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Introduction

he legacy of the Third Plenum of the Eleventh Chinese Communist Party

(cce) Central Committee has been extraordinary. In late 1978 the Chinese
leadership initiated an unprecedented series of dramatic economic reforms, which
enabled China to sustain a phenomenal growth rate. During the last two decades,
China’s real gross domestic product (GDP) grew between g percent and 13 per-
cent annually; China’s foreign trade figures increased from the trivial amount
of $1.94 billion in 1952 to $325.06 billion in 1997.' By opening to the outside
world and liberalizing the domestic economic structure, China transformed itself
into the third-largest and fastest-growing economy in the world.> With the incor-
poration of Hong Kong in 1997, China became the fourth-largest global trad-
ing economy, enjoyed the second-largest foreign exchange reserves, and
managed the fifth-largest global equities and financial market.3

The Integration of China into the World Economy

One of the Third Plenum’s greatest legacies has been China’s gradual reinte-
gration into the global economy. In the 1980s, mainland China obtained mem-
bership in the two major international organizations that promote international
financial stability (the International Monetary Fund) and development (the World
Bank). By 2001, China faced its last major hurdle to acceptance into the global
economy—admission to the World Trade Organization (WT0).# As the primary
organization dealing with international trade matters, the wTo requires all mem-
bers to conform to international norms of trade behavior. The Chinese leader-
ship accordingly approved several fundamental domestic and foreign economic
reforms—such as reducing domestic protectionist measures and promoting a
more transparent foreign trade system—to petition for wro admission. If real-
ized, compliance measures would represent for China an unprecedented, par-
tial surrender of state autonomy to an international organization.

When initiating the opening to the outside world (duiwai kaifang) in the late
1970s,5 Chinese leaders undoubtedly never envisioned signing international
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4 INTRODUCTION

covenants on human rights or ensuring regional economic stability.during the
1990s Asian crisis. Yet Chinese leaders have accepted such transaction costs to
realize China’s “manifest destiny” of assuming an important role in the new mil-
lenium’s “uni-multipolar” system.® No longer do they consider themselves the
“sick people of Asia” (Dongya bingfu), who for nearly two centuries were unable
to defend their sovereignty against Western imperialist incursions. Instead, they
envision a newly awakened Chinese dragon, along with their smaller Chinese
siblings—Hong Kong and Taiwan—assuming a major global economic role by
the early twenty-first century.

Western policy leaders have awakened to the potential power of the Chinese
economic dragon, which in 1996 began to compete with a stumbling Japan to
be the United States’ most important foreign trade competitor.” Thus the advanced
industrialized states are strongly motivated to encourage Chinese cooperative
behavior in the international economy to moderate future trade conflicts. For
these reasons, the United States, the European Union, and other wTO nations
strenuously objected to China’s violations of international norms of economic
behavior—such as in intellectual property rights, the dumping of low-value
merchandise on the world market, and the failure to extend “national treatment”
to foreign investors—during wTo negotiations.? To guarantee continued compli-
ance with such norms, wTo nations will need a greater understanding of the vari-
ables affecting Chinese foreign economic policy formation and implementation.

The Legacy of China’s pre-1979 Foreign Economic Policies

Foreign academics conducting fieldwork in the People’s Republic have published
many valuable works on contemporary Chinese foreign economic policies.?
Unfortunately, many of these studies, with several notable exceptions, either
ignore or take only a cursory view of pre-1978 foreign economic policy.

They thus reinforce the widely held romantic view that Chinese leaders pri-
marily pursued an autarkic development strategy based on a strict Maoist idea
of self-reliance (zili gengsheng). Although acknowledging that Soviet technol-
ogy imports jump-started Chinese economic development in the 1950s, this inter-
pretation emphasizes the global isolation of the Chinese economy. The Cold
War—specifically the UN trade embargo of the 1950s and the Sino-Soviet split
of 1960—imposed an autarkic regime upon China that resulted in low trade
dependency. Foreign trade thus “played a peripheral role at best” in economic
development in the 1960s and 1970s."® The reversal of this splendid isolation
occurred with the lifting of the U.S. trade embargo and the Central Committee
landmark decision of late 1978, which enabled China to burst suddenly upon
the world economic stage in the 1980s.

This study concurs with Perkins’s argument that Chinese elites and not the
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international environment made a conscious decision in the early 1950s to limit
dependence on foreign trade.”* Second, while the international environment
(bipolar conflict, the un and U.S. economic embargoes, the Sino-Soviet schism)
limited the policy options up to the late 1970s, it did not totally isolate China
from the global marketplace. Beginning in the 1950s, Chinese elites imported
large-scale turnkey plants from the Eastern- and subsequently the Western-bloc
nations as well as welcomed limited investment from overseas Chinese begin-
ning in the 1950s. Even during the Cultural Revolution, the Chinese revolutionary
leadership operated the Guangzhou Trade Fair and used its financial and trad-
ing connections with Hong Kong. Many of these pre-1978 foreign economic
policies and attitudes did not disappear with the advent of the Third Plenum,
but instead were revised and expanded. Thus as Yahuda has pointed out, the
Chinese indiscriminately used the term “self-reliance” “to describe a variety of
different policies from virtual autarky to the importing of a wide range of agri-
cultural products and industrial plants.”"?

Chinese leaders thus gained considerable knowledge and experience in deal-
ing with the international marketplace during the pre-1978 period. By not ana-
lyzing such interactions, current Western studies unduly discount the legacy of
previous interactions with the world capitalist economy. Such knowledge also
can shed further light on the similarities and differences of the Chinese devel-
opment model compared to the development paths of the other Asian develop-
ing economies. Most important, an understanding of China’s protectionist
heritage can explain its current reluctance to adhere to international norms of
economic behavior.

The signiﬁcance of this policy legacy became apparent to me while conducting
dissertation fieldwork on China’s opening policy."? Theoretically, China’s post—
1978 foreign economic policy should have heralded a new acceptance of the
international market, which would supplant state planners in determining cur-
rency exchange rates and production, marketing, and investment decisions.
China’s export processing zones (EPZs), such as the special economic zones
(sEzs) first authorized in July 1979, should have reflected this new outwardly
oriented strategy. Using their comparative advantage in labor and land to attract
foreign capital, technology, and entrepreneurial expertise, the EPZs should have
produced commodities competitive on the international market.

They did not. The most prominént symbol of China’s bold experimentation
- with outwardly oriented development, the SEZs, exhibited many inwardly ori-
ented development characteristics. Undoubtedly, a major reason for this incon-
gruity was the influence of past policies. The SEZs were not a new, radical
experiment, but the culmination of twenty years of experimentation with EpPzs
that was initiated by Zhou Enlai in 1960."5

Previous Western landmark studies, such as George Crane’s Political Economy
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of China’s Special Economic Zones and Michael Oborne’s China’s Special
Economic Zones, underemphasized the legacy of inwardly oriented development
and its influence on the formation of China’s EPz policy.’® This legacy man-
dated strict controls on foreign direct investment and the continuation of high
barriers against international environmental influences. As a result, the new
Chinese EPzs were insulated from international market pressures; the domes-
tic political and economic situation continued to determine Epz policies. Only
after 1982 did the Central Committee begin to lift the import substitution bar-
riers and approve elements of an export-oriented strategy; not until 1995 did the
Chinese leadership begin to terminate EpZ preferential policies as a precondi-
tion for wTo membership.'7

Thus, an understanding of this pre-1978 legacy can explain many of the pol-
icy formation and implementation problems encountered by the EPzs and other
foreign trade reform problems during the 1980s and 1990s.

Previous Interpretations of China’s Foreign Economic Policies

The majority of openly published studies from mainland China provide little
information about pre-1978 foreign economic policy. Like the reinterpretation
of history following dynastic or ruling coalition change, Chinese studies of the
pre-6.4 era (the pre-Tiananmen crisis of 4 June 1989) treat the 1978 Third Plenum
as the beginning of civilized history, when Chinese reformers boldly broke “the
shackles of leftist ideological tendencies, eliminated dogmatism and stagna-
tion.”'® During the post-6.4 era, the Party has attempted to rebuild respect for
the Party and Mao Zedong. The Party even promoted Mao as the initiator of
China’s opening policy."?

Although many Western accounts have been swayed by Maoist rhetoric con-
cerning self-reliance, certain Western economists including Alexander Eckstein
and Dwight Perkins have argued that technology and equipment imports made
an important contribution to overall economic development.?® Nicholas Lardy
put these arguments in a global perspective.?! Clarifying Eckstein’s arguments
about the importance of imports in China’s early economic development strat-
egy, Lardy argues that “the underlying strategy of import substitution adopted
during the First Five-Year Plan changed relatively little right up to the eve of
the reform period of the 1980s.”?% Lardy concurs with World Bank findings that
China’s previous development strategy insulated it from international market
pressures and had a detrimental effect on such matters as material pricing, pro-
duction of nonindustrial goods, and per capita consumption rates.?3 Yet the analy-
sis lacks details of China’s previous import substitution strategies, the politics
of their adoption, and how they have influenced the implementation of post-1978
export-oriented development strategy.



INTRODUCTION 7

Western political scientists have produced excellent studies of elite and fac-
tional conflicts over economic policy during the pre-1978 period but have paid
little attention to conflicts over the role of the global economy in China’s devel-
opment strategy.?4 Exceptions include Yahuda’s chapter analyzing self-reliance
during the Maoist era, which outlines Mao’s views and briefly describes dif-
ferences within the elite.”> Vindicating the utility of content analysis, Whiting
thoroughly analyzed press reports to test whether China’s turnkey plant imports
in the 1970s became entangled in coalition politics.>® Barnett’s early 1980s work
on China’s modernization program provides an insightful analysis of the self-
reliance debates in the 1970s.27 Bachman as well as Lieberthal and Oksenberg
explored the influence of the heavy industry coalition and the “petroleum group”
on foreign trade policy formulation.>® When analyzing China’s pre-1979 auto-
motive policies, Harwit identified major disagreements between the “pragma-
tists,” who championed “rational industrial development,” and the “Maoists,”
who emphasized the development of an indigenous automotive industry.? Van
Ness argues that three different lines of development were proffered over a thirty-
year period: socialist camp (1950—57), Third World (1960—70), and a modern-
ization line (1978-83).3° Solinger elegantly describes the crisis in China’s
relationship to the global economy, a crisis that energized China’s leaders to
readjust its moribund industrial strategy in the late 1970s.3"

Building upon these previous works, this study presents a more compre-
hensive picture of pre-1978 foreign economic policies and the debates that they
provoked.

The Cycling of Chinese Development Policy

While the international environment undoubtedly influenced China’s adoption
of an inwardly oriented development regime in the early 1950s, subsystemic
approaches best explain the development regime and strategy choices from the
late 1950s to late 1970s.3> Chapter I explores why China did not embark upon
a direct, evolutionary path toward outwardly oriented development like the
Taiwanese and South Koreans during the 1960s and 1970s. China not only
retained its inwardly oriented development regime, but alternated at various times
between its traditional import substitution development strategy and a more
extreme form of inwardly oriented development—semiautarky—that eliminated
most economic contacts with the international economy, including the impor-
tation of foreign equipment, technology, and know-how.

To explain this antinomy of Chinese development, the study modifies the
opinion-group approach originally proposed in Richard Lowenthal’s seminal
analysis of the “Communist dilemma.”33 Chinese inwardly oriented develop-
ment strategies from the late 1950s to 1979 (dependent variable) were prima-



8 INTRODUCTION

rily determined by the disagreement between Chinese elites over the best path
to self-reliance (independent variable). After the mid-1950s, elite coalitions coa-
lesced around competing visions of inwardly oriented development: to use for-
eign economic policy to achieve self-sufficiency (import substitution) or to treat
foreign economic policy as a supplementary and relatively dispensable tool of
development (semiautarky). This basic difference resulted in a series of non-zero
sum games, in which competing elite coalitions implemented their preferred
vision of development without completely vanquishing competing ideas. This
series of non—zero sum games constituted the primary determinant of China’s
inwardly oriented development regime up to the late 1970s.

Finally, the chapter argues that these non—zero sum games can be analyzed
as a series of distinctive crisis cycles. Each cycle was initiated by a contending
elite coalition (or contending coalitions), which used crises in domestic devel-
opment to delegitimate the ruling elite coalition (or coalitions) and to readjust
the previous development strategy (readjustment phase). While the previous poli-
cies were being modified or eliminated, the new ruling elite coalitions pursued
novel solutions based on their preferred development vision (innovation phase).
Such policies inevitably encountered problems or were perceived as creating
chaos (implementation phase). If the contending elites were successful in link-
ing the development strategy with national crisis, the ruling elite coalition (or
coalitions) lost legitimacy. The crisis cycle thus started anew.

Chapter 2 empirically demonstrates that the international environment deter-
mined the PRC’s initial adoption of an inwardly oriented development regime.
Following the increase in bipolar tensions and the UN embargo, China sought
preferential access to Soviet technology, expertise, and financing to strengthen
national security. Yet beginning in the mid-1950s, certain Chinese leaders ques-
tioned the utility of the large-scale import substitution strategy. While the inter-
national environment continued to set boundaries of development strategy
options, these internal debates within the Chinese leadership determined China’s
development path during the ensuing two decades.

Chapter 3 describes the 1959-66 crisis cycle initiated by the Great Leap
Forward (GLF). After 1959, the post—GLF elite coalition gradually readjusted
GLF policies by reducing production quotas and new capital investment.34
During the policy readjustment phase, the post-GLF coalition introduced in 1961
the Eight-Character Plan, which was a mixture of administrative and remu-
nerative measures. Such measures enabled China to repay its foreign debts,
finance food imports, and continue its pre—GLF import substitution strategy,
albeit on a far more limited scale. Having readjusted the economy, Zhou Enlai
promoted his innovative views of China’s long-term path of development—the
Four Modernizations Program. In fall 1963, Zhou formally presented his alter-
native to Mao’s “rash advance” approach to economic development by devis-
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ing two fifteen-year plans to achieve the basic industrialization of China before
the year 2000.

Chapter 4 analyzes the Cultural Revolution, which initiated the second cri-
sis cycle (1966—71). Critical of the post—GLF’s remunerative and administrative
approach and the Four Modernizations Program, Mao with the help of Lin Biao’s
and Jiang Qing’s coalitions promoted a wartime development strategy that
reflected the “true meaning” of self-sufficiency. Revising Mao’s GLF approach,
they relied on normative means to tap the boundless energies of “Communist
man.” To promote a self-sufficient economy, the new leadership implemented
a semiautarkic development strategy that eliminated the post—-GLF’s import sub-
stitution program, the foreign trade production incentive schemes, and the invest-
ment opportunities for overseas Chinese.35

The third crisis cycle was initiated after 13 September 1971, when Premier
Zhou Enlai’s new post—Cultural Revolution coalition readjusted the previous devel-
opment strategy (chapter 5).3° Prior to the Sino-U.S. rapprochement and the rise
in the international oil price, Premier Zhou Enlai discarded the semiautarkic strate-
gies of the Cultural Revolution to reimplement an import substitution develop-
ment strategy.3? This 4-3 Plan authorized the importation of chemical fertilizer
plants, petrochemical plants, coal mine facilities, and electrical generation plants
whose actual value exceeded $5 billion.3® By January 1975, Zhou Enlai announced
the revival of the Four Modernizations Program of 1963 that envisioned an indus-
trialized China by 2000. To finance the strategy, the policy elites depended on
higher petroleum export revenues as well as increasing export capacity. The pol-
icy elites thus issued administrative directives to improve the quality of Chinese
exports,39 to revive and expand the export commodity production bases (ECPBs),4°
and to reinstitute various remunerative post—GLF foreign trade policies, includ-
ing the agricultural sideline bonus schemes.4! '

Chapter 6 describes the abbreviated fourth crisis cycle (1975—76), which was
initiated by members of the ccp Political Bureau who opposed Zhou’s post—
1971 “normalization” policies and especially his import substitution develop-
ment strategy. During the Anti-Lin, Anti-Confucius Campaign of 1974 and the
subsequent November 1975 Campaign to Counterattack against Tendencies of
Right-Deviation and Revocation, Jiang Qing’s remaining politics-in-command4>
coalition—more commonly known as the Gang of Four—directly criticized Zhou
Enlai’s import substitution development strategy. Jiang Qing’s coalition gradu-
ally convinced Mao that Zhou Enlai’s anointed successor, Deng Xiaoping, was
laying “the material foundations for capitalism” and was a “flunky for the impe-
rialists who sold out the country and thus a traitor.”43 The abbreviated fourth
crisis cycle is primarily noted for its policy readjustment phase, which culmi-
nated with Deng Xiaoping’s ouster from power and the denunciation of his
neomercantalist policies. However, Jiang Qing’s coalition could not achieve elite
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consensus, and following Mao’s death was replaced by a new coalition headed
by Hua Guofeng in October 1976.

Chapter 7 shows how Hua Guofeng’s accession to power and Jiang Qing’s
downfall in 1976 initiated the fifth crisis cycle (1976—78). During the policy
readjustment phase, Hua immediately adopted deflationary measures and other
policies to offset the economic problems in part created by Jiang Qing’s bid for
power. During the policy innovation phase, Hua championed his Ten-Year Plan,
which mandated an import substitution program much larger in scope than Zhou’s
4-3 Plan of the early 19770s.44 To finance the new round of turnkey plant imports
valued at more than $6.5 billion, Hua permitted the use of overseas Chinese cap-
ital and approved the limited use of foreign capital. Hua’s grand development
strategy, never realized, was subsequently readjusted during the April 1979 work
conference.

Chapter 7 also discusses the proto-experiment with outwardly oriented devel-
opment, which was initiated with Deng Xiaoping’s reaccession to power. Deng’s
elite coalition believed that the Ten-Year Plan would bankrupt China.4> Upon
assuming power, Deng’s post-GLF coalition readjusted the domestic economy,
as well as the import substitution program. The new program reduced foreign
equipment imports and technology transfer contracts, warmly welcomed for-
eign investment, and transferred greater foreign trade and investment authority
to some cities and provinces.

To finance the remaining large import substitution projects and future tech-
- nology and equipment imports, the new leadership coalition strengthened the
foreign trade support measures implemented at various times since the early
1960s. These measures included priority access to production inputs for all export
production units (Five-Priorities Policy);4® various subsidized financial programs
to provide liquidity to export industries (Foreign Trade Circulating Funds to
Promote Export Commodity Production,4’ Investment Fund for Export
Commodity Production,#® Specialized Loan Program for Industrial Export
Production, and the Short-Term Foreign Exchange Loan Program);>® the
Foreign Exchange Retention Program to increase export industries’ access to
foreign exchange (waihui fencheng);>" a program for increasing the processing
and assembly of imported materials for export (yijin yangchu);5* and a program
for expanding China’s export processing zones.>3

In light of the readjustment of the national development strategy and the reduc-
tion in the state’s capital investment funding, the leadership coalition substi-
tuted foreign capital for domestic investment. In addition to overseas Chinese
capital, the new coalition expanded Hua Guofeng’s experiment with foreign
capital investment by tapping funds from commercial sources, foreign gov-
- ernments, and international organizations; promulgating State Council docu-
ment 79.220, which among other measures included detailed regulations on
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processing and assembly and compensation trade; and adopting the joint ven-
ture law,

The new leadership also attempted to enliven the export sector to finance its
import program by allowing some localities, enterprises, or individuals to
“become better off before others.” The new leadership hoped to “bring into full
play” the strengths of China’s major export regions by adopting State Council
document 79.202, which outlined various export support and foreign trade decen-
tralization policies to be nationally implemented; State Council document
79.233, which granted special foreign trade rights to Beijing, Tianjin, and
Shanghai; and Central Committee document 79.50, which delegated greater
authority to Guangdong and Fujian in the domestic economic and foreign trade
sectors, including the establishment of sEzs in Shenzhen and Zhuhai.>4

The study concludes that Chinese leaders enjoyed a high degree of policy
autonomy and the capacity to carry out an inwardly oriented development regime,
which was very similar to the East Asian experience. Yet the cycling between
semiautarky and import substitution of the pre—1979 period was a uniquely
Chinese experience. The cycling of development strategies delayed China’s open-
ing to the outside world and the adoption of an outwardly oriented development
regime (chapter 7), thus qualifying any comparison with the “Asian miracle”
paradigm.

While the cycling delayed China’s adoption of a more outwardly oriented
development regime, it did not condemn China to an unchanging loop of his-
tory. Elites incrementally learned from their policy successes and failures and
implemented these changes when they had the opportunity. Mao’s thinking grad-
ually progressed from initially welcoming all foreign trade and investment, to
restricting economic relations to the Soviet bloc, to minimizing foreign economic
relations, and finally to acquiescing to greater connections with the Western mar-
ketplace. The post—GLF coalition incrementally learned over three decades that
the inwardly oriented import substitution strategy suffered from diminishing
returns on China’s development. Thus, the economic policy initiatives proposed
after 19778 are indicative of an outwardly oriented development regime akin to
the Asian growth model.

An in-depth discussion of the primary and secondary sources, including an
explanation for the various types of Chinese policy nomenclature has been
included in appendix A and chapter 1. Unless otherwise specified, I have trans-
lated Chinese materials adopting the pinyin form of romanization; for Taiwanese
names and places I use the Wade-Giles system.
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Conclusion

Changes in the International Environment

Changes in the international environment initially determined China’s devel-
opment strategy. Yet by the mid-1950s, although the international environment
determined the parameters within which Chinese policy makers could maneu-
ver, domestic debates over the proper pathway of Chinese development became
the primary determinant of foreign economic policy. Deng Xiaoping commented
during his Jilin work-conference speech of 16 September 1978" and his Four
Basic Principles speech of 30 March 1979 that the international environment
had become favorable to China. Proof was found in the international commu-
nity’s reaction to the February—~March 1979 Chinese invasion of Vietnam. Deng
remarked in his 30 March 1979 speech that “looking at the international reac-
tion to the recent counterattack in self-defense, most people are sympathetic
to us.”?

Such an optimistic view of the international environment was the result of
China’s normalization of relations with many Western countries by the late 1970s,
especially with Japan and the United States. Japan had established diplomatic
relations with the prc following the “Nixon shock” of July 1971. With the con-
clusion of the Sino-Japanese Peace and Friendship Treaty in 1978, China
officially exorcised its profound feelings of enmity toward Japan (though China
will never forget nor forgive Japan for World War I1, especially in light of Japan’s
failure to sign a more complete apology in 1998).

The normalization of relations with the United States in 1979 was even more
profound. During his visit to the United States in January 1979, Deng Xiaoping
set aside the Taiwan problem3 and encouraged an increase in political and eco-
nomic cooperation. For instance, Deng encouraged an increase of U.S.-China
trade, including the use of compensation trade. China would permit trade in coal,
mineral ores, and light textiles in exchange for capital or technology. In return,
Deng sought MFN status for China. In addition, a process of clearing unresolved
claims and assets was undertaken. As a result, the United States removed its

210
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objections to China’s participation in the International Monetary Fund and the
World Bank.

Accompanying this normalization of diplomatic and economic relations, gov-
ernment officials and businessmen on three continents again contracted “China
fever.” The Japanese, who had begun trading with the Chinese as early as 1954
with the tacit approval of the United States, signed a long-term trade agreement
with the Chinese on 26 February 1978. The agreement guaranteed the sale of
$7-8 billion of Japanese plants and technology and $2-3 billion in Japanese
machinery and construction materials; China would finance the acquisitions by
exporting $10 billion worth of crude oil and coal.>

After breaking the UN embargo after 1957 and expanding trade with the
Chinese in the early 1960s and early 1970s, the Europeans were next to sign
long-term trade agreements with China in 1978 and subsequently extended MFN
status to China in 1980.% The French signed a $13.6 billion agreement in
December 1978, and the British signed a $14 billion agreement in March 1979.7
Characteristic of its foreign trade policy, the United States never concluded such
an agreement and was one of the last major trading partners to provide export
financing (in April 1980).2 While the U.S. government was immune to China
fever, American businesspeople and their counterparts in Japan and Europe
swarmed into Beijing with unrealistic visions of inflated profit margins.

Normalization of relations with the major Western countries allowed China
to discard many remaining shreds of its “pariah” status. The Chinese leadership
thus operated within newly expanded political and economic parameters with-
out many of the Cold War restrictions. Yet restrictions remained, especially in
the technology transfer area, China’s relationship with the Soviet Union and its
allies, and China’s relationship with anti-Communist regimes such as Taiwan
and South Korea. Such restrictions would require a longer period to resolve.

Comparatively unfettered by international constraints, the Chinese leadership
was now free to trade with whomever it pleased, including the United States,
and to follow the other East Asian economies’ example of adopting an outwardly
oriented development regime that regarded the international environment as a
potential partner.

Changes in the Domestic Development Regime

With the accession of the post—GLF elite coalition in late 1978, the basic
contradiction in inwardly oriented development strategies was resolved. As
Lowenthal had predicted in 1970, Mao’s emphasis on normative approach to
development strategy was discredited and forgotten—except by the likes of Deng
Liqun. Free of ideological constraints imposed by the Maoist xenophobes and
the international constraints imposed by the United States, the new post-GLF
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coalition redefined the term “self-reliance.” Retaining its polemical value to
strengthen nationalism and justify its legitimacy, the post-GLF coalition cham-
pioned the goal of self-reliance achieved through limited cooperation with the
outside world.

This did not imply that the new leadership coalition suddenly adopted an out-
wardly oriented development regime. The initial opening strategy championed
by the new elite was in reality a more flexible approach to the import substitu-
tion strategy implemented since the 1950s. To finance the remaining large-scale
import substitution projects such as Baoshan and to expand the importation of
foreign advanced technology, the State Council strengthened many of the export
promotion strategies of the 1950s and 1960s, including the Five-Priorities Policy, .
various export loan programs, and a new foreign exchange retention scheme;
the council also legalized the yijin yangchu idea, which was first proposed in
1957 and implemented in earnest in 1961. Finally, the State Council expanded
the number of export commodity processing bases, which had first been
approved by Premier Zhou Enlai in 1960.

These programs were all included within the state plan. The Chinese export
sector continued to be managed by the state behind a highly protectionist wall
of high tariffs, an overvalued exchange rate, and other administrative barriers
to free economic exchange. The new elite’s opening strategy as perceived in 1979
thus did not require China’s economic policies to be responsive to the interna-
tional market. Insulated from such international pressures, the domestic politi-
cal and economic situation continued to be the primary variable affecting the
domestic development strategy and its foreign economic policy component,
which included the sEZ policy.

Yet the opening policy did diverge from past strategies by legalizing limited
forms of foreign direct investment, with which Hua Guofeng had first experi-
mented in 1978. The expansion of the processing and assembly agreements (san-
lai yibu), the establishment of the'special economic zones, and the joint ventures
with foreign investors heralded an initial step to adopting an outwardly oriented
strategy. By the mid-198o0s, this proto-experiment with an outwardly oriented
regime would be considered a success, although problems encountered during
the experimentation period contributed to Chen Yun'’s break with the post-GLF
coalition starting in 1982.9

Despite certain setbacks, Deng and others realized that an outwardly oriented
strategy could fuel a dramatic growth in domestic economic development with
minimal political costs. Thus during the thirty-fifth anniversary of the prC in
October 1984, one of the most talked about floats in the Tiananmen parade came
from within the Shenzhen Special Economic Zone with the capitalistic slogan
“Time is money, efficiency is life.” Seventeen years before, millions of Red
Guards and the pLA had deliriously chanted Mao’s Little Red Book parading
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in front of the Chairman; in 1984, Peking University students joyously ran past
Mao’s picture chanting Deng Xiaoping’s name. Emboldened by the success of
the initial outwardly oriented experiments, Deng and the remaining elite coali-
tion embarked upon a coastal development strategy. The coastal areas would
gradually be integrated with the international economy, while the less-developed
interior areas would be shielded behind various administrative barriers.

Whereas many of the East Asian economies had made the decision to start
experimenting with outwardly oriented development by the late 1950s, it took
the Chinese twenty years to resolve their internal debate over the role the inter-
national market should play in domestic development. During these two decades,
the outwardly oriented development strategies implemented by the East Asian
economies accelerated growth in the domestic economy and the foreign trade.
sector, improved economic efficiency, and fostered technical transfer.’® While
the Chinese dragon continued to chase its tail in search of the elusive goal of
self-reliance, the mini-dragons became international economic powerhouses. Not
until the mid-1980s did the Chinese leadership begin to mirror the policy actions
of the East Asian economies by promoting limited integration with the interna-
tional market while promoting protection of specific industrial sectors.

As a result of the Chinese attempt to become full-fledged members of the
international economic community in the 199os, the Chinese bureaucracies and
state-owned enterprises are paying the high costs involved with global economic
integration. They have not enjoyed the moratorium on certain transaction costs
previously enjoyed by the Asian economies during the Cold War. For decades,
the Asian economies discriminated against foreign goods and services and
engaged in a high degree of counterfeiting to build up their domestic economies.
In the past, the United States tolerated such behavior to build a strong Asian
bulwark against communism. In the post-Cold War world, China will not enjoy
the luxury of such a long free ride. The member countries of the World Trade
Organization have demanded that China adhere to the international economic
~ norms of a developed economy; this demand will adversely affect the weakest
components of the Chinese juggernaut—the state sector."’

Implications of the Study

This study has argued that Chinese elite politics in general cannot be consid-
ered as a zero-sum game, but as a non—zero sum game. Individual elites might
lose an argument because of the apparent failure of their preferred policy path-
way. Such failure often is followed by a closing of the elite ranks, or, in Goldstein’s
systemic view, bandwagoning. Yet such bandwagoning was a strategic, short-
term ploy. Despite their self-criticisms and mea culpas, elites did not abandon
their particular Weltanshauungs. They waited for the most opportune time to
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discredit current policy and to reimplement their own solutions. Policy analysts
can observe the results of such interrelated, non—zero sum games as a repeti-
tion or cycling of policy initiatives throughout the late 1950s, 1960s, and 1970s.
Empowered by the perception of crisis, dominant policy elites readjusted the
former strategy and introduced their own preferred pathway of development.

This cycling of policies—which has been described as Chinese crisis cycles—
is a tempting heuristic device to explain changes in Chinese development strat-
egy before 1979. A cycle approach does not need to treat the antinomy of policies
as contributing to a “static” policy environment as Nathan earlier posited.
Concerned that Western theories continued to impose this dialectic view of the
policy development process, Nathan argued for a learning model in which pol-
icy options were “so multiform and complex that the choices are really more
than two, and might best be regarded as infinite.”"? In other words, Chinese elites
have the ability to learn from their experiences; they are not caught in an unchang-
ing looping of history.

Yet there need not be an artificial separation between cyclic and linear views
of the Chinese policy process.'? The repetition of certain patterns and phases
of the policy process does not preclude the evolutionary development of policy
initiatives. While Chinese elites can learn from past policy successes and fail-
ures, their ability to implement progressive change can be interrupted by recur-
ring policy patterns initiated by a change in the ruling elite coalition. A victorious
elite coalition not only reintroduces policies that have been criticized by the pre-
vious leadership coalitions, but improves and expands the concepts. Under such
conditions, policy learning can occur over time, but at an incremental pace.'4

Although further research must be done on the elites’ actual process of learn-
ing,'5 experimentation appears to be a key tool of the Chinese policy maker.
Policy makers learn from earlier experimentation and use this knowledge to
improve new policy initiatives. Although the learning process was irregular
because elites were often in conflict, learning did take place. During the proto-
experiment with autarky during the Great Leap Forward, Mao experimented with
a purely domestic development strategy that relied on indigenous technology,
including backyard steel furnaces to replace certain imported steels. Although
the proto-experiment ended in disaster, Mao learned that he needed to rely less
on administrative tools and to emphasize normative tools to tap the underlying
potential of the Chinese workforce. The perception of international threat in 1964
was thus an important opportunity for Mao to tap the unbridled energies of
Chinese nationalism and mobilize the people to promote self-reliance.

Documenting Mao’s learning curve in regard to foreign economic policy is
difficult because of the lack of direct documentation. However, one can infer
from Mao’s associated writings and by the actual foreign economic policy
adopted that a learning process took place. Mao rejected the large-scale import
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substitution strategy of the 1950s as being too Soviet-centric and hobbling China’s
independence. During the Cultural Revolution Mao learned that he could not
rely solely on indigenous technology and raw materials and thereafter imple-
mented only a semiautarkic strategy. Discovering that China needed to depend
more heavily on the Western marketplace for modernization, Mao acquiesced
to Zhou Enlai’s call to resurrect China’s import substitution development strat-
egy in the early 19770s. Assuming such a two-decade-long learning process took
place, it thus could be argued that Mao eventually returned to his pre-1949 ideas
about foreign trade. Yet there is little evidence that Jiang Qing’s coalition sup-
porting Mao agreed to follow Mao’s path. Instead, they unsuccessfully attempted
to implement a far more orthodox version of autarky than implemented during
the Cultural Revolution.

The learning process in foreign economic policy is far easier to document for
those elites supporting the remunerative-administrative approach to Chinese
development. In the case of the export processing zones policy, Zhou Enlai and
others were faced with a dwindling supply of production inputs used in export
production during the Great Leap. Zhou initially solved the problem in the early
1960s by establishing a simple processing zone. After Zhou regained control of
the state in 1971, the new economic leadership reviewed the experiences of the
1960s and determined to expand the EPz concept to include comprehensive export
production bases by the 1970s. Joseph Nye would define the incremental learn-
ing of the pre-1978 period as “simple learning,” which “uses new information
merely to adapt the means, without altering any deeper goals in the ends-mean
chain. The actor simpIy uses a different instrument to attain the same goal.”®

In a certain perverse fashion, one could also argue that Deng Xiaoping and
the other members of the post—GLF coalition learned a lesson or two from the
Cultural Revolution. While the post—GLF had recentralized foreign economic
policy in the early 1960s, Mao had completely reversed the process by the mid-
to late 1960s. Such decentralization allowed the localities to rely on their own
initiatives to establish a self-sufficient economy. Deng Xiaoping followed a sim-
ilar policy when he decentralized certain domestic and foreign economic pow-
ers to Guangdong and Fujian Provinces in 1979. Because Beijing did not have
the money to develop the southeast coastal areas, the two provinces would have
to become self-sufficient. And they did—spectacularly!

Yet after 1978 the post—GLF coalition also was involved in a more profound
learning process. The leaders had discovered the limitations of inwardly ori-
ented development and would never again adopt a large-scale import substitu-
tion strategy. Instead, after 1978 they began to experiment with outwardly oriented
development. This “simple learning” process was now replaced by “complex
learning,” which “involves recognition of conflicts among means and goals in
causally complicated situations, and leads to new priorities and trade-offs.”*?



216 CHAPTER §

For instance, after gaining experience from running the Epzs for nearly twenty
years, Chinese leaders decided to transform the concept into the special eco-
nomic zones, which became the key component of the proto-experiment with
an outwardly oriented development regime. It was within the zones that the
Chinese experimented with many of the Western-style management techniques
and other “capitalist” forms that were gradually integrated into the mainstream
Chinese economy.

Nathan’s other criticism concerning policy interdependence, however, is appli-
cable to this study, which has primarily focused on the changes in foreign eco-
nomic policy during the pre-1979 period. To prove that policy elite coalitions
held conflicting views of development strategy, further studies must investigate
other policy areas such as agriculture or commercial policy. While this study
briefly touched on other policy, areas,'® further investigation must demonstrate
some semblance of policy interdependence or synchronism to prove the suit-
ability of the opinion-group/crisis-cycle approach.

Finally, this study is based on two basic assumptions. It has assumed that the
pre-1979 policy elites enjoyed autonomy when formulating foreign economic
policy. Second, though lacking more concrete evidence of the existence of coher-
ent coalitions coalescing around shared visions of the development process, this
study has analyzed the policies actually adopted to determine whether policies
share similar characteristics—such as remunerative or normative qualities.
Such assumptions have been made because the China field continues to be
plagued by a lack of primary sources. Until the Walls of Jericho—or the Great
Wall—come tumbling down, China specialists will continue to grope for reli-
able measures—as well as endure the barbs of self-deluding positivists who allege
that “area studies have failed to generate scientific knowledge.”™

China is no longer the reluctant dragon. After several centuries of relative dor-
mancy, China is once again making its presence felt on the world stage—both
politically and economically. A detailed knowledge of China’s past behavior must
be the foundation of any future policy to persuade the Chinese dragon to accept
international norms of behavior, whether they are in human rights, nuclear pro-
liferation, or economic exchange.
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—relations: with Mao Zedong, 29,
63, 65, 87-89, 15253, 167, 168,
287n4; with Peng Dehuai, 99; with
Ye Jianying, 153, 287n4; with Chen
Yun, 154; with Deng Xiaoping, 167,
176; with Lin Biao, 28111
—See also Four Modemizations
strategy
Zhu De: background of, 36, 64, 95;
opposition to semiautarky, 63-64,
73, 91—96; on export expansion,
63-64, 67, 83-84; on “Ten Rela-
tionships,” 67; on Hong Kong,
Macao, Hainan, §1-82; imports to
produce exports, 8§3-84, 120; and
Great Leap, 91-96; on outwardly
oriented strategies, 96
Zhuhai SEZ, 199, 203
Zou Erkang, 200, 202
Zunyi conference (1935), 87, 262n278





