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A special column on the latest thinking of Chinese philosophers
and social scientists

What Is the Best Economic Setup for China?

Economists Discuss Socialist Commodity Production and
Restructuring the Economy

By the end of June 1978, a recent article stated, the stockpiles of goods
and state supplies throughout China had reached such enormous amounts that
they equalled the value of the national industrial output for the first half of
the year. A total loss of 1,000 million yuan had to be sustained in the course
of handling the stockpiles. This happened at a time when many productive
enterprises were badly in need of equipment and when shopkeepers were
hunting for one kind of consumer goods or another.!

What are the causes of occurrences like this? It doesn’t require the ex-

.. pertise of an economist to see that there is a separation of production from

marketing. A state-owned factory, for instance, has to fulfil government-
assigned production quotas but doesn’t worry about the marketing of its prod-
ucts, because that is taken care of by state commercial organizations. In
the language of the economists, there is a regulation of production by state
planning but no regulation through the market mechanism.

Comparing the experience in China with that in some other socialist
countries, people have gradually come to realize that the present economic set-
up is too weighty and clumsy for a modernizing nation. While feathering the
nests of bureaucracy, authoritarianism and inefficiency, this system of manage-
ment doesn’t take proper care of the varying economic-financial interests of

!See He Jianzhang, “Problems in the Management of a Eflanned Economy Under the
System of Ownership by the Whole People and the Orientation of Reforms,” in Jingji
Yanjiu (Economic Studies), No. 5, 1979, p. 36.
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8 SOCIAL SCIENCES IN CHINA

collectives and individuals that contribute varying levels of labor productivity
to socialism. In effect, their initiative is dampened.

But economic systems and practices are based on theory and it is the job
of economists to re-examine the basic theoretical framework of our socialist
economy. The main questions under discussion are:

What kind of economy is a socialist economy?

How does the law of value operate under socialism?

Is it necessary to adjust the socialist economy through the market
mechanism?

Socialist Production and Commodity Production

What kind of economy is a socialist economy? A whole range of differing
opinions have been expressed on the question. Some of the formulations are:

1. The socialist economy is a planned economy, even though commodi-
ties still exist at the present stage of its development.

2. It is basically, but not entirely, a commodity economy.

3. It is a planned commodity economy based on public ownership of the
means of production.

4. It is the unity of a planned economy and a commodity economy.

What is the focus of the debate? There is no controversy over the com-
modity nature of the products sold by the people’s communes to the state,
nor over the commodity nature of the consumer goods produced by state-
owned factories. But how about the means of production turned out by state
enterprises? Are they commodities or not? And what is the economic status
of the state enterprises? Are they commodity producers or not?

For years, Chinese economists generally followed the theses of J. V. Stalin
on these questions, namely, under the conditions of socialism, commodity
production “is confined to items of personal consumption”! and does not cover
the means of production. Consequently state enterprises making the means
of production are not commodity producers. These views are being challeng-
ed by many writers. A recent article by Feng Baoxing and others says:

1. Examined in the light of the universal nature of commodities, the
means of production exchanged between socialist enterprises under
ownership by the whole people are likewise products of labor pro-
duced for sale; they too embody the intrinsic nature of commodities,
possessing a use value and an exchange value. They should properly
be called commodities.

1J. V. Stalin, Economic Problems of Socialism in the U.S.S.R.,, FLP, Beijing, 1972,
p. 16.
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2. Taking the economy of a socialist country as a whole, since the items
of personal consumption produced by enterprises under ownership
by the whole people are recognized as commodities, the means of
production used to produce these items should also be recognized as
such. This is because reproduction is an integral process, in -which
the production and circulation of consumer items include the produc-
tion and circulation of the means of production, and the value of
the consumer items contains the value of the means of production
expended in the making of these items.

3. From the point of view of material interests, exchange of products
between enterprises under ownership by the whole people has to be
conducted on the principle of equal exchange, which is the most es-
sential characteristic of commodity exchange.

4. From the point of view of ownership, although the means of produc-
tion exchanged between enterprises under ownership by the whole
people remain under such ownership, these enterprises in fact treat
each other as different owners to a certain extent. This is because,
under the country’s system of graduated levels of administration, the
local authorities are partial owners of the enterprises. In addition,
each enterprise is an independent unit responsible for its own busi-

__ness accounting, controls and manages the means of ﬁroduction, and
handles part of its own income.!

Whether economists agree with these points or not, few of them would
deny that, while the state reserves the final say on the means of production
under its ownership, it is each individual enterprise that actually possesses
and uses these means of production and controls them within prescribed
limits. Labor productivity differs between enterprises as it does between in-
dividuals, giving rise to differences in material interests between them. An
article by Zhang Chaozun and others says:

Differences in financial interests exist between enterprises under
ownership by the whole people, and equal exchange is the only kind of
exchange that suits their interests. This brings a well-managed enterprise
more profit and its workers and staff more material earnings. It also
causes losses, or at least drops in profit, to a poorly managed enterprise
and spurs it on to better efforts. Thus exchange between enterprises under
ownership by the whole people remains an exchange of commodities
and cannot take any other form, such as an allocation of products. Thus
any such enterprise must be recognized as a relatively independent pro-

! Feng Baoxing, Wan Xin and Zhang Dajian, “The Socialist Economy Is a Unity of

Planneqd Economy and Commodity Economy,” in Shehui Kexue Zhanxian (Social Science
Front), No. 3, 1979.
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ducer of commodities, and has to be given relative independence in the
production and exchange of these commodities.!

Stalin characterized commodity production under socialism as “a special
kind of commodity production, commodity production without capitalists.””
Chinese economists seem to have no quarrel with him on that particular point.
They are only arguing that such commodity production covers not only con-
sumer goods but the means of production, first and foremost those turned
out by state enterprises, and that, consequently, the entire socialist economy
is essentially a commodity economy.

The Law of Value Under Socialism

The law of value, which governs commodity production, requires that
commodities be exchanged at their values. It is the regulator of a commodity
economy in that it calls for a distribution of social labor in the various depart-
ments of production proportionate to social demand.

Stalin’s view of the operation of the law of value under socialism may be
summed up as follows:

, 1. Under socialism, the law of value operates chiefly in the sphere of the
circulation of consumer goods, which are produced as commodities. In this
sphere, it functions as a regulator within certain limits.

2. The same law also influences production, because the consumer goods
needed to compensate for the labor power expended in the production process
come under its operation.

3. The operation of this law is strictly limited by the system of.the public
ownership of the means of production. It does not function as a regulator of
production.?

In the same work in which he makes the above points, Stalin refers fre-
quently to the law of the balanced (proportionate) development of the socialist
economy and formulates the basic economic law of socialism as “the securing
of the maximum satisfaction of the constantly rising material and cultural
requirements of the whole of society through the continuous expansion and
perfection of socialist production on the basis of higher techniques.”"

1 Zhang Chaozun, Xiang Qiyuan and Huang Zhenqi, “The Socialist System of Owner-
ship by the Whole People and Commodity Production,” in Jingji Yanjiu (Economic
Studies), No. 4, 1979, p. 74

2Gtalin, op. cit.,, p. 16.
3 Ibid., pp. 18-24.
41bid., pp. 40-41.
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Since many Chinese economists now recognize the socialist economy as
one kind of commodity economy, they naturally agree that the law of value
operates as a regulator of production. The question is how it regulates pro-
duction and how it is related to the law of the balanced development of the
economy and the basic economic law of socialism. ’

From the 1950s up until about a year ago, Chinese economic thinking on
this question was much influenced by Stalin’s views and tended to set the law
of value against the law of the planned, balanced development of the econo-
my. Some writers said that with the basic completion of the socialist transfor-
mation of China’s economy in the mid-1950s, the law of planned development
had superseded the law of value as the regulator of the economy. Others
declared that as the state enlarged the scope of its planning, the operation
of the law of value would be further limited. Still others spoke of an invert-
ed ratio between the importance of the two: the greater the role of the one,
the lesser the role of the other. While a commodity economy still existed,
shouldn’t the law of value be brought into play to serve socialism? Yes, but
it could only play a role supplementary to that of the law of balanced devel-
opment. ‘ |

 In the past year or so, the challenge of modernization has prompted econ-
omists to re-examine the nation’s economy and take a fresh look at the above
question. Jiang Xuemo points out: ..

There is something in common between the law of planned devel-
opment and the law of value with respect to their objective require-
ments. The law of planned development calls for a distribution of the
means of production and labor power among the various departments of
the nation’s economy proportionate to social demand, so that there will
be a co-ordinated development of the entire social production. The law
of value calls for equal exchange, i.e., an exchange of commodities accord-
ing to the amounts of socially necessary labor contained in them, and it
likewise requires a distribution of the totality of social labor among the
various departments of production according to social demand. Thus both
laws make it necessary to gear social production to social demand, to
distribute social labor, including both living labor and the accumulated
labor embodied in the means of production, in proportion as required by
society. This common objective requirement of the two laws points to
the possibility of combining regulation of the economy by planning with
regulation through the market, the two of which may complement
each other. The conventional view tends to look upon the law of valye
as a trouble-maker, which by its very nature is bound to disturb national
economic planning and play a negative role in the development of the so-
cialist economy. This trouble-maker, therefore, would have to be “re-
molded” before it could play any positive role. This erroneous view is
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rooted in a failure to see the unity between the law of planned develop-
ment and the law of value.!

Arguing along this line, economists who see the socialist economy essen-
tially as a commodity economy recognize the law of value as a regulator of
socialist production, pointing out that it doesn’t contradict, but works in tan-
dem with state planning, provided that the planners take its role into full
consideration. They also underscore the fact that, whereas under capitalism
and in pre-capitalist commodity economies the law of value operates as a
spontaneous force behind the backs of producers, under socialism it can be
followed and applied consciously by economic planners.

The Market Mechanism Under Socialism

Lin Biao and the Gang of Four were opposed to utilizing the market as a
means for developing a socialist economy. For instance, they denounced all
market fairs as vestiges of capitalism and pressed for their abolition. Under
their influence, the role of the market was neglected in the country’s economy.

It is widely known that the market is a product of commodity economy
based on the private ownership of the means of production, and it governs
production and exchange under capitalism, the most highly developed form
of commodity economy. The capitalist market embodies the interests of the
capitalists, which lie in their pursuance of surplus value.

In a socialist society based on the public ownership of the means of pro-
duction, is it necessary to adjust the economy through the market? If so,
why?

Economists point to two circumstances which make such adjustment nec-
essary: :

1. Social demand varies in a thousand ways and changes continually. Al-
though the state can meet the basic needs of the population through its eco-
nomic planning, it cannot quickly respond to and fulfil the whole complexity
of their requirements unless it operates through the market mechanism.

2. According to the analysig reported earlier in this column, economic or-
ganizations in a socialist society remain as relatively independent commodity
producers differing from each other in labor productivity and the resultant
material interests. The state can bring their initiative into play only by
recognizing their right to competition on the market.

Discussing the relation between economic planning and the market in a
socialist society, an article by Liu Guoguang and Zhao Renwei says:

1 Jiang Xuemo, “Co-ordination of Planned Readjustment and Market Regulation,” in
Jingji Yanjiu (Economic Studies), No. 8, 1979, p. 53,
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For a long time, the theories of political economy concerning social-
ism subscribed to the view that, since socialist economy is a planned econ-
omy and a capitalist economy is a market economy, the forrn/e_r is in-
compatible with the market. Later on it was admitted that commodity
production and the law of value do exist in a socialist economy. Even
then, however, the role of commodity production, the law of value and
the market mechanism and that of economic planning were regarded as
mutually exclusive, as if economic planning functioned where the market
mechanism did not, and vice versa. This view has done much harm to
our economic life.!

The article goes on to enumerate the following negative effects of the
above standpoint:

The separation of production from demand. Because of a lopsided
emphasis on planning and a neglect of the market situation, a factory
goes by the assignments from higher authorities regarding the quantity
and variety of its output without paying much attention to the actual social
demand. The products frequently do not suit the demands, while those in
demand may not be sufficiently supplied. Producers and consumers are
cut off from each other. The former do not know the needs-of the latter,
while the latter cannot_exert any influence on the former.

The divorce of prices from values. As the prices of many products
are fixed in disregard of their actual values, the quality of management
of a factory can hardly be judged from its monetary earnings or its
profit. If a factory makes profit or sustains losses, there is sometimes no
telling whether this is the result of good or poor management because the
prices related to its operations may not be reasonable. Also, little has
been done to control supply and demand through an adjustment of prices.
When supply falls short of demand, the prices have seldom been changed
to increase supply and limit demand. '

The state bears all financial responsibility. The neglect of the role
of the market also results in a system whereby the state bears all finan-
cial responsibility for the operations of an enterprise. The state brings
an enterprise, without compensation, all its fixed assets and the bulk of
its funds, which it may use or misuse without any financial responsibili-
ty. On the other hand, the enterprise has to turn over all its income to
the state, including its net income as well as most of the funds for cover-
ing its basic depreciation costs, and draws from the state treasury all its
production and welfare funds. In these circumstances, business account-
ing in an enterprise becomes a mere formality instead of serving as a

—_—

!Liu Guoguang and Zhao Renwei, “Relationship Between the Plan and the Market

In a Socialist Economy,” in Jingji Yanjiu (Economic Studies), No. 5, 1979, p. 46.
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motor propelled by the collective material interests of workers and staff
who drive production forward.

The tendency towards self-sufficiency. Failure to look at an enter-
prise in its relations with the market has led to its management from the
small producer’s standpoint instead of treating it as part of the large-scale
socialized production in which each enterprise specializes in a certain field
and co-ordinates its work with many others, The big and small indus-
trial enterprises in China are generally marked by a tendency towards
seclusion and self-sufficiency and a drive towards omnipotence. In nu-
merous cases an enterprise is run as a society in itself. There are many

reasons for this, but a major one is the attempt to cut off the market
relations of the enterprises.!

Criticizing the theory of incompatibility between socialist planning and
the market, the article points out that the antithesis of planned economic devel-
opment is spontaneity and anarchy in production but not the market. The
former is peculiar to economies based on private ownership, the latter isn’t.
The antithesis of market economy is not planned economy but natural econo-
my. Whether market relations are marked by spontaneity and anarchy de-
pends on the system of ownership. Under the conditions of socialist public
ownership, market relations can be controlled consciously for the furtherance
of the planned development of the socialist economy.2

Why People Look Askance at Commodity Economy?

How did it happen that, in the Soviet Union and in China, the role of the
market and of the law of value was neglected for a long time? He Jianzhang
has made the following analysis:

In the past, we did not recognize the socialist economy as a kind of
commodity economy and, as far as the economy based on ownership by
the whole people was concerned, we neglected to place the market and the
law of value at the service of socialist construction. The social origin of
this phenomenon was the serious influence of small production. Small
production forms the basis of a self-sufficient natural economy, in which
every household is a world in itself and the head of the family commands
all its economic operations. The small producer is, by his very nature,
exclusive of commodity circulation and market relations, in which in-
tense competition prevails, prices may change at any moment and the
commodity producer, being at the mercy of the spontaneous forces of the

1Ibid., pp. 46-47.
21bid., p. 47.
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market, may go bankrupt at any time. . . . The small producer cannot
avoid being swept into the whirlpool of commodity circulation, yet by
instinct he tries to resist such a process, entertaining the illusion that he
might be able to return to the kingdom of a natural economy. C B

In Russia, monopoly capitalism did not dominate the economy before
the socialist revolution, capitalist commodity economy had not undergone
a sufficient development, and the rural population accounted for 82 per
cent of the nation’s total in 1913. In some regions in the countryside,
the natural economy was experiencing a transition to a commodity econo-
my, while elsewhere patriarchal small production and manors under feu-
dal serfdom were still dominant. . . . The force of habit of small pro-
ducers could not but have a serious impact on the way people looked at
the socialist economy. Soviet economists spoke of it as a natural, self-
sufficient economy and the program of the Russian Communist Party
(Bolsheviks) dated 1919 referred to “the replacement of commerce by a
planned, nationally organized exchange of products.” Later experience
proved that, owing to the co-existence of ‘several economic sectors, the
exchange and circulation of commodities could not be done away with.
. . . Stalin said that commodity production was necessary while two
kinds of socialist ownership, ownership by the whole people and collective
ownership, existed alongside each other. Though making an important
contribution to Marxism-Leninism, actually he continued to see the cir-
culation of commodities and the law of value as vestiges of the old so-
ciety, tried to limit them as far as possible, excluded the means of pro-
duction from the sphere of commodity circulation, and stressed that the
law of value did not play the role of a regulator in socialist production.
Soviet economists, including Stalin himself, did not free themselves ide-
ologically from the influence of the outlook of natural economy typical
of the small producer.

Under the impact of this outlook, the Soviet setup for planning and
management seldom took into consideration the laws of commodity econ-
omy, principally the law of value. Modelled on the pattern of small pro-
duction, the entire national economy could be likened to a colossal house-
hold, in which the patriarch, i.e., the state, assigned compulsory targets to
producers, who must do everything he said. All products must be turned
over to the state, which in turn supplied all means of production. The
feudal sovereign with his absolute power and the rigid hierarchy of
bureaucratic organs in Tsarist Russia were related to each other much like
the elders and their subordinates in a small producer’s family. To a cer-
tain extent, the centralized system of planning and management in the
Soviet Union took shape under the influence of the feudal, autocratic
bureaucracy based on small production in Tsarist Russia.
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After liberation, China followed the Soviet system of planning and
management and has kept within its general framework ever since. There
are many reasons for this. For one thing, China has not summed up her
valuable experience in utilizing the market and the law of wvalue, such
as her experience during the period of economic rehabilitation im-
mediately after liberation (1949-52), the period of the First Five-
Year Plan (1953-57), and the period of economic readjustment in
the early 1960s. Secondly, compared with Russia before the
October Revolution, commodity economy was even less developed and
small production accounted for a still bigger proportion of national pro-

du.ctic.m in old China, giving rise to a like-mindedness with the economic
thinking of the small producer in the Soviet Union.!

Reorientation

The fol.lowing are some typical questions and answers concerning
the revamping of the nation’s economic setup now under discussion among
economists:2 )

Q.: What should be the basis of the production plan of an enterprise?

A.: Tt should be based on social demand. While state planning is based
on social dem.and in a general sense, it cannot possibly meet the wide range
of gyer—changmg demands in all fields of socio-economic life. Nor can it take
into .account. the specific conditions in each and every enterprise. If produc-
tion is to suit demand, the plan of an enterprise must not be based on in-
flexible targets h.anded down by the higher authorities, but on market de-
mands and the circumstances and interests of each enterprise ‘under general

state guidance, and should be signed into contracts between producer and sell-
er, or between buyer and seller.

Q.: How will the products be marketed?

A.: An end must be put to the practice whereby state commercial de-
partments buy up all products regardless of their marketability. This applies
to consumer goods as well as the means of production. Everything must be
sold on the market, except. for a few items which are expected to be in short
supply for quite some time and which may be distributed by the state
through consultation with various quarters, The means of production should
be marketed through direct arrangements between producer and seller or
through the medium of wholesalers. .

Q.: What will be the financial responsibilities of a state enterprise?

A.: It should be made fully responsible for its profits or losses. This will

1He Jianzhang, op. cit., pp. 39-41.
2Cf. Liu Guoguang and Zhao Renwei, op. cit,, pp. 49-53.
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be a fundamental departure from the present practice of the government pay-
ing for nearly all its expenses and taking over the bulk of its income.

Q.: In what way will this new system be put into effect?

A.: Apart from paying government taxes and loans, a state enterprise
will no longer turn over its profit to the government, but will use’ it for in-
vestment in extended reproduction, for raising the wages and salaries of its
workers and employees, and for increasing their welfare funds. It may con-
tract loans from state banks and use them as capital construction or circulat-
ing funds, which will no longer be provided by the government without com-
pensation.

Q.: What about prices? Will there be any change in the present price
policy?

A.: Yes, of course. Political economists say changes in the values of prod-
ucts, which result from changes in labor productivity, are the ultimate causes
of price changes. For a long time, denial of the role of the law of value as a
regulator of socialist production led to the belief that, in a planned socialist
economy, prices should stay where they are almost indefinitely. But as labor
productivity in industry rises faster than that in agriculture in China at pres-
ent, fixing the prices of industrial goods merely serves to widen the discrep-
ancies between them and farm prices. Also, fixed prices cannot reflect the
changes in supply and demand, and consequently cannot be used as a means
to adjust the relations between the two, nor as a lever for improving produc-
tion and business management. All this points to the need to readjust prices
from time to time and to float the prices of certain commodities.

Q.: How do Chinese economists look at competition? Do they think it
is compatible with socialism?

A.: A number of them have recently expressed the view that there is
no commodity economy without competition, which is an important force
that drives society forward. Under capitalism it aggravates anarchy in pro-
duction, gives the reins to speculation and profiteering, and results in the
triumph of certain people and the ruin of others. Under socialism it remains
a means of promoting economic and technological progress. Certain poorly
managed enterprises will pass out of existence in the course of competition,
but they will be remolded to serve more useful purposes, and their personnel
will be assigned to new jobs without suffering such tragic consequences as

under capitalism.

— Written by Gao Zhihua
Translated by Zhao Guanglu
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Social Sciences in China presents its first issue to the reading public with
papers on world economics, political economy, the reform of China’s system of
economic management, Chinese philosophy, ethnology, ancient and modern
Chinese history, and the history of the Communist Party of China.

INTERNATIONAL DIVISION OF LABOR AND CHINA’S ECONOMIC RELA-
TIONS WITH FOREIGN COUNTRIES, by Yuan Wengi, Dai Lunzhang and
Wang Linsheng, is a pioneer paper on the subject in China and bears the fol-
lowing features:

The paper states that the growth of productive forces is the factor deter-
mining the emergence and expansion of the international division of labor,
which represents an inevitable trend of development — the trend of production
on a social scale becoming production on an international scale. Under the con-
ditions of the co-existence of socialist and capitalist countries, the international
division of labor remains an inevitable historical trend.

Basing themselves on the thinking of classical Marxist writers, the authors
affirm the “rational kernel” in David Ricardo’s theory of comparative costs, ex-
plain the reasons why social labor is saved through an international division
of labor, examine the functioning of the law of value on the vxlr'orld market, and
define unequal exchange in its real sense.

From the standpoint of economic laws, the paper analyses the need and
possibility for China to turn the international division of labor to good ac-
count in the interest of her modernization, and inquires into the ways by
which it may be utilized for this purpose. (See pp. 22-47)

THE THEORY OF AN ENTERPRISE-BASED ECONOMY by Jiang Yiwei, a
specialist in industrial economics, answers the question: What is the key to
the reform of China’s economic structure? Standing neither for centraliza-
tion nor for decentralization of economic power within the framework of the
government, the author thinks the key lies in recognizing the independence of
the enterprises. The basic units in a socialist economy, he says, should be en-
terprises enjoying independence. Each of them should be a dynamic organism.
Guided by state plans, it should be able to choose and to expand or cut down
its labor force, means of labor and objects of labor according to market supply
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and demand and operate and develop by itself. Under socialism an enterprise
must of course subordinate its interests to those of society as a whole, but it
also has to work for its own interests. The state and the enterprises are re-
lated to each other by ties of economic interests, and state leadership over the
enterprises should be effected mainly by economic and not administrative
means. Far from contradicting socialist principles, the author concludes, this
is a much better way to apply these principles. (See pp. 48-70)

INVESTIGATION REPORT: ENTERPRISES IN SICHUAN PROVINCE
ACQUIRE GREATER INDEPENDENCE, by Ren Tao, Sun Huaiyang and Liu
Jinglin, sums up the experiments carried out in 100 enterprises in Sichuan to
increase their independence. The report states that the try-out has generally
been successful because of a system making the economic benefits of an en-
terprise and its staff and workers dependent on their economic performance
and fulfilment of economic responsibilities. The authors see the granting of
greater independence to the enterprises as a first step towards reforming the
country’s economic structure, and discuss problems arising from the experi-
ments. (See pp. 201-15)

Other discussions among Chinese economists on commodity production, the
law. of value and the market mechanism under socialism and questions of
changing China’s economic setup are covered in CURRENT IDEAS (See pp. 7-
17) a regular column on the thinking of Chinese philosophers and social
scientists.

PROBLEMS OF CONFLICT AND FUSION OF NATIONALITIES IN CHINESE
HISTORY, by the late Fan Wenlan, one of China’s foremost Marxist historians,
is an investigation into the ancestry of the Chinese nation in general and of
the Han nationality in particular. The author takes a positive view of the con-
flicts among nationalities in China’s history. Since the Qin-Han period, he
states, China has basically remained a united country, the splits and divisions
being temporary. Most wars in Chinese history were national struggles, often
resulting in many independent regimes and ushering in a dark period for the
country. But there were two sides to these dark periods, that of merciless
struggle and that of national fusion, and the end of each struggle marked the
consummation of each effort at fusion. When viewed as part of an unavoid-
able process of national fusion, the conflicts were beneficial to the warring

parties. The losses were temporary, the gains enduring. (See pp. 71-82)

CHINESE PHILOSOPHY, written by Yueh-lin Chin (Jin Yuelin) in English back
in 1943, compares classical Chinese philosophy with Western and Indian philos-
ophies. The author outlines the characteristics of the dominant schools of
Chinese philosophy as enthusiasm in life in the present world and a certain
aloofness from the other world, a lack of logical and epistemological con-
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sciousness, and the standpoint of the unity of man and nature. Chinese philos-
ophy, he says, forms an organic whole with socio-political thought and ethical
concepts. In the absence of specialization in academic disciplines, practically
all Chinese philosophers are Socrateses, big and small. Stressing the unity of
one’s ideas and deeds, the philosopher himself becomes the embodiment of his
philosophy.

In the course of his exposition, the author reveals what he expects of Chi-
nese philosophy: adherence to its splendid tradition of showing an unfailing
interest in life, of being at one with politics, and of matching action with
thought, and assimilation of the best elements in Western philosophy, which
differentiates man from nature, devotes itself to the task of changing nature,
goes deep into logic and epistemology, and furthers its progress through
highly specialized research work. (See pp. 83-93)

ETHNIC IDENTIFICATION IN CHINA by Hsiao-tung Fei (Fei Xiaotong) ana-
lyses the characteristics of the ethnic situation in China and explains why
the country has to cope with the enormous job of identifying her nationali-
ties. It shows how the work has been done with the guidance of Marxism-
Leninism, particularly its principle of making concrete analysis of concrete
conditions. i

The work will go on for a long time, however. As the article shows,
field investigation is still impossible in certain areas, no conclusions can yet
be reached on a number of questions, and some of the officially announced
conclusions require re-examination. Since national groups are products of
history, their status may change in the course of time. The author discusses

some of the unsettled questions and offers clues to their solution. (See pp.
94-107)

THE FIRST NATIONAL CONGRESS OF THE COMMUNIST PARTY OF
CHINA: A VERIFICATION OF THE DATE OF CONVOCATION AND THE
NUMBER OF PARTICIPANTS, by Shao Weizheng, solves two long-standing
questions in the study of the history of the CPC. Basing himself on a wide
range of Chinese and foreign sources and a number of personal interviews, the
author comes to the conclusion that the First Party Congress met from July 23
to July 31, 1921, and verifies the number of participants as 13. All factual
details in the article are preserved in the translation. (See pp. 108-29)

THE TAIPING PEASANT WAR AND THE TRAGEDY AT NANJING, by Li
Kan, points out that the fratricidal strife among the foremost leaders of the
Taiping Heavenly Kingdom, which broke out in September 1856, was a result
of the feudalization of the Taiping regime, as can be seen from the changes in
the ideological condition of the leaders and in Taiping policies. The author also
notes the idiosyncracies, moral qualities and lines of action of leaders involved
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in the strife, including Hong Xiuquan, Yang Xiuging, Wei Changhui and Shi
Dakai, which also aggravated the tragedy.

The author affirms the need for a full evaluation of the significant role
played by the Taipings in the fight against feudalism and the historical con-
tributions of Hong Xiuquan and the other leaders. However, he points out,
limited by historical conditions and the class status of the leaders as small pro-
ducers, the Taiping Heavenly Kingdom could not possibly overthrow the feu-
dal system, and the tragedy at Nanjing was an almost inevitable development
in a peasant war of the old type — one without the leadership of a proletarian
vanguard. (See pp. 130-55)

RECENT DEVELOPMENTS IN THE STUDY OF THE TAIPING HEAVENLY
KINGDOM — A REVIEW OF THE 1979 ACADEMIC SYMPOSIUM IN NAN-
JING, by Wang Qingcheng, is a brief summary of the views stated and questions
raised by Chinese and foreign scholars at the symposium held last May. Their
studies cover Hong Xiuquan’s thinking in the early years of his career, the
religion of the Taipings, the nature of the Taiping Government and politics,
the economie policies of the regime, the military strategies of the Taipings, and
the evaluation of some of the leaders. (See pp. 156-67)

LENIN’S ANALYSIS OF FOUR KINDS OF RELATIONS OF EXCHANGE IN
RUSSIA AFTER THE OCTOBER REVOLUTION, by Luo Gengmo, points to
the inaccuracy of some widely circulated interpretations of Lenin’s theses on
the exchange relations in Soviet Russia. The author states that Lenin’s theory
on the “socialist exchange of products” forms an important part of Marxist
political economy and provides guidance for economic work in China at present
and for a long time to come. While affirming the scientific soundness of many
of the views expressed by J. V. Stalin in his Economic Problems of Socialism
in the U.S.S.R., the author disagrees with his understanding of Lenin’s formu-
lations on the state-capitalist exchange of commodities and the socialist ex-
change of products, and considers incorrect the restrictions he places on
Engels’ prediction about the disappearance of the relations of commodity
production under the socialist system of public ownership. (See pp. 168-200)

A PIONEER WORK ON ECONOMIC REFORM, a book review by Ma Jiaju,
pays tribute to a recently published collection of articles by Sun Yefang, one
of China’s leading economists. The reviewer underscores the author’s propo-
sals for restructuring China’s economy, advanced in the period from the mid-
1950s to the mid-1960s, and thinks they are of much significance even today.
(See pp. 216-27)
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International Division of Labor and China’s
Economic Relations with Foreign Countries

Yuan Wengi, Dai Lunzhang and Wang Linsheng

International division of labor is the basis of trade and all economic ties
between nations. Recognition of this fact is particularly important for China
at present, when she has made a strategic decision to expand her foreign
trade and other international economic activities as a means of achieving so-
cialist modernization through her own efforts. A study of the question of the

international division of labor is therefore of both theoretical and practical
significance for the nation.

This paper proposes to discuss the following points:

— International division of labor as an outcome of the growth of produc-
tive forces.

— International division of labor as an important means of saving social
labor.
— The expansion of China’s foreign economic relations through an interna-

‘tional division of labor as a powerful lever for accelerating her mod-
ernization.

I. International Division of Labor: An Outcome of
the Growth of Productive Forces

How did the international division of labor begin? How did it prevail?
Did it result from the growth of productive forces at a given stage, or was it

a product of man’s will? These are important questions for a Marxist theory
of world economics.

Classical writers always maintained that an international division of labor
emerged and developed at the dictates of productive forces. Here is an incisive
analysis by Marx:

.. . The great progress of the division of labour began in England after
the invention of machinery. . . . Thanks to the machine, the spinney can
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live in England while the weaver resides in the East Indies. Before the
invention of machinery, the industry of a country was carried on chiefly
with raw materials that were the products of its own soil. . . . Thanks to
the application of machinery and of steam, the division of labour was
able to assume such dimensions that large-scale industry, detached-from the
national soil, depends entirely on the world market, on international ex-
change, on an international division of labour.!

This makes it clear that an international division of labor was the logical
outcome of a highly developed division of labor in society, which in turn was
connected directly with the application of machinery, and that machine pro-
duction was the decisive factor which removed the national barriers to this
division and gave it an international character.

Division of labor dates back to primitive society in the later stages of its
development. The three major divisions of labor that took place in human
history were accompanied by three major splits in society arising from the
growth of productive forces.

Generally speaking, division of labor developed to a slight degree in pre-
capitalist societies because of the low level of productive forces. Conditions
were not yet ripe in any country for its expansion into an international system.
Many countries did engage in foreign trade, but it was based mainly on a di-
vision. of labor at home and showed no essential difference from domestic
trade. Such foreign trade was geographically limited, and the amount of goods
for international exchange was small as compared with the total national
product, indicating the predominance of a natural economy. Far from being
worldwide, foreign trade was confined mainly to a given area. The merchandise
consisted mostly of native products and local specialities or luxuries for the
ruling classes. The slave-owners and feudal landlords could carry on with
their fief or manor economy and the peasants and handicraftsmen with their
atomized economy independent of foreign trade, which played an insignificant

role in sustaining social reproduction and meeting the needs of the population.
As Lenin said:

Under the old modes of production, economic units could exist for cen-
turies without undergoing any change either in character or in size, and
without extending beyond the landlord’s manor, the peasant village or the
small neighbouring market for the rural artisans and small industrialists
(the so-called handicraftsmen).”

The above-stated characteristics and functions of foreign trade in pre-capital-
ist societies indicated the non-existence of an international division of labor,

-—_—
! Marx, The Poverty of Philosophy, Foreign Languages Press, Beijing, 1978, pp. 134-35.

2 Lenin, Collected Works, Foreign Languages Publishing House, Moscow, 1960, Vol. 3,
p. 66.
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The picture became entirely different in the 18th and early 19th cen-
turies, when the Industrial Revolution swept Britain and other European coun-
tries and modern industry took its rise. The application of machinery was
coupled with rapid progress in the division of labor in these countries, deepen-
ing as never before the inter-relations and inter-dependence between all
spheres, departments and units of social production. Engels said:

The spinning wheel, the hand-loom and the blacksmith’s hammer were
replaced by the spinning machine, the power-loom and the steam hammer,
and the individual workshop by the factory commanding the co-operation
of hundreds and thousands of workmen. Like the means of production,
production itself changed from a series of individual operations into a series
of social acts, and the products from individual into social products.!

Here Engels not only elucidated the entire concept of the change from indi-
vidual to social production, but pointed to the fact that the advent of modern
industry had culminated in the rise of large-scale capitalist social production,
as manifest in the completely social character of the means of production,
the production processes and the products. The means of production brought
together from different regions had changed from those for scattered, indi-
vidual use to those for concentrated use by factories employing large numbers
of workers. While once it could have been the job of one person, production
was now a collective effort, calling for the co-operation of many factories, and
the products were turned out for society at large.

. How did machine production put the division of labor in one country or
another on an international basis and give social production an international
orientation?

Social production by machinery put an end to national isolation and
seclusion, bringing many countries and regions into the orbit-‘of an interna-
tional division of labor. Manufacture, as Marx pointed out, was not able to
make a clean sweep of small-scale production, nor could it embrace produc-
tion in society as a whole. Small-scale production was elbowed out wholesale
only after manufacture had been replaced by machine production. The huge
quantities of cheap commodities produced by modern industry were the heavy
artillery that battered down the “Great Walls” of all ancient nations. Only
large-scale production could “draw from under the feet of industry the na-
tional ground on which it stood” and “destroy all old-established national in-
dustries,”? involving a series of countries in an international division of labor
and international exchange.

As an inexorable law, social production by machinery. was bound to
breach through national barriers as it grew bigger and bigger. As Lenin said:

! Engels, Anti-Diihring, FLP, Beijing, 1976, pp. 345-46.
2Cf, Marx and Engels, Manifesto of the Communist Party, FLP, Beijing, 1975, p. 31.
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... Capitalism is in no position fo go on repeating the same processes of
production on the former scale, under unchanging conditions (as was the
case under pre-capitalist regimes), and it inevitably leads to an unlimited
growth of production which overflows the old, narrow limits of earlier eco-
nomic units.! ‘

The application of giant machinery resulted in a continuous expansion in
production scale and capacity, so that more and more new markets had to be
found for the growing quantities of products in addition to the home market.
The sharp rises in production also created an enormous demand for raw ma-
terials, and big industries opened up new sources of cheap raw materials over-
seas. As the Manifesto of the Communist Party said, big industries “no longer
work up indigenous raw material, but raw material drawn from the remotest
zones” and their products “are consumed, not only at home, but in every
quarter of the globe.”> After the Industrial Revolution, for example, modern
industry developed so rapidly in England that her products far outstripped
domestic demand. By the mid-19th century Britain had to turn to international
markets for the sale of half of her industrial products and to sources abroad
for the greater part of raw materials needed at home. This was especially true
of her cotton textile industry, which shipped abroad 80 per cent of its cotton
piece goods and imported all the cotton it needed. The exports of England increas-
ed seven times between 1801 and 1850. With the emergence of large-scale pro-
duction by machinery, industrial cities sprang up one after another, and their
growing population needed ever bigger amounts of foodstuffs and industrial
products. These cities had to bring in consumer goods from other parts of the
country and from abroad. Between 1852 and 1859, 26.5 per cent of Britain’s
wheat consumption was imported, and the proportion exceeded 48 per cent
during 1868-75.3

That was how modern industry drew countries at all levels of economic
development — countries which exported industrial products or raw materials
and foodstuffs — into the international division of labor and the world market.
“In place of the old local and national seclusion and self-sufficiency, we have
intercourse in every direction, universal interdependence of nations.’”

Modern industry also provided a material and technical base for the de-
velopment of shipbuilding, railway transport and telecommunications, which
were necessary for the formation and expansion of an international division of
labor.

1 Lenin, Collected Works, FLPH, Moscow, 1960, Vol. 3, p. 590.
2Marx and Engels, op. cit.,, p. 37.

3The Economic Histories of Foreign Countries (in Chinese), compiled by Fan Kang
and Song Zexing, the People’s Publishing House, Beijing, 1965, Vol. I, pp. 78 and 92,

“Marx and Engels, op. cit, p. 37.
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Clearly, modern industry played a decisive role in developing the division
of labor in individual countries into an international system and social pro-
duction into international production.

Practice is the only yardstick of truth. It has time and again borne out
the truth of the scientific thesis of classical Marxist writers that an interna-
tional division of labor emerged and developed at the dictates of social produc-
tive forces. The period of the world’s first scientific and technological rev-
olution, which ushered in modern industry, only saw the beginning of the
system of international division of labor and internationalized production,
which deepened and broadened along with the growth of productive forces
and the progress in science and technology. Lenin said:

At a definite stage in the development of exchange, at a definite stage
in the growth of large-scale production, namely, at the stage which was
attained towards the turn of the century, exchange so internationalized
economic relations and capital, and large-scale production assumed such
proportions that monopoly began to replace free competition.!

The second scientific and technological revolution took place at the turn of the
century, when new steel-making methods, generators, internal combustion
engines and electric motors came into wide use and many new branches were

-added to the chemical, non-ferrous metal and light metal smelting industries.
The swift progress in science and technology brought in its train the growth of
capitalist production and the replacement of free competition by monopoly. The
international division of labor culminated in the formation of a single world
market. “. . . Already under capitalism, all economic, political and spiritual life
is becoming more and more international.”””

The third scientific and technological revolution following the conclusion
of World War II, in particular, brought into existence a series of new indus-
tries such as high polymer synthesis, atomic energy, electronics and astro-
nautics. This exerted a profound and extensive influence on the international
division of labor, which underwent great changes in form and trend of de-
velopment. This revolution, relatively speaking, weakened the role of devel-
oping countries as suppliers of raw materials and foodstuffs for developed
capitalist countries. Thus the latter could no longer keep intact the old forms
of division of labor between themselves and the former. On the other hand,
the revolution strengthened the division of labor between the developed capi-
talist countries, bringing about a quick change in the form of the international
division of labor, namely, a change from inter-industry specialization to intra-
industry specialization. ‘

1 Lenin, Collected Works, Progress Publishers, Moscow, 1964, Vol. 22, p. 104,
2Lenin, Collected Works, FLPH, Moscow, 1963, Vol. 19, p. 246.

INTERNATIONAL DIVISION OF LABOR 27

Scientific-technological progress also multiplied the gradations within the
industries, making the products more varied and their production processes
more complicated. Specialized equipment and technology were needed to enable
the products to measure up to the required standards. The specialized equip-
ment needed was sophisticated, though generally not in large quantity. At the
same time, large funds were needed for scientific research, which had to be
conducted in a big way to enable the products to meet the required standards.
Under these conditions, only production in enormous quantities was economi-
cally feasible, but this type of production was not profitable for any single
country to undertake with its limited domestic market, capital, equipment and
technical force. Specialization and co-operation on an international scale were
the only way out, and manifested itself in the following forms:

(1) Specialization in products of different types and specifications. Take
tractors for instance. According to data published by the United Nations Focd
and Agriculture Organization, in the early 1960s as many as 350 types of wheel
and 170 types of caterpillar tractors were traded through international chan-
nels. Roughly speaking, the United States exports mainly big horse-power
wheel and caterpillar types, Britain medium wheel types and West Germany
small wheel types. Most of the British and West German tractors go to the
international market, of which some are exported to principal tractor-produc-
ing countries. -

(2) Specialization in component parts and accessories. This kind of in-
ternational specialization is now very common. For instance, Britain manu-
factures jet engines for the aircraft industry of the United States, France and
other countries while U.S. companies produce electrical appliances and acces-
sories for other countries. This form of production is now ever more widely
used by enterprises in capitalist countries. Take the machine-building in-
dustry. None of the “Type 360” electronic computers of 1.B.M. of the United
States is made by the company on its own. Its parts are produced by sub-

_ sidiary companies in several West European countries before assembly in the

United States. Of the machines exported by the United States, Britain and
France in 1960, 40 per cent were so-called “integrated international products,”
namely, products assembled entirely or partly from foreign-made parts, and
the proportion rose to 48 per cent in 1970.

(3) Specialization in technological processes. For the manufacture of
chemical products the West German monopoly Bayer AG., for example, has
established relations of co-operation with 35,000 enterprises at home and
abroad, to which it provides intermediate products for processing into final
products.

The deepening of international intra-industry specialization was reflect-
ed also in trade figures for the post-World War II period. In the 1960s,
the intra-industry trade of the 11 principal industrial countries —the United
States, Britain, France, West Germany, Japan, Italy, Holland, Belgium, Luxem-
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bourg, Canada and Australia had risen to approximately half of their total
volume of foreign trade, with the chemical and machine-building industries
figuring most prominently on the list.

The deepening international division of labor played an ever more impor-
tant role in the economic development of many countries, which became more
and more dependent on external markets. The fact that in the post-war years
foreign trade earnings have taken up an increasingly greater percentage in the
GNP of developed capitalist countries speaks volumes for the new depth and
breadth of the international division oi labor. In 1950-78, the percentage of
export trade earnings in the GNP rose from 3.6 to 6.9 in the United States;
from 7.6* to 11.7 in Japan; from 8.5 to 22.3 in West Germany; from 17.5 to
23.7 in Britain; from 10.5 to 16.8 in France; and from 9.8** to 21.5 in Italy.!

The above situation was caused by competition amongst monopoly groups
and reflected the deepening of specialization in international intra-industry
production. This deepening, which marks a new stage in the development of
the present-day international division of labor, is a result of the third scientific
and technological revolution. Practice has once again proved that productive
forces are decisive to the rise and development of the international division of
labor. However, as productive forces invariably develop under specific rela-
tions of production, the nature of the international division of labor is also
conditioned by the relations of production.

In the Manifesto of the Communist Party Marx and Engels said:

Just as it [the bourgeoisie] has made the country dependent on the
- towns, so it has made . . . nations of peasants [dependent] on nations of
bourgeois, the East on the West.?

Under capitalism, therefore, the basic pattern of the international division
of labor is the antitheses between “the world’s towns” and ‘“‘the world’s coun-
tryside.” Such a division is necessarily compulsory, abnormal and exploitative in
character.

Under capitalism, especially under imperialism, the division of labor be-
tween economically developed and underdeveloped countries is in most cases
carried out by compulsory, extraeconomic means in addition to economic means.
Monopoly capital has subordinated colonial and semi-colonial economies to im-
perialist countries and turned the former into markets or suppliers of raw ma-
terials and food grain for the latter. Thus, economically underdeveloped
countries have been reduced to agrarian countries with a lopsided specializa-

-
* 1952 figure.
** 1951 figure.

{ Calculated according to the data published in the 1959 supplement to the Internationgl
Financial Statistics of the IMF and in the June 1979 issue of the same journal,

2Marx and Engels, op. cit.,, p. 38.
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tion in the production of raw materials and food grain. As a result of this kind
of international division of labor, the economic and trade ties between im-
perialist states and colonial countries have never been based on the principle
of equality and mutual benefit, but on the ruthless exploitation and _plunder
of the latter by the former. -

It should be pointed out that, to free themselves from economic stagnation
and increase their profits, developed capitalist countries are trying to push a
“new international division of labor” by shifting part of their industries to
developing countries. This is essentially the same thing as what capitalist in-
ternational division of labor used to be, except for some changes in form and
trend. Although Third World countries can develop their industries to some
extent through the ‘“‘new international division of labor,” they are unable to
expand their national economies independently. The abnormal and exploita-
tive nature of the capitalist international division of labor remains basically
unchanged.

To push its hegemonism, Soviet social-imperialism uses the compulsory
and irrational “international division of labor” as a means of expansion. Flaunt-
ing the signboard of a “socialist international division of labor,” it has tried to
fob off “economic integration” on the Comecon in order to control other Come-
con member countries politically through an “international division of labor.”

While the nature and characteristics of the international division of labor
are conditioned by the relations of production, we should distinguish between,
and not lump together, the objective inevitability of an international division of
labor which is determined by productive forces and the social nature of this di-
vision.

Marxism-Leninism holds that the development of productive forces is
always a progressive historical trend. This also applies to the international
division of labor, which is a manifestation as well as an outcome of the de-

velopment of productive forces. Speaking of the progressiveness of the inter-
national division of labor, Stalin said:

The further development of capitalism . . . bound peoples of the most
diverse types by the ties of international division of labor and all-round
mutual dependence. In so far as this process was a reflection of the colossal
development of productive forces, in so far as it helped to destroy national
aloofness and the opposition of interests of the various peoples, it was
and is a progressive process, for it is creating the material prerequisites for
the future world socialist economic system.!

However, where the capitalist relations of production prevail, this union of
various peoples is not based on equality, mutual benefit and voluntariness but
on oppression and exploitation. “For that reason we find that, side by side

! Stalin, Works, FLPH, Moscow, 1953, Vol. 5, p. 184.
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with the tendency towards union, there arose a tendency to destroy the forcible
forms of such union.”! At present, the latter tendency finds its expression in
the struggle of the Third World countries and peoples against imperialist en-
slavement and exploitation and for economic and political independence. But
this does not mean that the tendency towards economic union will stop under
socialism or that the international division of labor will cease to exist with the
end of the capitalist system. On the contrary, this division will develop still
further under socialism. Here is a scientific forecast made by Engels more than
a century ago:

Capitalist industry has already made itself relatively independent of
the local limitations of production at the places of origin of its raw ma-
terials . Spanish iron ore is worked up in England and Germany, and
Spanish and South American copper ores in England. . . . Society liberated
from the barriers of capitalist production can go much further still.

Here the “society liberated from the barriers of capitalist production” refers

definitely to a socialist society. In other words, the international division of
labor is also an irresistible trend under socialism.

II. International Division of Labor: An Important
’ Means of Saving Social Labor

The international division of labor drives productive forces forward because
it reduces social labor.

Classical bourgeois political economy, one of the three scurces of Marx-
ism, has explained the reason why an international division of labor can re-
duce social labor. Both Adam Smith’s theory of territorial division of labor
and David Ricardo’s doctrine of comparative advantages of production contain
rational kernels, as can be seen from the works of classical Marxist writers.

As is known, Adam Smith’s thesis on the territorial division of labor is
that every country stands to gain from such a division. As an example he
said that if one country produced woolens with less labor while the same was
true of another country in the production of wines, then each of the two coun-
tries should specialize in making less labor-consuming things for exchange with
the other. This, he said, would save labor, to the advantage of both sides.?

1Ibid., p. 185.

2 Engels, Anti-Dilhring, FLP, Beijing, 1976, pp. 385-86.

3See Adam Smith, The Wealth of Nations, G. Bell and Sons Ltd., London, 1925, Vol. 1,
pp. 457-59,
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David Ricardo carried this thesis of Smith’s further by dwelling on the
merits of free trade. In his opinion, two countries could benefit from trade
not only when the labor productivity for the export items of one country was
higher than that for corresponding items in another country, but also when the
labor productivity in all departments in one country was lower than that in
the other. Elaborating Smith’s example to prove his point, he assumed that in
England the labor of 100 workers for a year was needed to produce a certain
amount of cloth and the labor of 120 workers for a year was needed to pro-
duce a certain amount of wine, while in Portugal the labor of only 90 and 80
workers for a year was needed for the same purposes. Portugal beat England
in the productivity for both items, especially for wine. Thus it would be a
good idea for Portugal to concentrate on wine and not on both items and to
exchange its wine for British cloth. In other words, through foreign trade
Portugal could exchange a definite amount of wine produced by the labor of
80 workers in a year for a definite amount of cloth that would otherwise have
taken the labor of 90 workers in a year to produce. Such an exchange would
save Portugal the labor of 10 workers a year with obvious benefits. England
would be exchanging its cloth produced by the labor of 100 workers in a year
for the amount of wine produced by the labor of only 80 workers in a year.
But since it would otherwise have taken the labor of 120 English workers in
a year to produce the same amount of wine, the exchange would save Eng-
land 20 workers’ labor in"a jeaf and therefore would also be advantageous.!

The rational kernel in Ricardo’s theory of comparative advantages of pro-
duction lies in the fact that it is based on the theory of labor value and also
on his correct view that in the international exchange of commodities the de-
cisive factor is the comparative advantages of production rather than the ab-
solute amounts of labor spent on the production of these commodities. Under
certain conditions it is possible to put into practice Ricardo’s thesis that coun-
tries at different levels of development of productive forces can, through ex-
changing one commodity for another, gain more benefits than if they produce
the latter by themselves. Marx also said that in international exchange a
country with a lower labor productivity, namely, an economically underde-
veloped country, “may offer more materialized labor in kind than it receives,
and yet thereby receive commodities cheaper than it could produce them.”?

It should be noted that the theory of international division of labor and
of comparative costs of production advanced by classical bourgeois political
economists have serious flaws. Due to their bourgeois limitations, both Smith
and Ricardo approached economic phenomena from an a-historical angle. Study-
ing economic questions out of the context of the capitalist mode of production,

!See David Ricardo, Principles of Political Economy and Taxation, Everyman’s Library
edition, London, 1937, pp. 81-83.

2 Marx, Capital, FLPH, Moscow, 1959, Vol. III, p. 232.
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they regarded capitalism as a natural and everlasting social formation, and
consequently the system of an international division of labor then being es-
tablished as also natural and everlasting, with other regions of the world acting
as agricultural and raw material satellites which revolved around the “in-
dustrial sun” — Britain. They held that the various countries could turn out
products at absolutely and relatively low costs and exchange them through free
trade to the advantage of all. That is why the theories of Adam Smith and
David Ricardo became the theoretical basis of free trade. Free trade at that
time actually meant the freedom of Britain to dump its cheap industrial goods
onto the markets of other countries and the freedom of factory owners to step
up their exploitation of the workers. The theory of international division of
labor and the theory of comparative costs of production of classical bourgeois
political economists cover up the exploitative nature of capitalist economic re-
lations, thereby forfeiting their scientific integrity. Nevertheless, these theories
had their progressive side. In their time they stood the British industrial bour-
geoisie in good stead in their drive for free trade and played a positive role
in the struggle to liberate social productive forces from the feudal yoke. Since
the advent of imperialism, the hired scholars of monopoly capital have used the
theory of comparative costs of production to embellish the international divi-
sion of labor by which imperialism carries out plunder, thereby vulgarizing the
theory and making it an apologia for imperialism.

The domination of the capitalist relations of production on a world scale
has given a lopsided character to the international division of labor and to the
economizing of social labor. Consequently, as mere economic appendages the
colonies and dependencies orient their production towards the needs of their
“mother countries.” Where anarchy in production prevails, economy of social
labor is realized through the spontaneous operation of the law of value on the
international market. Each capitalist only concerns himself ‘with economizing
the capital he has paid out, so as to enlarge the amount of surplus value, rather
than economizing the labor of the entire society. This makes it impossible to
make rational use of resources and inevitably causes waste and destruction to
them. Marx once pointed out, “We are told that free trade could create an in-
ternational division of labor and thereby give to each country those branches of
production most in harmony with its natural advantages.”t The West Indies
with its special natural conditions, he said, could provide coffee and cane sugar,
but the East Indies could reduce them to nought if it could offer a more com-
petitive price. While revealing the “Gospel” of capitalist free trade for what
it is, this statement of Marx’s also shows that there is bound to be waste and
destruction in the capitalist system of the international division of labor. The
labor productivity for certain products or in certain departments in a colony or
dependency may be very high and may be a saving on social labor when viewed

! Marx, The Poverty of Philosophy, FLP, Beijing, 1978, p. 205,
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locally and temporarily. But with a single-product economy or the over-devel-
opment of a few products, the majority of the sectors in the economy remain
extremely backward and the level of productive forces of the entire society low
and stagnant. Thus the saving on labor is one-sided from an over-all and long-
term point of view. It can therefore only provide capitalists of the metropoli-
tan countries with a source of extra profit and bring poverty and misery to
colonies and dependencies.

From the above it is clear that whether an international division of labor
can bring a country genuine economy of social labor and a sound development
of its economy depends on the internal as well as external conditions of that
country. An international division of labor can play its proper role and a lop-
sided single-product economy can be avoided only when the colonies and de-
pendencies have won political independence, removed the internal and exter-
nal obstacles to their economic development and established foreign economic
relations based on equality and mutual benefit. As Marx said:

By ruining handicraft production in other countries, machinery forcibly
converts them into fields for the supply of its raw material . . . a new and
international division of labor, a division suited to the requirements of the
chief centres of modern industry springs up, and converts one part of the
globe into a chiefly agricultural field of production, for supplying the other
part which remains a chiefly industrial field.!

While making this statement Marx cited the figures of the United States’

cotton and grain export to Britain as an example of such international division
of labor. He said:

The economic development of the United States is itself a product of

European, more especially of English modern industry. In their present
form (1866) the States must still be considered a European colony.>

Nevertheless, this situation is not unchangeable. Imperialism has stamped
the international division of labor with a brand of abnormality which will grad-
ually disappear with changes in the conditions of social production in the col-
onies and dependencies. The. period following the Civil War of 1861-65 in
the United States paved the way for the country’s capitalist industrialization
and witnessed a swift development of its economy. Therefore, in the fourth
edition of Capital published in 1890 Engels added a footnote:

Since then they (the United States) have developed into the country
whose industry holds second place in the world, without on that account
entirely losing their colonial character.?

! Marx, Capital, FLPH, Moscow, 1959, Vol. I, p. 451.
2Ibid., p, 451, footnote.
3Ibid., pPp. 451-53.
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The colonial character here refers mainly to the vestiges remaining in the
economic relations between the United States and its former “mother country”
— vestiges which manifested themselves in the fact that industrial goods ac-
counted for a relatively small percentage in the United States’ total export and
that its export to Britain and other European countries still consisted mainly of
raw materials and foodstuffs. During the transition to imperialism, the U.S.
economy developed by leaps and bounds, so that by 1913 industrial products
accounted for almost half of its total export. This fully shows that changes
in the internal and external conditions of a country are accompanied by a change
in its position in the system of the international division of labor.

The vigorous development of national liberation movements in the post-
war period has put many of the former colonies and dependencies onto the
road of national independence. Since winning political independence, they
have carried on a struggle against imperialism and hegemonism in the inter-
national economic sphere, which has effected some changes in international
economic relations. It is under these conditions that a number of developing
countries have pushed their economies forward through foreign trade and other
foreign economic contacts by utilizing an international division of labor.

To speed up socialist construction, socialist countries like Yugoslavia and
Romania have made full use of an international division of labor to expand
their economic ties with capitalist countries. Consciously utilizing the func-
tion of the law of value in the domestic as well as the world market, they have
reduced the costs of their products, economized on the expenditure of labor,
enlarged the sources of funds and expanded technological exchange, thereby
accelerating the tempo of their economic development.

The international division of labor can help economize on social labor only
through the functioning of the law of value. How, then, does this law operate
on the international market? Does exchange of equal values exist? How does
exchange of unequal values come about?

The price of a commodity on the world market is also governed by the
law of value, except that its international value, different from its domestic
value, is not determined by the socially necessary labor time for producing that
commodity under the standard conditions of social production in one country.
Its “unit of measure is the average unit of universal labor,”! namely, the aver-
age unit of labor expended by all the participating countries in international
trade. The law of value requires that commodities be exchanged by a ratio
based on their international value. In this sense, the world market is the same
as the domestic market in that commodities are exchanged on the principle of
equal values. -

Since labor productivity varies from one country to another, the
international value of a commodity, the basis of its international price, cannot

11bid., p. 560.
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be equal with its domestic value. This is like the exchange of commaodities
within any country where the individual value of a commodity is not the same
as its social value. Hence the situation in which “three workdays of a country
may be exchanged for one workday of another country”! and ‘“the_favored
country recovers more labor in exchange for less labor.”> The terms “more
labor” and “less labor” used by Marx here refer to the domestic value of a
commoedity, but they are “equal” in terms of their international value. Meas-
ured by its domestic value, a commodity of one country may represent three
workdays while a commodity of another country only one workday, but both
may be equivalent to two workdays in terms of their international value. Here
the exchange is not one of unequal values, as the social value of the commod-
ity determined by the socially necessary labor time in one country has become
an individual value internationally. This is a “substantial change in the law
of value.”

As the individual value of a commodity in a developed country is lower
than its international value, it yields an extra profit when it is sold at the in-
ternational value, or at a value below the international value but still higher
than its individual value.

Labor productivity is low in underdeveloped countries and the individual
values of their commodities are higher than their international values. Even if
these countries sell their commodities at international values, they would still
sustain losses through an over-expenditure of materialized labor. But if they
manufacture at home the imported commodities they get in return, they would
have to expend more than the labor contained in their export commodities,
commodities whose individual values are higher than their international values.
In the case of the underdeveloped countries, therefore, they too are able to
economize on social labor through such trade. This shows that, whether the
individual value of a commodity is higher or lower than its international value,
trade is equal and mutually beneficial inasmuch as it is based on international
value, even though the two sides may not gain in equal degrees.t

The foregoing is an explanation of how the international division of labor

helps economize on social labor through the operation of the law of value

within the framework of exchange of equal values. This does not mean that

there is no exchange of unequal values in international trade, which is a com-
mon occurrence. In the preparatory stage of the capitalist mode of production,

!Marx and Engels, Collected Works, Ger. ed., Dietz Verlag, Berlin, 1974, Vol. 26, (3),
P. 103.

*Marx, Capital, FLPH, Moscow, 1959, Vol. III, p. 233.
3Marx and Engels, Collected Works, op. cit.

¥ Cf. Marx, Grundriss (Foundations of the Critique of the Critique of Political Economy)

(Rough Draft), translated by Martin Nicolaus, Penguin Books, London, 1974, p. 872.
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mercantilism aimed at buying cheap and selling dear on the international
market. In the period of free capitalist competition, developed capitalist
countries conducted exchanges of unequal values with colonies and depen-
dencies by trick or by force. In the era of imperialism, monopoly capital ruth-
lessly exploits underdeveloped countries by selling or buying at monopoly
prices. Such an exchange of unequal values, however, has nothing to do with
the differences in the labor productivities in various countries. These dif-
ferences only result in the individual value of a commodity being higher or
lower than its international value, and exchange of unequal values will not
occur if the trade is based on the international value.! In other words, the ex-
change of unequal values in modern times occurs when monopoly capital
forces selling prices up above the international value and buying prices down
below it. Monopoly, of course, is not omnipotent; it cannot eliminate com-
petition, nor can it do away with the functions of the law of value. On the
contrary, the anti-monopoly struggle and the competition between big enter-
prises may batter down the position whereby monopoly groups can manipulate
prices as théy please.

Since the Sixth Special Session of the U.N. General Assembly in 1974,
there has been a new development, both in depth and in breadth, in the Third
World countries’ struggle to change the old international economic order. After
winning tremendous victories in their oil struggle, developing countries have
formed a series of raw material producers’ organizations and carried out strug-
gles in different forms against the exchange of unequal values and for bigger
income from the export of primary products. To free themselves from the
fetters of old international economic relations and accelerate the development
of their national economies, they have proposed, at relevant international con-
ferences, the institution of a generalized preferential system and an integrated
commodity program for improving trading conditions. They have demanded a
shift of industries, a fair transfer of technology and a rational international
division of labor to accelerate their industrialization. They have also demand-
ed a change in the international monetary system, so that they can play a fuller
and more effective part in decision-making in international financial organiza-
tions and thus obtain development funds, case external debt burdens and forge
links between special drawing rights and development funds. These struggles

t While delving into the question of the excliange of unequal values according to the
relevant theses in Capital, some progressive scholars abroad have formed similar views.
In his Unequal Exchange the Greek writer Arghiri Emmanuel describes the above situa-
tion as an exchange of unequal values in a broad sense. In the fourth, chapter of his book,
however, he begins by saying that this is not an exchange of unequal values in its true
sense, as it is connected with the different labor productivities in different countries. He
also stresses that his studies concern the exchange of unequal values in its narrow sense
or in its true sense. Cf. Unequal Exchange, Monthly Review Press, New York, 1976, p. 160,
and Samir Amin, Unequal Development, Monthly Review Press, New York, 1976, p. 141.
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have dealt heavy blows to the domination of international monopoly capital
and to a certain extent have changed the external conditions of the developing
countries in the international division of labor. At the same time, some of
the developed countries have had to recognize the need for change in existing
international economic relations and to accept certain readjustments. From a
long-term point of view, therefore, there will be an increasing tendency
towards restricting the scope and extent of the exchange of unc—.jqual values,
though it should not be neglected that the struggle to destroy the old interna-
tional economic order and establish the new will be protracted and tortuous.

The following conclusion can be drawn from the above analysis. After
winning political independence, developing countries can effectively utilize the
international division of labor and economize on social labor in order to facili-
tate their economic growth, provided that they take over the economic lifelines
controlled by foreign capital and adhere to the principle of independence and
self-reliance.

III. The Expansion of China’s Foreign Economic Relations
Through the International Division of Labor as a
Powerful Lever for Acceleratmg Her Modernization

That soc1ahst countries must fully utilize the international division of labor
is something determined by objective economic law. Its utilization reflects the
inherent need of large-scale social production and is in complete accord
with the progressive historical tendency towards internationalized production.

The victory of socialist revolutions has opened up the possibility and neces-
sity of fully utilizing an international division of labor through foreign eco-
nomic and trade ties. This possibility arises first of all from the dependence of
capitalist economies on the world market and international trade. Imperialist
countries may resort to suspension of trade, blockade and embargo against a
new-born proletarian state. But the capitalist economies cannot do without
foreign trade. With the progress in science and technology and the growth of
productive forces, they need all the more to expand external economic ties.
This objective process, which is independent of human will, compels impe-
rialist countries ultimately to follow the line of establishing economic ties with
socialist countries. Lenin pointed out incisively:

There is a force more powerful than the wishes, the will and the deci-
sions of any of the governments or classes that are hostile to us. That
force is world general economic relations, which compel them to make con-

tact with us.t
\

1 .
Lenin, Collecteq Works, Progress Publishers, Moscow, 1966, Vol. 33, p. 155.
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Following the October Revolution and after failure in their armed intervention,
the imperialist countries resorted to blockade and embargo against the world’s
first socialist state in the fond hope of strangling it in the cradle. The economic
crisis of 1921, however, made the market problem all the more pressing and
compelled Britain to conclude the first provisional trade agreement with the
Soviet Union. As Lenin said:

The bourgeois countries must trade with Russia; they know that un-
less they establish some form of economic relations their disintegration will
continue in the way it has done up to now!

This agreement had, in Lenin’s words, “world significance” when viewed
against Britain’s position in world economy and politics at that time. It shook
the Entente blockade system to its foundations and did much to expand eco-
nomic and trade relations between the Soviet Union and the capitalist coun-
tries. The history of New China’s smashing of imperialist blockades and em-
bargoes has once again borne out the truth of Lenin’s thesis. It is the objec-
tive need of capitalist economy that offers socialist countries the possibility for
a full utilization of the international division of labor. Furthermore, before
revolution most of the socialist countries were economically backward countries
which for a long time served as economic appendages to imperialism.
Their position in the system of the international division of labor was subor-
dinate to the needs of their “mother countries.” Only after victory in rev-
olution was it possible for the socialist countries to utilize such a division of
labor on their own initiative. Public ownership of the means of production,
planned development of national economy, the dictatorship of the proletariat
and exclusive control of foreign trade by the state —all these enable these
countries to expand their external economic ties and fully utilize the interna-
tional division of labor on the basis of equality and mutual benefit and in ac-
cordance with the principle of centralized leadership and unified planning.

Why is it necessary for socialist countries to utilize the international divi-
sion of labor? Under socialism, productive forces are bound to develop more
rapidly, and production is bound to assume a stronger social character than
under capitalism. This not only means a further deepening of the ties
and inter-dependence between domestic departments and enterprises and the
need for a planned, proportionate development, but calls for a more extensive
and deeper-going utilization of the international division of labor. Highly so-
cial large-scale production cannot possibly be confined to one country — the
growth of socialist productive forces requires that it step beyond national
bounds and establish intricate ties with other countries. Full utilization of the
international division of labor as an important means of economizing social
labor is also required by socialist economic laws. Marx said:

tIbid., p. 214.
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Economy of time, to this all economy ultimately reduces itself. . . .
Thus, economy of time, along with the planned distribution of labor time
among the various branches of production, remains the first economic law
on the basis of communal production. It becomes law, there, to an even
higher degree.!

It can thus be seen that economy of labor time, namely, economy and planned
allocation of social labor, is a very important economic law in both socialist
and communistic societies.

Economy of social labor means higher labor productivity; they are two dif-
ferent manifestations of one and the same process. To raise labor productivity
continuously and swiftly is of paramount importance in that it helps consoli-
date the dictatorship of the proletariat and guarantee victory of socialism over
capitalism. As Lenin said, “In the last analysis, productivity of labor is the
most important, the principal thing for the victory of the new social system.”?
In the era of imperialism the uneven political and economic development of
capitalism enables the proletariat to break through the weakest link on the
imperialist front and win socialist revolution first in one or several countries,
uédally in economically backward countries or countries at a medium level of
development. After their revolutionary victories, it is impossible for these
countries to.safeguard their political power and consolidate their socialist
system, unless they develop their economy at the highest possible speed and
catch up with and surpass advanced capitalist countries. In this sense, speed
is not only an economic question but a sharp political question as well. There
can be no high-speed development without economizing on social labor or
raising labor productivity to the maximum. Therefore, economization of so-
cial labor through full utilization of the international division of labor is of
immediate concern to the victorious proletariat.

.. The fact that socialist countries need this division does not mean economic
dependence on the capitalist world. Stalin made a penetrating analysis of the
whys and wherefores of this in his struggle against Trotsky. He pointed out
that the Soviet Union did depend on enlarging its economic and trade ties with
capitalist countries in order to accelerate its socialist construction but that such
dependence was mutual since capitalist countries needed all the more to look
to the Soviet Union for markets, raw materials and fuel. He said:

Our country depends upon other countries just as other countries de-
pend upon our national economy; but this does not mean that our country
has thereby lost, or will lose, its independence. . . . A distinction must be

—_—

! Marx, Grundriss (Foundations of the Critique of the Critique of Political Economy)
(Rough Draft), translated by Martin Nicolaus, Penguin Books, London, 1974, p. 173,

? Lenin, Collected Works, Progress Publishers, Moscow, 1965, Vol. 29, p. 427.
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drawn between the dependence of some countries on others and the eco-
nomic independence of these countries.!

The dictatorship of the proletariat and the public ownership of the means of
production established in the Soviet Union were a powerful guarantee of its eco-
nomic independence. Its participation in the international division of labor
could not be put on a par with the participation by those countries whose eco-
nomic lifelines were controlled by others and who had to depend on them uni-
laterally. The controversy over this question in the Communist Party of the
Soviet Union in the 1920s is still of much practical significance to us both in
theory and in practice.

Full utilization of an international division of labor aims precisely at vig-
orously expanding foreign trade and other external economic ties, which in
turn will enable socialist countries to achieve greater economic results with less
expenditure of labor. In this sense, foreign economic relations are a powerful
lever for socialist countries in the development of their economies at high
speed. Herein lies the main reason why socialist countries need foreign trade.
This, of course, does not imply that the high speed development of socialist
economy depends mainly on foreign markets and the international di-
vision of labor. Rather it means that, while giving primary consi-
deration to self-reliance in establishing an independent and integrated socialist
economic system, we should correctly appraise the role of external economic
relations, foreign trade included. Comrade Mao Zedong pointed out that the
domestic market should be primary and foreign market secondary, but that the
latter is very important and is not to be ignored or played down. In other
words, we should not neglect or play down the role of foreign economic and
trade relations in the socialist economy. This is all the more true when viewed
in the light of China’s present-day conditions.

China’s task of achieving socialist modernization before the end of this
century is a stupendous and urgent one. It is made difficult by a legacy of
poverty and backwardness and the fact that Lin Biao and the Gang of Four
made a mess of the nation’s economy during the ten years from 1966 to 1976.
Thus it is all the more necessary that our foreign economic and trade relations
play their lever role to the full. Our former understanding and theoretical elu-
cidation of this question are highly debatable.

In the past, many people considered foreign trade only as a means of sup-
plementing our economy, helping to maintain the proper proportion in socialist
extended reproduction. They believed that socialist countries needed foreign
trade because of the following factors: the gap between the material composi-
tion provided by the legacy of a backward economy and the material composi-
tion needed for the development of productive forces; shortage or lack of cer-

1 Stalin, Works, FLPH, Moscow, 1854, Vol. 9, p. 137.
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tain resources caused by limited natural conditions; imbalances caused by the
rapid growth of certain branches of the economy in the course of technical pro-
gress; and gaps in planning arising from inappropriate arrangement of work or
from chance factors such as natural disasters and poor harvests. They held
that foreign trade could help improve the material composition of the economy,
make up for the shortages of certain resources and bring about proportionate
reproduction. True, foreign trade can be helpful in these respects, but this is
far from being a penetrating explanation of the objective inevitability of the
socialist countries’ need for foreign trade. In other words, the question was
not settled at the higher level of economic law.

According to the old arguments on the need for foreign trade, such trade
would be insignificant to a socialist country with vast territory and rich nat-
ural resources, or it would lose its importance once the material composition of
a country’s backward economy has changed or once the proportionate develop-
ment of the various branches of the nation’s economy is achieved.

Arguing for the indispensability of foreign trade to socialist countries in
this way is bound to place foreign trade in a passive position vis-a-vis the na-

. tion’s economy, reducing its role to a stop-gap in co-ordinating the propor-

tions within the economy. This argument leads to neglect of the positive eco-
nomic effects that can be achieved by utilizing the international-division of
labor through-foreign trade.._It-merely emphasizes the point that socialist
foreign trade aims chiefly at a material transformation effected through an ex-
change between import and export commodities, i.e., an exchange between use
values, and insists that export trade is only a means to exchange for a different
kind of use values as expressed in the formula “C-M-C” instead of being a
means by which capitalism realizes the values of commodities as expressed in
the formula “M-C-M.” We agree that socialist foreign trade is essentially dif-
ferent from capitalist foreign trade, the latter having profit as its sole aim. But
this does not mean that we should be against using value to measure the
economic effects of foreign trade or the degree of economization on social
labor achieved through foreign trade. Exchange is aimed exclusively at the
acquisition of use value only in a simple commodity economy. The belief that
the international exchange of commodities conducted by socialist countries
aims mainly at material transformation is in essence a small producers’ view.
It is this narrow concept of small producers that blinds one to the importance
of economizing on social labor through the international division of labor and
limits economic ties with foreign countries practically to the sphere of circula-
tion. Actually there are many international channels and forms to be used in
the sphere of production, such as specialization and co-operation in production,
Co-operation in scientific-technological research and designing, joint investment

for the exploitation of natural resources and the establishment of joint ven-
tures.




42 SOCIAL SCIENCES IN CHINA

It should not be neglected that problems and disadvantages may arise in the
course of utilizing the international division of labor to expand our economic
and trade relations with Western capitalist countries. For example, the spon-
taneous forces of the capitalist countries may have an impact on our economy
and cause a certain amount of confusion and disruption. Foreign capital, in its
quest for profit, may resort to means which do not fit the requirements of
our socialist economic development. But all these can be avoided or minimiz-
ed provided we adopt appropriate means and counter-measures. Furthermore,
as the present labor productivity in China is still low and the level of her in-
dustrial development is not high, primary products account for a big percent-
age of her export commodities, and it is inevitable that Western capitalist coun-
tries will have more to gain through the exchange of commodities. And this is
what they are really after in their dealings with China, for it is inconceivable for
capitalists to do anything unprofitable. While dwelling on the need of utilizing
the capital and technique of capitalist countries, Lenin exhorted us not to cherish
the fond hope that the capitalists would give us anything for nothing. “Con-
cessions,” he said, “mean paying tribute to capitalism. But we gain time, and
gaining time means gaining everything.”! Much materialized labor may have
to be expended on the commodities China exports to capitalist countries, but
the commodities she imports in exchange may contain less materialized labor
than those produced at home. Thus through foreign trade China can not only
get the advanced technique and equipment needed for her socialist construc-
tion but achieve economy of social labor. Moreover, the pattern of her export
merchandise is bound to change gradually as her productive forces develop and
her labor productivity rises, and the above disadvantages will also gradually
give way to-advantages.

Since the socialist countries’ utilization of the international division of
labor, as explained above, is based on the requirements of objective economic
law, it is not an expedient measure but a question of principle and a matter of
strategic importance to socialist revolution and construction. It will exist
throughout the course of China’s modernization in the coming years. As an
objective economic category it will continue to exist in the entire socialist
period until the state withers away. Lenin scientifically predicted that it is
necessary to bear in mind

that there is a tendency towards the creation of a single world econ-
omy, regulated by the proletariat of all nations as an integral whole. and
according to a common plan. This tendency has already revealed itself
quite cléarly under capitalism and is bound to be further developed and

e,
consummated under socialism.

{ Lenin, Collected Works, Progress Publishers, Moscow, 1965, Vol. 32, p. 492,
21,enin, Collected Works, Progress Publishers, Moscow, 1966, Vol. 31, p. 147.
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Therefore, the study of the law governing the international division of labor
and the ways of utilizing it should become an important subject of world eco-
nomics. This study is of even greater practical significance today when we are
embarking on a new Long March towards the goal of modernization. The-fol-
lowing is an inquiry into four related questions: -

(1) Proceed from the general task of socialist construction and the unity
of value and use value and work out the profitability of foreign trade for
the nation’s economy as a whole, so as to rationalize and optimize the patterns
of import and export merchandise.

Since foreign economic relations aim at economy of social labor through
the international division of labor, without calculating and comparing the
value of import and export commodities there can be no way of measuring
whether or not there has been such economization and how much. Therefore,
we should proceed from the unity of value and use value and pay attention to
the profitability of import and export enterprises, which in turn reflects the
level of management and administration of our foreign trade corporations. In
particular, we should pay attention to the profitability of foreign trade for the
nation’s economy, namely, to the economic effects of foreign trade on the
entire economy, which reflect the degree of economization of labor in the
economy through the external exchange of commodities. To calculate the profit-
ability for the economy, it is necessary to compare the domestic and interna-
tional values of the import and export commodities. This can be done only by
calculating prices. As there are intricate internal and external factors affecting
the prices of import and export commodities, it is undoubtedly a complicated
and arduous job to calculate the targets for profitability. But it is necessary
to grasp these targets in order to make rational decisions about the patterns of
the import and export commodities and economize on social labor to the
greatest extent possible. These calculations and comparisons are important

also for a more rational planning of production in the various domestic depart-
" ‘ments and its proper ratio as well as for tapping the potentialities of increasing

production and practicing economy.

It should be stressed here that in calculating profitability, it is necessary
to take into account not only immediate economization but also what can be
achieved in the future. It is not advisable to set immediate economization
against long-term economic goals. Many of our domestic products are not
economical in terms of labor. They are more labor-consuming than those we
export for international exchange. But, in order to establish an independent
national economic system and consolidate our national defence, it is necessary
and identical with fundamental state interests to invest in sectors that turn out
these products,

. @ Apply the principle of comparative advantages from a developmental
viewpoint and give full play to the available and latent superiorities of nat-
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ural and economic conditions, so as to enable our foreign economic relations
to yield the greatest possible economic results.

In the second section of this article we have mentioned that Marx affirmed
the theory of comparative costs of proiuction as containing a rational l.cer}'xel.
Reference here is to the principle of comparative advantages. This principle
shows that even if the labor productivity of all the departments in one country
is lower than that in another — in other words, if it is in an unfavorable posi-
tion in the manufacture of all its products — it can still economize on social
labor by producing and exporting products whose production is less unfavqr—
able to the country in exchange for those whose production is more unfavorable
to it. On the other hand, Marx criticized the static, metaphysical view of t.he
theory of comparative costs of production. He pointed out that the superiority
of the natural and economic conditions of a country is subject to change as
are the departments enjoying comparative advantages. Moreover, the influence
of natural conditions and the changes in economic conditions are governed by

the mode of social production. This is what bourgeois scholars gloss over in
their attempt to use the theory of relative costs of production to glorify the
system of international division of labor under the capitalist system.

While adhering to the principle of independence and self-reliance, social-
ist countries should apply the principle of comparative advantages in handling
their foreign economic ties and developing favorable export items so as to
‘achieve the greatest possible economic results. For example, considering the

natural conditions and conventional productive practice in certain northeastern

‘ regions of China, if we set these areas aside for soya bean growing and the ex-
port of soya beans in exchange for imported commodities, then the economic
results thus achieved would be far greater than if these regions engage in food
grain cultivation only. Taking into account the merits of ‘different places, we
can, in a planned way, build up a number of bases and factories and workshops
for producing export commodities. This will not only enable us to develop
sources of export commodities according to specified quality and in a balanced
way, but will also be an effectifre way of scientifically applying the principle
of comparative advantages. China has huge manpower resources and her wage
scales are low — these are fa}vorable conditions for developing such business
as processing imported materials, processing materials supplied b'y. clients, pro-
cessing according to samples and assembling parts supplied by chent? as “ten
as for exporting services, contracting for projects abroa.d and .settmg aside
special areas for processing export products. In comparison with her labor
forces, China is short of the funds, technique and eq}upment needec.i for her
" construction. Therefore, it would be to China’s advantage if some of
econ;mlc tments are devoted to the export of labor intensive produects in ex-
:g:ngzpfa:r capital intensive and technology intensive produf:ts. The effect
would be to increase funds at home and to expand the proportion of accumula-
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tion in the distribution of national income, facilitating a high-speed develop-
ment of the economy. As our technical level rises, the pattern of our exports
will change, and labor intensive products will gradually be replaced by tech-
nology intensive products. T

(3) Adapt to the post-war tendency towards an ever more international-
ized production and effectively utilize foreign funds and technology through
planned development of co-operation with foreign countries in the production
and scientific-technological spheres.

A principal feature of the deepening post-war international division of
labor is specialization and co-operation in international production, especially
international intra-industry specialization.

Taking this tendency into account, we should bring the superiority of the
socialist system into play and, in a planned way, develop co-operation with
foreign countries in the production and scientific-technological spheres by
adopting such forms as the establishment of joint ventures. This is an impor-
tant way to accelerate economic development through effective utilization of
the international division of labor. An example is specialized co-operation in
the form of international contracting and sub-contracting for our machine-
building industry, whereby foreign enterprises undertake to supply us with
the technical know-how, blueprints and certain specialized equipment and raw
materials, and help train aur technieal personnel. This will not only enable us
to grasp advanced Western techniques and utilize foreign funds. It will also
enable us to change gradually the pattern of our export commodities, raising
the proportion of manufactured goods in our export, find more markets abroad
and expand our exports more rapidly.

(4) In the course of reforming the nation’s economic setup, take into

consideration the need to expand foreign economic relations and enhance our
adaptability to international markets so as to make better use of the interna-

tional division of labor, give wide scope to the initiatives of departments, areas

and enterprises concerned with external economic activities and enable them to
achieve better economic results.

Full utilization of the international division of labor means a series of our
enterprises and departments will forge more extensive and closer ties with the
world market and our planned socialist economy will inevitably come into
conflict with the capitalist world market. The cyclic economic crises of capi-
talism and the frequent and drastic fluctuation of supply and demand on the
world market will often plunge some of our enterprises and departments en-
gaged in export production into a state of extreme instability. When the de-
mand abroad for certain commodities diminishes they will have to “slash”
Production, but when there is a brisk demand they will have to “whip it up.”
Also, to avoig the influence from the law of value operating on the capitalist
world market, we have cut off ties between domestic and international prices,
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but this has produced some negative effects. As state finance is responsible
for all the losses and gains of our export commodities, the enterprises and
departments engaged in export production may disregard the competition and
the function of the law of value on the international market and neglect to use
“the average unit of universal labor” as a measure of their products. Thus
they may not bother about reducing the labor expenditure on their products to
bring them close to the international value. This would in no way help push
forward the technical innovations in these enterprises, or improve their man-
agement, or raise their labor productivity. Therefore, in utilizing the inter-
national division of labor, while protecting our economy against disturbance and
disruption by the spontaneous action of capitalist economic laws, we should also
use these laws to our advantage. To handle well this dialectical combination of
restriction and utilization, we should, in the sphere of foreign economic rela-
tions, change those relations of production and those parts of the super-struc-
ture that are not in correspondence with the development of productive forces,
and effect changes and readjustments in the system of economic management
and the foreign trade system — changes which are an indispensable part of the
reform of our entire economic setup.

The system of economic management in our new period of socialist con-
struction should be one which makes the relevant departments, areas and en-
terprises more adaptable to the international market and which facilitates the
development of foreign economic relations in such forms as co-operation in pro-
duction, joint ventures, compensation trade and contracting for projects, so as
to create the necessary domestic conditions for a more effective utilization of
the international division of labor. Our centralized system of administration
for external dealings should, on the principle of unified leadership and level-
by-level administration, switch to a system whereby the relevant enterprises
in the various departments and areas can directly conclude foreign transactions
under streamlined administration by the authorities concerned. This change
will help give play to initiatives from all quarters and expand our foreign eco-
nomic relations in the new situation, thereby meeting the demands in the new
period of socialist construction.

To achieve unified planning and carry out unified policies without caus-
ing either restriction or confusion under the new administrative system, it is
necessary to adopt a series of economic, legislative and judiciary measures, such
as laws governing joint ventures, investments and loans, corporation laws,
laws on property rights, L'flws on contract projects, tax laws, price laws, foreign
exchange regulations and 1mp'ort and export Iice.nces, so as to regulate, guide
and supervise foreign economic and trade operations. In short, changes in the
nation’s economic system should be based on the principle of combining reg-
ulation through planning and regulation through market operations, They
should Be carried out both actively and carefully, and will be perfecteq grad-

ually in the course of practice.
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Finally, it should be stressed that the utilization of the international di-
vision of labor should be subordinate to the general aim of establishing an
independent and integrated socialist economic system in China. The purpose
of fully utilizing this division is to accumulate funds more speedily—for the
country’s modernization and raise our technical level and labor -pro-
ductivity, so as to enhance our ability for self-reliance and build up
an independent and integrated modern socialist economic system at an
early date. Conversely, if we adopt a policy of economic isolation or a closed-
door policy, we would slow down our economic development and weaken our
ability to be self-reliant. The relationship between utilization of the interna-
tional division of labor and the policy of independence and self-reliance is a
relationship of dialectical unity, as has been proved by both positive and neg-
ative experience in many countries. At the same time, while utilizing this
division, we should base ourselves on our own efforts and seek and adopt ways
and means suited to the specific conditions in our country. Only thus can our
foreign economic and trade relations become a powerful lever for speeding up

our economic development and play their proper role in the early realization
of socialist modernization.

— Translated by Liang Liangxin



The Theory of an Enterprise-Based Economy

Jiang Yiwei

I. A Reform of the Economic Structure Has
to Be Carried Out

To reform the country’s economic structure was a task put forward at the
Third Plenary Session of the Party’s 11th Central Committee in December
1978. Then the Second Session of the Fifth National People’s Congress, held
in June-July 1979, decided on a policy of readjusting, restructuring, consolidat-
ing and improving the nation’s economy. “Restructuring” refers mainly to a
reform of the structure of economic management.

It is generally agreed that much in China’s present economic structure
does not suit a speedy development of the nation’s economy and the drive
for the four modernizations. But what is the crux of the problem? Is it neces-
sary to effect a complete and fundamental reform? How should we set about
the task?” There is no complete unanimity of views on these questions.

The present structure was basically copied from the Soviet Union in the
early years after the founding of the People’s Republic. Although the country
speedily rehabilitated her economy in those few years, the foundations of the
economy inherited from the old society were extremely weak. There was little
industry and practically no heavy industry. It was therefore necessary, under
such circumstances, to model on the Soviet economic structure and exercise
highly centralized state leadership in order to begin socialist economic con-
struction on a fairly large scale. In the period of the First Five-Year Plan the
country did achieve a rapid development of her economy. But the fatal weak-
nesses inherent in the structure of a Soviet type gradually surfaced as
economic construction continued, even if we consider the situation quite apart
from the interference and sabotage from the ultra-Left trends and from Lin
Biao and the Gang of Four. :

The economic structure of the Soviet type is characterized by direct state
control over the entire national economy, including the activities of the enter-
prises, in terms of planning, finances, the allocation of supplies, the deploy-
ment of labor forces and the standardization of wage scales, while the enter-
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prise, the basic unit immediately responsible for developing productive forces,
has to follow state orders in management and in almost all business activities
and enjoys hardly any independence. This gives rise to a whole series of
problems. Deficiencies in state planning cause disproportions in the Bgtional
economy and an over-extension of the scope of capital construction. The en-
terprises tend to emphasize the fulfilment of only some of the state norms,
such as output and the value of output, while paying little attention to quality,
the marketability of the products and the requirements of the customers.
There are serious wastes of materials and other resources. Excessive stock-
piles of supplies exist side by side with serious shortages. Wages and bonuses
are gradually equalized, and the staff and workers become ever more accus-
tomed to “using an iron bowl to eat the rice cooked in a single large pan.”*
Service is poor. Administration and management are marked by sluggishness
and inefficiency, and bureaucracy grows in seriousness,

" Is it true that these drawbacks are caused by wrong tendencies in prac-
tical work and have nothing to do with the structure itself? Let's answer
the question by taking a look at the experience in all the countries that have
adopted the Soviet pattern. The above-mentioned drawbacks appeared not only
in China but also in Eastern European countries and in the Soviet Union
itself. And this was why, during the 1950s and the 1960s, the question of
reforming the economic structure was raised in these countries at one time or
another. ~Diffefénces in political and economic conditions, in the approaches
to the reform and in the courses of advance account for varying degrees of
success, but there was one thing in common, i.e,, the search for a way to bring
into play the initiative of the enterprises. The universality of the problems
speaks for the objectivity of the laws of economic development. A reform in
the economic structure is not something to be accepted or rejected as one
pleases, but a necessity dictated by objective contradictions.

A number of reforms have been carried out in the economic structure in
China since liberation. These reforms, however, all centered on a division of
power between the central and local governments and on bringing into play
the initiative of both. What was neglected was a question of more fundamental
significance, namely, the question of bringing into play the initiative of the
enterprises and the workers that are in direct control of the productive forces.

In a speech in 1956, “On the Ten Major Relationships,” Comrade Mao
Zedong raised the question of the correct handling of the relations between the
state, the units of production and the producers. He said:

The relationship between the state on the one hand and factories and
agricultural cooperatives on the other and the relationship between fac-
tories and agricultural cooperatives on the one hand and the producers on

* A metaphorical reference to egalitarianism and the state bearing all financial responsi-
bility for enterprises and individuals. — Trans.
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the other should both be handled well. To this end we should consider
not just one side but all three, the state, the collective and the individual,
or, as we used to say, “take into consideration both the army and the
people” and “take into consideration both the public and the private in-
terest.” In view of the experience of the Soviet Union as well as our
own, we must see to it that from now on this problem is solved much
better.!

He added:

Here 1 would like to touch on the question of the independence of
the factories under unified leadership. It’s not right, I'm afraid, to place
everything in the hands of the central or the provincial and municipal
authorities without leaving the factories any power of their own, any
room for independent action, any benefits. We don’t have much experi-
ence on how to share power and returns properly among the central
authorities, the provincial and municipal authorities and the factories, and
we should study the subject. As a matter of principle, centralization and

independence form a unity of opposites, and there must be both central-
ization and independence.?

The question of the economic structure was sensed by Comrade Mao Ze-
dong as a fundamental one back in the 1950s. Unfortunately, the principles
he  put lforward were not carried out in practical work in later years. People
have generally come to see that, for a rapid development of the national
economy, it is necessary to bring into play the initiative of the central au-
thorities, the loqal authorities, the enterprises and the workers and not just the
initiative of the central and local authorities. In the current discussions on
the reform of the economic structure, there is a general derhand for the en-
largement of the power and independence of the enterprises. This is a big
ideological advance.

A real solution of the question raised by Comrade Mao Zedong in 1956
has become both necessary and possible. But solution of the question re-
quires, first of all, a clarification of its substance. For years we have suffered
from an ambiguity of concepts on many questions. Whoever tried to examine
a concept was accused of splitting hairs over terminology or playing with ideas.
But while people used the same phrase, they referred to different things and
wrangled endlessly without ever reaching a correct conclusion.

What do we mean by enlarging the power of an enterprise? What does
“power’” mean here? Many consider the enterprises as -bodies at a level
lower than the central and local governments and think that, following the dig-

1 Selected Works of Mao Zedong, FLP, Beijing, 1977, Vol. V, p. 289.
2 Ibid., p. 290.
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cussions on the division of power between the central and local authorities,
now it is time to discuss the enlargement of the power of the enterprises.
This view is debatable.

The central and local governments are both administrative orgams, ‘while
an enterprise is an economic entity and cannot be placed at any administrative
level. It is therefore inappropriate to apply to an enterprise the same concept
of power as is applicable to a central or local government. The central and
local governments are organs exercising political power within prescribed
limits. Hence the differences between centralization and decentralization, and
a change from the one to the other always means a transference of certain
powers. As an economic entity, however, an enterprise has nothing to do
with power in the above sense. What it has to deal with in its relations with
the state, with the central and local governments, is a question of rights and
obligations. When we talk about granting more power to the enterprises, the
concept of “power” is an ambiguous one, indicating a confusion of an economic
entity with a government organ.

“Increasing the independence of enterprises” seems to be a better for-
mulation, but it too suffers from ambiguity. Here independence should be
interpreted as a matter of rights, not of power. The rights and obligations of
a socialist enterprise are determined by its characteristics as an_economic en-
tity. They. are something inherent in an enterprise and are determined by
objective economic laws and cannot be enlarged or narrowed according to one’s
subjective wishes. Our present job is to define the nature of a socialist enter-
prise and its rights and obligations in relation to the state on the basis of the
characteristics of the socialist system. In the light of this interpretation
and of present realities, if the question of independence is to be dealt with, it
is one of defining such independence, not a matter of increasing it.

An enterprise is not only an organization directly engaged in the develop-
ment of social productive forces, but also a specimen of a social system. The
basic characteristics of a socialist system, such as public ownership, the
absence of exploitation, and the principle of “to each according to his work”
must all be embodied in an enterprise as an economic cell of society. There-
fore, defining the nature of a socialist enterprise and its relationship with the
socialist state is basic to the establishment of a socialist economic structure
and to the building of a proper foundation for the socialist system.

A reform of the economic structure has to be carried out, but it involves
the entire body of the national economy and covers an extremely wide range
of problems. One problem is chained to another, and a single move would
affect the entire picture. Where should we begin? What is the basic link to
be grasped? The realities show that we should begin by defining the place and
function of an enterprise in the entire economic structure and then study the
organization and management of the national economy as a whole, so that we
may secure a solid foundation for this reform by working out the related
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problems in a logical sequence. This will be done in accordance with the law of
the socio-economic base determining the superstructure. We shall not be able
to find a basic solution to the question of the economic structure if we do not
consider the related problems in such a sequence.

II. Theoretical Analysis of the Reform of

the Economic Structure

The term ‘“economic structure’” may be defined briefly as the ways and
means by which national economic activities are organized in accordance
with objective economic laws.

Objective forms of economic structure also exist in capitalist societies,
consisting likewise in the nature of the enterprises, how they are associated
with one another and the varying degrees of state interference. Under a system
of private ownership, however, an economic structure takes shape spon-
taneously and cannot be worked out or reformed by men in an all-round way.
Socialist public ownership makes possible a planned and conscious organiza-
tion of all national economic activities. This is undoubtedly an important em-
bodiment of the superiority of the socialist system. But a basic or complete
conformity of people’s subjective wishes with objective laws is only a pos-
sibility and not a certainty, Engels once pointed out that interference by
political power in an economy may speed up or slow down its developmenﬁ or
play a double role, depending on whether people have a scientific knowledge
of the objective laws of its development and are able to adapt themselves to
these laws. :

W. Brus, an economist of Oxford University, holds that all economic poli-
cy-making can be divided into three categories:

1. Policy-making in a macrocosmic sense, which includes the distribution
of the national income, the rate of economic growth, the investment rate, the
prices of major products, the scale and pattern of wages, the principal invest-
ment items, the industrial makeup, etc.

2. Policy-making concerning the routine operations of an enterprise,
which includes the pattern of products and their sales prospects, organization
of the production process, sma.ll‘-scale investments, overhauls, forms of the
payment of wages, the composition of workers and employees, etc.

3. Personal policy-making, which includes the choice of occupation and
of the place of employment, the purchase of means of consumption and ser-
vices, etc.

Mr. Brus takes the view that, under the economic system in the Soviet
Union and Eastern European countries, policies in the first category would
have to be made by the state and those in the third category coulg only be
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made by the individual, while the second kind of policy-making could be ef-
fected either by the state or by the enterprise, marking the distinction be-
tween a centralized and a decentralized pattern.

Bogdan Glinski, an economist of Poland, is of the opinion that a s/ir_;lple
division into two patterns of economic structures would be an inadequate
description of the different forms of economic structure prevailing in the So-
viet Union and Eastern Europe. From the angle of planning, he states that
there are four different kinds of structures:

1. The centralized structure, in which the central government maps out
a unified plan covering a whole range of details concerning the regulation of
production. Production targets, the means of fulfilling them and even the
supply of raw materials are all specified in state decisions. This was the
structure adopted almost universally in the Soviet Union and Eastern Euro-
pean countries in the 1950s.

2. A combination of central government planning with a partial autono-

" my on the part of the economic organizations. State plans emphasize an over-

all target and are not as detailed as in the above-mentioned pattern. Eco-
nomic stimuli are used, and the enterprises enjoy some independence. Mr.
Glinski thinks this is the pattern followed in the Soviet Union today.

3. A combination of central government planning with a high degree of
autonomy enjoyed by the economic organizations. Central government plan-
ning covers areas of stratégic significance. Hardly any quota of a compulsory
nature is being assigned. The economy is run by economic means, and the en-
terprise enjoys a fairly large measure of independence. Mr. Glinski places
Hungary in this category.

4. The highest possible degree of autonomy for economic organizations.
Central government planning performs hardly any function, and the leading
role has been assumed by a market economy. The enterprises enjoy much
independence, while the state acts as a supervisor and adjusts the income of
the enterprises by economic means. Mr. Glinski thinks Yugoslavia belongs to
this category. : :

The above analyses are helpful to our understanding of the evolution,
existing conditions and the trend of development of the different kinds of
economic structures even though they do not as yet form comprehensive
theories on the question of the economic structure. If we examine the trend,
we shall find an obvious change from a centralized pattern to one marked by
a greater or lesser degree of decentralization.

The way to reform China’s economic structure is still under study. Gen-
erally speaking, there are three lines of thinking:

1. The trouble with our structure is not too much but too little centraliza-
tion by the state. Although such a view has not appeared in print, it is sup-
ported by many more people than one may expect.
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2. The trouble is indeed over-centralization, but mainly over-centraliza-
tion by the central authorities. More independence should be granted to the
provincial or municipal authorities. This view is also supported by many.

3. The main trouble at present is the lack of independence on the part
of the enterprises. This dampens their initiative.

People may argue over these views, which are not without basis, but a
simple “yes” or “no” would not help solve the problem.

As has been mentioned earlier, an economic structure is the ways and
means of organizing national economic activities. In my opinion, an analysis
of the internal mechanism of an economic structure requires, first of all, a
distinction to be made between the organizer of these activities and the organ-
ized and a clarification of their mutual relations. National economic activities
are carried out by economic entities, all of which are undoubtedly the organiz-
ed. It is also beyond doubt that in a unified, planned economy in a socialist
country, the state acts as the supreme organizer on behalf of all the working
people. But we must be clear about the relationship between the state and
the economic entities and answer the question whether the state, as the
organizer, should function inside or outside the economic entities.

In our highly centralized economic structure, in which the state directly
specifies the ways of managing an enterprise, the whole country has in fact
become a unitary economic mechanism. The state (including the central and
the local authorities) serves as a superstructure within this huge unitary eco-
nomic ._entity and exercises direct control over its branches — the enterprises
and other economic entities. In such a structure the state is the basic economic
entiis{y, and unified management and accounting are practiced within its frame-
work.

Some people think there is an over-centralization and power should be
granted to the provincial and municipal authorities for independent eco-
nomic activities. In other words, the localities (the provinces and municipali-
ties) should become the basic economic entities each practicing its own unified
management and accounting, If such a structure is to be adopted, the central
authorities will exercise their leadership and supervision from outside the local
economic entities, while the local authorities are within the economic entities
and exercise direct control over them in the role of their superstructures.

We hold an entirely different view, namely, that government organizations,
both central and local, should be separated from economic entities so that, in-
stead of being the superstructures of the economic entities directly respon-
sible for their control and management, they should exercise leadership and
supervision over their activities from without. In our opinion, the nation’s
economy should not be taken as a unitary economic entity, neither should
it be dissolved into a number of local ones on the basis of administrative giyj_
sions. The basic economic entity can only be the enterprise, whether indus-
trial, commercial or agricultural, which should conduct independent manage-
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ment and accounting under unified state leadership and supervision, enjoying
its proper rights while fulfilling its obligations to the state.

The structure of a socialist economy should be chosen on the basis of the
objective laws of economic development. Reducing the question to one of cen-
tralization or decentralization does not help clarify its essence and will not
lead to a fundamental solution. Neither can a way out be found by dividing
power between the central government, the local government and the enter-
prise. Subjective designs which do not touch the heart of the matter inevitably
give rise to a recurring cycle in which “centralization leads to rigidity, rigidity
leads to complaints, complaints lead to decentralization, decentralization leads
to disorder, and disorder leads back to centralization.” Since centralization
and decentralization are shifted around subjectively without a proper basis,
the problem can never be solved at the root.

On the basis of the above considerations, this paper proposes to inquire into
the nature and characteristics of an enterprise under the socialist system

.and its relationship with the state. To simplify the treatment of the thesis, only

industrial enterprises are referred to here. But the questions and principles dis-
cussed are largely common to other enterprises, including commercial and
agricultural ones. (A production team in a rural people’s commune is equiva-
lent to an agricultural enterprise.) ‘

III. The Place and Function of an Enterprise

in a Socialist Economic Structure

1. An Enterprise Is the Basic Unit in a Modern Economy

Man is an animal capable of making tools and a social animal. Since the
beginning of human history, the productive activities of mankind have always

" been labor of a more or less social character. Social production has taken dif-

ferent forms of organization as a result of the development of productive
forces. Up to the present, however, society has always had a basic produc-
tive unit in a form suited to the level of its productive forces, whatever may
be the mode of production.

In primitive society, the level of productive forces was extremely low, and
no individual person was able to cope with the forces of nature and the beasts
of prey by himself. Collective labor had to be undertaken. The gens formed
by ties of blood became the basic unit of social production. As agriculture
developed and the implements of labor improved, a family could till a plot of
land by itself and achieve higher labor productivity than in a gentile economy.
The gentile economy disintegrated and was replaced by private ownership
with the family as the basic productive establishment. A further growth of
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productive forces created a form of forced collective slave labor organized by
slave owners. With the collapse of slavery the feudal system came into being,
in which the peasant household was the basic productive establishment.

Although commodity production developed to a certain extent in primi-
tive, slave and feudal societies, the economy was primarily a self-sufficient
natural economy based on manual labor of a very limited social character.
Thus social production with the family as the basic establishment lasted for
a long time. The capitalist mode of production emerged from a highly de-
veloped commodity production and the application of modern machinery. A
fundamental reform in the organizational form of social production took place.
The basic. establishment in social production was no longer the small family
or workshop, but the modern enterprise where a large number of workers are
employed by capitalists to engage in highly socialized labor by the use
of modern equipment. . :

With the concentration and aggregation of capital, isolated enterprises de-
veloped into capitalist corporations of various forms. A big corporation may
include many smaller enterprises or may have many affiliated ones. Whatever
may be the form, the enterprise remains the basic unit in the modern economy
created by capitalism. .

A commodity has a two-fold nature, and so does an enterprise as a com-
modity producer. It is at once an organization of productive forces and an
embodiment of definite productive relations. A socialist enterprise differs from
a capitalist one in the latter sense, not in the former. But the relations of
production in a commodity economy may not be the same as those in
capitalism. A commodity economy may be characterized by capitalist or non-
capitalist relations of production.

Under the capitalist system, an enterprise as a basic unit in social produc-
tion undoubtedly bears the features of capitalism. Private -ownership under
capitalism determines that the means of production and all the property of an
enterprise belong to the capitalist; that those engaged in productive labor
are not the masters of the means of production but wage laborers who sell
their labor power to the capitalists and are exploited by the latter; that an
enterprise enjoys absolute independence; that the line of business and the

orientation of development of an enterprise lie completely within the power of
the owners of capital; that the interests of a capitalist depend directly on good
or bad management and on the profits or losses of his enterprise. But if we
leave aside these features determined by capitalist private ownership and
examine the capitalist enterprise as the basic unit in the organization of social
productive forces and in a commodity economy, there remain the following
characteristics:

(1) It is an economic organization engaged in production, bringing to-
gether a group of productive workers, including mental and manual workers,
for coordinated labor to achieve a common productive purpose,
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(2) It is engaged in commodity production, and its products must satisfy
certain social wants.

(3) In the whole complexity of social wants, it only seeks to satisfy some
of them. It forms an independent system of production and technolegy ac-
cording to its field of specialization.

(4) It maintains economic relations with other productive establishments
and with consumers through exchange, which is in principle equal exchange.

(5) It has its independent financial rights and interests and tries hard to
enhance its interests.

(6) To secure more interests, it expands its productive forces with much
initiative,

(7) It is a basic unit in the whole social economy and forms, in an objec-
tive sense, part of the basis of the economic strength of society, for social pro-
ductive forces are the totality of the productive forces of all enterprises.

In the final analysis, the above characteristics are the products of highly
developed commodity production. Capitalist enterprises have taken shape amid
the growth of capitalist economy over several hundred years. These char-
acteristics of an enterprise as a basic unit in the economy have not changed in
the course of the evolution from an isolated enterprise to a corporation, in-
dicating their correspondence with the productive forces created by capitalism.
The inherent contradictions.and.crises of capitalism are not due to any incom-
patibility between the enterprise as a form of economic organization and the
productive forces, but are caused by the anarchy in social production as a whole
arising from capitalist private ownership.

The socialist system is a new-born social system. By abolishing private
ownership, it has made possible the unified planning and management of social
production and the elimination of capitalist anarchy. This shows the great
superiority of the socialist system. But does the unified economy of socialism
mean that an enterprise should be deprived of its independence and the entire
national economy made an economic entity of enormous proportions, with the
whole country becoming a huge “enterprise”? Clearly, this is a utopian illu-
sion. But it is just along the lines of this utopian illusion that our present
economic structure is made to operate.

In form, the enterprise is the basic unit in social production in our pres-
ent economic structure. But our enterprises lack independence. In particular,
those under ownership by the whole people have to do everything by state
decision. The state sets targets for them, distributes their products, assigns
their personnel, allocates their equipment, takes over their profit and covers
all its deficits. Although certain articles in some official documents stipulate
that enterprises should enjoy a certain measure of independence and should
practice independent accounting, in fact they exist only as branch organiza-
tions of one colossal enterprise — the state. In this colossal enterprise com-
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posed of tens of thousands of enterprises owned by the whole people and
distributed all over the country, the State Council is like the manager general,
the Planning Commission the planning section, the Economic Commission the
production section, the Capital Construction Commission the capital construc-
tion section, the General Bureau of Supplies the supply section, the General
Administration of Labor the section dealing with labor forces and wages, and
the various industrial ministries are like workshops each responsible for a par-
ticular line of products. Of course, the structure took shape under certain
historical circumstances. Theoretically, there was a misunderstanding of the
Marxist conception of planned economy under socialism which was taken to
mean that a planned economy requires a unified organization covering all
economic activities of the nation, while a fundamental principle of Marxism
was forgotten, namely, that the relations of production must be adapted to the
objective requirements of the development of productive forces. No con-
sideration was given to the fundamental question whether, during the histor-
ical stage of socialism, the stage of transition to communism, social production
should still be carried out by many independent basic units, the form these
basic units should assume and their similarities and dissimilarities with cap-
jtalist enterprises. )

The level of productive forces in China is still far lower than that in the
developed capitalist countries. The revolution in social system has created
favorable conditions for emancipating and developing the productive forces. If
we turn this superiority to good account, we may develop our productive forces
to a level higher than that in the developed capitalist countries in a relative-
ly short time. But this requires a historical process, in which production
should not be organized in a form divorced from or surpassing the current level
of productive forces. The enterprise, as the basic unit in a modern economy,
suits socialist countries as well as developed capitalist countries. Of course,
under the socialist system, certain features of enterprises that are connected
with capitalist private ownership would have to be changed on socialist princi-
ples. But the basic features shall remain because they are not connected with
capitalist private ownership.

Commodity production is highly developed under capitalism. But the re-
lations of commodity production are not peculiar to capitalism alone. Neither
should commodity production and exchange be identified with capitalism. It
is theoretically indisputable that, far from being abolished, commodity produc-
tion should be developed to a great extent in a socialist society. Certain
features of enterprises which have taken shape in commodity.. production, if
inherited under the socialist system, .will noti run counter .to socialist principles
but become a powerful force promoting SOClall.st econom%c growth.,

Basing ourselves on the above understandl.ng, we .thlnk the basic unit in
a socialist economy should still be the enterprise, the independent enterprise.
A socialist economic system can only be formed through a union of these in-
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dependent enterprises. The independence of enterprises does not contravene
socialist principles. On the contrary, socialist economic democracy can be
fully realized only when the enterprises enjoy independence. The principle of
democratic centralism can find an unabridged form of expression in the-eco-
nomic system only through a combination of national economic unity with
the independence of the enterprises under the unified organization of the so-
cialist state.

2. An Enterprise Must Be a Dynamic Organism

There appears to be nothing new in the statement that a socialist economy
should be built on enterprises as its basic units. In the present economic struc-
ture, isn’t each enterprise taken as a separate productive establishment? The
question is whether the national economic system is made up of these estab-
blishments like bricks in a huge building or like living cells in an organism.

‘Bricks have no life, neither does a building composed of them. But every cell

in a living being is itself a dynamic organism capable of breathing, of getting
rid of the stale and taking in the fresh, of growing and of reacting
spontaneously to the stimuli from the outside world. Living beings at a
lower stage of development are composed of simple cells; those at a higher
stage of development are complicated organisms composed of differént kinds
of cells. As'a basic unit in a modern economy, an enterprise should never be
like a lifeless brick, but should be a dynamic organism full of vitality.
A nation’s economic strength is the totality of the productive forces of her
enterprises, but it is measured not merely by the number of enterprises but,
more significantly, by the vitality of each enterprise, just as a person’s phy-
sical soundness depends on the vitality of his cells.

We often speak of giving full play to the role of existing enterprises,
which would contribute more to national economic development by updating

-+ their technology and tapping their potentials. But one thing is not clear: what

should be the main form of extended reproduction? Should it mainly be
effected by building new enterprises and new bases, or should an equal
stress be put on the technical reorientation and expansion of the ex-
isting ones? As far as the existing enterprises are concerned, should they be
expected to tap their potentials under existing conditions, or should they be
regarded as dynamic organisms and encouraged to multiply themselves and con-
duct reproduction on an extended scale?

Practice over the years has proved that under normal conditions, invest-
ment of the same amount of funds in the remolding and expansion of
old enterprises would bring in much bigger returns than in setting up new ones.
If we take an enterprise as an organism capable of undergoing metabolism,
we should provide proper conditions for its growth and expansion. And even
if a new enterprise is needed, it should be made to spring into existence in











































































































































































































































































