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FOREWORD

This repert on Cuina's industrial progress since the 1949 Revolution
was prompted by the need for re-examining policy implications of including
China's share in the world manufacturing value added (MVA) in achieving
the Lima target. The report draws extensivelv upon many existing studies
or Thina's economy and particulerly a massive study recently completed by
the World Bank.
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I. A Macroeranamis Percnantiva

Tn recent years, consideratle attention has teen focused on Chira's
economic develcpment and industrisl progress sizce “he 16h9 Revolution.
As China emerges suddenly from a long period of self-imrosed isolationm,
like a sleeping giant abruptly awakened, its impacts ere tound to rever-
berate forcefully throughout the gicbal landscape of politics and economic
relations among nations. Quantative data oa China's economy are still too
fragmentary and perhaps iradequate (and data gap is particularly acute
betveen the late 1950s and the mid-1970s) to permit meaningful inferences
about past and present patterns of development Irn China, let alone China's
future prosvects. Tet enough studies and information, slthough some of
them are highly speculative, have beer accumuleted that can be pieced
together with some ingeng%ty to delineate a rough coafiguretion of the
hitherto unknown entity.~

This ,short note draws extensively upon many existing studies on China's
economy ,— most notebly a massive study recently completed by the World Bank,
to offer a bird's-eye view of economic development and indusirial progress
of a country dominated by its sheer geographic size, bewildering internal
diversity, imensely rich cultural heritage, and irnumerable historical
legacies. The report is narrow)y focused on industrialization, neglecting .
other important areas such as agriculture, transport, social developmer=:,
population and human rescurces. Even with this modest aim, the task is found i
to be daunting, since nc cursory review of this nature, hovever painstakingly 1‘
prepared, will do Justice to &« better understanding of China's industrial
progress and potentials. Civen the very limited tiue and resources allo-
cated for this study, the revort should, therefore, “e regarded as tentative ‘
in its findings and incomplete in the treatment of the subject-matter.

As stated earlier, though the focus »f the report is on the assessment
of industriel »rogress, industrialization issues cannot be meaningfully
discussed outside the context of a macroeconomic framework because of the
high degree of interdependenc: betwecen industries and the rest of the sectors
of the economy. Therefcre, the report follows a logical sequence %eginning
with an appreisal of the macroecorcmic perspective, thea concentrating cn
distinguishing features of China’s past and current industria. develooments,
and concluding with a preliminary assessmeat of China's prospects, options,
and anticipated constraints.

1/ Until recently China's economy was kept in the dark because a0 economic
statistics nad been published since the late 1950s. In the early 1970s,
however, partial information began to trickle in from various scattered
sources such as newspapers, journals, broadcasts and overseas reports.

I+ was not until June 1979 that China disclosed for the first time since
1958 a comprenensive ranze of economic and social ctatistics for 1978
rerhaps as part of China's overall cfforts to establish econcmic and
trade links with the Western World.

2/  For information available in Erglish, see 3eiiing Review (weekly), Far

Eastern Economic Review (quarterly), China Busipess Reviqg_(bimonthi?T,

China News Analysis (weekly), China PRec-nstructs Yﬁonthly),Easterg_ggsiglg

(monthnly ,Economic Indicators of China by U.S. National Fereign Assassment

Center and "uarterly Zconomic Raview of China and its Annuai Suoplements

oy the Economist Intelligence Unit.
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The Peonle's Republic of China is "a socialist state”, proclaimed on
October 1, 1549, with a land ares of about 9.0 million square kilcmeters
(im}, the third largast country in the worid, and an estimated vopulation
of 9TL million (1979 official data). China's irmense geographical diver-
sity with a complex topography accounts for cornsiderable climatic varia-
bility which contributes to a wide range of agricultural votentials among
different regions of the country. Despite the vastnecs of land area, popu-
lation and economic activity are preponderantly concentrated in the easte™n
half of the country, namely in the fertile plains and valleys of the three
separate river systems - the Yellow River, the Yartze River and the Peerl River.

By contrast, Western China is dominated by the mountains and plateaus of
the Tibetan Highlands and the desert basins and mountains of Xinjiang-Mongolia
and occupies hal? the country's land ures with orly 5 per cent of its popula-
tion. As a result, the average population density in Western China is less _,
tkan 20 per square km, v=‘le that of Eastern China is over 150 per sgare km.

Furthermore, the total cultivated land area of about 100 million hectasres
constitutes only 11 per cent of the total land area with a consequent high
density of C.12 hectare per capita of the agricultural population. But this
high density is more than offset by high yields per hectare, producing 97 per
cent of the country's food supply.

The organizational struzture of China's economy is characterized by the |
co-existence of a largely urban state econormy and predcminantly rursel . -moune
economy. On the one rand, similar to the economic system of the Fastern Eu-
ropean countries, the distinguishing characteristics ¢f the state economy are
public ownerships, highly centralized decision-making processes, strictly
hierarchical control, and the virtual non-existence >f free-market resource
allocations. On the other hand, in the commune economy, production teams of
30-40 households, which own and use collectively land avé. capital, form a
brigade, vhich in turn constitutes a building block of a commune. 1In general,
production and investment decisions are more decentralized at the commune
economy than in the state economy, and a more prominent role is givez to
markets and prices at the commune level.

The major thrust of China's economic development, for the past two or
thres decades, have persistently been directed toward two main objectives:
industrialization biased in favor of heavy industry and the satisfaction of
basic needs of the majority of people. This two-pronged assault has been
planued and implemented within twu major coustraints: an acute shortage of
cultivable land, and self-imposed isolation from the rest of the world.
Despite .ntermittent disruptions caused by such upheavals as the Culturel
Revolution (1966-76), and the Great Leap Forward (1658-60), China has made
substantial progress toward the attainment of both of these twin objJectives.

It is particularly noteworthy that, being isolated from the rest of the
world, this remarkable progress has been made, primarily based on a sel?’-
reliant scheme of domestic rescurce mobilization and initiatives. Industrial-
ization has been moving along at a rapid pace as a result of an unusually
high level of in--.tment, virtually all of which is finsnced by domestic
savings. For instance, the GD? share of industrial output in China {about 43,6
per cent in 1979)4/ is roughly compsrable to the average for the middle-income
developing countries, However, the most remarkable achievement of China‘s
development efforts for the last three decades has been the eradiction of the worst

;/ ngen by the Institute of Industrial Zconomics, Academy of Social Science, China.
4/ %World Bank Report on China (1581), Annex D, P. 1i.
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aspects of poverty. The basic needs of Low-income groups - ezployment,
education, basic health care, nutrition, housing, etc., are today far
better satisfied in China then in other poor countries, as evidenced by
an exceptionally high life expectancy (at 6L years in 1979, Statistical
Appendix, Table A.1) which is generally taken to be the best single in-
dicator of individual welfacre.

Over the last three decades, Cuiina's economy has undergone substantial
structural transformat*9n. At 1970 prices, the share of agriculture in net
material product (NMP)i , has fallen by about 33 percentage points during
the pericd of 1952-1979, while that of industry has surged upwzrd by a
phenomenal 36 points for the same period (Statistical Appendix, Table A.l).
Yet, this dramatic change in the relative share of agricultural and indust-
rial output in NMP has not been matched by a corresponding change in the
employment share. The agricultural share in total employment has declined
slowly from 84 per cent in 1952 to Tk per cent in 1979, while the industry
employment share has moved up, with equal sluggishness, from 6 per cent to
13 per cent for the last three dc:ades (Statistical Apvendix, Table A.l).
Some important implications can be drawn from the above compariscn, Des-
pite a massive infusion of investment in industry during the same period,
industry's capacity to create employment has been rather limited, providing
a net gain of 39 million new jeobs for the period 1957-7T9. In stark con-
trast, agriculture has not only been the most important source of empley-
ment, claiming the lion's share of Tl per cent of total employment in 1979,
but has also borne the brunt of employment creation, by expanding its em-
ployment by 105 million new jobs, almost three times the employment expension
by industry during the same pericd. This employment share comparison over
time between industry and agriculture coupled with the obverse of the
situatior shrwn by the corresponding output share comparison leads us to
believe tL-. .°e <gap in output per worker beiween industry and agriculture
has widene W

Furthermore given the fact that prospective returas to investment in
agriculture have been limited by the scarcity of arable land and the easiest
exploitation in intensive cultivation has already been made, future employ-
ment absorptive capacity of ~griculture appears to be very limited. Industry
and services have to bear increasingly heavier burdens of job creation for
expanding population,

S/ NMP is the official measure of aggregate domestic produaction. It
differs from Gross Domestic Product (GDP) in excluding iepreciation
and non-material services, both private and public. For further
reference, see Shigeru Ishikawa, National Income and Capital Formation
ir Mainland China, (Tokyo, 1965).

6/ Scme of possible reasons for the unusually high relative (value)
productivity of industrial labor in China may be exceptionally

nigh relative physical productivity coupled with the terms of trade
consideradly favoratle %£o industrial products.




This i~ balance between agriculture and industry is further accentuated

by the sectoral composition of total fixed investment, Table 1 presents the

Table 1 Sectoral Composition of Total Fixed Investment (%)
1965 1977-79
Agriculture 20 21
Industry 55 57
Industry beevy (Ls) (L7)
Industry light (10) (10)
Other 25 23
Total: 100 100

Source: World Bank Study on China, 1981, Annex A, Table A.24

percentage allocation of total fixed investment to different sectors of the
economy: 20 per cent to agriculture, about 55 per cent to industry, of which
four fifth has been for heavy industry, and the remaining quarter to trans-
port, commerce, housing and social services,

It is obvious that the employment impact of industry is not commensurate
with its high investment share which is in sharp contrast i{o the much lower
investment share of agriculture. The latter sector, as mentioned earlier,
employs over 70 per cent of total lstor force. Furthermore, it appears that

the overall efficiency of investment in China might have improved further if

too iarge a share bad not been alloceted to industry and too small a share to
agriculture,

The grcwth of aggregate output in China has been marked by considerable
fluctuations since the Revoluticn (Table ¢). The first taree years of re-
covary from the civil war produced a phenomenal expansion of output, which
was immediately followed by the high growta periocd of the First Five-Year
Plan. However, around the Great Leap Foirward period (1958-60), China's
economy suffered a drastic reduction in aggregate output. The first half of
the Cultural Revolution (1755-1976) registered a remarkably fast growth rate
but, in the second half, the growth rate decelerated considerably. In the
subsequent period of adjustment, especially in 1977-79 (10.8 per cent) growth
was rapid. It is,however, worthwile to note that behind these economic
grrations emerges a very impressive long-term tread §r0wth rate, e.g., 5.63
per cent for 1952-79 and 5.06 per cent fer 1957-T9.l

v QT

1/ Perhaps, China's economic fluctuations can te bet
examining the evolution of its eccnomic system zi
volution, which hes been marked by the saifting domin
tical and eccnomic criteria in eccnomic decisinsns and
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Table 2 Aggregate Cutput and population Growth, 1949-80

Het Material
Product in 1970

Net Material
Product per

prices capita
Populaticn
------ (average annual growth, %)-——————
1949-52, Rehabilitation period 2.00 19.3 17.0
1953-57, First Five-Year Plan 2.38 8.18 5.8
1958-62, Second Five-Year Plan
(including the Great
Leap Forward, 1958-60) 0.62 -3.1 -3.7
1963-65, Adjustment period 2.85 4.7 11.5
1966-70, Third Five-Year Plan 2.63 8.3 5.5
1971-75, Fourth Five-Year Plan 2.17 5.6 3.k
1976-80, Adjustment period 1.33 6.2 L.8
1952-79 1.96 5.63 3.67
1957-79 1.87 5.06 3.19
1977-79 1.35 10.8 9.45

Source: State Statistical Bureau, China.

The assessment of real output per capita is subject to greater inaccuracy
because of widely divergent estimates of China's population available
(Table 3). Based on the World Bank estimetes of China's population, output
growth per capita appears to be remarkably high for the period of 1952-79
(3.67 per cent) and particularly spectacular in 1977-79 with a grwoth rate of
9.45 per cert (Table 2). .ecent World Bank Study on China (1981) suggests
that the conversion of the Chinese data on NMP tc¢ the concept of Gross National
Product makes a neg.igitle difference to the growth rate for 1957-79 and the
converted GNP per capita income ($256 in 1979) appears to show a much higher
growth rate than the average for other low-income countries (1.6 per cent)
over roughly the same pericd and also compares favourably with the average of
3.7 per cent for middle-income and industrialized countries.

7/ (cont.) The firs. period (1949-52) was charactorized bty institutional
reforms and particulerly land reform. During the period of the First
Five-Year Plan (1953-57), the basic orgarnizationel restructuring of the
system comprised of cooperatives, communes and urban collectives was
completed and central control began to get hold of the ecoiomic manage-
ment. However, the Great Leap Forward movement launched in 1958 played
havoe with the implementation of the Second Five-Year Plan (1958-62),
which was followed by a pericd of adjustment and rehabilitatica (1963-
65) aimed at reimpesing central control and using economic considerations
in resource allocation. But the Third Five-Year Plan (13566-70) became
again a victim of the decade -long Cultural Revolution, during which
political considerations dominated econcmic management. It was not
until 1974 that the rationel econcmic management programme began %0
reasgert itself, the process that gave rise t¢ the modermization pro-
gramme currently underway.




Table 3 China's Population (millionms)

1949 1951 1952 1957 1961 1965 1966 1970 1971 197

World Bank
Series sk2 5T5 6LT 725 826 848 867
UN Series shko 6L7 706 113
US Dept. of
Commerce 555 695 763 857
Growth Rate
2)
1973 197k 1675 1976 1977 1978 1979 1980 T1-78
World Bank
Series 888 gob 920 933 95 958 971 982 1.76
UN Series B2 872 1.7L
US Dept. of
Commerce 964 1,005 2.30

Sources: 1981 World Bank Report on China, Aanex A, Table 1..; UN medium
variant estimates; US Department of Commerce; State Statistical
Bureau. World Bank estimates are based on Chinese official figures.

II. Industrial Progress in China

A. Past Growth and Recent Cutpu*

Although agriculture continues to be a bread-and-butter source of live-
lihood for the vast majority of people in China, the major thrust of China's
development efforts has teen consistently directed towards industrializationm.
The industrial sector, which includes minink, logging and electric power as
well as ranufacturing, produced a net output of 161 billisn Yuan in current
prices in 1979, which 1s nearly 1.5 times as righ as that of agriculture.
Furthermore, China's manufacturing value added (M%?) in 1978 iIn current prices
is estimated to be roughly around US$ 68 billion.

jy Since Chinese induvstrial statisties are not broken down into manufacturing

and other componen:s, it is difficult *o estimete the share of China in
vorld manufacturing ralue added (MVA). However, a crude estimate of
China's 1978 MVA in current market prices can be obtained as follows.
Surming 1978 industry and construction net output (138.51 + 12.04 =
150.55 Y billion; IBRD Report on Chinma, 1981, Annex A, Table A,1) in
current prices and dividing the sum by 1578 Chinese official exchange
rate of Y 1.66 per dollar yields 290.66 billion ret ocutput. Now using
a ratio of manufacturing snare to industry plus construction share of
GDP, which was estimated %o be around .75 (IBRD 3tudy on China, 1981,
Annex D, Table 1.5V, we can readily cttain an estimate of China's MV2
in 1978, aporoximately equal <o & 38 tillion,




Therefore, given an UNIDC estimate of 1978 world MVA excluding China in
current prices put at around $2516 billicn, China's share stands roughly ia
the neighborhood of 2,6 per cent. China's share of world MVA is undoubtedly
an important additinnal fsctor that aus be explicitly taken into account in
discussing the Lima target. In making an interms’.ional comparison of China's
MVA, extreme caution must, nowever, be exercised since the China's estimate.
of MVA are likely to ve subject to a wide margin of error because of possible
distortions associated with the use of the official ~Thinese exchange rates
and prices,

On the per capita basis, China's industrial output is about three times
the average for the low-income group, but only barely over - quarter of the
average for the middle-income countries, and less than 5 per cent of the ave-
rage for industrialized market economies. In terms of total output, however,
China's industrial output is much more proncunced. The net value of manu-
facturing (estimated using Chinese prices and official exchange rates) is
close to one seventh that of the USA. 1In 1979, China ranked first in the
world in quantity output of cotton yarn and fabric., It emerged as a third
largest producer of cement, coal and sulphuric aci§7 fifth largest producer
of steel and seventh in electric power generation.<

The growth rates of industrial output in China have teen equally remarka-
ble. Whether re2asured in gross or net output, the value of industrial pro-
duction in China in 1952-79 (Table A.2) rose an ennual rate of over 10 per
cent, vhich compares very favorably with the average for other low-income
countries (5.4 per cent) and even that for the middle-income group (7.5 per
cent). Moreover, hidden behind these impressive growth statistics and eesily
overliooked, are extensive industrial diversifications and new technical
capatilities achieved during this period. Today a broad industrial base for
producing a wide range of capital goods is firmly established in China with a
fairly balanced geographic distribtution. It is particularly poteworthy that
this industrial transformation has been achieved primaril, wich domestic resources,
a classic example of self-reliance. Undoubtedly, this progress has been made
possible by a massive mobil .zation of dcmestic resources for investmert. The
proportion of NMP alloce*:d to invesiment exceeded 30 per cent in 1970-79
(Table A.l) and more thar ha foyent t¢ industry - of which more than four
fifths was for heavy industry.=

9/ World Bank Report on China, 1981, Annex D, P,.3,

10/ World Bank Report on China, 1981, Main Report, Table 3.11; the

industrial capita. stock was almost 11 times larger in 1979 than
in 1957.




Productivity growth ’n Chinese industry during the period of 1957-79

as measurrd by real net cuiput per worker, has falle ,jehind the growth of
aggregats: output. According to the World 3ank Study,= real net output per
worker in 1857-79 increased at a2bout 3.7 per cent per yecar, which is higher
than the average for the low income group (2.9 per cent) and close to that
for the middle income group (3.9 per cent) for the same period. Yet in view
of faster accumulation of capital per worker, the per capita output increase
- appears to have resulted from increasing the quantity of factor inputs rather
than improving the efficiency of factor input use.

One of the distinguishing features of China's industrial development is
a major emphasis placed on the develorment ¢f heavy industry, and particularly
capital goods industries, and the neglect of consumer goo”s industries over
long periods. For instance, with respect to machinery and metel products
(Table A.3), China's share (27 per cent) is substantially large by low-income
country standards, well above thet in India (19 pver cent) and not too far
behind that in industrialized market economies (31-36 per cent), A 2!m?ntioned
earlier, China ranks as the world's fifth largest producer of steel™ This
phenomenon is not quite consonant with the relatively low level of production
of consurer durables, for example, its output of motor vehicles in 1979 being
only O.4 per cent of the world total. In addition, China's share in food
processing (11 per cent, Table A.3) appears to %> well below the range for
the developing countries,

The preponderance of heavy industry over light industryég/ in China is
dramatically revealed in Table 4, Heavy indusiry, claiming about 83 per cent
of the net fixed assets, accounts for nearly 62 per cent of the net output
in 1979. The industrial employment share was slightly over S8 per cent.

The state enterprises are the hard core of the industry. They include
most important factories, let alone amny small ones. The state sector in 1979
claims a lion's share in each important statistic, 88 per cent of the capital
stock, 58 per cent of the labor force and over 80 per cent of ihe net output.
Another 12 per cent of the net output comes from urban collectives and 6 per
cent from communes.

11/ World Bank Stud" on China, 1981, Main Report, Table L.9

12_/ But the steel irdustry in China faces consideraole problems. There are
ample supply of iron and coking coal but they are of low guality and
there is the urgent need for introducing efficient beneficiation facili-
ties in view of a considerable wastage of coal in the beneficiation
process, Compared with the developed market economies, the Chinese steel
industry is still backward. For instance, two-thirds of steel capacity
is still open-hearth furnaces and the remeinder being basic oxygene
furnaces, electric furnaces and side blown converters.

i}/ Light industry includes all consumer goods, food products, processed
agricultural products, and textiles, plus many intermediate goods such
as pulp, paper, synthetic fibers, and simple farm equipments, Feavy
industries are comprised of other manufecturing industries such 2s steel,
cement, machine building electric power, timber extraction, and all
mining other than salt mining.




Tavle b Qutput and Assets for Lighc and Eeavy Industry, 1979

Lizat Heavy Total £ Shares
Industry I1adustry Light Heavy
Industry Indr stry

All Industrial Entervorises

Number 207.853  1L7.160  355.013 58.5 41.5
Gross Cutput

(bla 1970 Yuan) 197.9€ 261.11 459.07 L3.1 55.9
Net Cutput

(bln current Yuan) 5.3 95,41 15L,54 38.3 1.7
Gross fixed Assets

(Y billion)*® 66.55 313.83 38C, 38 17.5 82.5
Zmployment

(millions) 22 31 53 L1.s 58.5

* Independent Acccunting Units Only.

Source: World Benk Report ca Crinma (1381}, Annex D.

At present., China's manufactured exports constitute around 2 par ceat of
gross manufacturing cuttut. 3ut the high srowth rate of 15 per cent ia the
1980s is expected to rzise this share to only 7 per cent in 1990, Furthermore,
China's manufactured exports account for less than € per cent of total develop-
ing countries manufactured exports. 3But three fifths ¢f current China's manu-
facturnd exports are products other than = Chiﬁfiy or equipment sold %o develop-
ing countries or European socialist countries A

It is clear that China's potenti: L for rapid growth in the manufactured
exports consists in tapping the richer markets, especially in the OECD countries,
If the export drive in the developed market aconomies proves *to b2 successful,
it would not be unreasonable to expect a gZrowth rate of 10 per cent p.a. and
quite possibly 15 per cent, which would raise 325 value of manufactired exports
in 1990 in current vrices to over $€C billion. This would undoubtedly
expand Caina's import capacity, but such rapid export growth hinges uvpon many
critical factors: healtiy econoumic growih in the CECD councries with no
substantial increas= in protectionism, product desizn improvements for both
capital and consumer goods, ané the updating of industrial “echnology.

1L/ For further detailed analysis of China's foreign trade, see the World
Bank Study on Chira (1981), Arnex H: Ixternal Trade and Finance,

15/ icid




Currently, there appears tc be 1o sericus talance of payments 3
in China. The People’s Bunk ol Chine recenily rsisased for the first tim
China's gold and foreign exchange reserves. Acccrding to the Bank's
Thina's gold reserves ere 12.8 million oz (around 4CC tcnsj, valued $5.
billion at current prices, which confirms that China is one cof the bigg
holders of zold bullion outcide the major ipgusirialized countries. Foreign
exchange reserves were around $2.2 billion.ig Yet, China's foreign reserves
may be hardly sufficient to import modern techrnology and physical capital
needed “or sustaining the ambitious modernization programme launched z few
years ago.

B. Major problems in Industrialization

It appears that many of the industrial issues facing China teoday are part
of the legacy of the economic system evolved since the 19490 Revclution. As
mentioned earlier, freguently in the past, China has been engaged in pcli-
tical doctrinairism and ideologicel puritanism, as in the case of the
Great Leap Forward movement and the Cultural Revolution, and overlooked
economic rationality in shaping industrial policies. These political move-
ments disrupted the implementation of many development plans based on
economic rationality and their lingering effects are still aggravating
many of the industrial problems confronting Chinea today, which are briefly
discussed telow.

Industrial Energy Conservation

17/

Give. .ne deteriorating outlook for domestic energy production,= indus-
trial energy conservation locms critically important. Since agriculture,
commerce, households and transpert, all cozbined together, represent a small
share of total commercisl energy uses, and given a relatively limited scope
for conservation and interfuel substitution, the outcome of energy conservation
plan will largely depend on efficient energy use and sibstitution of coal for
¢il within industrial subsectors. Morecver, because of relatively low unit
energy consumption in light industry, the burden of energy conservation falls
on heavy industry, which consumes about 60 per cent of national commercial
energy. Minor technology and equipment improvements (including the replace-
ment of many industrial boilers) coupled wiih major changes in scme processes,
most notably in metallurgy, are expected to result in substantial reduction
in the energy use per unit of industrial output, at a capital cost of less
than that of achieving an equivalent increease in energy supply. These cor-
rective measures may g0 a long way toward energy conservation, since many of
the industrial establishments in China have been built with little regard to the
efficiency consideracion of resource use including energy.

Low Productivity

With some excevtions, the industrial enterprises in China are generally
plagued by inefficiency in the use of factors of production - labour, capital,
and raw materials including energy. Meny plants have unbalanced capacities

15/ Quarterly Economic Review of China, 3rd Quarter 1681, The Econcmist
Intelligence Unit, Lendon.
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0il ouzput peaked in 1579 at 1C£ nillion tens and is expected to drop to
100 million tons in 15385. Coal output, accounting for about 7O per cent
of total commercial energy, ~lso has fallen to 620 million tons in 198¢C
and its output is unlixely to exceed 730 million tons in 1985 and asout
500 million tomns in 13%0 even with the highest priority assigned to this
sector. Therefcre total primary energy production in the 198Cs may be
around 2.3 per cent per year, with the zrowth in 138C-35 nct exceeding
2.2 per cent less than cne sjuarter ¢f the 1252-30 growth rate. TFor
3e

further details, e <ne wcrid Zank 3tudy on China (1321), Annmex : Tue
Inargy Cectcr.
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and operate far below the optimal level. The designs of many Chinese engine-
ering products tend to bhe obsolete and inferior to Western products. Redund-
ant labor is fairly common and some highly trained people are not fully used.
Part of this inafficiency 1s caused by lack of co-ordination in the flows of
supplies among separate production units, which tend to be preoccupied with
their >wn interests to the neglect of their outside customers.

Imperfect Price Signals

Although managers at all levels appear to be competent and dedicated,
the investment allocation procedure lacks rational decision-making criteria,
and this problem is further aggravated by distorted signals created by the
systems of prices, taxes,and charges for the use of resources, which have
no bearing on true scarcity values. Needless to say, the absence of correct
price signzls results in the misallocation of resources, creating an over-
supply of some commuzities and acute shortages of others. Until this price
mechanism can be adjusted proper.y, whether centralized or decentralized,
industrial enterprises in China are liable to errors for lack of proper
information and signals to guide their decisions, as well as for lack of
experience.

I1T1. Recent Policy Changes and Their Impact on Industrialization

A. Economic Reforms

China's economic policies have been markedly shifted in the past few
veers, with launching of the programme of "four modernizatiomns." Most spe-
cifically, the modernization programme enunciated at the fifth Naticnal
People's Congress in February 1978 is, in fact, a comprehensive tern year
economic develcpment plan (1976-85), aiming at the achievement of "tke
comprehensive modernization of agriculture, industry, national defence
ard science and technology before the end of the century so that Chig 's
national economy will be advancing in the front ranks of the world."=— Under
this original plan, the growth of agricultural and industrial output were
targeted at L-5 per cent and 10 per cent per annum, respectively. 3By 1985,
grain production was expected to have reached W00million tons a year and steel
60 million tons, and had hoped to embark on numerous .arge scale industrial
projects. However, subsequently, the ambitiocus targets for steel and ot.er
industrial output have considerably been scaled down in view of mountir;
macroeconomic adjustment problems and followed by a clear-cut shift frcu over-
emphasis on heavy industry to light industry and those industries foster-
ing the improvement of living standards such as housing and transport. ost
important among major elements of this modernization programme are overnauling
the system of economic management, including greater exposure to the rigors
of the marketplace and a shift in priorities from investment to consumption.
In the past, rapid economic progress has been made possible by domestic re-
source mobilization at an unprecedentedscale and fundamental institutional

18/ Originally the plan wes announced in the speeca made by the late Premier
Zhou Enlai at the fourth National People's Congress in 1975.




change. 3ut further progress will have to come from the efficiency of
resource use and the updating of industrial technclogy, since the benefils
of home-grown indigenous techrology appear ic be cveri-ken by its cosis in
terms of obsolensience and hottlenecks. Zqually important, despite the
phenomenal progress made toward industrialization and the satisfaction of
the basic needs for the vast meajority of people in China for the last three
decades, general livirg standards have failed to rise steadily during the
same period, partly because of China's emphasis on heavy industry and its
consequeat neglect of the producticn of consumer goods.

B. Economic Reforms and Headjustment Plan

Paradoxically, mainly as a result of changes in ecomomic policies,
China has begun to face many of the troubling macroeconomic woes, which have
been plaguing the western economies for the last decade, but until a few years
ago have been non-existent in China. Namely they are pudget deficits, infla-
tion and unemployment. For instance, Chira's budget deficit reached about
12. ©villion Yuan (about $7.4 billion) in 1980. 1Inflaticm, which until a few
yer = ago was said to be unknown in China, has become a serious major problem
with consequent grave political implications, wmainly as a result of recent
budget deficits and the rapid increase in money supply. Prices in general
increased by 6 per cent and food prices by lb per cent during 1980, altaough
an unofficial estimate of the inflation rate msy go considerably higher.

Also until a few years ago, unemployment was totally an unfamiliar phenc-
menoa. Of the estimated 100 million urban work force, some 20 million /
were estimated to be uuemployed in 1980, a large proportionbeingy-ou,ths.—‘-2

Given these serious macroeconomic probliems, the new policy framework for
reforms with reedjustment was annocunced in 1979 with a view to counteracting
and overcoming them and at the same time permitting continued progress of tne
modernization programme. Pressures on aggregate demand were to be relieved
by sharply reducing capital expenditures and slowing down the growth of heavy
industry. Furthermore, the thrust of industrial policy was redirected at the
accelerated development of light industry and agriculture at the expense of
heavy industry. This shift in industrial priority mey reduce energy demand
and help to grapple with fiscel problems. Priority ia production was also
given to serving the needs of consumers rather then "production for the
production sake." Export promoticn and efficient use of resources were
also actively supported.

The effects of these policies of "readjustment, restructuring, con-
solidation, and improvemeznt" inaugurated in 1979 are quite visidle in
various fronts. The growth of industrial output has decelerated to 8-9
per cent in 1979 and 1980 as compared with 13-I5 per cent growth rates
in 1076-1978 period. The effects of these policy changes are more drama-
tically reflected in a change in the relative contributions of heavy
and light industry. Until the middle of 1979, heavy industry outpaced
light industry in the growth rate of production. But this situation
is reversed in 1975 with a final tally of 9.5 per cent growth rate
in Zight industry and 7.7 per cent in heavy industry. This gap was further
widened in 1980 with 18.L per cent in light industry and only 1.4 per cent in

19/ Quarterly Economic Review cf China, 3rd Juarter 1581, The Economist
Tntelligence Unit, Londoa.




heavy industry. As a result, the share of light industry in gross output rose
from 43.1 per cent in 1979 tc L6.9 per cent in 198C. In additionm, in line with
the shift in priority, progress in expanding manufaciured exports has been no-
table. The dollar value of China's exports of manufactures end aonferrous
metals grew by over L0 per rent in 1979 as compared with 20 per cent per annum
in the preceeding two years and the dollar value of Chﬁﬁ?'s exports of total
merchandise continued to c¢limb by 28 per cent in 1930.=

However, China is currently torn between the need fcr conmtizuing econcmic
reforms on the one hand and that for making macroeconomic readjustment on the
other, since these two policies often conflict with each other. For reform
policies are basically formulated to decentralize and liberalize China's
rtgid economic structure, while the readjustment plan <as designed to cure
macroeconomic problems, which demani greater central control.

A conflict between reforms and adjustiients poses a dilemma in various
industrial policies. For instance, ar uneapectedly large budget deficit of
17 billion Yuan in 1979 (Table A.l) was registered and the deficit in 1980 was
believed to be slightly reduced to 12 billion Yuan. This hudgetary disequi-
librium was pertly caused by insufficient reductions in capital construction.
But the central goverament fcund itself{ somewhat powerless to curb capital
expenditures despite increasing deficits and accelerating inflstion, as economic
reforms have granted enterprises and local esuthorities greater control over
financial resources which were invested in industrial and infrastructure
projects. In 1980, capital investments at the local and enterprise levels,
vhich drew heavily from their surplus funds, jumpedé by a whopping 1L8 per 7t
over 1979 as compared with a decrease of 37 per cent at the central level.——

Another example of conflict is the undesirable side-effects of the Lonus
system introduced in 1978 to boost workers' incentives. The widespread practice
aand abuse of the bonus system, without comrensurate increase ia productivity,
appeared to have contributed to enlarged budget deficits and rising price levels.

Unfortunately, the macroeconomic readjustment and fiscal retrenchment may
exacerbate the current unemployment problems, particularly in urban areas.
However, light industry with & major share of industrial inwvestmert, along
with the expansion of service sector, is expected to rel- eve scme of the un-
employment pressure in the next few years,

In general, the readjustment program has been cul:,.=red to be less success-
ful in scaling down industrial comstruction than in changing output composition.
As mentioned earlier, in 1330, the ceantral authorities r=imposed central control
over investments at the local levels, enforcing strict rules to bar new invest-
ments in some industries and requiring caatral approval of iuvestments in others.
This reassertion of central authorities is necessitated not only by their ina-
bility to control aggregate expenditures in face of swelling deficits and pcli-
tically damaging inflation, but also caused oy the effects of decentralized

20/ World Bank Study on China (198l), Annex D, Table 3.1, and Annex H.

21/ Quarterly Economic Review of China, 2nd Quarter, 1981, the Economist
Intelligence Unit, London.




investment oa the suppiy of raw materials for light industry. A rapid end
uncoordinated expansiou of inefficient light industries in many regions pre-
empted the use of local raw materials, which were formerly shipped to more
efficient distant industrial centers, thus causing & shortaze of raw meterials
such as hides and leather, fibers and tobacco in China's leading industrial
centers, and negating the regional comparetive advantages.

IV. Concludinz Remarks

Notwithstanding frequent eccnomic disruptions and dislocations caused by
political turmoils, industrialization in China since the 1949 Revolution has
been remarkably ratid and it is truly an outstanding achievement in the modern
history. Despite some weaknesses, China's industrial capabilities are very
impressive. Almost the entire range of modern industries has heen built up
with particular emphasis on capital goods industry. China's accomplishments
assume an added significance when one realizes that China's memmoth industrial
bases have been built mainly witl. & massive mobilization of domestic resources
in the spirit of self-reliance, although Russian assistance was significant
at an early formative stage of development immediately after the Revolution.
Today, the share of industry in GDP (about 43.6 per cent in 1979) is roughly
equal to the average for middle-income developing countries. Furthermore,
unlike many other developing countries, China's acccomplishments are ever more
remarkable when we consider that rapid industrialization has progressed with
comparstively little income inequality and, most important of all, “he basic
needs of low-income groups have not been neglected during the period of indus-
trialization, if not, in fact, they have fared far better than their counter-
parts in most other developing couvntries.

Having forged a rather solid industrial base, China has pursued for
the last fer years the course guided by the policies of "readjustment, re-
structuring, consolidation and improvement”, which were launched in 1979
to correct some of the present structural imbalances and weaknesses. It
appears that China's evoncmy is now going through a difficult transition
period. Many of the complex problems inherited from the past linger on and
it may take considerably longer than anticipated tc accomplish 4hiz goal
of reforms with readjustments.

In sum, it seems reasonable to conclude that the thrust of China's
economic and industrial policies is unmistakably directed toward the
economic reform. It is highly unlikely to see a complete reversal of new
economic policies and a consequent U-turn to the rigié centralized systems
observed in the past. I§§7ead, we will gee mo-e of the stop-go methods
currently being applied.= Such short-term adjustments should not derail
China's progress toward its long-term goals, but it may prolong China's
Journey toward its intended destination.

22/ At the time of writing, Time, 26 October 1981 issue, reported that

China restored some of the $2.5 billion wortn of industrial development
projects with Japanese and German firms cancelled abruptly last winter.
by finalizing a $1.3 billion financing deal with Japan. This new deal
vill undoubtedly injJect a "shot in the arm” to twc cf the most important
of the earlier victims of the budge* chopving: Phase 1 of a $5 billion
iron- ard steelworks at Baoshan, near Shanghai, and a huge petrochemical
complex at the Daging 0ilfield in Heilcngjiang province.
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TABLE A.1:

Selected Indicators

1952 1957 1965 1970
1. Het Material Producti/
{NMI') at -~urrent prices 58.96  90.80 138.70 192.6
. Net Material Product
(nMP) (billiens of
1970 prices) 73.0  108.15 192.6
N b/
Components—
Agriculture*s/ hg.00  63.0% 78.91
(67.95) (58.29) (h1.0)
lndustry'g/ 8.99 21.83 T7.0h
(12.32) (20.18) (ho.0)
Construction®* 1.80 3.90 7.70
(2.h7) (3.6) (4.0)
Transport® 2.33 3.63 7.70
(3.19) (3.36) (h.0)
Commerce® 10.'9 15.75 21.19
) h.5
3. Population (1h.10) (1h4.56) (11.0)
: (Year-end , millions) sTh.82 6Lk6.53 725.38 825,92
h, Keal NMI’ per capita
(1970 Yuan) 127 167.28 233.19
5. lnvestment at 1979
prices (Yuan billion) 9.29 18.43 61.80
b. Fixed lnvestment as
< NMP 12.73  1T7.0h 32.09
7. Cost of living index
(1950 = 100) 115.5 126,6 139.0 137.8



APPENDILX
of Chinese Economic Development, 1952-1979.

Annual average prowth (2)

1975 1977 1978 1979 52-57 5T-1¢% 52-19
250.5 265,90 301.10 337.00 9.0k 6.1k G2
£261.1 204,81 320.h2 8,18 5.06 5.63
91.75 99.”1 110,88 4,91 2,60 3.03
(35.1h) (33.65) (34.60)
121.97  1h1.18 156.0h 19,k 9.35 11.15%
(h6.71) (47.89) (48.7)
10.85 12.27 13.57 16.76  5.83 7.78
(4.16) (4.16) (h.2h) l
10,64 12,0h 13,48 9.21 6,15 6.72 o
( 4.08) (h.,08) (h.21) \
©5.90 30.11 26.46 B.89  2.39 3.56
(9.92) (10.21) (B.26)
919,70 945.24 958,09 970.92 2.38  1.87 1.96
276.23 307,71 330.02 5.80 3.19 3.67
84.80 110.75 111,98 1L4.7 8.55 9,66
32.h8 37.57 3h.95 6,01 3,32 3.81
139.5 1h3.7 139,6 1kh2 1.85 0.52 0.77




TABLE A.1 (Cortinued)

Annual average prowth (Z)

1952 1957 1965 1970 1975 1977 1978 1979 52-57 5T7-19 52-79

3, Labor force and employment

(millions)

Total Labor Force 20T.29 237.71 286,70 344,32 381.68 393.7T 398.56 405.80 2.78 2.h6 2.52

Apriculture 173.17 193.10 233.98 278,11k 293,k 294,26 299,3h 2.20 2,01 2.05
(83.5h4) (81.23) (B1.61) (B0.78) (Th.52) (73.83) (73.77)

Industry 12.46 14,01 18,28 28,09 h8.09 50.09 53.h0Q 2.37  6.27 5.5k

. . . .16 12.21 12.56) (13.)

Others Sg.gé) 53,28’ Sf.ﬁﬁ’ 58.09) (52.23) (56.31) (5g.oé) 9.16 2.53 3.37

(10.45) (12.87) (12.01) (11,06) (13.26) (13.60) (13.08)

J. Life expectancy at )
birth (years) 3u 57 6h
{Year 1950) (Year 1960)

10, Government Finance
(nillion Yuan)

Total Revenue 6.519 31.019 47.332 81.565/ 87.406 112,112 110,327 2h.969/ 5.94 10.25£7
(Year 1950)

Total Expenditure 6.808 130.421 h6.633 82.092/ 84,353 111.095 127.39h 23.855/ 6.73 10.G3£/
(Year 1950)

Balance -0.289 0.598 0.699 -0.53 3,093 1.017 -17.067

11. Merchandise Trade

(U.8. millions) / i/

Fxports 1.022 1.597 2.366 2.260 T.264 T.590 9.745  13.685 11.81& 10,26 1.0. 49~
(Year 1953) (Year 1966)

Imports 1.346 1.506 2.2k8 2.326 T.486 T.21h 10,893 15.694 2.85&/ 11.24 9.911/
(Year 1953) (Year 1966)

Balance -32h 91 118 -66 -222 376 -1.1h8 -2.036

a/ LMY is the official measure of aggregate domestic production.
[t diffTers from Gross Domestic Product in excluding depreciation
and non-material services, both private and public.,
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TABLE A.1 (Continued)

L/ Vercentage share of each component is shown in parenthescs, unless specified otherwise.
¢/ Apriculture includes bripade industry.

d/ Industry cxcludes brigade industry and it is comprised of mining, manufacturing, gas,
electricity and water,

</ Average, 1950-57.
r/ Averapge, 1950-T9Y.

1/ Averape, 1953-57., i/ Average, 1953-79.
h/ Given by Institute of Industrial Economics, Academy of Social Science, China R

% hie World Bank Report on China: Socialist Fconomic Development Annex A, Table A.8, 1981, \

Sources: World Bank Report on China: 1981; Various issues of Quarterly Fconomic Review of
the Economist Intelligence Unit; State Ecc.cmiz Commission, Cnina; UN Statistical

Year Books.
Exchange Rates (Yuan/Dollar): 1.83 (1977), 1.66 (1978), 1.5k (1979), 1.50 (1980).
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1952-79.

AGCREGATE ~NDICATORS CF INDUSTRIAL OUTPUT GROWTH,

Index number of gross output

in constant prices

(1949=100)

Net ocutput in current oprices

(Y billion)

Exeluding Including
Heavy Light brigade brigade
industry industry  Total industry industry

Year

1952 329.7 214.6 2u5.0 11.7 12.2
1957 1,02k.3 393.2 560.C 25.k 26.0
1965 2,1kk.9 739.2 1,103.8 50.L n.a.
1970 4,252.9 1,10k,9 1,925.8 T7.0C 78.3
1975 6,896.6 1,602.0 2,980.3 112.7 n.a.
1977 7,922.2 1,875.0 3,k50.7 119.7 n.a.
1978 9,158.1 2,077.5 3,916.5 138.5 1k3.5
1979 9,863.3 2,276.9 L,249.b 155.0 160.9
Average Crowth

Rates
(% p.a.)

1952-79 13.4 9.1 11.1 10.0 10.0
1952-57 25.4 12.9 18.0 16.8 16.3
1957-79 10.8 8.3 9.6 8.6 8.6
1957-65 9.7 8.2 8.9 8.9 n.a.
1965-75 12,4 8.0 10.4 8.b n.a.
1975-79 9-h 9'2 9-3 8.3 n.a.
1957‘70 11-6 803 l0.0 809 8.9
197\]'79 9-8 8.1‘ 902 8.1 803
Sources: World Bank Report on China, 1981, Annex
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TABLE A.2 : VALUEZ AND GROWTH CF OUTPLi, 1379, 3Y 3FANCH CF
INDUSTRY.
Gross wvalue
Branch of indusiry Number of of output Growth rate DPercentage
entervrises ¥ million (%) share of
(end of 1379) 1979 prices) 1978/79 Zross output

Food, beverages and tcbacco

{inecl. salt mining) Ly 682 51.872 10.0 11.3
Textiles (incl. synthetic
fibers) 13,036 59,306 12.1 12.9
Wearing apparel, footwear and / o/
leather products 23,551 13,8802 11,1~ 3.0
Sawmills, wood products and
furniture 12,683 5,499 1L 1.2
Paper, pulp and paperboard L,105 6,03C 12.0 1.3
Paper products, printing,
cultural, educaticnal and
sport goods 11,256 9.,650%/ 16.1% 2.1
Chemicals, (including mining),
rubber and plastic products 22,384 56,18% / 7.0y, 12.2
Petroleum and coal products 653 16,3482 8.9~ 3.6
Nonmetallic mineral building
materials 43,495 15,400 Q.1 3.3
Bagic metallurgy and metal
mining 5,138 k1,027 11.1 8.9
Machinery, equipmen% and metal
products (including repair) 104,021 124,484 7.7 27.1
Other manufacturing (and a/ y
piped water) Lg8,L21 16,993~ -3.3" 3.7
Logging and transport of timber 1,569 2,976 6.1 0.6
Coal Mining 8,305 11,624 1,1 2.5
Petroleum and nat iral gas
extraction 21 9,203 3.kL 2.1
Nonmetallic mining for oldg.
materials 2,527 1,332 L.k 0.3
Electric power 8,923 17,472 8.5 3.8

Total 355,013 459,070 3.5 100.0

a/ Approximately witain ¥ § million.

o/ Approximate.

Source: World Bank Rezort on China, 1981, Annex D
& bl







