The Framework and Real State of
Economic Management Systems
during the Pre-reform Period

Introduction

Before 1978 China’s institutional framework was oriented toward centralized
economic management. This management had all the typical characteristics of
the centralized model such as the concentration of decision-making power in
the hands of the central bodies, hierarchical planning mechanisms, transfer of
decisions in the form of “directives,” economic accounting and planning by
physical units, and passive roles of money in the state sector.! Though decen-
tralized systems were tried for brief periods, notably by the Great Leap For-
ward, on the whole China followed the centralized and administrative system
of economic management.? It is generally argued by most scholars that within
this institutional framework central control was effectively exercised in the al-
location of resources such as funds, products, and labor force.’

While I basically agree with this standard view, I also seek to show in this
chapter by that gradual changes had already begun to occur in the system by
the early 1970s.

In this chapter I will examine the pre-reform systems from the three aspects
of planning management, finance, and labor. Under the traditional planning
system, production, circulation, and the distribution of goods were adminis-
tratively controlled. Financial and labor systems supported this administratively
controlled system through the supply and distribution of funds and labor force.
By analyzing of the contradictions between the framework and the reality of
the pre-reform systems, I can explain the necessity and direction of economic
reform launched at the end of 1970s.
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Planning Management System
Central and Local Planning Management

Chinese economic planning was conducted through two channels of control.
The first, as shown in Figure 1-1, consisted of the vertical lines of control by
central ministries (tiaotiao) and the other of the horizontal lines of control by
localities (kwaikwai). The changes in the planning management systems during
the pre-reform period are characterized as “liangshang liangxia,” or “liangshou
liangfang,” both meaning “centralization twice and decentralization twice.”*

(1) The first round of centralization, 1954

With the founding of the People’s Republic of China, the entire territory of
China was divided into six large administrative regions, namely, Northeast,
North, Northwest, East, Middle South, and Southwest China. In each region
a military government council was set up which controlled the administrative,
military, and economic affairs of the provinces and municipalities in the region.
In 1954 China abolished the large administrative regions and shifted to the sys-
tem under which the provinces and municipalities were directly controlled by
the central government. The centralization of political and economic power
aimed at promoting the rational utilization of resources on a national scale.
This change was the first round of centralization.

With this, the number of items categorized as “materials and equipment un-
der centrally unified distribution” (producer and capital goods) [hereafter
referred to as “producer goods”] distributed by the State Bureau of Materials
and Equipment and other central industrial ministries, comprising those goods
classified as “yilei wuzi” (materials and equipment under category I) and “erlei
wuzi” (materials and equipment under category II) which will be explained later
increased from 220 in 1953 to 530 in 1957. During the same period, the number
of large enterprises directly controlled by the central government also grew from
2,800 to 9,300. The output of enterprises directly controlled by industrial minis-
tries under the State Council came to account for half of the aggregate indus-
trial output.

The central government also came to control 90 per cent of the capital con-
struction investment, leaving only 10 per cent to the discretion of local govern-
ments. During the First Five-Year Plan (1953—57), China had 156 major
construction projects and 649 other large and medium sized projects. Of these,
five major projects and 16 large and medium projects were located in Sichuan
Province. All of the investment in those projects was funneled through the hands
of central government. The provincial government of Sichuan was allowed to
manage only the remainder of the investment relating to agriculture, irrigation,
urban public works, education and public health programs. The portion of lo-
cal investment accounted for only 20 per cent of the total investment put into
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Fig. 1-1. Two Planning Management Systems
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the province. Even in this case the central ministries defined the items of these
local construction projects, and the construction funds also had to be allocated
through the hands of the central Ministry of Finance. Besides, distribution of
construction materials for such projects was also centrally controlled, and their
design and implementation were subject to directives from the central
government.’

(2) The first round of decentralization, 1958

Reform in 1958 transferred administrative authority for more than 8,000 en-
terprises, or 87 per cent of enterprises directly under the central ministries, to
local governments (Table 1-1). Decentralization also took place from provinces
to counties and cities under provincial authorities.

In the area of finances, the provincial, municipal, and autonomous govern-
ments no longer turned over the year-end budget surpluses to the Ministry of
Finance but retained them for themselves. The number of centrally controlled
producer goods was also slashed from 530 to 130 (though later the figure returned
to 280 after allegations that rough and ready methods were used in cutting them).
Likewise the authority to recruit and hire temporary workers was also trans-
ferred from the central government to the provinces and cities.

During the reform period, a double-track system (shuangguizhi) was in-
troduced as a new planning management system. Under the new system, the
government of each province, municipality, or autonomous region was required
to organize an economic plan within its jurisdiction, covering both centrally
and locally controlled enterprises, and present it to the state planning agencies
and ministries. Conversely, the draft plans for enterprises which were directly
controlled by ministries were to be forwarded to provincial people’s govern-
ment councils of the areas where such enterprises were located. They were also
to be sent to the central ministries in charge of the enterprises concerned. In
contrast to this system, the preceding system was called the single track system
(danguizhi) under which the provinces, municipalities, and autonomous regions
were allowed to draw up plans for only the enterprises they controlled directly.
They had no authority to intervene in centrally controlled industrial enterprises
within their jurisdictions.

With the reform the authority of local governments over planning was in-
creased. On condition that the centrally planned goals (first book) be achieved,
local governments were authorized to set higher industrial and agricultural
production goals at their discretion (second book).

The power of enterprises was also increased. Enterprises were now permit-
ted to retain a certain percentage of profits earned. In exchange, the enterprises
had to cover their own “expenditures on four items” (costs for technological
organization, costs for trial manufacture of new products, costs for labor safe-
ty and protection, and costs for the purchase of small fixed assets) as well as
their bonus fund (a fixed percentage of total wages). Also the circulating funds
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TABLE 1-1
IINDUSTRIAL ENTERPRISES UNDER THE DIRECT CONTROL OF CENTRAL MINISTRIES
" No. of Enterprises Total Output
Centrally Cont- State-owned (A) /7 All
rolled Industrial Industrial (A) / (B) (A) 7 (B) Industrial
Enterprises Enterprises (%) (%) Enterprises
(A) (B) (%)
1953 2,800 (1)
1957 9,300 (1) 58,000 (1) 16 (1) 50 (1) 39.7 (2)
49,600 (7) 18.8
1958 1,200 (3) 119,000 (7) 1.0 13.8 2)
1965 10,533 (3) 45,900 (7) 229 46.9 (9) 42.2%(3)
1970 142 4) 57,400 (7) 0.2 8 (5 8 4
1976 1,300° 78,300 (7) 1.7
1983 2,500 (6) 87,100 (7) 2.8 30—-40

Sources: For (1), Wang Haibo, ed., Xin Zhongguo gongye jingjishi [New China’s industrial
economic history] (Beijing: Jingji-guanli-chubanshe, 1986), p.143; for (2), ibid., p.221; for
(3), ibid., p.232; for (4), ibid., p.368; for (5), Zhu Rongji, ed., Dangdai Zhongguo de jingji
guanli [Contemporary China’s economic management] (Beijing: Zhongguo-shehuikexue-
chubanshe, 1985), p.79; for (6), Huang Peihua, “Jihua yu shichang: Mao Zedong zhi hou
Zhongguo difang zhengfu de zuoyong” [Planning and the market: the role of local govern-
ment after Mao Zedong in China], in Lun Zhongguo jingji tizhi gaige de jingcheng [The
process of Chinese economic reform], ed. Lei Pushi and Wu Jinglian (Beijing: Jingji-kexue-
chubanshe, 1988), pp.137—-38; for (7) State Statisticai Bureau, ed., “Zhongguo gongye jingji
tongji nianjian, 1988 ”[China’s industrial economic statistical yearbook, 1988] (Beijing:
Zhongguo-tongji-chubanshe, 1989), p.25.

@ 55.1 per cent for producer and capital goods.

b 1,300 shifted to the management of central ministries on behalf of local governments.

the enterprises needed were now provided as interest-paying bank loans and
were no longer allocated gratis from the state treasury.

(3) The second round of centralization, the early 1960s

During the three years of economic difficulties (1959—61), a recentralization
process got under way (with the recentralization of the earlier decentralized
authority over personnel, finance, industry, and commerce). In 1963 the cen-
tral industrial ministries brought back under their control most of the enter-
prises whose management had been earlier transferred to local governments.
Thus, more than 10,000 enterprises again became directly subject to the central
industrial ministries. The number of centrally allocated producer goods reco-
vered to the 1957 level. The single track planning and management system was
restored. Now the industrial ministries under the State Council largely com-
piled the plans for the enterprises and institutions directly under their authori-
ty in their respective areas while the local governments primarily compiled the
plans for the local enterprises and institutions under their control.

From the second half of 1964 through the first half of 1966, “trusts” were
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tested out as new specialized industrial organizations. Central ministries ex-
perimented with nine national trusts and three local trusts, and provinces and
municipalities ran eleven experimental trusts, a total of twenty-three.® The
“trusts” were intended to overcome the partition of management demarcated
by local administrative jurisdictions. The “trust” system was also clearly differen-
tiated from the traditional system of industrial management through the lines
of the ministries, departments, and bureaus in the following three ways: (a) A
unified leadership ahead of the trust replaced the multiple leadership exercised
by different levels of local government and different ministries; (b) Factories
and mines belonging to a single trust were managed under a single plan instead
of each of the factories and mines treated as an independent accounting unit;
(c) economic management of the trust replaced administrative management
through the lines of the ministries, departments, and bureaus.

The trusts however were too short-lived to have a substantial effect on the
Chinese economy. But it is doubtful if they could have functioned as expected
even if they had lasted longer. This can be inferred by analogy from the fact
that when departments and bureaus were reorganized into corporations (gongsi)
toward the end of the 1970s, nothing in fact changed except the names of the
organizations.

(4) The second round of decentralization, 1970

During the Cultural Revolution, criticisms were voiced against the early 1960s
regulations and systems, such as the regulations for work in state-owned in-
dustrial enterprises, (alias the industrial seventy articles—“gongye 70 tiao”),
the national and local trust system, and the practice of controlling enterprises
along the lines of central ministries and departments. Thus, during the second
round decentralization reform in the 1970s, almost all enterprises directly un-
der the central ministries were transferred to the control of local governments.
Only 142 enterprises remained centrally controlled (Table 1-1). Even large en-
terprises of national importance, such as the Anshan Iron and Steel Mill, Dag-
ing Oil Field, and Changchun No.1 Automobile Plant, were all transferred to
provincial governments. Some of these enterprises were further transferred from
provincial to city or county levels. In 1972 the number of centrally controlled
producer goods decreased to 39 per cent of the 1966 level.

The institutional changes throughout the four periods revolved around the
issue of the distribution of power between the central and local governments.
As the centralized system showed its contradictions in the area of management
and control, voices would be raised calling for decentralization of power to lo-
cal governments. Once power had been were decentralized, then planning and
management systems found themselves in disarray, aggravating national eco-
nomic disequilibrium. This would inevitably bring about a return to the cen-
tralized system. As Sun Yefang rightly pointed out as far back as the 1960s,
the phenomenon of “yishou jiusi, yifan jiuluan” (once concentrated, stiffened;
once mitigated, confused) would repeat itself.
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Why then was decentralization carried out a second time when it was known
to cause disequilibrium and confusion in the national economy?

During the Great Leap Forward period, decentralization was carried out be-
cause the centralized system established during the First Five-Year Plan period
(1953—57) had begun to face a variety of difficulties.” One was that the minis-
tries under the State Council were not familiar with the situations facing the
industries under their authorities, and for this reason the planning targets as-
signed to enterprises did not fit the real conditions of industries and enterprises.
Especially in the distribution of fixed funds, the ministries tended to attach un-
due importance to the construction of new facilities and made light of technol-
ogy and equipment renewal at existing plants.

Second, the centrally controlled enterprises and the local governments had
to go through cumbersome procedures at different levels of administration to
obtain permits for their plans before they could submit these to the central minis-
tries in charge of final ratification. For this reason urgent requirements often
failed to be satisfied at proper times.

Third, local governments and enterprises could not be motivated to develop
further as the financing and distribution of producer goods was strictly con-
trolled at the center, leaving little disposable surplus with local enterprises even
if they succeeded in increasing output and revenue.

Fourth, because of the strong vertical control by central ministries, local
governments lacked the power to compile unified plans for their respective juris-
dictions, and this often caused duplication of construction projects in the same
area.

Finally, the ministries under the State Council had poorer information than
local governments about the real state of local demand-supply and about peo-
ple’s living conditions’, thus the ministries tended to overemphasize heavy in-
dustry at the cost of agriculture and light industry.

The 1958 reform was promoted precisely to overcome these shortcomings.
The decentralization of the Great Leap Forward period thus could logically have
been a success. But it failed in only two years. From the view point of planning
management alone, the failure of the Great Leap Forward can be attributed
to the following:

First, complicated and confused control systems resulting from decentrali-
zation caused difficulties in economic management. As will be explained later
in detail, problems lay in the ways decentralization was carried out. While “some
enterprises” were originally intended to be transferred to local governments,
in actual fact 88 per cent of the enterprises were put under local government
control. Consequently, transportation, communications, and commercial net-
works were cut up by local administrative barriers. The authority for controll-
ing enterprises was shifted not only from the national to provincial level, but
also from the provincial to the county level. Certainly the reform was carried
out too hastily.®

Second, the authority to organize economic plans was handed over to local
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governments at different levels causing the whole planning apparatus to become
multi-layered. At each level the plan targets were inflated through the use of
the “second book,” and this undermined balanced development of the nation-
al economy. Local governments independently carried out even capital construc-
tion, resulting in rapid increase in the number of employed workers and staff
and undue expansion of the sizes of capital construction projects.

Third, ideological factors were at work. In urban areas, a large number of
industrial and commercial collective-owned enterprises were promoted to the
status of state-owned enterprises, causing the number of state employees to ex-
pand drastically. In the countryside the slogan “yida ergong” (larger size and
a higher degree of public ownership) was implemented, encouraging the merg-
er of people’s communes, production brigades, and production teams. Finan-
cially the campaign criticizing “bourgeois rights” had the effect of practically
lifting all restrictions on bank loan extension for circulating funds.® Further-
more, the People’s Bank of China entrusted local branches with businesses relat-
ed to deposits and loans, and this generated a situation in which local branches
would provide loans to the local governments and enterprises with little restric-
tion on size and conditions. Finally in 1960 the central government had to com-
pensate for bad loans worth 10 billion yuan incurred by the central bank and
its branches.'?

Time was too short for the decentralization during the Great Leap Forward
period to crystallize into a stable institution. It gave way in the early 1960s to
another round of centralization. This was not only because of the said dis-
equilibrium and confusion in the national economy but also because of the seri-
ous natural disasters that ravaged the country for three consecutive years along
with the stoppage of aid from the Soviet Union.

Centralization set in again during the 1960—63 period, bringing the planning
management system back to its pre-1957 configuration. In some areas, control
was even more centralized than before 1957. In 1963, the number of industrial
enterprises directly controlled by the central government exceeded 10,000. Lo-
cal governments were barred from participation in planning management of
these centrally controlled enterprises. Even planning for local governmeni-
controlled enterprises was made subject to the central ministries. Enterprises
were no longer allowed to retain profits while the central government took back
its responsible for the payment of “expenditures on four items” and for bonus
funds. Circulating funds again began to be provided directly from public
finances, not though bank loans. The number of producer goods controlled
by the central government again increased from 280 to 600. Producer goods
output beyond the production targets no longer could be distributed at local
government discretion. With steel as the single exception, such surpluses over
targets were to be disposed of exclusively by the central government.

But the centralized system in China, already at the end of the First Five-Year
Plan, was showing a variety of defects and difficulties, and this round of cen-
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tralization could hardly be free from the same problems. For this reason de-
centralization measures had to be reintroduced as early as the mid 1960s.?

In 1964 control over capital construction investment in agriculture, dairy farm-
ing, farm land development, forestry, irrigation and fourteen other areas, with
the exception of industry, were shifted from the central ministries to local govern-
ments. As a result, when organizing the annual national plan, the central govern-
ment would leave a certain portion of the national budget to local government
use without specifying the industrial sectors or the items. This portion of the
budget amounted to 20 per cent or more of the national capital construction
budget.

The year 1964 was also the time when the “sanxian jianshe” policy (construc-
tion for remote regions away from the coastal areas) was promulgated. For rea-
sons of national defense, Mao Zedong issued instructions for heavy and defense
industries to be built preferentially in inland regions (sanxian digu) and for major
facilities in coastal areas and large cities (yixian diqu) to be moved into inland
regions.'? During the five years beginning in 1966, 57.2 per cent of capital con-
struction investment went into inland regions, compared with the 36.9 per cent
average for the 1958—62 period.'® The focus of this policy was Southwest Chi-
na where five new trunk railway lines were constructed including the Chengdu-
Kunming and the Xiangyang-Chongqing lines.!*

The power and role of local governments were strengthened in the sanxian
regions. In Southwest China, for instance, the actual construction program of
“sanxian projects” was carried out by a “sanxian construction committee” set
up by the central government in the region although the selection of projects
and decision on investment plans were in the hands of the central government.
The sanxian committee consisted of representatives from the three provincial
governments involved as well as the ministries and committees of the central
government. The construction work on the sites was subject to the manage-
ment team under the leadership of the party committee. This was a collective
leadership consisting of the delegates from the construction, design, and en-
gineering units, the local party committee, and other related departments. It
is said that materials and equipment for such projects were supplied beyond
the vertical lines of division between the central ministries as well as the barri-
ers of local jurisdictions. The degree of decentralization then was apparently
greater than during the First Five-Year Plan as it now involved even the heavy
and defense industries. Apart from whether or not this system was efficient from
the point of view of the national economy, the greater power given to local
governments proved effective in shorting the construction periods and in other
ways. >

In 1966 the products of “wuxiao giye,” or five kinds of small industrial en-
terprises (iron and steel, cement, chemical fertilizer, agricultural machinery, and
coal mining), which had been growing as rural industries, were also distributed
based on local government plans.
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In 1967 local governments and enterprises were allowed to retain the whole
amount of the basic depreciation fund for local enterprises, and in exchange,
the central subsidies for “expenditures on four items” were cut. These expendi-
tures were now to be met through the basic depreciation fund.

In 1970, as was already mentioned, most of the centrally controlled enter-
prises were shifted to local governments. Accordingly, such enterprises and lo-
cal governments were empowered to retain regular depreciation funds. At the
same time capital construction investment came to be shared at a ratio of 4
: 3 :3 (4 for the central government ministries, 3 for local governments, and
3 decided upon through consultation between the central and local govern-
ments).’® Also control over the allocation of producer goods and finances were
decentralized to local governments.

The repeated reforms which zigzagged between centralization and decentrali-
zation, however, represented mere shifts of power back and forth within the
government structure. At no time did the reform overstep the boundary of ad-
ministrative control. Kornai Janos argued on the basis of his experience in Hun-
gary that even if regional decentralization was carried out, it was possible to
preserve the shortcomings and inefficiency of the excessively centralized “type-
IA” mechanism.'” This is precisely why the post—1978 reform in China had
to be oriented toward neither centralization nor decentralization to local govern-
ments but toward the expansion of enterprise authority.

Even so, the fact that efforts for decentralization were repeated demonstrat-
ed that centralized control had already become dysfunctional and unfeasible
in China. Leaving aside the efforts of the Great Leap Forward period, we can
identify a series of decentralization efforts launched in 1964 which preceded
the full-scale decentralization measures taken in the 1970s. The 1970 reform
thus should not be attributed merely to the Cultural Revolution ideology. It
was a reaction to the stagnant state of centralization, and it integrated the vari-
ous decentralization measures that had been carried out in stages during the
earlier period.

Entangled Planning Management Lines

From 1970 through 1976 more than 2,600 selected enterprises and institutes
under the direct control of the central ministries were shifted to local authori-
ties. They included large key enterprises whose purchase of materials and equip-
ment and whose production and sale of products were integrated with national
planning. Having had experience only in local planning within their own juris-
dictions, local governments found it extremely difficult to plan raw material
and machinery purchases and product sales for these major enterprises. Because
of this difficulty, the central ministries offered to prepare and manage produc-
tion plans for these enterprises on behalf of local governments. The central minis-
tries also took direct responsibility for setting the targets on the supply of raw
materials and machines for these enterprises. Capital construction plans simi-
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larly had to be worked out through consultation between the central ministries
and local governments. On the other hand, local governments were in charge
of investment in these enterprises as well as taxes and profits turned over by
them. This mechanism contradicted itself, and so by 1976 more than 1,300 major
enterprises whose management had been transferred to local governments were
again shifted to the central ministries which managed them on behalf of the
local governments.'®

In North China and Jiangsu Province, experimented measures were tried
which gave local governments the power to allocate and supply major producer
goods (“measures for intra-region balance and adjustment of shortages and ex-
cesses”). Selected to try these measures were 400-odd enterprises whose manage-
ment had been shifted in 1972 from the central ministries to local governments.
Despite this shift, the production plans of most of these enterprises were
managed by the central ministries since most of them were producing for
national-level demand. However, in making production plans for these enter-
prises, the central ministries discovered that they did not know the amounts
of producer goods the local governments were allocating to the enterprises. Con-
versely, the local governments, in allocating producer goods, did not know the
production targets that the central ministries had given the enterprises. There
was no correlation between the required output volume and the required amounts
of raw materials.

These major enterprises needed a large variety of high-quality producer goods
in large volumes. Each of them had dealings with a large number of the other
enterprises. This being the case, the local governments found it impossible to
fully control the enterprises decentralized to them. The central ministries there-
fore had to take over their management.!® Thus the “directly supplied enter-
prises,” or zhijie gongji giye (enterprises following production plans set directly
by the central ministries and supplied with producer goods by the State Bureau
of Materials and Equipment), soon came to total 2,000 nationwide. Because
of this state of affairs, the central ministries in 1976 began to allocate and sup-
ply producer goods to those enterprises which had earlier been placed under
the control of local governments.2°

It was not only the large key enterprises that got entangled in the two lines
of overlapping and contradictory planning management between the central and
local governments. In 1965, before the Cultural Revolution, as many as 10,533
enterprises were directly subject to the central ministries, and their aggregate
output accounted for 46.9 per cent of the total output by the state-owned en-
terprises. The corresponding figures in 1970 plummeted to 500 enterprises and
institutions (142 factories among them) producing a meager 8 per cent output.
Between these two dates, management of 10,000 enterprises was shifted to lo-
cal governments.?! The entangled control by the central ministries and local
governments was a problem for these enterprises too.

Sichuan Province in 1970 saw sixty-five enterprises shifted to its jurisdiction
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TABLE 1-2
MANAGEMENT LINES FOR SIXTY-FIVE ENTERPRISES IN
SHICHUAN PROVIDENCE AFTER THE 1970 REFORM

Provinces Cities Nﬁglilsttrra}les

Government offices as

competent authorities 49 7 9
Labor and wages 59 6 0
Finances 44 7 14
Supply of materials and 5 0 60

equipment
Production planning 14 0 51
Capital construction planning 9 0 50

Sources: Tang Gongzhao, “ ‘Tiaotiao,” ‘kuaikuai’ yu danggian de jihua guanli wenti” [The
“tiaotiao and kuaikuai” and the problems of contemporary planning management), Sichu-
an daxuebao (Philosophy and social science edition), 1983, No.1, pp.24—25.

from central ministries. As Table 1-2 indicates, the lines of management by the
central ministries and local government crisscrossed for these enterprises. The
central ministries mainly controlled production plans, producer-goods supply,
and capital construction plans while the local government had strong powers
over labor, wages, and finances.

In the four subsequent years through 1973, 106 more enterprises were turned
over from central ministries to Sichuan Province and 246 others from the
province to prefectures, cities, and autonomous prefectures. These enterprises,
too, suffered from the same problem of entangled lines of control. Capital con-
struction items were also basically transferred to the control of local govern-
ments. However, they were divided into complex categories such as items
(materials and equipment) directly supplied by central ministries, those con-
trolled by central ministries on behalf of local governments, those for specified
uses, those subject to consultation between central ministries and local govern-
ments, those under unitary local government control, those invested using lo-
cal government funds, and imported plants and equipment that required central
distribution. These ramifications made the transfer of management to local
governments all the more confusing and complex.??

The effort to decentralize thus ended in failure as local governments proved
incapable of managing the enterprises turned over to them by the central minis-
tries. The failure was particularly noticeable in the case of large enterprises with
nationwide interests. But returning to centralized systems was not the answer
as decentralization came precisely because of the failure of centralization.
Moreover, as will be explained in detail in Chapter 2, the degree of centralized
control over producer-goods distribution remarkably diminished, making it
difficult to fully restore centralized planning. Also the central ministries could
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not effectively function unless local governments collaborated with them in the
employment of new workers and ensuring the livelihood and welfare of local
employees.?®> Both the centralized and decentralized systems proved dysfunc-
tional within the framework of direct and administrative control over enterprises.

Fiscal Systems
Central and Local Finances

The state budget of China is divided into central and local finances. The lat-
ter are composed of the provincial, municipal, and autonomous-region budg-
ets and the county, municipal, and autonomous prefecture budgets. As shown
in Figure 1-2, the local total budget includes not only that for its own level but
the budgets for the lower levels as well. For example, the financial bureau of
a province compiles the province total budget by integrating the budget for the
provincial level with the county total budgets presented by the subordinate coun-
ties. (The township (xiang)-level budget has not yet been integrated with the
local budget.**)

The natural way to determine whether central or local budgets predominate
would be to compare the size of revenues and expenditures. But in China the
concepts of revenue and expenditure are not clearly defined. Official statistics
dealing with local finances are not compiled using the same concepts. There-
fore we must begin by first clarifying the concepts of revenue and expenditure.

Fiscal revenue used in the Chinese discourse of local finances has three con-
ceptual meanings. We will explain these using the example of Liaoning Province,
shown in Figure 1-3.

The revenue of local finances in the first sense of the word is collected or
otherwise obtained according to the local government’s budget plan. This
revenue mainly consists of profits turned over to the local government by en-
- terprises under its control and from various taxes it collects. This may be called
“revenue retained within the budget.”

The whole amount of “revenue retained within the budget,” however, does
not go towards Liaoning Province’s fiscal expenditures. Part of it is transferred
to the central coffers. The remaining portion is what the province can dispose
of for itself. The second concept of fiscal revenue denotes this portion, name-
ly, “revenue used for local finance.”

The third concept of fiscal revenue refers to “revenue gained locally.” This
includes all of the profits turned over by enterprises and taxes collected in the
province, irrespective of whether they finally accrue to the local government
or to the central government. This therefore comprises: (1) the revenue used
for local finances, (2) the portion of revenue that will be turned over to the
central finances, and (3) revenue of the centrally managed enterprises plus tax-
es directly collected by the central government.
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Fig. 1-2.
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Sources: Du Junfeng, ed., Zhongguo shehui zhuyi caizheng guanli [Chinese socialist fiscal
management] (Beijing: Zhongguo-renmin-daxue-chubanshe, 1984), p.507; Zhongguo caizheng
yu jinrong [Chinese public finance and banking] (Beijing: Beijing-daxue-chubanshe, 1985),

p-219.
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Table 1-3 shows changes over time in local revenue and expenditure taking
into account the said differentiated concepts.

A comparison of the ratios of local revenue retention, (A)/ (B), between Tian-
jin and Shanghai indicates that Shanghai enjoyed overwhelmingly higher rates
than Tianjin during the First Five-Year Plan period. This is partly accounted
for by the fact that Tianjin had greater “revenue retained within the budget”
than Shanghai. But during and after the adjustment period of the 1960s, Shan-
ghai’s “revenue retained within the budget” showed a spectacular growth. In
contrast this, revenue for Tianjin did not increase very much. Probably reflect-
ing this, Shanghai’s (A)/(B) ratio remained half or one third that for Tianjin
from the 1960s to the 1980s. In other words, Shanghai contributed greatly to
the central finances during that period.?®

The picture is slightly different if we look into the ratio of local retention
to the “revenue gained locally,” or (A)/(C). Since the 1950s, Shanghai has con-
sistently been transferring a large portion of the wealth it generates to the cen-
tral government. It is true that the ratio of local retention rose in the 1980s
but this was not above the previous highs registered in 1975 and 1978.

In Japan local self-governing bodies receive state subsidies equal to 70 per
cent of their budgets. As they meet only 30 per cent of their expenditures through
their own revenues, Japanese local self-governing bodies are said to be only
“30 per cent autonomous.” In China the fiscal revenue directly collected through
the central financial ministry is less than through the local governments. However
the central financial ministry exercises great power by allocating revenues from
rich to poor provinces. With the financial structure, fiscal revenues from the
fifteen rich provinces and municipalities are redistributed to the twelve poor
provinces and autonomous regions.?® Though there is a clear difference be-
tween China and Japan in the ratio of local fiscal revenue to central fiscal
revenue, in both countries the central government maintains a firm grip on na-
tionwide fiscal expenditures. Figure 1-4 compares the relationship between cen-
tral and local finances in the two countries.

Now let us examine the composition of the “revenue retained within the budg-
et” and the actual expenditures of the central and local governments. During
the First Five-Year Plan, the central government met 75 per cent of the state
fiscal expenditure. Of this 75 per cent, about 40 per cent came from revenue
directly collected by the central government and about 5 per cent was fiscal
deficit. The remaining 30 per cent was accrued from local government finances.?’
The local governments accounted for only a quarter of the state fiscal expendi-
tures even though they were responsible for collecting more than half of the
state fiscal revenues.

In 1955—56 the fixed revenue for local finances and the revenue retained to
the fixed ratio for local finances together accounted for 60—80 per cent of the
provincial and municipal budgets. Though this meant that local governments
had large sources of revenue, in practice most of the revenue was categorized
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TABLE 1-3
LocAL REVENUE RETENTION IN TIANJIN AND SHANGHAI
A. Tianjin City
(100 million yuan)

Expenditures Revenues A
Revenue Loclg?tiioe\?efnue
For own tT}f:rgfftrﬁ Retained Retention,
Use (A) Government? within the (A) / (B)
Budget (B) %
1950 0.44 (1.47) 1.91 23.0
1952 1.08 (2.80) 3.88 27.8
1957 1.63 (6.36) 7.99 20.4
1962 2.49 (7.23) 9.77 25.5
1965 3.50 (9.83) 13.33 26.3
1970 6.40 (21.62) 28.02 22.8
1975 10.61 (28.56) 39.17 27.1
1978 14.53 23.76 39.25 37.0
1980 14.67 26.04 40.94 35.8
1985 26.97 20.34 48.21 55.9
1989 84.4
B. Shanghai City
(100 million yuan)
Local Expenditures Revenue Gained Locally Ratio of Local
Revenue Retention
Local Revenues -
Transfer to Revenue (ifirslé:lﬂ Total
li?;e(()x;l the Centralb Others Retained ... Revenues (C) (A%; ®B) A)/(©)
Government within the 0 %
Budget (B)
1950
1952 2.10 (-0.75) 0 1.35 1.20 16.75 19.33 155.6 10.9
1957  2.66 (1.29) 1.09 3.95 0.67 41.15 45.77 67.3 5.8
1962  3.18 (40.32) 0.69 43,50 0.86 17.34 61.70 7.3 5.2
1965  6.71 (55.04) 0.88 61.75 1.15  20.28 83.18 10.9 8.1
1970 10.21 (88.23) 2.67 98.44 1.46 14.12 114.02 10.4 9.0

1975 24.62 (109.55) 1.91 134.17 2.01  10.93 147.11 18.3 16.7
1978 24.28 (142.56) 1.73 166.84  2.38 21.45 190.67 14.6 12.7
1980 17.39 (154.66) 1.79 172.05 2.68 24.12 198.85 10.1 8.7
1985 41.89 (139.70) 4.18 181.59 2.64 79.63 263.86 23.1 15.9

Sources: Figures for Tianjin from: Tianjin city statistical bureau, ed., Tianjin tongji nian-

Jjian [Tianjin statistical yearbook] (Beijing: Zhongguo-tongji-chubanshe, 1986), pp.333-36;

figures for Shanghai from: Shanghai city statistical bureau, Shanghai tongji nianjian [Shanghai

statistical yearbook] (Shanghai-renmin-chubanshe, 1987), pp.57—61.

2 The figures in parentheses were calculated: (revenues retained within the budget) — (ex-
penditures used for local finance).

b These figures were obtained by subtracting the expenditures used for local finance from
local revenues retained within the budget.
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as items for central government allocation. Local governments thus had no
authority to allocate the greater portion of revenue for themselves.?® This was
because during that period more than 80 per cent of the economic construction
budget and the total defense budget had to be met by central finances. In con-
trast, 72 per cent of the social welfare, educational, and cultural expenditures
and 80 per cent of the administrative expenditures were met by the local
governments.?’

As with other aspects of the planning management system, the finance
management system too underwent decentralization. Typical reforms in this
direction were carried out in 1958 and 1970. Considering that the ratio of local
government fiscal expenditures was tending to increase, the direction set by these
two reforms was necessary. But both reforms were short-lived.

Decentralization failed partly because it kicked off competition over power
between central and local finances. In the process of decentralization, central
government and local governments are bound to engage in bargaining over which
items of revenue and expenditure should belong to which side. The amount of
revenue to be handed over to each local government is usually based on the
items and sums of revenue and expenditure for the previous year or several years.
However, under the traditional system of unitary central control over revenues
and expenditures, the total amount of expenditures encompass met by the cen-
tral finance in the past did not necessarily embody the items to be managed
by the central government. Conversely, some of the expenditures actually met
by local governments seemed more logically the responsibility of the central
government. This being the case, the division of financial power between the
central and local governments based solely on past records would often leave
jurisdictional responsibilities unclear at both levels.>®

Conflicts between the central and local power occur in the process of cen-
tralization as well. In 1964 “trusts” were organized in 19 industrial sectors, in-
cluding nine operating at the national level. Where local enterprises were
integrated with these national trust, the local governments lost major sources
of fiscal revenue. It is said that in a number of places the factories earmarked
for integration with national trusts transferred personnel to other factories,
moved their machines out, and changed lines of production to other industries
to escape integration.?!

From 1971—80 the ratio of local governments involved in the collection of
state financial revenues grew to 80 per cent. Reflecting this increased role in
collecting revenues, the share of local finances in state financial expenditures
grew to around 50 per cent.®? Though state finances still weigh heavily in Chi-
na’s financial structure, since the 1970s there have been increasing signs of im-
provement for local finances.

The Extra-budgetary Fund

Of the fiscal resources which innately are counted as fiscal revenue, the por-
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tion which is incorporated into the central or local government budget is called
the “budgetary fund.” This pertains to the state fiscal revenue presented in the
government’s annual budget and settlement reports. Of the same resources, there
is another portion which is exempted from the central or local government budget
and left to local governments, state-owned enterprises, and various competent
government offices for appropriation. This latter is called the “extra-budgetary
fund.”

The extra-budgetary fund has the following characteristics: First, local govern-
ments, enterprises, and other competent government offices involved have con-
trol over the respective extra-budgetary funds they themselves have generated.
In other words, other bodies which have not generated these funds have no right
to appropriate them. Second, the extra-budgetary revenue is purpose-specific.
For instance, the additional charge for urban public works can be appropriat-
ed only for urban public facilities and public works. Third, the ways of ap-
propriating these funds are varied and not uniform.

The extra-budgetary funds were introduced for the following two reasons:**
First, there are certain expenditure items which by nature are not congenial to
centralized management. These include road maintenance costs, port manage-
ment costs, and market supervision costs, which should be met flexibly as need
arises. In the 1950s the above three expenditures accounted for 90 per cent of
the extra-budgetary funds, and even in the 1980s they still represented a 70 per
cent share.

Second, there was the political need to provide financial incentives to local
governments as well as state-owned enterprises. The introduction of the profit
retainment system for state-owned enterprises was a typical case of this kind.

The total amount of extra-budgetary funds of various kinds began to soar
during the mid 1970s. In 1953 the extra-budgetary fund represented only 4 per
cent of budgetary funds. The figure jumped to 59.97 per cent in 1982. Even
in 1977, before economic reform was launched, the extra-budgetary fund al-
ready made up 35.6 per cent of the year’s budgetary funds. In Shanxi Province
the local extra-budget fund amounted to 62 per cent of the provincial total budge-
tary funds in 1980. In 1982 Jiangsu Province’s extra-budgetary fund almost
equaled its budgetary fund.?*

Extra-budgetary funds basically consist of (1) various additional tax revenues
accruing to local finances, (2) road and river maintenance duties and forest
managing funds received by administrative offices and institutions, and (3) re-
tained profits and depreciation funds left in the hands of state-owned enter-
prises and the government agencies in charge of these enterprises.

The shares of the above three categories in the extra-budgetary fund appropri-
ation are shown in Figure 1-5. While the extra-budgetary fund as a whole has
been growing rapidly, the portion attributed to the state-owned enterprises in-
cluding the departments in charge of them has come to form an overwhelming
share.
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Fig. 1-5. Budgetary and Extra-budgetary Funds
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Source: State Statistical Bureau, ed. Zhongguo tongji nianjian, 1988.

Given the enormous size of the extra-budgetary fund in comparison with the
budgetary fund, the former has nowadays been called “dier caizheng” (second
finance).>® This part of finances is increasingly outside of administrative
management because a large portion of it is attributed to enterprises. As extra-
budgetary funds are autonomously controlled by local governments and enter-
prises including the departments in charge of the enterprises, cases of the ir-
regular use of such funds in contravention to regulations are frequently reported.
For instance, state-owned units will unduly extend the scope of extra-budget
revenue to increase their income, or appropriate the fund for purposes other
than specified, such as for the construction of office buildings, assembly halls,
hotels and guest houses (lou, tang, guan, suo), or use them for capital con-
struction projects not prescribed in the state plan.3®

The extra-budgetary fund system is in line with the requirements of the cur-
rent stages of economic reform because it allows flexible responses to needs
that cannot be met by administrative management methods and because it gives
local governments and enterprises greater discretionary powers. The expansion
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of the extra-budgetary fund started even before economic reform was launched.
Already in mid 1970 the extra-budgetary fund was equal to 30 per cent of the
budgetary fund. These circumstances have compelled the government to modi-
fy emphasis of its financial policy from “qualitative control” through fiscal meas-
ures to “quantitative control” exercised through banks. The direction of fiscal
and financial reform in the 1980s thus reflected the expanding tendency of extra-
budgetary funds since the mid-1970s.

Inequalities in the Midst of Policy Egalitarianism
Urban Welfare Turned to Established Privilege

Being registered as an urban resident means accessibility to various con-
veniences and privileges in addition to receiving a relatively high income. The
staff and workers of state-owned enterprises are entitled not only to a basic
wage as provided in the wage scale and a job allowance which is practically
like a wage, but also to other allowances for house heating in winter, price sub-
sidies for non-staple foods, subsidies for home leave traveling expenses, and
livelihood subsidies. A national survey in 1978 revealed that there were more
than 200 different kinds of subsidies given to the staff and workers of enter-
prises.>” Moreover, state-owned enterprises supply employees and their fami-
lies with cultural and gymnastic facilities such as cultural palaces, libraries, clubs,
ball game gyms, and night schools. They also provide housing, dining halls,
nurseries, kindergartens, primary and secondary schools, barber shops, and bath
houses. The charges for these facilities are free or extremely low. Expenses for
this welfare work borne by enterprises is equal to 80 per cent of the total wage
bill they pay their employees.*®

Under this system of ample benefits and welfare for urban residents, China
has managed to keep the wage level low for the sake of a high savings ratio.
In other words, the free or low cost provision in kind of houses and other benefits
has been needed so that urban workers would not fall into destitution because
of low wages. Also, given the generally low standards of living prevailing in
China, there has been the real possibility of the emergence of a poverty-stricken
population unless the small economic pie was divided equally among the people.

But this egalitarianism limited to urban working people has had a hollow
sound to many of the people living outside urban areas who have not enjoyed
the same benefits. To them it is nothing more than special privileges set aside
for urban residents. Farmers in the countryside have not felt the strong con-
tradiction since they have been working under an entirely different ownership
system and living in different geographical locations. But those who work as
temporary laborers in urban factories or live with a rural registry in cities and
suburbs have felt that the benefits the urban registered people enjoy are privileges
they have been unduly excluded from.
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TABLE 1-4
PoPULATION HAVING RURAL REGISTRY IN URBAN AREAS
(Million)
China statistical China statistical Differentials,
Year yearbook, 1981 (A) yearbook, 1987 (B) (B)—(A)

Total Urban Rural Total Urban Rural Total Urban Rural
Popu- Popu- Popu- Popu- Popu- Popu- Popu- Popu- Popu-
lation lation lation lation lation lation lation lation lation

1965 725.38 101.70 623.68 725.38 130.45 594.93 0 +28.75 —28.75°
1975 919.70 111.71 807.99 924.20 160.30 763.90 +4.5° +48.59 —44.09
1978 958.09 119.94 838.15 962.59 172.45 790.14 +4.5° +52.51 —48.01°
1980 982.55 134.13 848.42 987.05 191.40 795.65 +4.5° +57.27 —52.77*
1981 996.22 138.70 857.52 1,000.72 201.71 799.01 +4.5* 1+63.01 —58512

1982 1,015.90 211.31 804.59
1983 1,027.64 241.50 786.14
1984 1,038.76 331.36 707.40
1985 1,050.44 384.46 665.98
1986 1,065.29 441.03 624.26
1987 1,080.73 503.62 577.11

Sources: State Statistical Bureau, ed., Zhongguo tongji nianjian [China statistical yearbook]

(Bejing: Zhongguo-tongji-chubanshe), 1981 and 1987 editions.

2 The population having rural registry living in urban areas can be obtained by (b) — (A)
because of the following: the Zhongguo tongji nianjian, 1981 does not include urban resi-
dents having rural registry but the yearbook’s 1987 edition includes them.

Y This increase was due to the inclusion of active service military peresonnel in the statistics
beginning in that year (Zhongguo tongji nianjian, 1983, p.103).

Moreover, those who live in urban areas but are excluded from grain rations
because of their rural registry are not a negligible number. According to this
author’s estimates (Table 1-4), urban residents with rural registries totaled
28,750,000 in 1965, 48,010,000 in 1978, and 58,510,000 in 1981. They consist
of (1) farming households either doing farming only or doing sideline jobs in
the suburbs of cities, (2) temporary workers and their dependents in cities who
have quit agriculture and are not entitled to food rationing, and (3) self-employed
persons and their dependents. These people accounted for 22.0 per cent, 27.8
per cent, and 29 per cent of the total urban population in 1965, 1978, and 1981,
respectively.

The welfare benefits the urban registered population has enjoyed can be seen
as an expression of egalitarianism. But to the workers and farmers with rural
registry who have been excluded from these, the same system has been one that
ensures special and exclusive privileges for regular urban staff and workers.
Nor has egalitarianism ever been thoroughly implemented even among the strata
of people who are covered by this welfare system.

There are disparities in welfare benefits between the state-owned sector and
the collective sector in the urban areas. The staff and workers in the collective
sector represented 12.7 per cent, 24.7 per cent, and 21.6 per cent of the state-
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sector staff and workers in 1958, 1965, and 1978, respectively.

During the Cultural Revolution, a drive was carried out to “raise” collective-
owned urban industrial enterprises to state-owned enterprises. For instance, 60
of the 110 collective-owned factories under the Beijing Municipality Second In-
dustrial Bureau were changed to state ownership.

Of the collective-owned enterprises, large ones were categorized as “dajiti,”
or major collective-owned enterprises. They were controlled by county or city
departments in conformity with the management system of state-owned enter-
prises. The profit distribution and investment of these collective enterprises were
directed by the local government departments in charge of them. The govern-
ment department in charge also intervened not only in the procurement of raw
materials and the production and sale of products, but in personnel, funding,
and inventory management as well.

While the urban collective-owned enterprises thus were subject to the same
regulations and production quotas as state-owned enterprises, they were gross-
ly discriminated against when it came to benefits. The government departments
handling allocation of raw materials, equipment, and energy followed the prin-
ciple of “state-owned enterprises first and collective-owned enterprises later.”
When material supplies were short, they were preferentially provided to state-
owned enterprises.>’

Where the same kind of commodities were sold in both state and collective
commercial shops within the same market area, the latter was expected not to
set the retail prices of their products higher than the former official prices.*’

Among the collective-owned enterprises, small ones are categorized as
“xiaojiti” (minor collectives). In urban districts they are also called “jiedao gong-
chang” (neighborhood factories). Neighborhood factories arose in 1958 out of
the efforts of “neighborhood committees” (jiedao jumin weiyuanhui) to organize
women and other residents in residential quarters into factories. Later the neigh-
borhood factories began to function as absorbers of unemployed urban youth.*'
The Ministry of Water Resources and Electric Power regarded neighborhood
factories as unproductive and only grudgingly supplied them with power.
Moreover they were charged higher power fees than state-owned enterprises.

In employment, too, the collective factories were often burdened with obli-
gations that the state-owned enterprises were exempted from, such as obligato-
ry hiring of unemployed persons, physically disabled persons, and vagrants.

The collective factories also had to conform with the wage table and promo-
tion system of the state-owned enterprises. Moreover, there was even a provi-
sion that collective factory wage, welfare, and intra-firm benefit levels were to
be lower than those for state-owned enterprises. The collective-owned enter-
prises were also subdivided into different levels. According to the rules, wages
at minor collective were to be lower than those at major collectives. There were
also differentials in the amount of grain provided during the Spring Festival
to the state-owned enterprises, major collectives, and minor collectives.
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Regular Employees and Temporary Workers

As mentioned above, there was a portion of the staff and workers in the urban
and state sector that was excluded from welfare and fringe benefits including
grain rationing. In order to clarify the actual situation of this inequality, [ would
like to discuss China’s classification of staff and workers.

The state sector has the following four parallel forms of employment:*

(1) Regular employment (guding zhigong)

Regular employees are those who are hired by enterprises and other bodies
with the official approval of the Ministry of Labor and other administrative
agencies and in accordance with the government’s labor allocation program.
Once hired, such employees can work for the enterprise or body involved until
retirement age no matter what their performance, unless they commits a seri-
ous misbehavior.*

(2) Temporary employment (lingshi zhigong)

Temporary employees are those who are temporarily hired under a contract
signed with the employer on the basis of the government’s labor allocation pro-
gram. They can be fired on expiration of the contract. They are mainly engaged
in seasonal or temporary production work or services. Prior to the Cultural
Revolution, they were called “contract employees” (hetongzhi zhigong). But
unlike the new “contract employees” since 1980 (as related below), these con-
tract employees are not covered by unemployment insurance, nor can they en-
joy welfare measures and fringe benefits.

(3) Extra-plan employment (jihiuawai yonggong)

Extra-plan employees are those who are directly recruited and hired by state-
owned enterprises beyond the personnel strength allocated to them under the
government’s labor allocation plan.

(4) Contract employment (hentongzhi zhigong)

This is a new type of employment that emerged as part of the employment
system reform in 1980. The new system began to be fully implemented in the
fall of 1986. Under this system the enterprise holds examinations for applicants,
and those who have passed the exam sign a contract with the employer. These
employees are different from the above-mentioned temporary workers in that
they are guaranteed the same rights as the regular employees. But they must
renew their contract after expiration of the original contract term. When they
are fired, they are entitled to unemployment insurance benefits, but the benefits
are only S0—70 per cent of their basic wage. They are not treated as well as
regular employees in welfare, fringe benefits, and housing.** Contract workers
include “rotation workers” who are hired for mines, transportation, and rail-
way services (on the basis of contracts concluded between the state-owned en-
terprises and rural production brigades or villages under which workers serve
in rotation so as to avoid the negative influences of injurious and heavy work).
Also included in this category are peasants who are hired for construction
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projects as contract workers. However, the contract workers hired before the
Cultural Revolution and those peasants not hired under the contract employ-
ment rules are not counted as contract workers in compliance with this category.

Of the four types of employees, (1) and (4), namely the regular employees
and contract employees, are considered to be beneficiaries of social security,
welfare, and fringe benefits. Categories (2) and (3), namely temporary employees
and extra-plan employees, are excluded from these benefits. The difference be-
tween temporary employees and extra-plan employees is that the former are
hired with the approval of provincial governments and are integrated with
government labor allocation plans while the latter are not counted in govern-
ment plans. In Japanese categorization, both would belong in the category of
temporary workers. Table 1-5 gives a breakdown of state-sector employees into
three groups by the form of employment: regular employees, temporary em-
ployees (including extra-plan employees), and contract workers of the new type.

The table shows that during the Great Leap Forward and the early 1970s de-
centralization period, peasants were encouraged to take up urban jobs and tem-
porary workers were promoted to the status of regular employees.

The central government in a decision taken in June 1958 permitted each lo-
cal government to recruit workers with only the provincial government’s ap-
proval and without the need to secure the central government’s approval. This
decision expanded the employment of peasants in urban areas.

The number of staff and workers in the state sector increased by 25,932,000
in the three years from 1958. Fifty-five per cent of the 26 million added to ur-
ban employment, or 14,300,000, came directly from the rural areas. This num-
ber was equal to 72 per cent of the newly hired work force in rural areas during
that same period.*® In the single year of 1958, the urban work force jumped
by 20,827,000, including 11,055,000 regular employees and 9,762,000 temporary
workers. In the following year, the number of temporary workers in the state
sector decreased by 1,884,000 and regular employees grew by 2,169,000. The
total work force in the state sector that year did not change significantly. This
clearly indicates that a vast number of temporary employees became regular
employees that year.

During the Great Leap Forward, the urban population increased explosively
together with urban employment. The urban population increment amounted
to a staggering 30 million. The share of the population receiving commodity
grain supplies also rose from 15 per cent in 1957 to 20 per cent in 1960. Fur-
thermore the consequent increase in total wages paid tightened the demand-
supply ratio for consumption goods.*® During the following period of economic
adjustment, 20 million state-sector staff and workers were returned to the rural
areas. Most of the returnees were believed to be temporary workers.

As Table 1-5 shows, the staff and workers in the state sector who lived in
mining or urban areas increased by 9,830,000 in the two years of 1970—71 (by
four million in the county-managed industries). Of these, six million were hired
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TABLE 1-5
COMPOSITION OF STATE-SECTOR SAFF AND WORKERS
(1,000 persons)

Temporary Employees

Total Regular New Type
Year  Number Empgloyees Total &g;’gg?ﬁ 4 Extra-Plan  Contract
Contract Workers Employees Workers
1949 8,004
1950 10,239
1951 12,815
1952 15,804
1953 18,256
1954 18,809
1955 19,076
1956 24,230 21,230 3,000
1957 24,506 22,486 2,020
1958 45,323 33,541 11,782
1959 45,608 35,710 9,898
1960 50,438 42,610 7,828
1961 41,712 37,579 4,133
1962 33,091 30,585 2,506
1963 32,931 30,746 2,185
1964 34,650 32,039 2,611
1965 37,380 33,761 3,619
1966 39,340 34,230 5,110
1967 40,060 34,440 5,620
1968 41,700 35,960 5,740
1969 43,350 37,580 5,770
1970 47,920 41,260 6,660
1971 53,180 46,441 6,739
1972 56,100 52,650 3,450
1973 57,581 53,290 4,191 2,481 2,481 1,710
1974 60,070 54,331 5,739 2,319 3,420
1975 64,269 56,420 7,840 2,710 5,130
1976 68,600 58,891 9,709 2,869 6,840
1977 71,963 60,640 11,320 2,773 8,540
1978 74,514 62,784 11,730 2,687 9,043
1979 76,928 65,226 11,702 2,580 9,122
1980 80,193 68,410 11,783 2,093 9,690
1981 83,722 71,765 11,957 1,990 9,967
1982 86,300 74,119 12,181 2,158 10,023
1983 87,714 75,521 12,193 2,722 9,471 1,745
1984 86,371 73,695 12,676 3,918 8,758 3,157

Source: Zhongguo laodong gongzi tongji ziliao [Chinese labor and wage statistical materi-
als] (Beijing: Zhongguo-tongji-chubanshe, 1987), pp.26—35. The figures for the total popu-
lation of temporary employees in 1956 from: Ma Wenrui, “Guanyu ‘Guowuyuan guanyu
gedanwei cong nongcunzhong zhaoyong lingshigong de zangxing guiding’ de shuoming” [Ex-
planation on “State Council’s temporary provision for recruiting temporary workers from
rural areas by state-owned units”], Laodong, 1958, No.l1, p.4.

Note: As of the end of the years.
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from the rural areas. This figure was far larger than what the government plan
had set. In 1970—71, for instance, the government planned to hire 3,060,000
new recruits altogether, but the actual increment reached 9,830,000. They in-
cluded 8,861,000 regular employees and 969,000 temporary workers. For this
reason both total wages paid and the commodity grain sold turned out to be
larger than planned (up 2 per cent and 7.7 per cent respectively from the planned
levels in 1971).%7

In 1972 the government slashed employment to the planned level. The groups
targeted for cutbacks were temporary employees recruited from the rural areas
in 1970, “mingong” hired year-round the year for capital construction (peasants
the government mobilized for construction work at low or no wages), and those
who had illegally entered cities. With this measure the urban population enti-
tled to commodity grain rations plummeted by five million. In 1973 and 1974,
1,700,000 more returned to the rural areas.*®

While the overwhelming majority of the staff and workers in the state sector
are regular employees, temporary workers also play a significant role. The per-
centage of temporary workers within total state-sector employment peaked in
1959 at 26 per cent. It was 13.9 per cent in 1970.

Temporary workers by and large do not do skilled work and instead engage
in dangerous, heavy, and dirty work which regular employees shun. This is why
Chinese state-owned enterprises employ a vast number of temporary workers
even when they suffer from a surplus of regular employees.*’ A source not
covered in Table 1-5 reports that in 1971 there were more than nine million
temporary and rotation workers all over the country. If true, the number of
temporary workers would be far more than statistically shown. Of the nine mil-
lion, only 2.5 million were engaged in work of a temporary or seasonal nature.
Seventy per cent, or 6.5 million, were doing permanent jobs though they were
still called temporary workers.>°

In 1958 “a double-track labor system” was proposed. This was to apply the
old system to veteran workers and the new system to newly hired workers. The
traditional system thus was to apply to the regular employees who would be
retained on the job while temporary workers would be hired and released as
the enterprise needed them. This double-track system was also to promote the
“labor system for being both worker and peasant” under which temporary wor-
kers could go back to their home villages during the busy season for agricul-
ture. This plan was put into practice in a few provinces but fizzled out as the
Great Leap Forward drove ahead.’! As was earlier said, a large number of tem-
porary workers were promoted to regular employees during the Great Leap
Forward.

The “labor system for being both worker and peasant” was again tried in
1964. But as the Cultural Revolution began, “the double-track labor system”
came under fire. A campaign for the promotion of temporary and subcontract
workers to the status of regular employees again gained ground.>?



PRE-REFORM PERIOD 35

In conventional studies this “labor system for being both worker and peasant”
has been understood as a characteristic aspect of the Chinese socialist model.
But it should be remembered that precisely during the Great Leap Forward and
the Cultural Revolution, undoubtedly the periods that manifested the Chinese
model under Mao Zedong’s leadership, this labor system came under criticism.
Though this occurred only in the state sector, it should nevertheless be remem-
bered that during the Great Leap Forward and the Cultural Revolution there
was a campaign for changing the status of temporary employees to regular em-
ployees.

These moves for the mass employment of peasants in the state sector and
for the promotion of temporary workers to regular employee status during the
Great Leap Forward and the Cultural Revolution were certainly motivated by
egalitarianism. This aimed at allowing peasants and temporary workers to share
in the same privileges enjoyed by urban employees. However, this attempt even-
tually failed because the expanding range of population enjoying urban privileges
led to undue increase in wage payments and in the amounts of rationed grain
and other consumption goods which in turn caused fiscal deficits.

In the 1970s the number of temporary employees again began to increase as
Table 1-5 illustrates. The new contract worker system introduced in 1980 ad-
dressed the need for enterprises to have a temporary worker-like labor force.
The new system also was intended to undermine the privileges regular employees
automatically enjoyed until their retirement in order to remedy the problem
of “disguised employment” which state-owned enterprises generally suffered
from. During the Great Leap Forward and the Cultural Revolution, efforts were
made to overcome the existing inequalities by extending the privileges enjoyed
by urban employees to peasants flowing into cities. In contrast, the present eco-
nomic reform strives to “equalize competitive conditions” (which differs from
the equality of actual incomes) for all by reducing the sizes of the privileged
strata of working people.

Summary

Under the old system which lasted until 1978, China had the institutional frame-
work wherein the economy was centrally and administratively managed. That
system was able to contribute to Chinese economic development. By exercising
central control over the distribution of resources such as funds, goods, and labor
force, China was able to achieve a high rate of accumulation and thus to indus-
trialize. China had inherited from the past a number of negative factors, such
as a low level of income which threatened many people with hunger, enormous
population pressure, wide regional disparities, undeveloped transportation and
communication, rural autarky economy, and high illiteracy. Burdened with such
negative factors, China had to struggle to achieve along for economic construc-
tion. The socialist ideology based on Soviet orthodoxy, international isolation
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in the 1960s, and the national priorities given to military strategy were other
factors that strengthened the centralized and administrative system of econom-
ic management.

At the same time, however, the economic realities under this centralized and
administrative management system were developing on a collision course with
the dominant institutional framework. Centralization soon reached its limits
in the area of planning management, and this led to decentralization attempts
toward the end of the 1950s and in the early 1970s. But both of these attempts
stayed within the framework of administrative control. Both centralization and
decentralization within this framework proved dysfunctional.

The system dysfunction became more apparent by the mid 1970s. The im-
portance of centralized control in the allocation of producer goods diminished.
In public finance, extra-budgetary funds not incorporated with the state budg-
et began to expand rapidly. In the area of labor and distribution management,
the number of temporary workers and extra-plan employees also began increas-
ing rapidly, generating contradictions with the regular employees who were given
ample protection under the government’s labor control policy. The shift to the
new economic reform policy in the late 1970s was prompted by the contradic-
tions between the institutional framework and the economic realities that sur-
faced during the middle of the decade.
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