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STRUCTURAL CHANGES IN THE ECONOMY
OF THE CHINESE MAINLAND, 1933 TO 1952~57

By Ta-Chung Lin®

During the past two decades, China has undergone changes so violent, ex-
tensive and intensive as perhaps no other nation has experienced in such a
short time. Even c.on_fining our analysis to the economic aspects only, we can
do no more in the spaceballoted than to carve out a most sketchy outline. The
cursoriness of our analysis is mitigated somewhat by the quantitative back-

ground presented here in the form of national product and expenditure accounts.

Coverage and Reliability of the National Product Estimates

Dictated by the data available for China outside of Manchuria, estimates
for the prewar period have been made only for the one year 1933. This is un~
fortunate. There are evidences of fairly rapid development of light manu-
facturing industries in China Proper and of heavy industries in Manchuria
during 1931-36. A comparison of the pattern of growth during this period
with the recent Communist development would have been illuminating. However,
the single year estimate for 1933 is significant. It furnishes a yardstick
against which one can measure the standard of living prevailing in recent
years. A comparison of the 1933 market prices with the controlled prices in
the Communist economy of 1952 is also useful for many purposes. Statistics

are so scarce and unreliable for the period of the Sino-Japanese War (1937-L5),

*The author is Professor of Economics at Cormell University, and consultant
for The RAND Corporation. The national product end expenditure estimates pre-
sented in this paper are the result of a RAND research project undertaken by
the author jointly with K. C. Yeh and Chong Twanmo. In preparing these estimates,
the author has benefited from suggestions of Hens Heymenn, Jr., Oleg Hoeffding,

J. A. Kershew, Simon Kuznets and R. H. Moorsteen.
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for the two post-victory years of bitter internal fighting (1946-L8), and for
the early period of the Communist regime (1949-51), that any estimate of
national product for these years would be questionable, By-1952, the year
iﬁmediately before the launching of the First Five Year Plan; the economy
had largely been rehabilitated from the ravages of war. Communist statistics
also become more abundant and less unreliable. Estimates for all the six
years 1952-57 have therefore been made to provide a basis for evaluating the
performance of the Communist economy during the First Plan period ending in
1957.

It cannot be overemphasized that the basic data are weak and scarce for
all the years covered and that bold assumptions have had to be made to bridge
over the gaps. In addition to inaccuracies, intentional distortion for propa-
ganda purposes by the Communist regime of such statistics as the value of
eonsumer goods produced, retail sales, wage rates, etc. cannot be ruled out.
Wherever the use of these data is unavoidable, we have made corrections on
reasonable but necessarily arbitrary assumptions. Probgzbly the least unre-
liable among the Communist statistics that have been used without modification
in making our estimates are their data on producers goods.

The usefulness of any national income estimate is severely limited if
the result cannot be put on a per capita basis. Furthemmore, while many com-
ponents of our national product estimates have been derived from production
statistics, data on population and its occupational.distribution hzd to be
used to close many gaps. ZIhe magnitude of the Chinese population has always
been a source of anguish to statisticians, and lately a political tint has
been added to this controversial subject. For the Chinese Communists have
constantly been boasting of the tremendous manpower under their control.l/

The 1953 Communist census, showing the Chinese population on the Meinland as
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580 million, is unquestionably far less accurate than the censuses of Western
nations. At the same time it should be noted that their census data are less
unreliable than most of their economic statistics. There is little doubt
that the Communists knew what their population was better than how much hand-
woven cotton cloth or how many cattle and hogs they had. More positively,
the sex ratio and age distribution given in the Communist census appear more
reasonable, and closer to the few relatively respectable prewar sample studies,
than the data given in all previous censuses. In fact, if the Chinese popu~
lation figures for the prewar years are adjusted for the obvious upward bias
in the male-female ratios and the downward bias in the zero to four age group
on the basis of the more reliable sample studies, the Chinese population
around 1933 would be in the neighborhood of 500 million, instead of the
smaller prewar figures with which we are familiar. The round figure of 500
million for 1933 and the Communist population data for the postwar years are
used in this study. These population figures have been checked against our
estimates of food production. The results are not incompatible with our impres-
sion of the per capita food supply in these years.

Inevitably, in deriving our estimates, a great deal of personal judgement
was involved. While these estimates may be widely off the mark, we are con-
vinced that’they give a more accurate picture of the economy than any impres-
sion one could gain from the Communist figures alone. Moreover, the relative
magnitudes of the estimates for the various years are likely to be more re-

liable than the absolute figures for any single year.

-The Estimates

The product and expenditure accounts for 1933 and 1952-57, computed in
both constant 1933 and 1952 prices for all the years, are shown in Tables A

and B of the Appendix. Three summary tables are presented in the text as the
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main factual background of our anslysis. Tables 1 and 2 follow immediately.
Table 3, showing the rates of growth of certain key magnitudes during the
First Plan period, is presented following the discussion of developments
during 1952-57.
Table 1
Percentage Composition of Domestic Product and Expenditure

(a) Net Value Added by Industrial Origin

Constant 1933 Prices Constant 1952 Prices
(per cent) (per cent)

1933 1952 1957 1933 1952 1957
Agriculture 63 57 5k 5o L7 Il
"Modern" nonagri-
cultural sector * 6 10 19 9 1L 2l
Government
administration 3 S 6 2 L L
Rest of economy™™ 29 28 22 39 35 3

(b) Net Damestic Expenditure by End Use
Personal consumption oL 80 75 87 Th 6L
Government consumption L 11 11
20 25 13

Net domestic investment 2 16 25

* Including "modern" manufacturing, mining, utilities, construction,
and "modern™ transportation and cormunications.

% Including handicraft mamufacturing, old-fashioned transportation,
trade, finance, persocnal services, imputed rent and forced labor.
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Table 2
i/
Per Capita Product, Consumption and Investment
Constant 1033 Yuan Constant 1052 Yuan
1933 1952 1957 1933 1952 1957
Net domestic product 60 56 64 13k 126 156
Personal consumption 57 L5 L8 118 95 100
Food consumption 37 30 32 72 60 62
Government consumption 2 13 18
Net domestic investment 1l : 20 39

l/For wellknown reasons, the temptation to convert these figures to
U.S. dollars on the basis of the official exchange rate (1 U.S. dollar =
2.34 1952 Yuen) must be resisted.

The Economy in 1933

The year 1933 was rather representative of the prewar period in the
overwhelming importance of agriculture and the insignificance of the "modern"
nonagricultural sector in the economy (see Table la), and in the preponderant
proportion of consumption in total expenditure (9L% as computed on 1952 prices,
see Table 1b). While per capita output and consumption were both pitifully
small, investment per person was negligible. (See Table 2). A striking
feature of the data is that the percentage distribution of the total product,
both by industrial origin and by end use, as computed on 1952 prices, is
significantly different from that obtained on 1933 priceS. The 1952 price
weights undervalue greatly the net value added by agriculture, but overvalue
substantially the contribution of the "modern™ nonagricultural sector and,
to a lesser extent, that of the "rest of the economy", to the total product.
They als; undervalue the percentage share of consumption in total expenditure,

thus exaggerating the proportion of investment and government consumption.
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In 1933, both indirect taxes and govermment subsidies were negligibly small
compared to the total product. Arbitrary allocation of resources and price
controls by the government were also absent. The ratios of the value added
by the different sectors, as measured in 1933 prices, would correspond
roughly to the relative factor cost incurred in the different sectors. The
implications of the difference between the 1933 and the 1952 price weights
will be discussed in connection with the institutional changes which brought

about the 1952 pricing system.

Comparison of Economic Structure and Institutions, 1933 and 1952

The importance of agriculture and of’the "rest of the economy" is reduced
and that of the "modem" nonagricultural sector and government administration
substantially increased in 1952, as compared with 1933. (See Table la.)
Drastic changes occuried in the allocatiemn of resources by end use. (See
Table 1b.) Personal consumption amounted to only TL per cent of total ex-
penditure in 1952 (as computed on 1952 prices), a reduction of 13 percentage
points from the 1933 proportion. Most significantly, this reduction in the
consumption share occurred in a year when the total net product was no greater
than in 1933 (see Table A of the appendix). The result was of course an
extremely painful decline in per capita consumption (see Table 2). The
reduction in food consumption was almost as drastic. The overvaluation of
the "modemn" nonagricultural sector and the "rest of the economymg/ relative
to'agriculture, and the undervaluation of personal consumption relative to
investment and govermment consumption by the 1952 price weights as compared
to the results obtained in temms of 1933 prices, are again in evidence.

(See Table la énd 1b). What were the forces that had brought about these

changes?
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Through the "Three-Anti" and "Five-Anti" movements during 1950-51 and
the power to allocate raw materials and credit, the Communists had, by 1952,
gained just about complete control over the "modern" nonagricultural sector.
It was therefore not difficult for the Communists to carry out their decision
to expand the ™modermn" sector and to increase investment as such; capital
expansion simply followed government orders. However, it was not as simple
to suppress the competition for the required resources from other directions.
There was actually no longer any voluntary private saving to speak of in 1952.
The excess of production over consumption, whether for investment or for govern-
ment consumption, was entirely forced on the population. Funds were secured
by the regime through the following means, ranked in order of their probable
quantitative importance in 1952: commercial and industrial taxes, profits
from government enterprises, agricultural taxes (mostly in kind), compulsory
purchases of government bonds, confiscation, and new note issue. The inflation-
ary effect of the last was largely neutralized by what amounted to partial
freezing of deposits.

Moreover, by 1952, the regime was in firm control not only of the indus-
trial enterprises, but also of all large scale trading activities (govermment
trading cooperations themselves and marketing cooperatives, including those
dealing with agricultural products). The government was, therefore, in a
position to determine the price structure more or less at will. The combined
effect of the taxation and priecing policies imposed on agriculture, industry
and trade was such that the terms of trade turned against the peasants, the
handicraftsmen and the workers in the other old-fashioned sectors of the
economy. Prices of modern manufacturing products in 1952 were, as a whole,
roughly four times as high as in 1933, handicraft prices about 2.3 times and
agricultural prices only about 1.8 times. The peasants, especially, were

squeezed three ways: by direct taxation, by the government purchases of
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fsurplus" agricultural products at low fixed prices, and by the high prices
for the goods they had to buy, In the meantime, however, to the extent that
government enterprises used agricultural and handicraft products as raw
materials and intermediate products for further fabrication, this pricing

system increased government revenues more than expenditures and hence helped

to augment profits accruing to the government.

Developments during the First Five Year Plan Period

It is not possible here even to give an outline of the First Plan; nor
is it necessary. The First Plan was not a true plan in the sense of a pro-
ject prepared prior to its execution. It contains no serious discussion of
the financial, fiscal and other econcmic policies required for its implemen-
tation. In fact, the plan was not announced until mid-1955 when half the
plan period was over. Indeed, by that time, it would not have been difficult
for the technicians to pull together a set of target figures which the regime
could expect to achieve during the period. After the plan was announced,
determined efforts were in fact made by the regime to force its fulfillment.
By and large, there is little doubt that the target output of producers goods
was achieved. However, the claim of the fulfillment of the planned output
for consumer goods as a whole must be rejected as a gross exaggeration.

While it would not be worth quoting some of the mass of statistics
presented in the plan or in the report on its fulfillment, two important
features of the basic philosophy underlying the First Plan might be noted.
First, agriculture was neglected. Either the Commnists were over-confident
about their ability to raise agricultural production without investing much
resources in it or they were not fully aware of the important role agriculture

must play in the process of industrialization. Second, the entire plan
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revolves around 156 large scale modern plants which were being built with
Soviet assistance. Fmphasis was explicitly placed upon modern, big and
capital-intensive factories. While forced labor was used in building roads,
dams, and river works, the possibility of substituting abundant and almost
costless labor for capital in manufacturing industries was apparently over-
looked or deprecated.

The changes in the structure of the economy were quite pronounced from
1952 to 1957. Net value added by agriculture in 1957 was a mere L1 per cent
of the net domestic product when measured in 1952 prices. (See Table la).

The contribution of the "modern" nonagricultural sector reached the respectable
level of one fourth of the neﬁ product; Twenty five percent of the current
output in 1957 was saved for investment purposes. (See Table 1b). Government
consumption and investment together accounted for more than one third of the
total expenditure. Per capita product increased by one fourth from 1952 to
1957. (See Table 2). However, per capita food consumption, while somewhat
higher than the 1952 level, remained 1l per cent lower than in 1933. When
computed on 1933 prices, the importance of the "modern™ nonagricultural sector
and of investment and government consumption in the total product diminishes,
but the indicated changes remain impressive.

As shown in Table 3, the most striking feature of the pattern of develop-
ment during this period is the lack of regularity in the rates of growth of
all the important components of the national product. There is no apparent
relationship between the year-to-year rate of growth of any of the series
either with time or with previous investment. Instead, all of them fluctu-
ated widely wifh no discemible pattern. Certainly the Communists could not

have planned it that way. Imn fact, they have attributed much of the fluectu-

ations to the lack of stability in agricultural output over which they claimed
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to have no control on account of natural disasters. Actually, the relation-
ship between the variations in the rates of growth of agriculture and of the
other sectors is, on the basis of our data, neither obvious nor definite.
Table 3 also vividly brings home the true nature of a developing economy
under Communist control. Per capita consumption, while still below the 1933
level, barely managed to increase by an average of one per cent per year.
This increase was, however, subject to overwhelming uncertainty; for instance,
when computed on 1933 prices, per capita personal consumption declined by
1.7 per cent from 1956 to 1957. Granted that it has not been a Communist aim
to improve the standard of living either in the past or for the immediate
future, the economy cannot be judged as functioning satisfactorily as long
as the uncertainty involved is so great.
The average annual rates of growth of the "modern" nonagricultural
sector and of net domestic investment are truly impressive; however, even
for these items, the margin of uncertainty remains very large. Bearing in
mind that, in 1952, the "modern" nonagricultural sector accounted for only
1L per cent of the economy (see Table la), expansion at an average rate of
20 per cent per year, does not in itself appear impossible or even difficult.
A fair evaluation must take into consideration the cost in terms of the
consumptién standard which, as we have seen, has suffered a grezt deal.
Moreover the Chinese population did not voluntarily choose to live for six
years at a subsistence level lower than the prewar standard. The low con-
sumption level was maintained by deliberate and strict government measures.
On the one hand, taxes on industry, taxes on commerce, and profits transferred
from state enterprises to thé government, increasedrespectively by 80 per
cent and 150 per cent from 1952 to 1957. On the other hand, the control over
the distribution of food and many other necessities was further tightened

toward the end of 1953, and was then replaced by outright rationing in 1955.
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1952-57
Constant 1933 Prices Constant 1952 Prices
Average Smallest | Largest ||Average ! Smallest | Largest
annual rate| rate and | rate and |[fannual rate, rate and | rate and
of growth * | year year of growth * year year
|
Net domestic 5.2 2.5 11.3 649 {346 13.5
product [t 3.2] (1956-57)] (1955-56)|| [*#3.5] | (1956~57)] (1955-56)
Agriculture +hoo -003 7-8 ) ).102 , ‘002 70,_1»
[=3.3] (1953-5L)| (1954=55)lf [+3.3] (1953-5L); (1956-57)
nModern"nonagri- 196 10,0 31.2 19.6 7.8 33.2
culture [+8.8] (1956-57)] (1955-56)|t [£9.7] (1956-57) (1955-56)
Government 749 -0.l1 | 30.2 7.9 -0.5 30.2
administration [t11.36] (1956-57), (1952-53)|| [£11.37] (1956-57): (1952-53)
Rest of economy 046 -9.1 12,2 L0 =3.5 % 13.2
(2707 (1956-57) (1955-56)}| [#5.8] (1956-57); (1955-56)
Net damestic 67 4.0 11.7
expenditure [2.8] (1953-5L) (1955-56)
i
Personal 3.7 -)407 looh +3.5 -20)4 : 807
consumption [ih.9] (1952-53) (195L-55)| [23.8] (1952-53) (195L-55)
Government 11.Lh ~27.k 57.5
consumption [227.5] (1953-5L) (1952-53)
Net domestic 17.9 2.0 30.0
investment [z 9.2] (1954-55) (1953-5L)
Per capita rates
Net domestic 2.8 "005 900 b.o).j. 005 11.1
product [£3.3] (1956-57)| (1955-56)|| [+3.6] (1956-57) (1955-56)
Personal 1.3 -6.7 8.0 1.1 =l 6.l
consumption [ihoaj (1952-53)| (1955-56)|| (£3.€] (1952-53) (1955-56)
Government {89 -29.1 5he3
consumption 1[t27.1] (1953-5L)} (1952-53)
Net domestic 151 0.2 26.5
investment = 9.02) (195L-55)| (1953-5L)
# The figures in brackets are the standard deviations of the average annual
growth rates. There is no observable trend in any of the rates of growth

given in this table.
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The performance of the agricultiural sector during the entire First Plan
period must be considered a failure. It might appear that an annual average
rate of growth of L, per cent is no mean achievement. But one must note that
per capita food consumption was, in 1957, still very substantially below the
1933 level. This lack of progress in agriculture is hot really difficult to
understand. For those years after the completion of the land redistribution
program in 1952, the peasants were unsuccessfully urged by the regime to join
"cooperatives". However, by the end of 1955, membership in cooperatives was no
longer a matter of choice; and within one year, practically all peasants had
given up their ownership of land and had become members of cooperatives.
Under such circumstances, it is likely that the peasants were less enthusiastic
in their work than the Communist cadets who "managed" the cooperatives. Abuses

of the peasants by the cadets were loudly reported during the brief "hundred

flowers blooming" period when people were urged to voice thelr grievances.

Concluding Remarks

Since the average annual rate of growth of the net domestic product
during the First Five Year Plan period appears to vary from about 5 per cent
per year in constant 1933 prices to about 7 per cent per year in constant 1952
prices (sée Table 3), it would obviously be hazardous to compare the per-
formance of the Communist economy on the Chinese Mainland with other countries
with different price system. Howe#er, there is little doubt that the output
of producer goods has increased greatly. Thus, the production of steel pro-
bably did increase from 1.l million tons in 1952 to 5 million tons in 1957
and cement from 2.9 to 6.8 million tons. But, under the greatest tyrant China
ever had, the First Emperor of the Ch'in Dynasty, China built the Great Wall,

perhaps some 500 miles long at that time, in the late 200's B. C. It is
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difficult to say whether the ancient or the modern "achievement" is the more
difficult. Certainly, the cost in human suffering and sacrifice was great
in both cases, and some rough statistical indication of the current situation
has been presented in Table 2. What is more important te the Commmnists,
however, is that this sacrifice and suffering has had a telling effect on
the incentive to produce things other than steel, cement and the like. The
lack of progress in agriculture and the other old-fashioned sectors of the
economyé/ may have become a limiting factor to the development of the "modern"
sector itself. To solve this problem, two alternatives were open to the
regime: ralse the incentive, or use stronger compulsion. The latter course
was apparently adopted. Communes were founded in early 1958, compelling
everyone, women as well as men, to live the life of soldier-peasant-laborer
simul taneously. For a while, under this system, agricultural and other out-
put may show an increése, not because people love to live in barracks but
because the utilization of labor In the communes can be even more intensified
and closely supervised than before. The lack of cows, plows and modern blast
furnaces could be made up to some extent by more intensive exploitation of
labor, the social marginal cost of which has bordered on zero. It is beyond
the competence of the author to speculate on the chances of success of such

an experiment. Historians, political scientists and sociologists are in a

better position to judge whether such a system is 1likely to endure.
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Appendix

Estimates of Domestic Yroduct and Expenditure, 1933 and 1952-57*

Table A
Net Domestic Preduct by Imdustrial Origin
(billion)
Constant 1933 Yuan [ constant 1952 Yuan
1933[1952]1953[195) [1955(|1956( 1957([19331952] 1953] 1954 [1955{1956 {1957
Net wvalue
added by

Agriculture 1846[18.1[18.2]18.1{19.5(2047| 22.0|133.7[3347| 33.5;33.8 36.4138.L141.2

"Modern" non-
agriculture 1.8 301 h.O hos 502 609 7.6 508 10.0 12.8 15.1 16.8 22.3 2h-1

Government
administration 008 1.6 21| 241 242 203 203 lob 209 3.8 3.8 3.9 hol h.l

Rest of
economny 897 808 9.0 903 808 9.9 9.0 2691 2501 2605 2800 27'8 3105 300h
Net domestic
product 3061 31.6}33.2 3h.2§35.7 39. 71 LOLTH670| TLeT| 76| 80.7} BLeB} 96231995

Table B

Net Domestic Expenditure by End Use
(billion)
Constant 1933 Yuan Congstant 1952 Yuan

19331952 195311954 195511956 1951 1933719521953 1954 1955119561957

Personal H )
consumption 2846|2546 (2LeL{25.3127.9/29.5! 30.6[[59.1}53.7}52.5|5L.8]57.9/62.9163.8

Government
consumption 1.2 ToT{12.1| 8.8110.2{11.2[11.3

6.h 903 901 Boh 1001 lO.h Boh

Net domestic
investment 0.5 11.3013.4117.5117.9|22.0 25,2

Net domestic :
expenditure  3043[32.0(33.7|3kek|3643]39.6| L1.0[j67.5{72.6]78.0]8L.1 86.0{96.0{100.2

# For wellknown reasons, the temptation to convert these figures to U. S.
dollars on the basis of the official exchange rate (1 US$ = 2.3k 1952
yuan) must be resisted. :
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l/ However, from a propaganda point of view, it is doubtful whether it would
make any difference if the population was L8O instead of 580 million.

g/ There is over-valuation of the "rest of the economy" by the 1952 pricing
system, as compared to the 1933 relative position (see Table la), only
because "trading" is included here. Net value added by trading, valued
at the established prices of 1952, includes greatly increased indirect
taxes and government profits. If "trading" is excluded from the "rest
of the economy", then the value added by the latter would be greatly under-
valued by the 1952 pricing system relative to the "modern" sector, as
compared to the 1933 relative position.

2/ See the negligible rate of growth, as measured in 1933 prices, of the

"rest of the economy" given in Table 3. See also footnote 2.
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