full capacity, all at once found themselves
straining under this added burden, and urban residents
were quite dissatisfied with the situation. Transporta-
tion, public order, public health, and food and lodging
were all deeply affected by the influx of transients. The
State Council and local governments everywhere were
forced to take action. They mobilized a large number of
laborers to return to the countryside and do agricultural
work. The transient population has sent out an unmis-
takable warning signal: If China were to do away with
urban residency restrictions, it would be at the risk of
losing control of the cities. China today, of course,
cannot accept this risk.

Therefore, the relaxation of the residency restrictions,
especially in the big cities, can only be a gradual process.
During this process, we must resolve the huge disparity
between life in the city and in the countryside, and we
must reform the current policies on urban housing,
prices, and government subsidies.

The Shenzhen model of “separating the person from the
residency permit”: severing the connection between var-
ious state subsidies and the residence permit, allowing the
law of value to regulate residency, and seeking an answer
through reform.

While people hesitate to make changes and continue
debating interminably over whether we dare to liberalize
residency permits and whether they can be liberalized at
all, China’s reform leader, the Shenzhen Special Eco-
nomic Zone, has taken the lead in reform of the house-
hold registration system. In order to meet the fierce
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competition of the international marketplace, Shenzhen
must maintain a high-quality labor force. This requires a
mobile labor force. In order to get around residency
restrictions, Shenzhen, in line with its policy of “sepa-
rating the person from the residency permit,” brought in
a large number of laborers from outside who had no
Shenzhen residency permits to work in its joint ventures,
wholly foreign-owned enterprises, and other types of
enterprises. They are not subject to the restrictions of
household registration. If there is work, they come. If
not, they leave. Their food, clothing, shelter, and trans-
portation are all regulated by the market mechanism,
and they are treated the same as any regular resident of
Shenzhen. Operating on this principle, Shenzhen has
brought in 240,000 workers from outside, of whom
100,000 hold permanent employment. This has not
caused Shenzhen’s population to explode, nor has it
caused the unemployment rate to shoot rapidly upward,
its quality of life to fall, or public order to deteriorate. On
the contrary, it is full of vitality. The policy of severing
city residency from state subsidies meets the require-
ments of the commodity economy, and has proven to be
a very hardy survivor.

Urbanization is an inevitable by-product of mankind’s
progress. During the course of urbanization, such ills as
rapid population growth, deteriorating public order, and
rising unemployment are unavoidable. But we cannot for
that reason postpone the process of urbanization. At the
Chinese Academy of Social Sciences, several demogra-
phers, including Ma Xia [7456 0204] and others, have
pointed out that cities could be divided into protected
districts, controlled development districts, and high
development districts, in order to guide peasants into the
city in a planned, orderly manner. At the same time,
restrictions on urban residence permits could be liberal-
ized so as to permit movement between cities of similar
size and cultural levels, and to permit the free movement
of highly educated intellectuals, scientists, and techni-
cians. We must vigorously develop China’s medium-
sized cities and rural towns, strengthen and expand the
channels of population movement, and relieve popula-
tion pressure on large cities.

Wu Jiaxiang Advocates Neo-Authoritarianism

Personal History

40050654 Beijing ZHONGGUO QINGNIAN [CHINA’S
YOUTH] in Chinese No 6, 9 Jun 89 pp 10-11

[Article by Wu Jiaxiang 0702 4471 4382: “Between the
Happy Ant and the Despairing Suicide—My Experi-
ence”]

[Text] Wu Jiaxiang: Male. Born October 1955. Tongling,
Anhui. Beijing University Department of Economics
scholar. Currently working with a certain central depart-
ment. Major research topic: Modernization of property
rights. Has written poetry. Now writing prose. Has
published more than 600,000 words. Feels that his most
representative work has yet to be published.
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My position in this world belonged originally to my older
sister, who died a young death a year before I was born,
soon after she had just been published. That I have been
able to retain this position and continue to do so up to
now is due to a “staff person,” whose name and where-
abouts are unknown to me, who, when I was three,
rescued me from a pond, handing me over to my fainting
mother. Everything I have has been given to me by
someone else and I am now looking for ways to repay
them.

From childhood on, no one held out any hope for me.
My mother’s deathbed words were, “My son won’t be
able to grow up...” I was just 5 years old at the time.
When I was 10, I was in the first grade, and when 1 was
11, I was still in the first grade. In despair, my father
would berate me, saying, “as a scholar you don’t know
how to analyze the written word, and as a person of
martial arts, you don’t know how to wield a sword.
You’re a complete good-for-nothing!” However, what
bothered me even more than people’s low expectations
of me was the excessively high hopes they had for me
after I passed the Beijing University entrance examina-
tion at the end of 1977. Both low expectations or high
hopes can have an influence on a student. The former
can sometimes have a positive effect and the latter a
negative one. To a certain extent, [ am living out the high
hopes of other people.

I look on Beijing University as my second mother, my
spiritual mother. However, my “mother” did not feel the
“labor pains” of my birth. I did. I feel eternal gratitude
toward my alma mater.

My first love was poetry. I devoted almost 10 years of
loyal effort to its pursuit. It was not wasted. Poetry
soothed the pain in my soul and kept me company in my
days of loneliness. I was not writing poetry, only saving
my soul.

My now being stuck in officialdom is a joke that fate has
played on me. If poetry was my freely chosen wife, then
economics is my arranged marriage. Only after having
attended the university for 4 years without having
applied to study economics did I develop an attachment
to the field. My parting words to poetry were, “If it can’t
save the country and can’t save the nation, what’s the
point?” It would be hard to deny that it was perhaps just
these words that lured me into officialdom.

There have been three things in my life that I have
regretted but can do nothing to remedy: my mother’s
early death, my short stature, and my unpleasant voice.
I would like to say that I am extremely sorry for the
innumerable people whose sense of hearing I have
offended. Many people whom I have not met are sur-
prised at my youth when they first see me. This is
because they have heard my decrepit voice over the
phone.

When I confront myself, I reflect on society. When I
confront nature, only then do I reflect on life. Reflecting
on life is not my occupation. It is only my hobby. I think
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that someone who does not reflect on life is vulgar and
shallow and that someone who always does so will most
certainly commit suicide. My life lies between the happy
ant and the despairing suicide victim. I feel deeply
satisfied about my predicament.

It is my personal opinion that life is an exceedingly
difficult struggle against death that we are bound to lose.
I am thoroughly surprised that some people do not
expect to die. They grab everything as if they are going to
live forever, or they refuse to reflect on life as if they
could permanently drift along without any purpose. I
pity those young people who died early whose thinking
had been constrained. 1 was determined not to be like
that. The kind of life a person lives is determined by
whether he reflects on death and by how he resists death.

While I rejoice that I have not incurred financial debt, 1
do owe large debts to my friends and to other close
relations. Whenever I have the time, I try to repay those
who have waited for me, longed for me, or shown me
other considerations. However, the more I repay them,
the heavier the debts become. I have a conflict with time
that has created a large amount of pain in my soul.

I have been particularly concerned about a good reputa-
tion. I have felt that it is more important than life itself,
since reputation is life after death. Most recently I have
come to understand that, for an individual, there are
things more important than reputation. For these, a
person could sacrifice his reputation. These are sincerity
of thought and historical responsibility.

Up to now, my most important experience has not been
spatial or sensory, but rather in the realm of ideas. I have
gone from being an absolutist to a relativist and from an
extremist to a marginalist (bian ji zhu yi zhe, 6708 7139
0031 5030 5074). I am beginning to detest either-
this-or-that choices. I do not like the brave words that
declare, “If I can’t go to heaven, I'd rather go to hell.”
And 1 have become disenchanted with the ‘“‘all-
or-nothing-at-all” way of thinking. In my opinion, most
of mankind’s suffering derives from this type of infantile
thinking and tragic behavior.

I cannot explain what I like. I only know what I dislike.
I distike being photographed with famous people, and I
dislike using exaggerated hand gestures and extreme
words to elicit loud applause. What I dislike even more is
equating the expression of ideas with stage perfor-
mances, especially those where the beautiful young her-
oine suddenly turns into a young man as soon as the
hisses are heard.

Position on Neo-Authoritarianism

40050654 Beijing ZHONGGUO QINGNIAN [CHINA'S
YOQUTH] in Chinese No 6, 9 Jun 89 pp 10-11

[Article by Wu Jiaxiang 0702 4471 4382: *“Neo-
Authoritarianism: The Debate Has Still Not Truly
Begun”’]
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[Text] Up to now I have not thought out a program on
the causes and cures of our society’s fundamental prob-
lems. Of course, there is a faraway horizon of ideas that
tempts me to travel day and night to approach it.
However, no matter how hard [ try, it is still so far away,
so captivating, an enchanting white light from the ends
of the earth... Therefore, I again start out, begin to rush
about, and wander here and there.

It has not been without result. The formerly somewhat
soft path I had been treading now begins to firm up. I
have roughly built three base camps of ideas to serve as
starting points for continuing our advance.

For the new doctrine of individual ownership, which
constitutes the first base, I will set up three theoretical
foundations stones (despite the current hypothesis that
the doctrine is simply unreliable). The first is the four-
step crisis of resources theory, which could also be called
the theory of macroeconomic history. It treats the critical
changes in mankind’s existing environment and the
revolutionary function these changes have had in trans-
forming mankind’s economic and political systems, the
center of which has been the property rights system. The
second is the theory of juggling of social costs (yun zhuan
fei yong 6663 6567 6316 3938). It could also be called
the theory of microeconomic history. It seeks micro-
cosmic causes for the transformation of the property
rights system through the study of the political costs,
restrained costs (yue shu 4766 2631), production costs,
and trade costs associated with the process of social
workings. The third is the ownership theory of economic
growth. Using designated periods of time, it seeks sub-
jective causes for development of property rights by
studying the primitive impulses rooted in the recesses of
man’s nature and seeks to learn which of them were
effectively realized. A synthesis of the three theories will
form my “theory of property rights.”

The second base camp is the philosophical doctrines of
dealing with concrete matters relating to facts. I think
that, since modern times, Chinese philosophy has under-
gone a transformation from the doctrine of chaos to that
of order and debate. However, provided it does not
suddenly move toward positivism, China’s moderniza-
tion will lack philosophic support. The doctrine of
dealing with concrete matters relating to work that I have
explored will carry on the operating traditions of posi-
tivism and especially the practical traditions of
Marxism. By correcting the handling of the mutual
relationships among the three basic philosophical cate-
gories of truth, belief, and practicality, I will do my best
to determine whether the doctrine of dealing with con-
crete matters relating to work can meet the needs of
China’s modernization by remedying the major defects
of American pragmatism.

The third base camp, which is now eliciting loud, earth-
shaking cries of alarm, is neo-authoritarianism. My
studies of the new doctrine of individual ownership and
the doctrine of dealing with concrete matters relating to
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work have shown that it is not as urgent to discuss either
of these as it is neo-authoritarianism. I am now focusing
my research on the latter.

When someone asks me whether the polemic over neo-
authoritarianism should be concluded, I tell them that it
has still not truly begun. Reason can only truly prevail
after feelings have been completely aired. Without
reason, the polemic would become a political struggle.

The polemic over neo-authoritarianism is not so much
about political views as it is about modes of thinking and
philosophical ideas. Strictly speaking, neo-
authoritarianism does not express the ultimate pursuit
and the ultimate concern about values. It only attempts
to point out the ultimate goals that we must reach and
the roads we must take, the bridges we must cross, and
the middle ground we must pass over. Why are novelists,
essayists, artists, and poets so morally indignant about
neo-authoritarianism? It is simply because they reject a
middle ground and accept only ultimate concerns. A
scholar cannot reason with a soldier’s weapons. Simi-
larly, what is the point of talking political theory to a
poet?

I have always thought that the “polarized mode of
thinking” that rejects the middle ground was a major
defect in our national way of thinking. The more than
100 years of suffering that our nation has endured is, to
a certain extent, linked to this defect in our thinking. We
always want to leap up to the sky in a single bound. Very
few take into account the means by which to do it. As a
result, the higher they leap the more severe the conse-
quences. We are impatient about the gradual improve-
ment in our nation and in our living conditions. We
thirst for miracles and believe that stormy mass cam-
paigns can instantaneously create them. If we do not stop
this polarized way of thinking, it is hard to say if our
nation’s suffering will ever end.

Neo-authoritarianism represents the political thinking of
marginalism and gradualism. It does not believe that
China can immediately enter into the ideal and ultimate
state of freedom and democracy. It merely thinks that
China’s current state of authority and freedom can be
improved. Where can we place current politics in China?
Since the smashing of the system associated with the
doctrine of political omnipotence (also known in the
West as totalitarianism), its position has been disinte-
grating. This situation is characterized by both a lack of
authority and a lack of freedom. What is the doctrine of
political omnipotence? It is the incorporation into a
single entity of the quadruple lives of politics, the
economy, society, and culture—all under the command
of political power. This type of society resembles a
four-layer piece of plywood. In accordance with the
precepts of neo-authoritarianism, political reform envis-
ages allowing the four-layer plywood to be separated in
order to effect independent lives for politics, the
economy, society, and culture. But it presupposes the
state maintaining its centralized political power. In this
way, the centralized political power of the state can
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promote marketization and maintain social stability. At
the same time, following the separation of the plywood,
freedom could develop in the other three entities, that s,
the economy, society, and culture. Following the com-
pletion of this reform, we would carry out separate
reforms of vertical and horizontal political authority,
ultimately reaching the stage of citizen participation.
This in effect is the three-stage theory of neo-
authoritarianism. The current situation is not like this.
Prior to peeling apart the four-layer plywood, we are first
letting go of centralized state power. In this way, even
though there has not been any obvious increase in
independence and freedom in the economy, society, or
culture, there have been obvious increases in decentral-
ization and splits on the local and departmental levels.
This has caused all our efforts to advance reform and
social stability to appear inadequate. Neo-
authoritarianism merely wants to readjust somewhat the
strategy of political reform to enable us to make the
transition from the doctrine of political omnipotence to
neo-authoritarianism as quickly as possible and then go
on to a modern system of democracy. It cannot be done
if we divorce ourselves from the realities of China and
indulge in empty talk about political development.

We naturally are sensitive to the scars left by the old
Stalinist authoritarianism in the minds of the Chinese
people, especially the intellectuals. If, in setting forth
neo-authoritarianism, we have inadvertently caused
some people to feel we have rubbed salt in their wounds,
we are deeply sorry. I fully understand certain ladies and
gentlemen who instinctively react because of this type of
suffering, and to make clear by sincerity and regret, I will
silently endure any emotional censure or even personal
abuse. I want it known that I am not likely to stop my
work and am unwilling to let neo-authoritarianism
remain at the thesis-debating stage. I will spare no effort
to intensify it theoretically. I believe in history, although
sometimes [ also doubt it.

Evolution of Political Thought Leading to
Socialism in 1919

HK0509025989 Beijing RENMIN RIBAO in Chinese
21 Aug 89p 6

[Article by Jin Chongji 6855 0394 0644: “Why Did They
Choose Socialism?—Analysis of the Track of Changes in
the Pioneering Youth’s Thinking During the May 4th
Movement™)

[Text] Nobody can deny the preeminent position of the
May 4th Movement in the great changes in Chinese
modern thinking.

This was a time of violent storms. Holding high the great
banners of ‘“‘science” and ‘‘democracy,” advanced
people mounted fierce attacks against old ideas and
concepts that were obstructing China’s social progress.
This developed into a fierce battle between new and old
trends of thought. Many young people, who were
extremely depressed by the dark environment, suddenly
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saw the new dawn through the huge waves surging in the
ideological circles. They repeatedly compared the new
trends of thought with what they came into contact with
at that time, reflected on a realistic way out for China,
and explored the future with a dauntless spirit.

Comparisons and reflections led to different conclu-
sions. An identical object of criticism did not in any way
mean an identical object of choice. Close partners who
had stood together in opposing old ideas and concepts
gradually split up. Through different channels, most of
the advanced elements rallied, one after another, under
the banner of scientific socialism, that is, Marxism. It
was indeed the most conspicuous historical phenomenon
of that time.

Why is it that after receiving the baptism of the May 4th
Movement and after making repeated comparisons and
reflections, so many reflective young people of high
consciousness made the same choice and defined scien-
tific socialism as their ideal? Is this phenomenon domi-
nated by its inherent logic? This is indeed an interesting
question,

Experiments and the Bankruptcy of the Bourgeois
Republic Program in China

After Chinese history entered the modern age, the closed
traditional society could no longer continue to go on as it
was. With amazement, people saw or heard new, unprec-
edented truths and things from the outside world. Fol-
lowing the failure of the Sino-Japanese war of 1894-95,
the national crisis was even more serious. People eagerly
read Western books on social politics. These were all
novel to them, greatly inspired them, and held a strong
appeal for them. More and more people came to realize
that only by taking Western countries as examples would
it be possible to find a way to save the motherland, and,
to this end, they did not hesitate to shed blood, lay down
lives, and carry out heroic struggle, with fresh forces
always stepping forward to take the places of those who
fell.

This struggle reached its peak in the revolution of 1911.
It took the theory of evolution, the theory of natural
rights, and the democratic republic program imported
from the West as ideological weapons. Those who had
thrown themselves into this revolution were filled with
self-confidence and were looking forward to attaining
“the great objective of reforming China, when not only
the dawn of a new era will emerge in our beautiful
country, but all of mankind will be able to enjoy a
brighter future.”' Therefore, it is unnecessary to further
explain the great historical role of this revolution in
China’s modern history.

At that time, many people’s understanding of democracy
concentrated especially on the forms of political organi-
zations and the procedures of political activities in
Western countries. After the founding of the Republic of
China, not only the signboard of the republic but also the
forms of political organizations and the procedures of
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political activity in Western countries, such as the par-
liamentary system, the multiparty system, and universal
suffrage, were for a time moved to China with a lot of
fanfare. Many people entertained great hopes over this.
A month or so before he was assassinated, Song Jiaren,
who had studied in Japan and was quite familiar with the
political systems of Western countries, still said with
great delight: “In many democratic countries in the
world, political authority is concentrated in parliament.
A party has political authority only if it can win the great
majority of seats in the parliament. Therefore, we should
now devote ourselves to election campaigns.” “We
should win half the seats in parliament in order to form
a responsible government by one party; even if we are in
the opposition, we can still strictly supervise the govern-
ment so that, having something to fear, it does not dare
to act recklessly or refrain from doing what should be
done. Then our doctrine and political program can be
implemented.”? The feelings he expressed were
undoubtedly sincere and alsc quite captivating to the
ear.

What is strange is that once they were mechanically
moved to and practiced in the Chinese society of the
time, regardless of China’s national conditions, these
interesting institutions and the political system, which
had probably yielded some results in Western countries,
completely changed in appearance: Universal suffrage
became a mere formality; the multiparty system turned
into factional infighting; in the parliament, only some
politicians raised a hue and cry; and, as expected, the
Kuomintang obtained a majority in parliamentary elec-
tions without bringing any practical benefits to the
nationals. When the old forces represented by Yuan
Shikai finished their preparations and swooped down,
even the superficial stuff was cast to the winds. As you
sow, so shall you reap. The founders had not forseen this
and were taken by surprise.

“Although we have paid with unlimited blood and
innumerable lives, we have bought a sham republic.”
This lesson is indeed a very bitter one! The experiments
and bankruptcy of the bourgeois republic program can
perhaps be regarded as an important Chinese spiritual
heritage from the revolution in the early 20th century.

Left with a serious sense of loss, many people were
perplexed. They were at a loss as to what to do and even
gave up all hope. However, patriots who had high
aspirations did not stop advancing as a result of this.
Never losing heart on the zigzag path beset with difficul-
ties, they again started a new exploration.

Later, the calls to “transform society” and “build a new
society” grew louder and gradually reverberated
throughout the nation. It was the first time in the history
of China’s modern thinking that the question of trans-
forming society was raised to a conspicuous position in
the ideological circle and became a focal point of great
concern to advanced youths. This represented people’s
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exploration of problems at a deeper level, a new con-
sciousness on the part of advanced youths at that time,
and another leap in the understanding of the Chinese
people.

The Effect of Worldwide Ideological Changes on China

China’s society had to be transformed. This became
almost a common understanding among advanced
youths. At first, however, most people did not know how
the society should be transformed.

At this particular moment, great changes on a world scale
drew the attention of advanced Chinese youths: World
War I, which started in 1914 and lasted 4 years, had
brought a great calamity to the people of Europe. The
unprecedentedly ruthless war laid bare the inherent
contradictions of the capitalist world in a more acute
form than at any time before. The war left Europe in a
shambles, bringing an alarmingly great disaster and
chaos. For a time, people were seemingly unable to see
any bright future. Now it was the turn of the people of
the Western countries to have a serious sense of loss.

For a long time, advanced Chinese elements had consis-
tently admired the prosperity of Western countries and
held them up as examples to be followed by China. They
followed with great interest the trends in the Western
world, feverishly learning and studying new theories and
ideological trends from the West. All social and ideolog-
ical changes in the Western world invariably tugged at
their heartstrings.

As far back as the late 19th century and early 20th
century, when Western capitalism was still in a relatively
stable period, some of the advanced Chinese youth
began to be keenly aware of its seamy side. In the
“Foreword to MING PAO” in 1905, Sun Yat-sen
pointed out: “Europe and the United States are pow-
erful, but their people are, in fact, poor. Judging by the
increasingly frequent strikes and the growing activities of
anarchist and socialist parties, a social revolution is not
far off.” In “Advantages and Disadvantages of Repre-
sentative Government,” Zhang Taiyan held that the
Western parliamentary system was still controlled by a
small number of people. But these problems failed to
arouse the attention of many people at that time.

Now that the social contradictions in European coun-
tries had become so acute and that the defects of capi-
talism were so obviously exposed, even the confidence of
many Western thinkers was shaken. This could not but
shock many more Chinese who were keen on learning
from the West. [paragraph continues]

The Western social system had suddenly lost its dazzling
luster. They naturally came to the following conclusion:
Should we still follow in other people’s footsteps and
take the beaten track? Why can’t we strike out on a new
path, adopt a newer theory, and set up a more rational
society?
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Why did the October Socialist Revolution under the
leadership of Lenin have such a strong appeal for
advanced Chinese youths? This is because it pointed a
new way out for the issues they were pondering. Prior to
this, the Chinese had already had some contact with
Marxism, which was not accurately introduced at that
time and had had limited impact. Many people occasion-
ally touched upon it as one of the innumerable new
trends of thought in Europe at that time. They did not
pay serious attention to it. Now, socialism was no longer
just a doctrine in books, but a living reality in Soviet
Russia. After undergoing various tribulations, such as
famines, civil wars, and foreign interventions, socialism
still stood firm, and the workers and farmers became the
masters of society for the first time. On the one side was
Soviet Russia, which, regardless of the difficulties in
starting an undertaking, was filled with vigor and
vitality; on the other side was chaotic, declining Western
Europe. There was a striking contrast between them.
Naturally, this enabled the advanced Chinese youths
groping in the dark to see new hopes and a new force to
be relied upon, and so they quickly turned to the path of
the Russian October Revolution.

Two articles, “The Victory of the Common People” and
“The Victory of Bolshevism,” which were published by
Li Dazhao in 1918, were the earliest manifestations of
the Chinese people’s acceptance of the path of the
October Revolution. Soon after the May 4th Movement,
he again wrote: “Since the Russian revolution, Marxism
has almost become all the rage in the world. The social
revolutions that occurred one after another in Germany,
Austria, and Hungary also regarded Marxism as ortho-
dox.” In this article, he systematically introduced
Marxist theory. Li Da wrote: “Marx’s socialism has been
completely realized in Russia.” The number of advanced
elements switching to this path also increased. Wu
Yuzhang, one of the earliest members of Tung Meng Hui
(antecedent of the Kuomintang), said in reminiscence:
“Experiencing the great era of the October Revolution
and the May 4th Movement, my ideology could not but
undergo very drastic changes. My feeling at that time was
that there is hope for the revolution, China will not be
subjugated, and it is necessary to change the previous
methods of revolution. At that time, it was impossible
for me to get a new, systematic, comprehensive view of
the October Revolution. However, through the educa-
tion of the October Revolution and the May 4th Move-
ment, the idea of relying on people at the lower levels
and taking the path of the Russians has become stronger
and more clear-cut in my mind.”? The ideological expe-
rience recounted here was not unique.

Comparisons of, and Inquiries Into, Various New
Trends of Thought Under the Banner of Socialism

The process of change in social ideology is not as
straightforward as people tend to imagine. There were so
many new trends of thought under the banner of
socialism at that time that it was difficult to distinguish
them without making serious comparisons and inquiries.
In the process of turning from bourgeois democracy to
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scientific socialism, many progressive youths often had
to undergo an intermediate link, that is, they were
subjected to the influence of the anarchist trend of
thought.

When recollecting the May 4th Movement, Liu Shaogi
said: “At the beginning, anarchism prevailed among var-
ious schools of socialist thought.” In the course of their
explorations, Mao Zedong, Zhou Enlai, Yun Daiying,
Deng Zhongxia, Chen Yannian, Luo Yinong, and other
outstanding elements of these progressive youths were
subject to the influence of these trends of thought to
varying degrees.

Why was there was such a phenomenon? There were
three main reasons:

First, Marxism was just beginning to spread in China at
that time. Before 1920, there was no complete Chinese
version of Marx and Engels’ basic works, and not even one
article by Lenin had been translated into Chinese. Under
such circumstances, it was indeed quite difficult to genu-
inely understand Marxism. With the exception of a small
number of people who had been abroad or who could read
books in their original languages, such as Li Dazhao, who
had been to Japan, Li Da, Li Hanjun, Chen Wangdao, and
some Beijing University students, the many progressive
youths who were beginning to be interested in Marxism
knew very little about it. They were carried away by the
idea of a future glorious society but did not know what this
glorious society would be like or how they could achieve it.
They still only had a very hazy idea. Although they yearned
for a socialist society, for a time they could not make a
clear distinction between scientific socialism and anar-
chism. There was nothing strange about it.

Second, from the very beginning, Chinese anarchists had
always flaunted the banner of “socialism” and even
“communism.”

At the beginning, the propaganda conducted by Chinese
anarchists played a positive role of enlightenment in two
important aspects: 1) It encouraged people to rise up
against autocracy and power; and 2) it urged people to pay
attention to social issues, which had often been neglected,
advocated the “sacredness of labor,” and maintained that
property should be publicly owned, that all people should
take part in labor, and that workers and peasants were the
masters of society. Early anarchist publications, such as
TIANYI [HEAVENLY JUSTICE], carried certain pas-
sages from the works of Marx and Engels. Before and after
the May 4th Movement, quite a few anarchists still coop-
erated with Marxists and were not as bitterly antagonistic
as they were later. Therefore, it was only natural that they
would easily make a good impression on many young
people.

Third, the prevalence of the anarchist trend of thought
among progressive young people was also related to
China’s national conditions in modern times, which had
the suitable soil and climate for its growth. China was a
country in which smatl producers were like a vast expanse
of water. Due to their social status and mode of labor,
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intellectuals were apt to lay special emphasis on the
strength of individuals. The organized Chinese industrial
workers in modernized mass production were still not
politically mature. A specific social structure is apt to bring
forth a corresponding social mentality and mode of
thinking. Whether consciously or unconsciously, people
were used to approaching things in the surrounding areas
with the eyes of small producers. They were full of hatred
for imperialist power and feudal autocracy and were
anxious to eradicate them from Chinese soil. They yearned
for social justice and were therefore sympathetic to
socialism. However, because they were shortsighted, it was
difficult for them to unite into a strong collective force,
dedicated heart and soul to the same cause. It was partic-
ularly difficult for them to maintain a uniformly coordi-
nated action for a considerably long time. They regarded
the attainment of absolute individual freedom as a para-
mount objective. When they were infuriated by the phe-
nomena of might and inequality in society, they would feel
that “absolute individual freedom” and the seemingly very
drastic and thorough methods advocated by anarchism
especially suited their tastes.

These three points can be regarded as fundamental
reasons for the “prevalence of anarchism among all
schools of socialist ideas at first.”

In practical life, people could see more clearly: If the entire
society cannot be transformed and if the state and nation
cannot be liberated, then the problems of individuals
cannot be solved once and for all, and the best way out for
society, state, and nation is scientific socialism. Its task is
so arduous and the obstacles to be removed are so prodi-
gious that the key to achieving the objective lies in uniting
millions upon millions of people into a force with a single
purpose and combat effectiveness. If the Chinese people
continue to show the same lack of unity that they did in the
past, with each going his own way, there will not be any
prospects for China.

Many people eventually took a step of decisive signifi-
cance.

After conscientiously comparing the various trends of
thought that prevailed in Europe at that time and that
flaunted the banner of socialism, Zhou Enlai, who was
less affected by anarchist ideas, eventually made up his
mind that “We should believe in the principle of com-
munism and the two major principles of class revolution
and proletarian dictatorship, but the means to be used
should be suited to the conditions of the time.” He
asserted: “I will never change the doctrine I embrace and
will resolutely propagate it everywhere.”

The ideological experience of the forerunners is worth
pondering by later generations. They did not rashly make
up their minds to embrace Marxism, still less did they
embrace it on an impulse or with the aim of following the
latest fashion. They made this most important choice in
their lives after careful consideration and repeated
inquires, comparisons, practice, and tests.
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[Article by Sheng Hong 4141 3163 of the Industrial
Economic Research Institute of the Chinese Academy of
Social Sciences: “Macroeconomic Changes Caused by
the Economic System”]

[Text] L.

Theoretical circles have different opinions on the fluctu-
ation in China’s macroeconomy since the 1980’s.
Without further elaboration, this is due to the fact that
they have used different yardsticks to measure the same
fact. Apart from the question of the concept of value, I
think the main difference in opinions is a result of the
different judgments on the state of affairs in the eco-
nomic system. According to this understanding, the
different opinions in general can be divided into two
distinct viewpoints: The first viewpoint considers that
China’s economic system basically has not changed (or
the system has been transformed from a static state into
another static state; for instance, the dual system); and
the variable changes in the macroeconomy are changes
under the existing system. The second viewpoint con-
siders that China’s economic system is changing, and the
changes in the macroeconomy are closely related to such
change.

The viewpoint that considers that the system has not
changed is based on the fact that the traditional system is
still occupying an important position in the Chinese
economy; while the viewpoint which holds that the
system is changing is based on the fact that the power of
the market is being continuously expanded. The funda-
mental difference between these two viewpoints is that
they have different understandings of the changes in the
system. One viewpoint considers that the transformation
of the economic system is an active process; either the
old system or the new system will become dominant, and
the process whereby the old system is being transformed
into a new system is a revolution that will be perma-
nently effective. Another viewpoint, which is extends
from this, considers that a “pure” system is relatively
better than a “mixed” or “double” system. Therefore, we
should either rapidly transform the present system into a
new system or return to the old system—an uncertain
situation is unbearable.

Such an understanding on the transformation of the
economic system is obviously a result of the practice
whereby history is replaced by concepts. The founders of
historical materialism have divided human history into
several stages, and each stage is given the name of a
system (for example, the capitalist system). They did not
consider that a new system would gradually emerge from
an old system, and considered that the historical process
of the transformation of a system would no longer exist
in some conceptual stages. The main task of reform
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designated by the conception of history mentioned
above is to choose a good system (model), and is not to
promote the progress of the system in every aspect.

Another conception of history considers that the trans-
formation of the economic system is a continuous and
gradual process, and reform should run through the
whole historical process. This viewpoint does not con-
sider that a new mode!l could emerge within a short
period of time, while it will acclaim every small step of
progress in the system. Moreover, it holds the view that
no obvious distinction can be drawn between the dual-
track system and the double system, and they are only
easy names by which it is called. A breakthrough in the
traditional, single-track system is progress. However, in
terms of quantity, the scope covered by the dual-track
system is extremely wide. Therefore, within the concept
of the so-called double system, there is a huge space for
the reform of the system; and in such space, the gradual
transformation of the system will be shown as infiltra-
tion.

The conception of history that views the system as a
fixed static state can only discover the reasons for
macroeconomic changes in the old system, and it is
inevitable that it will follow the logic and experience
criteria of the old system. It considers macroeconomic
changes that are not within the scope of the experience of
the traditional system to be abnormal or dangerous
signals. It also considers that these changes are caused by
the defects of the old system and will try to find out
reasons from some people or units (for instance, local
governments, enterprises, and consumers) of the existing
system. When the theory of scarcity economics was
introduced into China, some more authoritative and
simple expressions of the unreasonable behavior of
enterprises emerged: the impulse of expansion and the
hunger for investment. Finally, the policy of the central
government will, of course, be involved, and monetary
and financial policy will be criticized. The conclusion is
that the over-issuance of money is the factor leading to
the expansion of aggregate demand.

Does this viewpoint explain clearly the factors leading to
macroeconomic changes? What positive implications on
macroeconomic policy does this viewpoint have? I think
this viewpoint does not have any positive implications.
In this viewpoint everything proceeds from the old
system; it considers the changes in the macroeconomy
within a certain period as macroeconomic runaway, and
will then blame the old system for causing the changes.
Logically speaking, it is a contradictory viewpoint. This
viewpoint uses the expressions of “impulse of expan-
sion” and the “hunger for investment” to explain the
general behavior of enterprises. However, this cannot
clearly explain the huge development differences among
enterprises (for instance, an analysis carried out by the
Research Institute for Restructuring the Economic
System on the growth rates of some 400 enterprises in
1985 illustrated that the difference in growth rate among
enterprises is extremely large; some enterprises had
negative growth while some had a growth rate of several
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hundred percent), and cannot explain clearly the growth
gap among industries (for instance the comparison
between the machinery industry and the textile indus-

try).

Apparently, the “hunger for investment” and the
“impulse of expansion” are possible motives of enter-
prises under the economic system, but they cannot
explain the whole system. A soft budget is always sup-
plementary to the facts that enterprises do not have
independent management power and they have to turn
over all or a large portion of their profits to the state. The
policy of the central government will, of course, affect
the macroeconomic situation. However, two questions
here are worth discussing: (1) Why is it not possible for
China after 1985 to implement a contraction policy
which is as strict as that implemented in the period from
1980 to 1981? Or: Is the central macroeconomic policy a
completely independent policy or is it being affected by
the macroeconomic situation? (2) Are the means of the
macroeconomic policy employed by China, in particular
the means of a contraction policy, pure policy means or
have these policies employed other means? Is the coin-
cidence of the implementation of a contraction policy
with the reversion to some parts of the old system in
some time periods an accidental phenomenon?

In fact, many of the existing macroeconomic theories
and methods are trying to discover factors within the
system which have led to macroeconomic changes. For
instance, Keynsian theories, supply-side economics, the
Kornai theory, the system economics (commons), and so
on. However, the common characteristics of the theories
of these different schools are that they regard the eco-
nomic system as a fixed entity, and their main study on
macroeconomic changes is on normal economic growth
and the periodic fluctuation of the economy in a medium
term period.

If the economic system is under a changing situation,
macroeconomic changes will not only be seen as normal
growth and periodic fluctuations in a medium term
period, but will be shown as a breakthrough in the
medium- to long-term economic periods and super-
normal economic growth, or the economic periods
caused by the changes in the system. The traditional
theories will not be able to explain these facts, and no
corresponding new theory has been established to
explain these. Development economics involves the
study of the phenomena of economic development
(including economic changes), but has not linked these
changes with the transformation of the system on the
theoretical level.

Therefore, many so-called “macroeconomic theories”
cannot cover the whole scope of the macroeconomy.
However, many people who do not have a correct
understanding of theories and facts will easily become
stuck in such a “theoretical trap.” Since these existing
theories have been regarded as basic truths, and have
been used to describe the Chinese economy that is
undergoing structural reform, many normal phenomena
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in the process of economic development caused by the
structural reform have been regarded as abnormal phe-
nomena under the fixed system. In this way, incorrect
Jjudgments resulted, and all the theoretical efforts made
on the basis of such judgments have come to no avail.

Only when macroeconomic theories can be rid of the
narrow scope of the traditional theories, and can identify
the characteristics of the macroeconomic changes under
conditions of the transformation of the economic
system, can revolutionary progress be achieved and can
the real reasons leading to the macroeconomic changes
in China over the recent years be clearly explained .

II.

Since the 1980’s, the main variables (for instance the
economic growth rate, the inflation rate, and so on) in
China’s macroeconomy have undergone periodic
changes three times.

We can say that three economic cycles have emerged
since the 1980’s; and each of these cycles covered a
period of 3 to 4 years. Such a short cycle is different from
a medium to long cycle or even a short cycle of countries
that have a market economy, and is also different from
the economic cycle of China in the period before 1987.
Apparently, such a cyclical change is a reflection of the
unique historical factors of this stage.

Through the fluctuation of macroeconomic variables, we
first noticed the periodic changes in macroeconomic
policies. When the economy is hot, the nominal inflation
rate will increase, and national income will grow at high
speed, and the central government will thus adopt a
contraction policy. Under the situation of economic
recession, however, when the growth rate of national
income declines and financial income decreases, the
central government will relax the contraction policy and
will adopt policies to stimulate the economy. We can
also say that a contraction policy will lead to economic
recession, and the relaxing of the contraction policy will
lead to a hot economy. However, we have to point out
that it is a passive rather than an active move of the
central government to implement these policies. Every
time a particular policy is implemented, such a policy
will carry the nature of meeting an urgent need. It is very
difficult for us to clearly judge which of these is the cause
and which is the result—policy cycle and economic
cycle. It is better for us to say that the policy cycle is a
part of this type of cycle.

If we only recognize the policy cycle as a pure policy
issue, it will be very difficult for us to discover the crux
of the problem. The change in government policy is the
parametric change in the fixed system, but is not the
change in the system itself. However, the realities illus-
trate that the means adopted by China for promoting the
macroeconomic policy in recent years, in particular the
contraction policy, are not pure policy means, but are
means that have brought great influence on the eco-
nomic system; we can simply call them system means.
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From the viewpoint of the price system, the stage of a hot
economy is always accompanied by the reduction of the
scope of price control or the relaxation of price control;
while a contraction policy has always widened the scope
of price control and has often intensified its degree. The
general price inspection program is a typical measure for
safeguarding the traditional price system. From the
viewpoint of market credit, the stage of a hot economy is
the period for making market contracts. Under the
situation when a contraction policy is being imple-
mented, administrative means have often been used to
stop many investment projects, and have thus damaged
the good faith of many related contracts. Since the
government is the main buyer of agricultural products,
under the situation when a contraction policy is being
implemented, the government will issue paper scrip to
purchase agricultural products, and will thus lessen the
good faith of agricultural trade. From the viewpoint of
the market structure, the phenomenon where many new
companies have been established will always emerge in
the high growth stage. At this time, the degree of market
competition will be increased. However, one of the
important aims of a contraction policy is to improve and
re-organize companies, to increase the degree of diffi-
culty in registering and setting up new companies, and to
reaffirm the monopolistic position of some central
departments in the market (for instance, the monopo-
listic power over silkworm cocoons and raw silk). This
implies that free entry into the market will be con-
strained, and administrative market monopoly will be
brought about again. From the viewpoint of the financial
system, in the period when the economy is prosperous,
the scope of the services offered by the state banking
system will be enlarged, it will use flexible managerial
means, and nongovernmental financial organizations
will develop rapidly. A contractionary monetary policy
will use the quota of loans to limit the diversified
business of state banks (for example interbank lending
and discounting), and will also constrain nongovern-
mental financial activities at the same time. From the
viewpoint of the enterprise system, in the stage when the
economy is hot, enterprises in general will have more
decision-making power, and there will be active experi-
mental activities on implementing various reforms.
However, under the conditions of a contraction policy,
much of the power of enterprises will be cut, and
enterprise reform will be stopped or the practice of
punishment and reward will not be realized; and so on.
To sum up, some of the measures adopted at the time
when a contraction policy was being implemented have
caused China’s economic system to return to the tradi-
tional system; and the relaxation of these measures and
the implementation of some stimulating measures have
enabled China’s social system to develop toward a
market system. Therefore, what lies behind an economic
cycle is a system cycle.

Different economic systems have different macroeco-
nomic characteristics. The characteristic of the tradi-
tional system is the coexistence of scarcity and unem-
ployment, and the traditional system is always under the
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dilemma where it has to choose between scarcity and
unemployment. Moreover, the industrial structure of the
traditional system is not a coordinated one. The charac-
teristics of the market system are economic growth and
price fluctuations; while the industrial structure of the
market system is in general a coordinated one. When the
state of affairs of the system is fluctuation between the
traditional system and the market system, the macroeco-
nomic state of affairs will evidence scarcity and price
fluctuations. Under the situation when a contraction
policy is being implemented, measures for safeguarding
price control will check the increase of nominal prices,
and the seriousness of scarcity will be intensified. Since
the practice of price control will not transmit the infor-
mation of market demand, the longer the contraction
policy is implemented, the more serious the scarcity
problem will be. Only when the contraction policy
cannot be maintained, as a result of economic recession,
and when the controls on prices and markets have been
relaxed, scarcity will be released in the form of prices. In
this way, in the economic cycle determined by the system
cycle, the problem of scarcity will be accumulated, while
under the situation of a hot economy, scarcity will be
released. The fluctuation of the degree of scarcity and
price fluctuation has thus formed two types of periodic
fluctuations that are opposed to each other. The price
increases caused by the release of scarcity will worsen the
problem of normal price increases, and the increase of
nominal prices will thus create an illusion which will
make people nervous. Therefore, measures for meeting
the emergency will be adopted. In this way, the problem
of scarcity will accumulate again, and ground for next
round of inflation will thus be laid.

Conversely, the reversion to the traditional system at the
time when the contraction policy is being implemented
will bring more constraints to the mobility of resources
in the short term, the degree of market competition will
decrease, and price signals will be further distorted. Asa
result, the allocation of resources among industries will
become more uncoordinated. The rate of economic
growth will not only be affected by the degree of aggre-
gate contraction, but will also be affected by the wors-
ening of the industrial structure in the short term. Under
the latter situation, the decrease in the rate of economic
growth will be more apparent. When the period of the
contraction policy is over, and when the state of affairs
of the system is developing toward the market system,
the obstacles to the mobility of resources will be elimi-
nated, the degree of market competition will increase,
the price signals will become more accurate, and the
allocation of resources among industries will be
improved.

At this time, economic growth will not only include
normal aggregate growth, but will also include extra
growth brought about by the improvement of the indus-
trial structure. In the economic cycle determined by the
system cycle, the worsening or improvement of the
industrial structure will also bring about periodic fluctu-
ation. Since the changes in the industrial structure will
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directly affect the country’s national income, the peri-
odic changes in the state of affairs of the industrial
structure will increase the amplitude of the economic
growth rate fluctuation. From this we can deduce that
the implementation of a contraction policy will increase
the rate of the next round’s rapid economic growth by
several percent. Therefore, the economic growth rate,
which will be considered as a super high rate, will
become a factor leading to the implementation of
another contraction policy.

The conclusion is opposite to direct viewpoints, and a
contraction policy cannot achieve the targets it wants to
achieve—that is, to control the situation of the macro-
economy. On the contrary, the contraction policy and
the reversion to the traditional system, which accompa-
nies the contraction policy, will accumulate energy and
will develop conditions for the next round of inflation. If
system means are used to implement a contraction
policy, China’s macroeconomy will not be able to get rid
of this type of economic cycle, which is determined by
the system cycle; and in determining its macroeconomic
policy, China will continue to be trapped by the dilemma
where it has to choose between scarcity and nominal
inflation.

III.

A reform cycle corresponds to a system cycle. We cannot
deny that one of the important contents of the reform
implemented in China in recent years is price reform.
Viewed from this angle, a reform cycle can be divided
into these stages: A stage where price control is relaxed;
a stage where the plan of price reform is being formu-
lated and preparations for implementing such a plan are
being made; and a stage where a relaxed environment is
being developed or a stage where the economic environ-
ment is being improved. The so-called measures for
developing or improving the environment are the mea-
sures to be adopted in controlling prices when the
above-mentioned contraction policy is being imple-
mented. Following the reform cycle is understanding of
the reform or a cycle of public opinion.

The nature of price reform is the transformation of price
control practices into a market price system. Superfi-
cially, China’s price reform has always been threatened
by real inflation or inflation, and it always has had to
face some sort of chaos in the market (these will often
occur in the stage of a hot economy). These have added
great risk to the price reform. In order to implement
price reform in a comprehensive manner, the environ-
ment should be improved—that is, to check inflation
and to eliminate the chaos in the market. At this time,
the policy aiming at improving the environment is
consistent with the economic contraction policy. How-
ever, the implementation of a contraction policy will
always lead to economic recession: the national income
growth rate will decrease and will even decrease to zero
or negative growth. Recession will increase the losses of
enterprises, and will lead to a fall in financial income,
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and the income of the population will decrease rela-
tively. Since the price reform program that has been
implemented so far has been backed up by central
financial support, it seems that the environment for
reform has not been made flexible but has been made
rigid. Under such circumstances, the implementation of
the price reform will be postponed. When the economy
heats up again, the environment will not be made
flexible. It seems that it is difficult to implement the
price reform.

In view of this analysis of the system, China’s price
system has been under a fluctuating situation since the
1980’s. In the stage where the price system is developing
toward a market price system, the scope of price control,
which is fixed by the central government, will become
smaller. Many types of controls on prices will be contin-
uously transformed into market prices (or similar prices)
through various channels (including illegal channels).
The prices under control will gradually become market
prices. However, every time a contraction policy is being
implemented, and a flexible environment is being devel-
oped for price reform—or in other words, the economic
environment is being improved—the control on prices
will be tightened, the central government’s direct control
(monopoly) on the market will become strict again, and
the market prices of many products will be brought
under the practice of price control again. The price
system will return to a control price system—this is the
object of the price reform. It seems that the price reform
itse!f will thus become stuck in a self-contradictory cycle;
and the measures adopted for developing conditions for
the price reform will cause the price system to regress.
However, the market chaos, which is regarded as the
danger of price reform, and price increases have thus
resulted in a process where the price system is devel-
oping toward a market price system. Following the
fluctuation of the price system is the change in the
concept of legal price. Under the market price system,
the price formed under a fully competitive market will be
recognized as the legal price. However, under the tradi-
tional price system, the price fixed by the government
and under government control is the legal price. In the
stage where the economy is hot, the price formed under
the market (although is not a fully competitive market)
will at least be tacitly recognized as the legal price. At the
time when a contraction policy is being implemented,
the government will stress that all prices that are not
fixed in accordance with government control are illegal
prices. Apparently, these two concepts of price are mutu-
ally antagonistic to each other, and the latter is opposed
to the price reform. Such a conceptual retrogression not
only has not developed a flexible environment for the
price reform, but has brought additional conceptual
obstacles to it.

In fact, the return to the practice of price control has
illustrated that the decisionmakers are more in favor of
scarcity than the nominal inflation rate, which is more
serious than the latter. Viewed with direct perception,
the problem of scarcity will not attract as much attention
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from people as price increases. However, viewed with an
economic angle, the results brought by the problem of
scarcity, which are system phenomena, are less econom-
ical than those brought about by price increases. In the
short run, scarcity is equivalent to price increases. How-
ever, in reality, the control on prices will in itself incur a
cost. The phenomena of queueing and searching, and of
asking people to obtain some products through private
channels will bring great social waste. In the long run,
since the problem of scarcity cannot transmit price

- signals, the allocation of resources cannot be adjusted

with the changes in the degree of scarcity, and the
industrial structure will be distorted continuously.
Therefore, it would not be a fundamental, long-term
solution for us to return, to a certain extent, to the
practice of price controls and checking nominal inflation
at the cost of intensifying the problem of scarcity.

IV.

Now let us not discuss cycles, but let us comprehensively
investigate the macroeconomic changes that have
occurred over the past 10 years. We want to know how
the various economic mainbodies in society will react to
the frequent fluctuations of the state of affairs of the
system. What type of long-term trends will emerge in the
macroeconomy? Can we get rid of this type of system
cycle and the economic cycle determined by such a
system cycle, and how can we do s0?

The system cycle has brought an unstable state of affairs
to the system. In concrete terms, the changes in the state
of affairs of a system are the result of the continuous
replacement of a principle by another principle, and the
replacement of a set of procedures by another set of
procedures, and are brought about by the situation
whereby rights can be lost and retrieved. Under such a
situation, legality will only have a short-term meaning,
and illegal things will not always be illegal. Social and
economic good faith will often be damaged by changes in
the system. This will first harm the good faith of the
central government. A market economy is a credit
economy. The process of marketization is a process in
which the degree of social and economic good faith is
being continuously increased. In this process, the guar-
antee provided by government credits will play a leading
role. If government good faith cannot be guaranteed, a
market system will not be established, and such a situa-
tion is contradictory to our hope of marketization.

Under the situation where the state of affairs of the
system is changing frequently, and the degree of social
good faith is low, most of the economic mainbodies in
China, except the central government, will prefer to
choose consumption over investment, and they will
prefer short-term over long-term investment. It is
because frequent changes in principles, procedures, and
power structure will make it difficult for people to have
stable and long-term expectations. Without long-term
expectations, people will not be willing to sacrifice their
current consumption for future consumption (i.e.inve-
stment); and they will also consider that when long-term
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investment is compared with short-term investment,
long-term investment will involve an uncertain but great
degree of risk.

This trend of the behavior of various economic main-
bodies will hinder China in getting rid of the system
cycle. In the process where the traditional price system is
being transformed into a market price system, it is
inevitable that a stage where scarcity will be released will
appear. At this stage, inflation will be the main danger.
The tendency of high consumption caused by the trend
mentioned above is disadvantageous to lowering the
market price of consumption goods (and is also disad-
vantageous to lowering the price in society). Moreover,
the low savings rate resulting from such a trend also will
not be able to generate more funds for the investment
projects that can eliminate the problem of scarcity. In
China, the infrastructural and basic industrial depart-
ments are facing the problem of serious scarcity. The
characteristic of these departments it that their invest-
ment cycle is long. If most of the economic mainbodies
cannot have long-term expectations, funds will not flow
effectively into these departments, and the situation of
scarcity faced by these departments will not rapidly
improve. The use of system means to interfere with the
operation of the economy will lower the nominal infla-
tion rate in the short-term. However, in the longterm, the
low degree of good faith and the lack of long-term
expectations caused by affairs of the system will hinder
the process of checking the problem of real inflation, and
will make it difficult for China to get rid of the system
cycle.

However, in view of the realities over recent years, both
the system cycle and the economic cycle determined by it
are not occurring in a simple repeating manner. Some
inherent forces in society have been promoting the
Chinese economy to get rid of the cycles mentioned
above. The measures adopted by the central government
to contract the economy and to improve the environ-
ment should not be as strict as those adopted in the early
1980’s. The threat of recession has made the government
cautious in adopting strict and rigid measures. It has
become more and more difficult for some of the control
measures adopted by the government to achieve results.
Therefore, although the system cycle still exists in China,
in view of the overall situation over the past 10 years,
China’s economic system has been developing toward a
market system. It is because not all the system factors
can be opposed. In the practical economic process, not
all principles are equivalent to each other. Some princi-
ples are better than others, and people are willing to
follow the principles advantageous to them. The costs for
the government to promote the principles which people
are willing to follow and the costs for promoting the
principles which people are not willing to follow are not
the same, although the costs for promoting the latter are
apparently higher. When the government tried to use
prices which were under its control to replace market
prices, it failed to achieve any results because of the high
cost involved (for instance the general price inspection
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program). In some cases, although it has succeeded in
implementing price control, other more serious prob-
lems have cropped up (for instance price controls on
goods sold in the free markets, and small retailers
refusing to sell goods in markets). In fact, it has become
more and more difficult for the government to control
the macroeconomic situation through reverting to the
traditional system. On the other hand, a market force is
growing. This force has been maintaining a strong devel-
opment impetus, because its development is closely
related to its survival and its interests. Local govern-
ments have also come to understand more clearly that
when compared with the reversion to the traditional
system, development toward the market system is more
advantageous to the development of their areas, and
when compared with the practice of price control, the
market price system is more advantageous to the devel-
opment of their areas (please compare the development
of Guangdong Province with other provinces). There-
fore, local governments have always overtly agreed to,
but covertly opposed, the measures adopted by the
central government to contract the economy and
improve the environment.

Due to such wave-like marketization trends in the Chi-
nese economic system, the state of affairs of the macro-
economy cannot simply recycle itself. In view of the past
10 years and by taking these 10 years as a basis, since the
proportion of the number of goods whose price is deter-
mined by the market has been increasing, the degree of
scarcity in the Chinese economy has been reduced, and
the nominal inflation rate has been, in general, higher
than the real inflation rate. Moreover, various reforms
(price, financial, enterprise reform, and others) have
made resource allocation more reasonable (it is more
apparent at the three industrial levels), and the changes
in the structure have brought extra relative aggregate
growth. Furthermore, the average economic growth rate
has been maintained at a high level.

Therefore, in the long run, the system cycle and the
amplitude of the economic cycle determined by the
system cycle in the Chinese economy will become
smaller and smaller, and the Chinese economy will
ultimately be able to get rid of such cycles. However, this
process will be a very slow one. A strong and powerful
mainbody that can accelerate this process is the central
government. Only when the central government has
understood clearly that the problem of scarcity is more
harmful than the problem of price increases, the nominal
inflation rate will be lowered after the release of scarcity,
the implementation of macroeconomic control through
the traditional system is more uneconomical than having
chaos in the market, the establishment of the foundation
of a market system—Ilaws and good faith—which is
opposite to the practice of imitating market phenomena,
can promote the process of marketization in a more
effective and easier w