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About three years have passed now since my
study of China’s growth prospects was completed.
The work was done before the- Chinese mainiand
authorities published any detailed statistics, so that
in many cases even the most elementary produc-
tion series had to be estimated on the basis of
“peak” performance data in combination with
published index numbers which at times were
mutually inconsistent. Beyond these statistical di-
- fliculties, it is always hazardous to attempt growth
projections for economies which are in the process
of particularly speedy transformation so that the
parameters themselves are subject to continuous
and rapid change.

Since 1953, China has become more deeply im-
mersed in comprehensive and long-range planning,
she has launched and almost completed a full-bl-
own collectivization program in agriculture, and
has proceeded a long way towards completing the
socialization of industry and trade through the
device of the joint private-public e‘nterprises. At
the same time, as the system of statistical report-
ing and organization improved, more and more

data began to be published. Therefore on both of

these accounts, one’s perspective in examining
economic growth and assessing prospects for fulture
development in China is naturally - different as
of mid-1957 than of mid-1954. Yet the essential
outlines of the analysis in Chapters 12 to 14 of
The Prospects for Communist China seem to me to
be still valid with one notable exception; i. e. the
collectivization experience and its economic effects.

Against this background and in view of the
fact that a Japanese tranélatiﬂn of the Prospects
was recently published, I would like to: (a) ex-
amine some of th:e economic implications of this

collectivization experience, and (b) discuss the
methodological or theoretical structure of my growth
model in the light of some of the criticisms advan-
ced by Japanese economists working in this fieldD).

IT

From an ecnomic point of view, collectivization
can be viewed as a means of enforcing a high
rate of involuntary saving in agriculture. Or to
put it another way, it is a mechanism which
facilitates the extraction of an unrequited éxpc-rt
surplus out of agriculture. This export surplus is
obtained in two general ways, through the taxing
5}'st;arn and through the price mechanism: that
is through direct agricultural taxation in kind
and through manipulation of price relations in
such a way as to turn the terms of trade against
agriculture, To accomplish the latter, the state
trading organs and their local agents—the marke-
ting and supplying cooperatives—use their mono-
polistic amill monopsonistic market power to bﬁ}'
“cheap” and sell “dear”. This provides the basis
for the accumulation of large “excess” profits by
the state enterprises, both in industry and trade.
Thus high profits of socialized enterprises in effect
amount to a quasi tax, the principal—but not the
sole—burden of which is borne by the agricultural
sector of the economy. .

While it is easy to visualize this process in the-
oretical terms, it is very difficult to test it empi-
rically owing to a lack of adequate and sufficiently

detailed data?). Even measurements of thé direct

1) Ishikawa Shigeru, “ A. Ekusutain: Chugo-
ku Keizai no Seicho Moderu” in Koshinkoku Ka-
thatsu no Riron, ed. by Ajia Kvokai (Nikkan Ko-
gyo Shinbusha, 1956).

Ishikawa Shigeru: “The Prospects for Com-
munist China” in Asian Affairs. vol. I, No. 3.
September 1956, pp. 308—314.
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tax burden present many difficulties. For instance,
we do not know precisely in what prices are farm
tax collections accounted for in China; are they
valued at, above, or probably below state purcha-
se prices ? Moreover, as far as I am aware of, no
data have been published on the quantity and/or
value of each farm commodity collected for tax
and its aggregate value. “ Grains” , however, com-
prise a wide variety of commodities from rice to
potatoes, so that the annual incidence of the tax

burden will depend-upnn the product mix of the

tax-take in a particular year in relation to the
product mix or the total farm crop output.

Even greater difficulties confront the investiga-

tor who attempts to measure shifts in the price
and/or income terms of trade facing Chinese agri-
culture. Ideally, we would need to have data on
the pattern of farm cﬂn.sumption in kind, farm
household expenditure patterns, the quantities
and prices of each non-farm prodﬁcts purchased.
Obviously, this is the kind of information that is
difficult to, obtain even for economically and
statistically more highly developed areas than
Mainland China.
' While it may be hard, if not impossible, to
meastire accurately changes over time in rural-
urban price relations, one can be fairly certain on
a strictly a priort basis that: (a) in any one year
actual rural-urban price relations do not adequ-
ately reflect the “ true” scarcity relationships pre-
vailing in the Chinese economy, and (b) this di-
vergence between the actual and the hypotheti-
cally true exhibits a systematic bias against agri-
culture although the extent of this bias is not
measurable. :

What is the link between all this and collectivi-
zation ? After all, agricultural taxes were levied
and monopolistic market power was applied by
state trading companies prior to the Iarge-scéle
collectivization campaign of 1955. However, ad-
ministration and control of an agricultural collec-
tion system is much more complex and difficult

2) For an interesting attempt to investigate
this problem see an article by Isargawa SHiGERU
in the January 1957 issue of this journal
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in a system of small-scale peasant agriculture as
compared to a collectivized system. It is much
easier for a vast number of small units to evade
taxes and it requires a much larger apparatus to
collect them. At the same time, the enforcement
of compulsory purchase schemes at fixed prices
becomes very difficult, since there always looms
the danger of a “scissors” crisis. The range
within which the rural-urban terms of trade can be
manipulated is likely to be much narrower in a
private peasant agriculture, so that in such a sys-
tam greater reliance needs.to be placed upon rr;ar-
ket incentives as a means of mlleatinﬁ the mar- .
ketable surplus. This in turn, means that more
manufactured consumers' goods are required to pay
for the marketed share, with the net effect that
rural and aggregate consumption is higher, and
conversely the supply of sa\;'ing is' lower, than
would otherwise be the case. In effect then, one
of the prime functions of collectivization is to in-
stitutionalize the process of - what Marx termed -
“ primitive accumulation”.

These are some of the crucial issues that must
have confronted Mainland Chinese planners'wherl'
they instituted rationing and compulsory purchase
programs and then greatly accelerated the pace of
collectivization. This rapid pace and its apparent
success probably constitutes one of the most sign-
ificant developments in China since the advent of
the Communist regime -a development of far-
reaching economic consequence. On the basis of
present indications, the_ml]ectivizaticrn process ‘in
Chinese mainland agriculture will have been
basically completed during this year. Thus, it
would seem that m.llactivizatiﬁn in China is pro-
ceeding even more rapidly than it did in the
Soviet Union, and - on the basis of all the avail-
able evidence - at much lower human and resource
cost. This is a development which c¢ould not be
fnréseen and certainly runs counter to the expe-
ctations of most observers. '

These defferences in pace may be illustrated by
the fﬂlluwiﬁg figures: ' I

Therefore, it would seem that a process, the
consummation of which took about seven years in
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Proportion of Farm Households Collectivized

Year Soviet Union Year Mainland China
July 1 in per cent end of year in per cent
1927 0.8 1954 0.0001
1928 1.7 1955 39
1929 3.9 1956 83.0 approx.
1930 23.6
1932 61.5
1987 93.0

SBources : Norodnoe Khozvastve S. 5. S. R., Statisti-
cheskii Shornik (National Economy of the U. 8. 8. R.,
Statistical Handbook), p, 9. Tsu kuwo weekly of Feb.
18, 1957, quoting Kwung Jen Jih Pao of Dec. 30, 1956,

the Soviet Union, is being completed in China in
about two.

The implications of these differences become
even clearer if we pause briefly to examine some
of the costs of Soviet collectivization. Lorimer in
a thoroughgoing and careful study of Soviet po-
pulation comes to the tentative conclusion that
during the inter-census period of December 17, 1926
to January lfr;, 1939, there may have been an “ ex-
cess mortality” of some five million; i. e. excess
in the sense of deaths over and. above that nor-

mally expected. While he concedes that this esti-
mate may involve a certain margin of error, there
seems to be little question that the excess was
appreciable and that in part at least it reflects
direct and indirect losses due to collectivization.®)
Of even greater importance from an economic po-
int of view is the curtailment in farm output and
livestock numbers during the first Five Year Plan
period. While here too the data are far from per-
fect, it would seem that between 1927 and 1932
grain output dropped by about 10 per cent, while
total farm product is estimated to have decreased
by about 20 per cent. A large share of this con-
traction was due toa 40 to 50 per cent decline in
meat production induced by the aforementioned

slaﬁghter of livestock. The following figures will -

serve to illustrate the percentage drop in the
livestock population of the Soviet Union between
1928 and 1934-35%.

3) Frank Lorimer: The Population of the So-
viet Union: History and Prospects, League of Na-
tions, Geneva 1946, pp. 133—137.

4) Naum Jasny: The Socialized Agriculture of
the U. 8. 8. R., Plans and Performance, Stanford
1949, Chart Tables 4, 5, 6, and 37 in the Appen-

ot 4% Vol. 8 No. 3
‘Horses 509%
Cattle 40%
Hogs  33%

Sheep and goats 659

-‘As pointed out above, thus far at any rate, there
is no evidence to indicate that mainland Chinsese
collectivization involves such disruption and con-
traction in agricultural output. This does not ne-
cessﬁrily mean that cﬂllectivizatiqn is - proceeding
smoothly, without any strains and stresses, but
only that they are not of devastating proportions.
While noting this, it must also be admitted that
collectivization in China is so recent that we lack
a.historical perspective and that it is really too
early to judge its outcome. However, assuming
that current trends can be considered as indica-
tive, it may be worthwhile to explore what are
some of the factors that might account for a diffe-
rent collectivization outcome in Communist China
as compared to the Soviet Union.

The roots of this difference may possibly be
found in the relations between the regime and the
peasantry in the Soviet Union. In both cases, land
redistribution was the first item on the agenda of
the agrarian program. However, the Chinese Com-
munits came to power after a prolonged period of
civil war, while in the Russian case the civil war
came after the revolution. Thus, while the Chinese
were able to carry through their land reform pro-
gram undisturbed and in a systematic manner,
the Bolsheviks were plagued by very ‘acute food
supply problems during the period of “war com-
munism”, and were thus compelled to resort to
forced confiscation of grain and other agricultural
produce. This served to alienate the peasantry
from the regime, almost from the beginning, and
at the same time it turned out to be counter-pro-
ductive from a procurement standpoint, since it
created an atmosphere in which the peasants would
hide their grain, feed it to livestock, and con-

sume it themselves, rather than surrender it to

* the authorities. At the same time, peasants redu-

«ced their plantings to meet only their own con-

dix
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sumption needs.

In view of this situation, the Soviet regime fo-
und it necessary to beat a lm.ctica.l retreat and to
institute the New Economic Policy. One of the es-
sential features of NEP was a considerable reli-
ance upon market incentives as a means of expan-
ding and procuring the marketable share. But,
this inevitably brought with it a strengthening
of the economic and political power of the kulaks.
This was actually explicitly recognized by Lenin
in his statement that “We must not shut our
eves to the fact that the replacement of requis-
tioning by the tax in kind means that the kulak

element under this system will grow far more’

than hitherto. It will grow in places where it

could not grow before5).,” Within this context, the

“scissors crisis” of the 20’s was but a reflection
of the dilemma facing the Soviet regime during
the NEP period. It committed itself to reliance
upon market incentives, but it was reluctant to
' paﬁr the price in terms of reduced savings and
investments. Collectivization was to point the way
‘out of this dilemma. However, given the power of
the kulaks, this' course was bound to meet with
strong resistance, so that if the process was to be
consummated rapidly it necessarily meant a resort
to violent means.

Yet, while this solution represented a short run
remedy, in the long run it turned out to be but
the first link in a vicious circle which has plagued
Russian planners throughout Soviet history. As
indicated above, one of the central purposes of
collectivization was to institutionalize a high rate
of saving in the economy. However, because of
the curtailment in farm output and livestock num-
bers, the High rate of saving had to be imposed
upon a shrunken farm product and income. This
in turn, not only reduced rural standards of liv-
il:}g, but undermined peasant incentives even in

the collectives, and thus greatly hampered agri-

cultural recovery. At the same time, capital had
to be diverted to replace the animal draft power

5) “Doklad o Natural'nom Naloge 15 Marta”
(Report on the Tax in Kind, March 15, 1921),
Sochineniya, XXVI, 246.
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lost in the process. The more agricultural recovery
was hampered the greater had to be the pressure
on agriculture. This situation was greatly aggra-
vated by the sharp setback in agricultural reco-
very owing to World War II. As a result, it would
seem that per capita gross agricultural product
and grain output was at about the same level in
1954 as in 19286), At the same time livestock
numbers, as well as average productivity per ani-
mal was still at or below the preml]ectivizatit}ﬂ
levels, which means that the per capita output of
livestock products was appreciably below it. This
is truly a pattern of industrialization at the ex-
pense of agriculture to the point where unless the
Soviets are willing to place a much greater reli-
ance upon foreign trade in general, and food im-
ports in particular - the lag in agricultural develop-
ment has become a seriously limiting factor in’
Soviet economic growth.

In contrast, land reform in China went so far

that very few “rich peasants” were left. At the

- same time, by launching the collectivization cam-

paign as soon as the land redistribution program
was completed, the Chinese Communists proceed
with the more advanced stages of their agrarian
program before the new and old owner-operators
could consolidate their economic position, extend
their landholding through purchase or renting, and
accumulate wealth. Thus the potential development

~of a “rich peasant” or kulak class was nipped

in the bud so that both the incéntive and the po-
wer to resist collectivization was minimized. This
was reinforced by the reliance apparently placed
upon persuésian, ecanomic. incentive and disincen-
tive, rather than force. :

What are the implications of all this upon Ma-
inland China’s economic growth prospects? Un-
less the pattern sketched above is reversed, this
could mean that - unlike the Soviet Union- Mainand
China may be in a position to pursue its indust-
rialization objectives and at the same time attain

6) Gregory Grossman: “Soviet Agriculture
Since Stalin”, The Annals of the American Aca-
demy of Political and Social Science, January
1956, pp. 62—74.
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at least modest increases in farm output per capita.
One could argue on an a priort basis that even
though Soviet agriculture was kept on a rather
short investment ration - with the bulk of invest-
ment being labor and livestock displacing, rather
than yield increasiﬁg - and was subjected to an un-
favorable incentive structure, bafring the setbacks
of collectivization and World War II, farm output
would have expanded appreciably. In these terms
then, one might expect that unless the Chinese
suffer such setbacks, they may be able to pursue
the Soviet development model without being com-
pelled to apply the same degree of pressure on
agriculture and on the consumer sector in generﬂ;l.
This in turn could mean that, ceferis paribus, the
Chinese could place greater' reliance upon incen-
tives, even in agriculture, than the Soviets were
able to do. In effect then, it may turn out that
Chinese Communist agricultural policy will bear
as much family resemblance to the Japanese as
to the Soviet experience.

111

On the basis of these éssumptions agricultural
supply prospects may be expected to be more fa-
vorable than could be anticipated some years ago.
If there really turns out to be a minimum dis-
ruption in agriculture, it is quite possible that
through better organization and capital-cheap in-
puts, modest increases in yields may be attained.
What about the demand side of the equation?
Would this output be expanding at a rate adequate
to meet rising requirements owing to population
growth, urbanization, and export deﬁland? While
it would be beyond the scope of this article to
attempt an answer to this problem, it may per-
haps be appropriate to examine briefly the more
general theoretical question as to what are the fac-
tors or variables that determine the level of consu-
mer demand in a comprehensively planned economy.
More specifically, need changes in national income
and household consumption, or the food compo-
nent thereof, be necessarily related functionally ?

It would seem to me that the answer would have
to be in the negative. Given the short and inter-

o i Vel. 8 No. 3

mediate-term development objectives in Soviet type
economies, functionally related increases in nati-
onal income and levels of house-hold consumption
can be viewed as representing failures in the efficacy
of planning. To the extent that food mnsumptioﬁ
actually increased in 1953 as a result of Mainland
China’s economic recovery, this represented an
undesired .develnpment from the planners point of
view - 1. e. a development that called for counter-
measures as evidenced by the introduction of the

~compulsory grain purchase schemes and rationing

in the fall of 1953. Thus, one of the very purposes
of centralized national planning under these con-
ditions is to break the functional link between
increases in national income and . consumer de-
mand in order to raise the marginal propensity
to save. Or to put it another way, in the predo-
minantly non-market economies of the Soviet type,
government demand provides a guarani}eed outlet

for a wide range and  assortment of investment

and military goods, so that national product can
rise independent of any changes in personal hou-
sehold consumption. Similarly increases in natonal
product need not be reflected in rising levels of

_-consumption. Should there turn out to be a gap-

either ex ante or ex post - between flows of money
income and consumer goods availabilities, these
can always be bridged through rationing, other
direct controls and/or raising prices.

This is not intended to suggest that in practice
this works out smoothly, in fact these adjustments
are usually characterised by lags, and there are
all the usual limitations due to imperfect know-
ledge, lack of foresight, administrative and other
typgs- of frictions, ete.

However, there is one important respect in whi-
ch even in a Soviet type system the nexus bet-
weeﬁ 4Y and 4C prevails; that is the one based
upon the interrelationships between growing natio-

-nal product and rural-urban population shifts.

One of the concomitants of rapid economic growth
and industrialization is urbanization. Therefore,
to the extent that the resource cost of maintain-
ing a person at a comparable standard of living
is higher in the city than in the village?, rural-
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urban population shifts will be reflected in in-
creases in average per-capita consumption even
if urban per-capita consumption levels remain un-
changerfl. In fact, depending upon what the scar-
city relationships in the labor market are at émy
one time, wages and consumption standards may
or may not be raised in order to recruit labor
for an expanding urban industry. That is, if there
are large pools of unemploved and underemploved
labor both in the city and the country, the exis-
ting rural-l:trban consumption differential may be
sufficient to insure a continuous supply of urban
labor over a five to ten-year period. Only as shor-

tages of labor begin to be felt may it become ne-

cessary to widen the rural-urban consumption gap
so as to attract more labor from the countryside
and at the same time also augment the incentives
of those workers who are already in the city.
Actually, Mainland China on-the eve of its first
Five Year Plan was apparently in a position of
pronounced urban and rural labor surplus. This
combined with the considerations outlined above
seems to me to justify the assumption of stable
rural and urban per capita consumption in a the-
oretical growth model intended to apply to a

- Soviet type economy.

IV

Another problem of considerable importance that

" has been raised concerns the basic character of

the growth model used in The Prospeects. Of parti-
cular significance for general development theory
is  the
dynamic models - essentially built around capital

question whether Harrod-Domar type

inputs as the strategic variable - are applicable to
processes of economic growth in underdeveloped
areas. Do not these models leave out of account
growth effects due to institutional changes, impro-
vements in the efficiency of organization and ma-
nagement, and to leaps in technology, which are
such important aspects of the development process ?

7) For an interesting discussion of the na-

_ tional income implications of these rural-urban

shifts see Simon Kuznets: Economic Change, Ch.
6, New York, 1953
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It would seem to me the answer to this set of
questions would very much depend upon how the
particu]a;.r model is constructed and what conside-
rations have entered into the choice of parame-
ters. One of the virtues of the Harrod model is
precisely its simplicity and high level of genera-
lity, Essentially it provides a framework which
can easily be modified by fitting additional varia-
bles into it. Thus in our case, the model was based
on eight parameters: capital-output ratio—aggregate
and industrial, share of governmént consumption
in GNP, rate of population growth, ratio between
the rate of industrial growth, and the rate of
urban population growth, share of industrial inve-
stment in the investment total, per capita rural

consumpsion, and rate of growth in per capita

“urban consumption. Given these constants and the

assumption of a one year investment-output lag,
national and industrial product, aggregate and
industrial investment, rate of urbanization, and
level of consumption (rural, urban and govern-
mental) can be derived.

In what way does such a model take into ac-
count institutional variables ? It certainly does
not do so Explic}tly, but institutional factors play
a very important role in the choice of assump-
tions on which the model is based. For instance,
as was shown earlier, the assumptiqn concerning
stability of per capita rural and urban consump-
tion is based on an analysis of the nature of the
system and the character of planners’ preferences.
The analysis may not be valid and it may be open
to challenge on its own terms, but the problem
has not been i;g'no'red. 3

A similar problem arises in connection with or-
ganizatianlal and technological improvements. The
model is basically built around rising factor in-
puts rather than increases in productivity and
changing production functions. It is actually very
doubtful that with the data and the theoretical
apparatus at our disposal now, there is any mea-
ningful or operationally relavant method by whi-
ch organizational and technological changes could
be introduced as inputs the growth effects of
which could be clearly separated and identified.
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Yet this does not mean that they can not be ta-

ken into account. On the contrary, they may, for
instance, be introduced indirectly through the

choice of criteria in terms of which the magnitu-

des for the capital-out ratios are fixed.

Thus, given the resource and transport const-
raints under which China’s mainland econemy
operates and the Supply inelasticities resulting
therefrom, one might a priori be justified in using
a high capital-output ratio for growth projections.
Yet our particular model is based’on the assump-
tion that during this initial industrialization de-

cade marked improvements in organization and

management will tend to bring the capital-output.

ratio down to an avérage level of 3, which in
terms of the historical experience of other countries
more favorably placed in respect to resource and
factor endowments, would appear to be low.

Our model exhibits another characteristic that
may bear mention in this context, i. e. the as-
sumed constancy of the capital-output ratio. Ob-
viously, it would be extremely unrealistic to ex-
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.
pect that the ratio will actually be constant du-
ring this initial big industrialization spurt. Howe-
ver, this is beside the point. The model was never
intended to plot the precise expansion path of
Mainland China’s economic growth during the pe-
riod of the first two Five Year Plans. Its purpose
was more modest, i. e. to explore: the direction
of economic change, the stage of development that
was likely to be attained at the end of the period
on the basis of the stated assumptions, and the
character of in'terrelationships of some of the va-
riables that were considered as most strategic at
the aggregative level of analysis. In these terms
then the capital-output ratio is viewed as an ave-
rage over the decade as a whole based on a hy-

. pothetical backward look from the vantage point

of the end of the model period. In effect then, it
is intended as a hypothetical ex-post average, whi-
ch disregards short-run fluctuations around this
average - fluctuations that may be quite marked
owing to annual changes in the degree of capacity
utilization, harvest fluctuations, ete. ¢April 1957)
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