Vol. 18, No. 6 & 7

June -

Price 20p

July 1981

China Policy Study Group

BROADSHEET

PROBLEMS OF NATIONAL LIBERATION AND SOCIALISM

Sponsors: Dr Joseph Needham FRS, Prof Cyril Offord FRS, Prof Joan Robinson, Prof George Thomson

VIETNAMESE - SOVIET THREAT TO S-E ASIA

RECENT reports of fighting on China’s border with

Vietnam and Laos must cause disquiet. No troops
other than those of China and Vietnam have been in-
volved, the Vietnamese treating Laos as though it were
part of Vietnam. How is it possible that relations with
China can have undergone such a transformation since
the days of the Vietnam-US war?

It is because the Vietnamese government, the war once
safely over, threw in its lot unreservedly with the USSR
which, even in the gravest days of the war, when China
was providing assistance on a huge scale, never hid its
enmity for China and her independent road to socialism.

The Vietnamese government and Party after the death
of the great Ho Chi Minh still played down the desire
for an Indochina Federation, long cherished by some.
Such a Federation, set up with the freely-given consent
of all its members and based on equality and mutual
benefit, could well have been a step forward, but not if
formed by coercion and resulting in scarcely disguised
Vietnamese overlordship. That is what the present
government seeks and why it has occupied Laos and
Kampuchea and set up a puppet regime in Phnom Penh.

ASEAN and the UN have taken a clear stand. They
see the stark threat to other countries in the region and
say that the Vietnamese occupation of Kampuchea must
be ended. They have resisted all the diversionary pro-
posals of the Soviet Union and its supporters.

Present Vietnamese actions coincide exactly with the
wish of the Soviet Union to have a militarily strong,
friendly and unscrupulous ally on China’s southern
border, thus posing the threat of a war on two fronts.

The Vietnamese constantly harass China, something the
Soviet Union hardly dares do, compelling her to keep
forces in readiness and impeding her modernisation.

There are no ‘neutral’ observers of the fighting, so we
must choose between the versions of China and Vietnam.
Simple commonsense shows that China has everything to
gain from peace; her desire for conquest, of which the
Vietnamese and Soviets constantly speak, does not exist;
it is only Vietnam which has armed forces in Kampuchea
and Laos and threatens Thailand’s border. None of
China’s other neighbours feel threatened by her.

It is hard for the millions in the West who supported
Vietnam in the war with the US to accept the reversal
of her role. If they go on blinding themselves to it they
will find themselves completely disorientated in the years
to come. Vietnam is now a surrogate of the USSR, pro-
viding it with military bases and receiving from it war
material far beyond the needs of a country engaged only
in peaceful reconstruction. Half of Vietnam’s revenue is
spent for military purposes. Though nothing can stain
the wartime heroism of the Vietnamese people, their
government is now an imperialist one, oblivious to their
needs. They are undergoing privation in order to sup-
port a war machine which suppresses patriots of other
countries. Before long more and more of the Vietnamese
people will discover this.

The best service friends of Vietnam can perform now
is to oppose the anti-democratic Vietnamese government,
support local organisations which help Kampuchea, and
uphold and encourage the stand of the UN and ASEAN.
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HOW SHOULD THE CHINESE SYSTEM WORK?

RE-THINKING about China should be welcomed
wherever it appears, not least among those who have
traditionally been counted as friends of People’s China.
But new thinking can become as sterile as old thinking
if it dwells only on what China should avoid doing, in-
stead of reaching out to clearer ideas of what she should
do to escape from a situation of stalemate.

People on the right of politics, however well-disposed
to China, still condemn her for diminishing and stream-
lining monetary incentives and stifling the independence
of businesses by making them all part of a state-regulated
system. Meanwhile those on the left are nervous of the
reappearance of profit measurement, market enterprise,
even financial accountability, and yearn for the stability
of a paternalistic government keeping an eye on each
unit and injecting extra stimulus when needed.

This is a mirage. Even if it were possible to devise and
operate effective centralised control in a country of a
thousand million people and 400,000 industrial establish-
ments it would circumscribe enterprise and initiative so
much that the whole system would soon become conser-
vative, then obsolescent and finally stagnant.

One thing socialists are constantly losing the urge to
do is think out concretely how to avoid, when the time
comes, the three debilitating maladies of a state system—
playing safe, continuing to invent new variations when
what is needed is a new theme, and using the employee
as a constructional unit instead of a creative one. Every-
one can suggest ways of countering and offsetting these
failings, but as the years go by and new generations take
over with a less static attitude, policies which rely on
moderating and compensating for the negative features
of the economic process will be rejected as tinkering, or
as trying vainly to prettify an inadequate structure.

It is not only—not even mainly—in trade that the
Chinese have come to the conclusion you cannot have
people sitting in offices far away controlling operations
geared to a market. The buying in of materials, recruit-
ment of labour, replacement or overhaul of machines,
and above all modification of the product, must be by
decision of the producer on the spot, not by consensus of
a regional or area committee. The latter way leads to
growing inefficiency and there comes a time when in-
efficiency ceases to be the secondary consideration it was
in the ’sos and ’60s and becomes an impediment to any
growth at all.

Most industrial models calling themselves socialist
have been highly centralised, probably over-centralised
even according to their own lights. This comes from the
concept of an overall plan, but it is not impossible to
make flexible plans, even plans with quite large sector-
to-sector tolerances. The Chinese evolved a technique
from the ’sos onwards which enabled them to revise not
only a five-year plan but an annual plan when it was
already in operation. This is taxing for officials at all
levels and it is not to be wondered at that they resist
fluid development plans and variable targets.

The question now to be asked is whether those who
reject flexibility, and the key expression of it—greater
autonomy for localities and individual enterprises—may
not have to give up the idea of achieving socialism. It is
likely that new generations will refuse to accept cut-
and-dried plans for much longer. The youth of China
as of every other country wants to see a lot more give-
and-take and is not impressed by the explanation that
there was plenty of this through official channels before
the plan was adopted. However diligent the preliminary
two-way feed of information it can never take full ac-

count of the impulse to go one better, or of unforeseen
sethacks (to which China, through a planned economy,
is certainly no less subject than Western Europe). Cen-
tralised planning risks blinding eyes to local opportunity.

There is much to suggest that the degree of auto-
nomy enjoyed by producing and servicing units through-
out the country will come to be seen within China as the
main test of the amount of effective freedom of expres-
sion people are allowed. Numerous activities which in
Western countries are limited only by the law are regu-
lated in China by the Plan. The crucial question is how
much detail the state goes into in laying things down
and how much is left to the parties concerned (mostly
public bodies of one sort of another) to fix up among
themselves.

Take the type of case most in question at the moment,
that of an operating unit in productive industry, or in
communications or transport. The people on the spot
want to modify the product or service in certain ways to
meet the demand they are convinced exists, or maybe
want to rationalise some of their arrangements for ob-
taining supplies, even equipment, in the light of what
they have heard about availabilities in a neighbouring
town or province.

Must the central authority be responsible for the sup-
ply of all equipment, raw materials and energy supplies
consumed? Must it allocate labour? Must it purchase
and market all the factory’s products? Must it fix the
price without regard to market preferences?

Questions that always were relevant have acquired
extra point as a result of experiments carried out during
the last few years. By no means all of these have been in
centres or provinces with a long industrial history. Nor
are they mainly in the seaboard provinces. A review in
Social Sciences in China, No. g (Social Sciences Publish-
ing House, Beijing) drew attention particularly to ex-
perience in Sichuan, Anhui and Zhijiang Provinces, all
of which have had some of these ‘enterprises under ex-
periment’ since 1979. They are enterprises which have
been reorganised on the basis of an economic respon-
sibility system like that outlined by Yuan Baohua (Head
of the State Economic Commission) at the opening of the
National Conference on Industry and Transport two
months ago. The principles mentioned by him were (1)
retention of a proportion of profits for expanding pro-
duction and upgrading equipment, as well as for workers’
welfare and bonus payments (2) a maximum loss limit
beyond which enterprises have to forfeit their state sub-
sidy (nearly a quarter of all state-owned industrial enter-
prises made losses last year). Broadly speaking, the first
principle applies to large and medium-scale enterprises.
Smaller units must take on responsibility for their own
profits and losses and pay a tax to the state instead of a
proportion of profits.

Another principle implicit in these arrangements is
that state allocation and purchase is supplemented and
to some degree replaced by contracts between producers
or between producers and market outlets.

Officially there are now over 6,000 enterprises ‘under
experiment’ to one degree or another. This means that
about 16 per cent of the state-owned enterprises in China
have partly freed themselves from the old mould and
taken on management functions that go beyond nego-
tiating assignments, supplies and sales with the state.
Although still a minority they apparently account for
about 6o per cent, by value, of the total output of state-
owned enterprises and as much as 70 per cent of the total
profits paid over. Yuan Baohua cited an indicative statis-



tic from Heilongjiang Province in North China where
the system was put into force last year in the enterprises
run by prefectural and county governments. Nearly 60
million Yuan went into state coffers from the profits of
these enterprises in 1980, whereas in 1979 they had sus-
tained losses totalling just under 46 million Yuan.

The implication is that once they have a degree of
autonomy in management, enterprises will get themselves
out of the red. Responsibility acts as a spur. There is
nothing particularly surprising about that. It remains to
be seen, however, whether they can go on to consolidate
this position adapting products to market changes.

The review of the earlier experiments summarised
their achievement to date in fairly measured terms:.

The experiments in giving the enterprises more autonomy have

enabled them to decide on the production of some of their

goods, enter into contracts for the procurement of some means

of production, market some of their products, retain part of

their profit and use it as they see fit.

The idea of individual enterprises retaining some of
their profits and using them as they see fit has been parti-
cularly worrying to those on the alert for signs of a re-
turn to capitalist practices. No doubt there are sound
precedents for this concern, but it begins to look para-
doxical when the possible uses of profit in a state enter-
prise are examined. Out of profits must come the funds
for updating plant and for the technical improvements
necessary to keep its products in the market. Beyond
that, however, is the more serious question of how to
finance a replacement of first-generation by second-
generation machinery when this has become the only
alternative to gradually bowing out of business. Should
the state step in once again with the necessary invest-
ment funds, perhaps in foreign currency? The critics who
deplore retention of profits within an enterprise, where
they must be used for developing the enterprise itself,
are the same ones who lament government decisions to
cut back on capital construction in industries with high
technology content because priority calls on the budget
for the time being are for agriculture, light industry,
housing and power. Retained profits could be the begin-
ning of a solution to this problem, or to the equally
familiar one of the need to enlarge the scale of produc-
tion when others are found to be operating more eco-
nomically by spreading overheads over a larger output.

The review of the enterprises under experiment in
Sichuan and elsewhere since 1979 went into the detail of
why a transfer of commercial management functions to
the enterprise itself mean the ending of various kinds of
anomalies and irrationalities. The point can be made by
quoting four brief extracts:

The Sichuan Dujiang Woodworking Machinery Plant turns
out a wide range of power saws, planers and milling machines
which are of good quality and well appreciated at home and
abroad. Last year the state drastically reduced the output tar-
gets for the plant. By the old way of doing things, the plant
would have had to stay within the limits set by plans and
leave idle much of its productive capacity. But since it was an
enterprise under experiment and had been granted power to
do things on its own, it tried a number of ways to expand pro-
duction. It printed an attractive catalogue of its line of goods,
mailed it to all parts of the country, and despatched four
teams to canvass customer opinions in various provinces and
municipalities. Customers came knocking at its door, and
orders piled up. A big proportion of its 1979 -output was taken
up by goods it produced by its own decision through a full
utilization of its capacity.

The Sichuan No. 1 Cotton Textile Mill used to do every-
thing according to state plans. Some of its products were over-
stocked because of poor demand,- while others were under-
produced and sold out. After the mill began its experiment, it
continued to produce according to state targets, but tried out
new products on the basis of market surveys. By the conven-
tional practice it should first design a product, then produce it

and finally set the price. But this time it reversed the pro-
cedure. After comparing the sales of polyester twill fabrics of
different prices and quality, it discovered that those priced
under 1.50 yuan per foot were the most popular. So it decided
to manufacture a twill that would sell at 1.49 yuan, which sold
exceedingly well because it was within the purchasing power
of most customers and the price appealed to customer men-
tality. So the experiment has resulted in a significant change ir
the production process.

The Zhongnan Rubber Plant in Chongqing got an inade-
quat state supply of raw rubber in 1979 because of a cut in
imported rubber. If the plant were to depend solely on state
supplies, it would have been compelled to slash production.
But the reform permitted it to send purchasing agents to Yun-
nan, Guangxi and other regions, where they signed contracts
for the supply of some 30 per cent of the raw material needed
for the-year. The result was a doubling of its 1979 profits.

The Ningjiang Machine Tool Plant in Sichuan Province
produced good and relatively cheap lathes. In 1979, however,

it didn’t have much work to do because the state had reduced"

its output targets. The management realised that while there
had been a glut of machine tools in recent years, the small and
medium-sized precision lathes produced by the plant were still
in great demand, especially because of their quality and rea-
sonable prices. The sluggish sales were due to the inefficient
distribution of machine tools, not to the products themselves.

To operate its equipment at full capacity and increase earn-

ings, the plant published an advertisement in the June 25th

edition of the People’s Daily, announcing that ‘direct orders

from home and abroad will be accepted’. This brought in a

flood of orders, resulting in contracts for more than 1,000

lathes with domestic and foréign customers. The success ex-

erted pressure on four other enterprises producing similar
types of lathes. With an ex-factory price of 9,500 yuan, the

7 mm high-precision automatic lathe from the Ningjiang plant

was highly efficient and easy to operate. Similar manufacturers

in Shanghai, Liaoning, Hangzhou and Xi’an had to mark
down the prices of their goods to stay in the market.

The last of these examples opens up another aspect of
the experiments, competition among enterprises. There
is no side-stepping the conclusion that the ‘economic
responsibility system’ in any form must lead to com-
petition. Competition there will be, therefore, and com-
petition there certainly should be if the consumer in
China is to be given any choice in what he buys and uses.
No doubt the market for many consumer brands would
be mainly regional or provincial, and the competition
would not often be countrywide. It could be none the
less intense for that, and possibly heightened again by
the opportunity of breaking into export markets.

Competition among producers to satisfy the market
introduces distortions and greatly complicates the task
of planners. Sharply rising demand may force small units
to expand while others with higher designed capacity
find themselves hamstrung by lack of orders. This price
has to be paid for greater freedom and consumer choice.

MODERNISATION

Visitors’ Notes
MODERNISATION by the year 2000—that is the aim

being followed by the new leadership since the end .

of 1978. The first two years after the death of Mao were
characterised by ideological strife and the necessary clear-

ing of the ground. The education of a whole generation .

both at school and at university had suffered and a num-
ber of positions in almost all factories, educational in-
stitutions, offices, planning units etc. were still held by
persons ideologically closer to the Gang of Four than to
Deng and his colleagues. (It is notoriously difficult for
visitors to China to ascertain just how many Chinese did
actively support the Gang.) Much reorganisation both of
resources and of personnel was therefore necessary. In an
article for the 1980 Britannica Book of the Year (Chicago
1980) Deng Xiaoping characterised this as ‘a new revolu-







