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Introduction

Chinese elites have developed a love-hate relationship with the international marketplace.  Elites oftentimes have viewed the international economy as a dangerous adversary, which only desires to reestablish the asymmetrical, colonial relationship of the 19th century in order to extract the lifeblood of the nation.  At other times, the international economy is regarded as the primary source of financial capital, advanced technology and management expertise that will aid China’s rise to power in the 21st Century.  While not unique, this paradoxical attitude has produced four decades of dramatic development policy shifts unlike any experienced in East Asia.

Assuming such dramatic shifting occurred, it is important to understand the underlying causes for this development antinomy (Reardon, 2001; 1996).  Using an opinion group approach, this study hypothesizes that when confronted by a profound crisis in economic development, elites question the underlying assumptions of current policy.  Seeking to find the most reliable policy to avoid chaos, elites do not have the luxury to sit back and ponder the nuances of policy options.  Under pressure to find the best solution to the crisis, elites place more emphasis on their personal experience—such as those gained through living, studying or working—to guide them toward a correct policy path.   While coalescing around similar basic attitudes to resolve crisis, opinion groups do not remain static over time.  Elites not only learn from their past experiences, but can also generate new groups when confronting a new crisis (Reardon, 1998).  

This study will analyze Chinese opinion group formation by evaluating two cases of profound crisis: one following the Great Leap Forward (GLF) of the late 1950s and the less obvious crisis following the 1978 Third Plenum.  The GLF crisis generated two major opinion groups promoting import substitution and autarchy in the 1960s and 1970s; the development crisis in the early 1980s resulted in opinion groups taking either a radical or conservative approach to export promotion.  The ensuing struggle within the policy elite to implement a particular vision of development strategy thus has been the primary cause for Chinese development antinomy, which delayed China from following the globalization path chosen by the other major Asian economies.  

Chinese Development in Comparative Perspective

The uniqueness of China’s development path becomes obvious when comparing the Chinese and East Asian experiences.  Despite differences in economic size, resource endowments and internal market organization, the most promising comparison is with the South Korean and Taiwanese economies.  The three economies are located in a similar region and share similar ‘Confucian’ traditions.  They can be considered ‘strong’ states that ‘formulate and pursue goals that are not simply reflective of the demands or interests of social groups, classes, or society’ (Skocpol, 1985; Katzenstein, 1978).  While China has a long tradition of a centralized decision-making structure, Taiwan and South Korea inherited their centralized structures from their previous colonial masters—the Mainland Chinese and the Japanese—who established non-democratic, authoritarian institutions in order to extract material resources and control aberrant societal forces (Grindle and Thomas, 1991; Cheng, 1991).  Whether it was the Kuomintang Party in Taiwan or the various political and military regimes in control of South Korea, the successors to the colonial elites expanded control by co-opting business interests, organized labor and other societal interests.  Unlike the liberal democracies and clientalist states of Latin America, these three economies were less susceptible to pressures from distributional coalitions pursuing their self-interest (Haggard, 1990; Johnson, 1987; Cheng, 1991).

Similar to many countries in the developing world, the policy elites in the three economies used their policy autonomy to accelerate national economic growth (Rhee, 1994; Amsden, 1989).  Such direct intervention implies the state was more than a mere intervening variable guaranteeing macroeconomic stability and providing public goods (Wade, 1991). The state also played a larger role compared with marketplace, which was only comparatively ‘free’ in Hong Kong (Freeman and Freeman, 1980; Chen, 1979; Balassa, 1982).  Instead, elites of the three economies adopted a neomercantalist approach of development by implementing at various times selective restrictions on imports, maintaining overvalued exchange rates and promoting selected industries through tax incentives, privileged access to development capital, etc. (Haggard and Cheng, 1987). 

This ‘pragmatic flexibility’ originated from policy autonomy and neomercantalist philosophy, which enabled them to experiment with a variety of development regimes.  Such flexibility became an extremely important variable to the Taiwan and South Korean success story, because it allowed policy elites to respond inventively to economic crisis brought about by the international and domestic environments.  While switching from primary-product exports to various forms of import substitution during the 1950s and early 1960s, Taiwan and South Korea learned that the import substitution strategy led to economic ineffi​ciency, the production of inferior commodities and other re​lated social and economic problems (Little, Scitovsky and Scott, 1970; Sheahan, 1986).  A new group of development economists, especially in the World Bank, argued that an outwardly oriented regime promised greater long-term benefits.  The greater economies of scale and efficient allocation of resources allowed a country to realize its comparative advantage, and produce products highly competitive on the world market.  The country also could attract greater for​eign in​vestment and absorb foreign technology and management skills (Sheahan, 1986).

Unlike their counterparts in many Latin American states, South Korean and Taiwanese policy elites were not influenced by the ‘dependencia’ view of world trade advocated by Raúl Prebisch (1950) and others during the 1950s (Singer, 1950; Myrdal, 1956; Emmanuel, 1972).  Instead of blindly supporting import substitution development, the South Korean and Taiwanese policy elites ‘pragmatically’ gambled on a neomercantalist version of export promotion (Gilpin, 1975) when faced with a severe economic crisis—whether it was the withdrawal of American aid during the early 1960s (Haggard and Cheng 1987; Haggard, 1990; Cheng, 1991; Haggard and Pang, 1994), economic turmoil caused by mistaken macroeconomic policies, or the Arab oil embargoes (Shive, 1991; World Bank, 1993).  Much to the dismay of the neoclassical school, these policy elites did not adopt an orthodox form of outwardly oriented development, which would have entailed a ‘neutral’ trade and industrial policy (Balassa, 1982; Bhagwati, 1978; Krueger, 1978). Their neomercantalist approach to export promotion entailed a mixture of selective sectoral protection as well as limited import substitution in order to maximize the national good, even if it violated the norms of the global free trade regime.  Yet, the neoclassical economists admit that the policy elites’ ‘pragmatic flexibility’ enabled the these economies to better withstand economic crisis caused by the oil embargoes of the 1970s and the global economic recession of the 1980s than their counterparts in Latin America (Balassa, 1980; World Bank, 1993).  Because the regime was considered such a success, over one-third (51) of the world’s develop​ing coun​tries (144) had adopted some variation of an outwardly oriented strategy by 1975 (Basile and Germidis, 1984).

Policy elites in Taiwan and South Korea thus enjoyed the autonomy and capacity to effect major changes in their development strategies, especially when confronted by economic crisis.  After discovering the diminishing returns of primary export-led development and import substitution, they embarked upon the export promotion path.  Inwardly oriented development was thus a transitory phase; the next phase of outwardly oriented strategies ended discrimination against export sectors and allowed domestic market forces (‘private initiative’) to play a larger role in the country’s development in the 1950s and 1960s (Balassa, 1982).  While arguing that there has been no single prescription for their success, the World Bank cites the promotion of a rapid growth in exports as well as the guaranteeing of macroeconomic stability (maintenance of moderate to low inflation rates, a serviceable foreign and domestic debt, etc.) as two key catalysts for their high growth rates (World Bank, 1993).  Thus, the ‘pragmatic flexibility’ exhibited by South Korean and Taiwanese policy elites guaranteed a sustained growth of exports, which was a primary catalyst for the ‘Asian Miracle.’  

Like their counterparts in Taiwan and South Korea, Chinese policy elites enjoyed in the pre-1979 period the autonomy to formulate development policy and the capacity to implement specific policies.   Furthermore, elites’ decisions were predicated on their perception of the national good; when they perceived impeding economic crisis, elites called for dramatic changes in the development strategy.  Encountering the increased tensions of the early Cold War, the three economies initially adopted an inwardly oriented development regime to reassert sovereignty over the national economic process and to achieve a high degree of self-reliance.  The three economies thus protected domestic ‘infant’ industries by erecting high tariff barriers and other obstacles, which permitted little if any foreign competition for domestic producers.  Supported by an overvalued currency, domestic producers were allowed selective importation of key technology and equipment to substitute for imported goods.  During their inwardly oriented phase, South Korea, Taiwan and the PRC thus actively discriminated against imports and only promoted exports in order to finance import substitution projects (Balassa, 1980).  

Yet, China was not a charter member of the Asian ‘miracle’ economies.  Unlike Taiwan and South Korea, China continued to pursue inwardly oriented development for twenty more years.  During this period, Chinese elites primarily disagreed over the correct inwardly oriented approach, which resulted in an antinomy of development strategies and delayed the experimentation of a more outwardly oriented approach.  When Chinese elites finally learned the diminishing returns of inwardly oriented development by the late 1970s, elites subsequently differed over the degree of involvement with the global economy.  These disagreements over globalization have dominated the formation of Chinese foreign economic policy during the last half of the 20th century, and set the Chinese apart from their Asian cousins.

Elite Conflict and Opinion Groups

To understand the delayed acceptance of outwardly oriented development, analysts must understand the differing opinions of key Chinese policy elites.  Grindle and Thomas point out that elites, especially from developing countries, are not pure utility maximizers.  Elites' actions are not solely influenced by the international environment, various society-centric (social classes, interest groups) or state-centric (bureaucracies) variables.  These variables establish barriers within which policy elites have a wide degree of maneuverability.  The primary variables effecting policy decisions are the ‘prior experience in the problem or area, professional expertise in a particular discipline, personal values, ideology or study, debate, and discussion among a group of individuals concerned with similar issues’ (Grindle and Thomas, 1991).  To understand the policy formation process, Grindle and Thomas' emphasis on revealing the ‘embedded’ preferences of individual decision-makers.

In the China field, the opinion group model has been influenced by Chinese polemics during the Cultural Revolution and Richard Lowenthal's work  on the ‘communist dilemma’ (1970; 1985), both of which focused on the differing perceptions within the policy elite concerning the correct path of economic development.  Building on previous opinion group models (Joseph, 1984; Ahn, 1976; Eckstein, 1977; Schurmann, 1968; Harding, 1987; Jacobson and Oksenberg, 1990; Van Ness and Raichur, 1989; Solinger, 1984; Yan, 1995), this study analyzes the dynamics of opinion group formation and evolution.  In the two cases examined, the divergent views on development to a large degree can be traced to the elites' previous experience with and understanding of the capitalist marketplace.  Three opinion groups can be identified—Nativists, Internationalists and the Moderates.  For forty years, their interactions created development antinomy.

The Nativists

Of the three opinion groups, the Nativists were the most critical of the international marketplace.  As a group, these policy elites had limited experience with the outside world, and had little knowledge of the economies in the advanced industrialized states or even other developing states.  Their revolutionary experience in the Chinese countryside—especially in Yan'an during the 1930s and 1940s—had taught them the importance of motivating ‘communist man’ as the primary means to develop China in an adversarial world (Sun, 1996; Lieberthal, 1987; Schram, 1991).   Based on their personal experiences, these policy elites believed their parochial approach to development was the truest, most genuine Chinese path to self-reliance; they condemned the economist's manipulation of financing and planning schedules because in reality they did not understand economics (Lieberthal, 1987). 

Mao Zedong was by far the most prominent Nativist, who only ventured out of China for two short-term visits to the Soviet Union.  Beginning in the mid-1950s, Mao Zedong moved away from market-based incentives of the early 1950s (Lardy, 1983) to embrace normative measures that mobilized the people's sense of nationalism and communist ideals.  According to Eckstein (1977), Mao believed the key catalyst for economic change was the Chinese people, who could overcome any development obstacle as long as they were properly indoctrinated.  Policy elites could effect a change in attitudes not by simply offering material benefits such as those provided by market-oriented economies, but providing ‘spiritual’ rewards.  The Communist Party could mobilize the people to pursue the national good and eschew all sense of self-interest.  Market-oriented incentives thus were not only considered vestigial, but a dangerous economic tool that would act as a capitalist cancer infecting the socialist ethos.

China only needed to rely on the resourcefulness of her people, including those already trained in the Soviet Union and Eastern Europe, to achieve its production potential.  With the conclusion of the First Five-Year Plan (FFYP), China possessed the tools to become self-reliant and no longer needed to rely solely on the Soviet technology or equipment, nor take advantage of greater access to western marketplace to enhance its development.  In this new semi-autarchic form of inwardly oriented development, foreign trade played a minor role; the small amount of needed imports could be financed with exports achieved through normative/administrative measures, such as the reemphasis of meeting planning targets, institution of wide-spread campaigns and sloganeering.  Advocates of this normative/administrative approach to development are somewhat similar to Lowenthal and Harding's ‘Utopians,’ Joseph's ‘Cultural Revolutionaries,’ Van Ness/Raichur's ‘social mobilizers,’ Jacobson/Oksenberg's ‘Nativists,’ Yan's ‘Negators’ as well as Oksenberg/Goldstein's ‘Militant Fundamentalists’ and ‘Radical Conservatives’ (Oksenberg and Goldstein, 1974).

The Internationalists

Unlike the Nativists, the Internationalists enjoyed a high degree of interaction with the international economy—whether through extensive experience of studying, traveling and/or working in the western capitalist economies.  Although never questioning the need to build a strong, independent socialist China, they adopted a more utilitarian view of development.  The productive potential of ‘communist man’ could be enhanced by normative exhortation, but would be more fully realized by using material incentives and foreign technology.  To accelerate domestic development, Chinese leaders thus needed to use normative and remunerative tools of encouragement, as well as promote a greater interchange with the global economy.  

Marilyn Levine (1993) and others have documented the experiences of a generation of policy elites who went to Europe during the 1920s and became members of European branches of the Chinese Communist Organizations.  Similar to the Chinese students who studied in Russia during the 1950s, and in the advanced industrialized economies since the early 1980s, the Chinese studying in Europe in the 1920s were part of a transitional generation who witnessed the failure of the previous political order.  They were searching for the one road of national salvation to establish a new China.  Initially, they had hoped that national salvation could be achieved through western technology. After arriving in Europe, many would discover the political solution to China's new order—Marxism.  Yet, the experience of studying and working in Europe undoubtedly made a lasting impression on communist political elites such as Zhou Enlai, Zhu De, Deng Xiaoping, Li Fuchun, Nie Rongzhen and Chen Yi.  Not only did they form lasting bonds of friendship, but also understood from personal experience the political and economic situation outside China as well as the positive and negative aspects of the market economy. 

In their search for supplementary tools of resource mobilization and allocation, Internationalists championed a combination of both the command economy's administrative tools of mobilization with the more market-oriented approach of remunerative measures (Eckstein, 1977).  Remunerative measures are characterized by the use of material incentives—increases in wages, prices, privileged access to materials, etc.—to achieve higher economic growth rates in the 1960s and 1970s.  They encouraged the importation of foreign technology and equipment to achieve self-reliance (import substitution) as well as one that used market-oriented incentives to encourage fulfillment of state quotas.

Having learned by the late 1970s that inwardly oriented development would not produce high growth rates (Reardon, 2001), Internationalists argued for a more outwardly oriented strategy, whose bold experimentation would result in high growth rates.  After 1979, Fewsmith (1994) argues that the Internationalists (Fewsmith's ‘reformers’) such as Deng Xiaoping wanted to replace the state planner and state industrial sector with the marketplace and individual entrepreneurs.   By establishing various economic development zones and providing various policy incentives, Internationalists promoted a coastal economy more integrated with the international market that had few protections against imports and few restraints on foreign direct investment.  

In contrast with the Nativists, the Internationalists willingly promoted greater interaction with the international economy.  Because of their extensive experience of studying and working in a foreign capitalist environment, it was easier for them to treat economics as a tool not to be feared, but to be utilized to achieve a modern socialist state.  These policy elites to a qualified extent are similar to Lowenthal's ‘Technocratic Developmentalists,’ Harding's ‘Developmentalists and Liberals,’ Joseph's ‘Veteran Revolutionaries,’ Van Ness/Rai-chur's ‘Stalinists’ and ‘market socialists,’ Jacobson/Oksenberg's ‘Cosmopolitans,’ Yan's ‘Affirmers’ and ‘Developers’ as well as Oksenberg/Goldstein's ‘Eclectic Modernizers’ and ‘Westernized Chinese.’ 

The Moderates

The final opinion elite groups were the Moderates, who appreciated the potentially beneficial role of the international market through study in the Soviet Union, or their work experiences in China's coastal areas or in Manchuria during the pre-1949 period.  Liu Shaoqi during his student days at the Communist University of the Toilers of the East (Moscow) was leader of the ‘practical workers,’ who emphasized practice as opposed to those students who emphasized ideology and theory (Zhang, 1969; Dittmer, 1974).  Elites such as Chen Yun gained extensive knowledge about the market economy from educational and work experiences in pre-Liberation Shanghai and about the Soviet planning system while in Manchuria (Li and Yao, 1995; Goncharov, Lewis and Xue, 1993).  Among the current leadership generation, Li Peng represents the 1950s generation of policy elites trained in the Soviet Union.  During the 1960s and 1970s, the Moderates were a ‘dormant’ opinion group that agreed with the Internationalists' remunerative/administrative approach and promoted an inwardly oriented development based on import substitution.  They disagreed with the Nativist vision of growth, and had no cause to break stride with the Internationalists.  

Yet, the Moderates were transformed into an active opinion group by the early 1980s.  While studying in the Soviet Union or working in the economic planning bureaucracy, the Moderates were immersed in the socialist planned economy.  While they realized the need for renewal and innovation, the Moderates disagreed with the Internationalists that the basic remunerative/ administrative approach should be abandoned in the early 1980s.  They did not share the Internationalist's vision of the incorporation of China's coastal economy into the global economy.  As Fewsmith has argued, Moderates such as Chen Yun (i.e., Fewsmith's ‘Conservatives’) promoted the continuation of the socialist planned economy that avoided economic imbalances and inefficiencies rampant in the western market economies.  They continued to champion the role of the central planners and administrative tools to foster balanced growth.  


Although Fewsmith does not focus on foreign economic policy, it can be argued that Moderates welcomed an expansion of foreign trade and foreign investment, which were regarded as important engines of development.  They understood that the basis of the Soviet Union’s industrial might had been the New Economic Policy of the 1920s, and the utilization of foreign capital and technology.  As a developing country, China enjoyed comparative advantage in labor and/or land, and needed to expand production of labor-intensive commodities for the do​mestic and export markets.  Lacking capital and entrepreneurial ability, China could increase imports of capital-intensive products and programmatically lift certain protectionist barriers to foreign direct investment.  In the long-term, China's planners could adopt a more equitable pricing system for production inputs, reduce artificially high currency exchange rates, and eliminate certain protec​tionist quotas and non-tariff barriers (Myint, 1979). 

Thus, Moderates argued that the international marketplace should be tapped to preserve and expand China's socialist economic system, not replace it.

Crisis as an Intervening Variable

Previous opinion group approaches can be criticized for lacking a sense of dynamism.  Just because one studied in Paris in the 1920s or the Soviet Union in the 1950s does not mean that the same two elites will have the same viewpoint.  It is also true that Chinese elites with different backgrounds have the ability to learn from previous mistakes and collaborate upon a joint strategy.  Such collaboration can be motivated by belief, or by political necessity.  For instance, during the mid-1950s when Mao Zedong was searching for a unique Chinese path of development, elites such as Deng Zihui, Chen Yun and Zhou Enlai vocally disagreed with Mao’s vision of ‘rash advance’ (Chen Yun, 1996a; Lardy and Lieberthal, 1983; Bachman, 1985; Lieberthal, 1987).  Yet, after Mao had reasserted control of the Political Bureau during the first half of 1958, these policy elites endorsed Mao's normative approach to Chinese development during the Great Leap Forward (Reardon, 2001; Teiwes, 1999).  

Yet, behind this facade of unity lurked division.  There are always differences of opinion, even within a particular opinion group.  However, a catalyst is needed to operationalize these differences, and to cause elites to coalesce into competing opinion groups.  The fear of chaos is the missing ingredient.  According to Grindle and Thomas, crises involve all the top policy elites, who are pressured to enact dramatic change to prevent total political or economic disorder.  As a result, they often adopt innovative reforms that can change the basic direction of the state (Grindle and Thomas, 1991). In his path-breaking book on Japanese politics, Calder (1988) argues that crisis has been the primary catalyst for ‘domestic, non-industrial innovation in Japan… rather than the routine lobbying of corporatist interest groups (either business federations or labor unions) or even the strategic planning of the state.’  Psychologists and political scientists explain that under crises, the goals or values important to policy elites are threatened (Hermann, 1963; Holsti, 1972).  According to experimentation findings, ‘there is a narrowing of the cognitive organization at the moment; the individual loses broader perspective, he is no longer able to 'see' essential aspects of the situation and his behavior become, consequently, less adaptive.’  According to Holsti (1972), people thus ‘[regress] to simpler and more primitive modes of response,’ and lose a large degree of ‘creativity, flexibility, [and ] tolerance for ambiguity.’  Jervis (1976) adds that elites under pressure process information in a simpler manner, which is influenced by pre-existing beliefs and can contribute to premature cognitive closure.  They are thus closed to more innovative solutions, and instead adopt ‘reliable’ solutions, especially ones learned through firsthand experience.

Crisis thus acts as a catalyst to break apart previous opinion groups, and contributes to the evolution of new opinion groups.  Crisis made the Nativists, the Internationalists and the Moderates rely on their pre-existing beliefs, which resulted in differing policy prescriptions.  Crisis thus can destabilize the political status quo, but as Li Xiannian (1992a) argued in the early 1960s, ‘through chaos order will be achieved [youluan daozhi].’  The opinion group that most effectively argues for stability is thus able to de-legitimate the former ruling elite coalition(s) and implement a policy prescription to achieve stability and growth. 

Case Study:  Mao Zedong's Search for a Chinese-style of Development

During the early 1950s, the ruling policy elites—or as Lieberthal has called them, the Yan’an coalition (Lieberthal, 1987)—uniformly looked to the Soviet Union for guidance, technology and financial assistance to achieve an independent, self-reliant China.  With the FFYP, China embarked upon one of the largest transfers of technology in modern time.  China imported hundreds of turnkey plants and technology projects from the Soviet Union.  Thousands of Chinese students and technicians visited the Soviet Union, learned and copied their methods, and returned to re-create the Soviet experience in China.  Yet, this uniform support of the development strategy was short-lived.  Debating the correct path of development beginning in the mid-1950s, the Yan’an coalition eventually divided into two general opinion groups following the chaos of the Great Leap Forward.  This division of opinion would remain until Mao Zedong’s death in 1976.

Despite the successful transfer of technology during the FFYP, Mao rejected Stalin's path to economic development by the mid-1950s.  Mao and the Chinese communist movement had successfully developed a strong, innovative economy during the Yan’an period of the 1940s.  By reviving the Yan’an model, Mao could promote a truly unique Chinese-style development mode from which the Soviets could learn (Bo, 1991).  Starting in late 1955, Mao criticized Stalin's overemphasis of administrative tools at the expense of more normative methods—such as the mass line.  By not involving the people and preventing the revival of the capitalist class, China could suffer the same fate as Hungary, whose socialist path was endangered by a counterrevolutionaries in 1956 (Mao, 1986a).  At the Party's Chengdu Conference of March 1958, Mao concluded that Chinese leaders had copied the Soviet development experience too closely, especially in industrial and planning management.  Because such dogmatism was dangerous, China needed ‘to do away with blind faith, eliminate old thinking, and bring into play their creative spirit’ (Bo, 1991).  During the FFYP, China had already imported a sufficient number of industrial plants from the Soviet Union.   While some new imports might be necessary, the future of China’s development did not lay in copying the Soviet industrial structure.  Mao would ‘advance recklessly’ by advocating an alternate, distinctively Chinese path toward development—the Great Leap Forward.  Mao's accelerated approach relied on the indomitable strengths of the ‘communist man’, who had the ability ‘to walk on two legs’ to achieve self-reliance (Riskin, 1987; Eckstein, 1977).  

With the local communist elite motivating the peasantry and workers, China could become self-sufficient in grain and steel, whose production eventually would surpass the British and Americans.  Some elites adopting Mao’s Nativist view of development concurrently promoted an extreme form of self-reliance—autarchy—arguing that China did not have need of any imports from abroad.  As a result, a conflict arose over the signing of the US$ 1.25b technical aid agreement with the Soviet Union that had been included within the 2nd Five-Year Plan (Li, 1992b). 

The GLF thus would become the shining example of a unique Chinese path of development (Bo, 1991).  Such results not only would impress Khrushchev—who also did not believe China could achieve such growth—but also increase China's standing within the world communist movement.  Unfortunately for Mao, this ‘rash advance’ approach to economic development would result with the death of tens of  millions of Chinese people in 1959, 1960 and 1961 (Yang, 1996).

Chaos and the Emergence of the Internationalist Opinion Group

Since the mid-1950s, Mao had differed with other policy elites, in particular Zhou Enlai and Chen Yun, about the necessity of promoting “rash advance.”  During the Nanning Conference of 1958, Mao (1974) described the previous policy making situation as 

Like the United Nations of Dulles, the Political Bureau has become a voting machine.  You give it a perfect document and it has to be passed.  Like the opera, you have to go on stage and perform since the show has been announced.  The document itself does not go into textual research and essence, and it also has foreign words.  I do have a method, and that is passive resistance.  I will not read it.  For two years, I have not read your documents and I do not expect to read them this year either.

In early 1958, Mao effectively dissolved the Yan’an coalition by severely admonishing Zhou Enlai, Chen Yun and others for criticizing Mao’s strategy of ‘rash advance.’ Zhou Enlai even tendered his resignation as Prime Minister (Zhonggong, 1997).  For the next several months, Mao and his intimidated cohorts on the Political Bureau praised the glorious work of the Great Leap, with its communal kitchens and backyard furnaces. Yet, by November 1958, Mao and Chinese policy elites foresaw the impeding economic chaos resulting from the ‘rash advance’ strategy of the Great Leap Forward (Lardy, 1987). Agricultural production quotas were not met, as producers began to suffer from a series of natural and man-made disasters. Looking for a convenient scapegoat, Mao now criticized the other policy elites for using ‘adventurist’ and ‘rash’ development policies that imperiled China’s well being (Bo, 1991; MacFarquhar et. al, 1989).  

Unwilling to continue in the front line of Chinese leadership, Mao decided to retire to the ‘second line’ of leadership in spring 1959 (MacFarquhar, 1983).  As he demonstrated during the Lushan Conference, Mao with the support of Liu Shaoqi, Zhou Enlai, Deng Xiaoping and Ye Jianying continued to defend his control of the Party.  Mao reviewed all documents issued in the name of the Central Committee. However, he gradually ceded influence in the economic development policy sphere to Liu Shaoqi and Zhou Enlai, who completely readjusted the GLF development strategy by 1961.  In his extensive analysis of the GLF period, MacFarquhar (1983) concludes that Mao’s semi-retirement resulted in ‘the swift diminution [after Lushan] in the number and size of Mao's speeches and writings on current domestic policy.’ Although Mao’s ultimate authority was never challenged, the chaos of the GLF and the purge of Peng Dehuai ‘combined to unravel the political consensus that had held the Yan'an leadership together...’ (Lieberthal, 1987).  These disaffected elites thus sought a new alliance coalescing around a shared view of China’s correct path of economic development.  The chaos arising from the failure of the Nativist’s approach to development was thus the catalyst for the formation of the post-GLF elite leadership who promoted a more Internationalist agenda. 

Liu Shaoqi, Zhou Enlai and the post-GLF elite leadership were faced with the largest economic dislocation since ‘Liberation’ that endangered the lives of the Chinese people, its ability to repay its financial debts to the Soviet Union, and most importantly the Party's legitimacy.  With Mao temporarily out of the policy game, the new governing elite coalition coalesced around a more flexible approach to economic development—one that accepted remunerative incentives and foreign technology to revive the Chinese economy.  They thus rejected Mao Zedong's proto-experiment with autarchy embodied by the Great Leap Forward, and would gradually seek help from abroad, but this time from the advanced industrialized economies.

By readjusting the development strategy to a more remunerative approach in the agricultural, industrial and commercial sectors, the new coalition eventually revived the domestic economy after 1962, and readopted an import substitution strategy, whose reduced scale reflected China's weakened economy.  Chinese leaders such as Chen Yun (1981) and Li Xiannian still viewed the import substitution strategy as a long-term solution to improving the economic infrastructure.   In August 1963, Li Xiannian (1992b) argued that the importation of grains and raw materials for light industrial production was ‘a temporary measure which the state will gradually change following the recovery and improvement of domestic agricultural production.’   By September 1963, Li Xiannian (1992c) revealed, ‘China's [policy] direction is to import more industrial equipment.  Originally, we imported turnkey plants and equipment from socialist countries.  Now, we must import them from capitalist countries…’  

These projects would become the foundation for Zhou Enlai’s Four Modernization strategy, which envisioned a thoroughly modernized agricultural, industrial, military and technology sector by the end of the century (Zhonggong, 1997).  Beginning in June 1963, China initialed an agreement with Japan to import a Vinylon factory to increase textile production, which included a long-term Japanese loan to finance China's imports (Sun, 1996).  Between 1963 and 1966, China imported 51 complete plant and equipment projects from Western countries, of which ‘14 were industrial machine-building projects, 13 were metallurgical equipment projects, 13 were chemical industry projects, three oil equipment projects, two each for construction material processing equipment projects, light industrial projects, geological survey equipment projects, and one each for electrical equipment projects and printing projects’ (Long, 1985).  China also signed 33 other technology exchange accords with the west for a grand total of 84 import substitution projects (Sun, 1996).   

Thus, the antinomy of Chinese development during the 1959-1976 period resulted from the fundamental disagreement among policy elites as to the best approach to achieve a self-reliant, strong state.  Reacting to a slowdown in Chinese development growth and the upheavals in Eastern Europe in the mid-1950s, Mao invoked a strong Nativist model that saw the international economy as inhibiting Chinese initiative and inherent strengths.  The chaos of the GLF inspired the post-GLF political elites to coalesce around a more Internationalist agenda that saw the global marketplace as an invaluable source of technology and finance.   In both cases, the perception of chaos was the primary catalyst to sharpen differences within the policy elites.  Elites relied on their personal experiences—whether in the interior of China or the Paris factories—to determine the general direction of development strategy.

Unfortunately, this difference of opinion resulted in a cycling of two inwardly oriented strategies: import substitution development and semi-autarchy during the 1960s and 1970s.  After overcoming serious economic dislocation, the post-GLF coalition used the remunerative/administrative policies to finance a continuation of a limited import substitution strategy.  Up to the mid-1960s, Mao refused to give up on his proto-experiment in autarchy.  With the support of Jiang Qing and Lin Biao, Mao overthrew the post-GLF coalition and their Internationalist agenda, and revived his Natvist approach toward development, which evolved into a more autarchic approach during the Cultural Revolution and a brief period in the mid-1970s.   By the early 1970s, Zhou Enlai revived the Internationalist’s program of import substitution, which was expanded by Hua Guofeng in mid- to late 1970s.  Such cycling prevented China's adoption of an outwardly oriented development regime such as those implemented by Taiwan, South Korea and the other Asian ‘miracle economies’ during the same time period.    

Case Study: Deng Xiaoping and Outwardly-Oriented Development

After 6 October 1976, China underwent a process of exorcising the ghosts of the Nativists.  Hua Guofeng, Mao Zedong’s appointed successor, joined the Internationalists in condemning the Nativist policies of the Cultural Revolution.  Hua then set about realizing Zhou Enlai’s Four Modernization development strategy first enunciated in the mid-1960s.  His new ‘Ten-Year Plan’ included a very substantial import substitution program far exceeding Zhou’s import programs of the early 1960s and 1970s.  However, Deng Xiaoping, Chen Yun and other Internationalists began to question the efficacy of the inwardly oriented development regime.  Not only was Hua Guofeng's ‘Ten Year Plan’ extremely expensive, but also the import substitution projects that had come on line in the mid-1970s were oftentimes inefficient and expensive to operate.  With the effective ouster of Hua Guofeng prior to the Third Plenum of 1978, the Internationalists not only readjusted Hua's grandiose schemes of large-scale import substitution development, but also initiated the transformation from inwardly oriented to outwardly oriented development similar to many other East Asian developing economies (Fei et. al, 1985).   

With the reduction in import and export restraints beginning in the late 1970s, Chinese production units were encouraged to look to the international marketplace as a possible source of new revenue.  To facilitate this transition, the state began the long process of devaluing the RMB, which had been kept unrealistically high during the previous decades to enhance the import substitution strategy.  The new regulations for compensation trade and the approval of joint ventures allowed private international capital from non-Chinese sources to re-enter the Chinese market.   Acceptance of buyers credit and accession to the IMF and the World Bank opened to China a new source of development capital, but also opened China to the scrutiny and intervention of these                                                                                                                                                                                                                          key international economic organizations.  Finally, the successful experimentation with decentralization in Guangdong, Fujian and their Special Economic Zones (SEZs) resulted in the gradual implementation nationwide beginning in the mid-1980s. 

The Chaos of the Early 1980s: Macroeconomic Impact

By 1982, China was the 18th largest exporter in the world, rising 10 places over its 1980 position and 16 places over its 1976 position (Zhongguo, 1984).   While impressive, these statistics mask the difficulties faced by Beijing authorities in controlling Chinese exports and imports.  The state was unable to fulfill the export procurement plan because of in​creased domestic competition to procure export goods.  There also was an alarming growth in Chinese imports, which threatened native industries and the implementation of the domestic development strategy.  This occurred despite the 1979 general readjustment of the national economy and the concurrent reduction in scale of import substitution strategy.

The Chinese thus have described foreign trade during 1980-1982 as ‘chaotic’ (Davie and Carver, 1982).  In a series of questions and an​swers first published in 1982 by the major military paper, Jiefang junbao, the authors succinctly stated

the reasons for the 'chaotic' situation are very com​plicated.  Sometimes experience was lacking. Many [administrators] were like green recruits brought up to the front; a large amount of prob​lems occurred since the appropriate management measures had failed to keep up with structural changes; in addi​tion, there were some people who only cared about their area or department in procuring foreign exchange.  They ignored the general situation, did not calculate the costs involved and exacerbated the chaos in procure​ment, exports and imports, etc. (Liu and Zou, 1983).

When expanding foreign trade, many countries have problems of inexperience and bureaucracy.  Yet, there are special problems for a reforming command economy.  As the reforms deepen, there is a concurrent aggravation of the contradiction between the needs of the state plan and the demands of the market place.   Xu Dixin, Director of the CASS Institute of Economics and later appointed President of Shantou University, analyzed the problem of fulfilling the state plan in 1981.  According to Xu (1982), 

every province, especially every SEZ, will consider only their development needs; like 'the Eight Immortals crossing the sea, each showing their special prowess,' [they will consider only themselves,] even at the ex​pense of national sovereignty or even the unitary na​ture of the planned economy.  This occurred during the winter of 1979 when many provinces reduced the selling price of Chinese medicines on the Hong Kong market and during the 1980 Spring Guangzhou Trade Fair.

The sud​den lessening of foreign trade controls beginning in 1979 encouraged locali​ties to increase exports, regardless of the dictates of the state export plan.  With the increased amount of retained foreign exchange, these localities in turn imported ex​pensive durable goods through legal and illegal channels.  

The increased domestic demand for procuring goods for export was one of the major problems caused by the decen​tralization measures.  The command economy could not accom​modate this new infusion of market-style competition.  As more units obtained exporting privileges, they increasingly competed between themselves and the state to procure export items.  This affected not only state procurement quotas, but also created dramatic price fluctuations.  Competition between buyers caused commodity prices to rise. The state thus was unable to procure goods at the in​flated price.  An excellent example of this phenomenon is the inflationary price for fresh water pearls in the early 1980s.  Suzhou is a major producer of fresh water pearls, which have been a profitable Chinese export.  Before 1979, the pearls produced in Suzhou were exported through Shanghai.  Starting in 1980, areas and ports outside the re​gion could procure and export the pearls. Competition drove up the procurement price, which was raised from a 1979 aver​age of RMB 406 to over RMB 900 for a half kilogram.  As a result, the Suzhou Prefecture Foreign Trade Department was unable to procure them at this higher price (Guoji, 1983).

This rise in export product procurement prices also ex​acerbated inflationary tendencies present in the national economy.  In 1979, the State Council raised the procurement price of primary agricultural products, the sales price of agricul​tural side products, and the salaries and bonuses of staff and workers (Dangdai, 1986; Wang and Zhu, 1987).  By April 1980, the Central Commit​tee (1983a) complained that 

some localities, departments and enterprise units have violated pricing policy and pricing discipline without regard for the general good.  To increase their profits and issue more bonuses, they indiscriminately enlarged the numbers of commodities whose prices were to be readjusted, arbitrarily raised the rate of readjust​ment; some adopted improper methods to raise prices such as changing labels, mixing low quality and fake goods with regular goods, employing shoddy methods to produce inferior goods, selling seconds at regular prices, and selling less than the quantity specified; some indiscriminately reduced the number of set price goods and replaced them with goods with a negotiated price.  To raise material prices, some units even pro​cured goods at the regular set price and sold them at a negotiated price; some arbitrarily raised the number of public utilities and services requiring fees and raised the fee rates. 

Throughout 1980 and 1981, the State Council thus adopted various measures to control inflation, including the strengthening of price management, readjustment of the negotiated price system, and imposing stricter controls of certain important industrial goods. 

Secondly, the chaos in foreign trade threatened domestic industrial growth.  In general, Chinese ‘people believe that foreign goods are excellent in quality’ (State Council, 1986b).  Units and indi​viduals thus preferred to purchase imported goods, than similar goods produced on the domestic market.  Hu Yaobang  (1982), the new General Secretary of the Chinese Communist Party, criti​cized this attitude during his speech to the Central Commit​tee Secretariat on 14 January 1982, stating

In my opinion, except those uniformly arranged by the state, no department or locality should be allowed to import consumer goods on an unauthorized basis.  Those areas and departments that are currently im​porting consumer goods for themselves are in reality harming national industry.  This is disgraceful behav​ior and the greatest profiteering [crime].  This is not the importation of advanced technology.  This is harm​ful to the nation and the people.    

Finally, the chaos in foreign trade adversely effected the implementation of the domestic development strategy.  According to the readjusted import substitution development strategy, units and localities financed technical renovation of their industrial structure with retained for​eign exchange.  Instead, the funds often were used to import consumer goods.  Hu Yaobang (1982) cited the case of Gansu, a very poor province located in western China.  In 1981, Gansu earned

local foreign exchange [totaling] US$ 15m and retained an amount [totaling] over US$ 6m.  Yet, this amount of foreign exchange was not used effectively.  Except a minority of areas and cities that imported badly needed equipment and medical equipment, the majority blindly imported things such as watches, bicycles, and sewing machines.  These materials were of poor quality and they were cheated!  Beside what has been reported, it is unknown what things have been imported.  Look, they don't know that this hard earned foreign exchange is to be used to import needed equipment, technology and raw materials, to increase production and earn even more foreign exchange.  Instead, they waste it on importing low quality consumer goods and let the foreigners again leave with profits. 

By diverting foreign exchange funds to consumer imports, lo​cal planners were unable to finance the development of their locality.  This in turn adversely affected the national de​velopment strategy.  

If such chaos in foreign trade had been allowed to con​tinue, the readjusted import substitution strategy and other economic reforms adopted in the late 1970s would have been in danger.

The Chaos of the Early 1980s:  The SEZs 

During his speech to the Central Committee Secretariat on 14 January 1982, Hu Yaobang (1982) criticized the excessive im​portation of durable goods that occurred in the early 1980s.  He was aware that Chinese units considered foreign goods more prestigious and higher in quality than domestically produced items.  He was espe​cially concerned that such attitudes would reduce demand for domestically produced goods.  This would cause a drop in do​mestic production, which would lead to unemployment and to higher government outlays for domestic production sup​port.

The leadership felt that most imports were funneled through Guangdong and Fujian provinces and their SEZs.  These export processing zones had been granted extraordinary powers of importation, which al​lowed them to import many goods duty-free or at reduced tar​iff rates.  According to Central Committee document 80.41,

machines, equipment, spare parts, raw materials and other production materials should be allowed to be im​ported duty-free; in principle, the goods used in daily life should for the most part be supplied by the domes​tic economy.  Those necessary items used in daily life, which the domestic economy truly has difficulty supply​ing, can be imported upon approval and customs duties levied.  Some of items can be imported on a reduced or duty-free basis (Central Committee, 1994a).

Duty-free importation thus originally was designed as a govern​ment support measure to reduce SEZ construction costs.  The goods were for SEZ consumption, and theoretically would not be re-ex​ported into the interior economy.  According to Central Com​mittee document 81.27, regular import duties would be levied on those goods that were permitted to be re-exported to the interior (Central Committee, 1994b).

Yet, with the high domestic demand for such durable goods and the high cost of SEZ construction, large-scale re​-exportation to the domestic economy occurred.  Entrepôt trade was the fastest growing economic activity of the SEZs—especially Shenzhen—and the major source of financing between 1979 and 1982.  With ready access to Hong Kong and the interior, the Shenzhen SEZ earned extraordinarily high profits from entrepôt activities.  SEZ enterprises and individ​uals could earn various transaction fees in both RMB and foreign exchange; the entrepôt trade did not require a de​veloped infrastructure or many skilled personnel.   The situation was similar to the Klondike gold rush: everyone was rushing to Shenzhen to discover their pot of gold.

SEZ units and the representative offices of domestic units primarily carried out the entrepôt trade.  According to document 81.27, 

under the guidance of the unified state policy, the SEZs can engage in foreign trade.  The SEZs can act as an agent for every province, municipality and SAR and carry out approved export and import operations, yet not be under the uniform management of the Ministry of Foreign Trade….upon approval, some departments and areas [to] station a few people in Shenzhen to investigate the business situation in Hong Kong, Macao and abroad as well as make contacts with them. 

Provinces and ministerial departments were authorized to establish represen​tative offices in Shenzhen in the early 1980s ostensibly to expand exports to Hong Kong and abroad.  Yet, many offices acted as procurement agents for durable goods demanded by domestic units.  

One very lucrative import item was the foreign automobile.  As in any developing country, auto​mobiles were a very prestigious item.  Chinese units had been very unhappy with domestic car production, which was based on Soviet technology of the 1950s (Harwit, 1995).  After production units and localities were granted greater decision-making rights in 1979, they bought more automobiles, especially imported models from abroad.  By 1980, domestic automobile production exceeded the state production plan by 77.4%; over 20,000 ve​hicles were imported outside the plan (State Planning Commission et. al., 1985).  According to a State Council Office Circular of 20 March 1982, ‘Between January 1980 and June 1981, every area ille​gally purchased over 10,000 vehicles of different types. Most were bought from Guangdong at a high price’ (State Council Office, 1986).  One State Planning Commission report issued in 1981 stated that Guangdong had imported ‘several tens of thousands of automobiles’ (State Council Office, 1982).

Legal and illegal methods were used to import vehicles and other durable goods.  Some Overseas Chinese willingly brought or mailed durable goods to relatives living in China; others were ‘intimidated and bribed.’  The units or individual subsequently sold the goods at local black mar​kets. Central Military Commission/State Council document 80.184 (1994), which is a fascinating, detailed report on smuggling activities in Guangdong and Shenzhen between 1979 and 1980, states that the Shantou customs office recorded the importation of

250,000 televisions, over 480,000 radio-tape recorders, 1,160,000 hand-held calculators and 180,000 wrist​watches.  In fact, these amounts are growing monthly.  In May of last year [1979], the Shantou Customs counted over 6,000 hand-held calculators sent through the mails.  In November 1979, the number had increased to 38,000. . . . Since the sale of foreign goods poten​tially is profitable, many Overseas Chinese and Hong Kong/Macao Compatriots are sending materials instead of currency.  This has seriously affected Overseas Chinese remittances.  

In some cases, the SEZ unit or representative office would procure imported material for personal use or to be re-exported to the interior.  According to document 80.184

purchasing agents, sent by the Parts and Accessories Department of the Second Ministry of Machinery's Sixth Bureau, linked up with commune members from Chao yang County and Xiacuo Brigade members from Pinggong Commune to sign a false contract.  Under the pretext of procur​ing weaved rubberized tape, they used over RMB 64,800 to purchase 548 electronic calculators and 2 radio-tape recorders.

Another method was to establish joint ventures to im​port the durable good.  On 23 August 1983, the People’s Daily reported that 

Harper Motors wanted to use the preferential treat​ment provided by the Zone to raise car competitiveness in the domestic market.  Shenzhen agreed with this and let it come.  Subsequently it wanted to dump its cars and invade our domestic market.  We could not agree with this, because our country's car industry has had a certain foundation and we cannot give up our car market to foreign countries.  In the end, Harper Motors pulled out.  In this way, we protected our own car in​dustry. 

Yet, the most widespread method was to smuggle goods into the country.  This was not a new occupa​tion for southern Chinese, especially for fishermen from Guangdong, Fujian and Taiwan.  The ‘opening’ policy and the more relaxed atmo​sphere of 1979 allowed smuggling to flourish (Shenzhen Municipal Revolutionary Committee, 1986).  According to document 80.184 (Central Military Commission/State Council, 1994), the state uncovered 13,423 cases of smuggling involving an estimated RMB 7.31m of goods in 1979.  Compared to 1978, the number of cases increased by 40% and the value of goods confiscated doubled.  In Guangzhou alone, the number of smuggling cases was four times the 1978 num​ber. 

During the last half of 1979, over 200 Taiwanese fish​ing vessels entered the areas around Guangdong Province's Shanwei and Haimenzhen alone, smuggling 200,000 watches. . . . From December 1979 to January 1980, Guangdong's Haimenzhen port investigated 12 Taiwanese fishing trawlers.  They discovered over 210 liang of smuggled gold, 322 jin of silverware, over 2,490 pieces of silver yuan, 72 radio-tape recorders, 36 pocket calculators, and 18,650 Taiwanese watches.  In January 1980, Shaoguan Municipality uncovered smug​gling, profiteering and speculation cases involving over 150 people covering 10 provinces.  They seized 124 liang of gold, 39,900 silver yuan, 130 jin of musk, over 500 jin of other expensive medical supplies, 2 jin of agate, and RMB 18,300 in cash.

The Chinese thus took advantage the high international price of gold, silver, Chinese medicine and musk to purchase durables such as televisions, radios and calculators. They were all attracted by the high profit, since the sale price of smuggled goods was ‘2-10 times the purchase price.’  Yet, there was a high demand for these goods.  Black market traders would sell at a price lower than the state retail price; naturally, the traders would not demand prior purchase approval from the buyer's units.  Document 80.184 (Central Military Commission/State Council, 1994) states

Cai Jiancheng and three others of Fujian's Anxi County purchased 173 pocket electronic calculators in Fujian at RMB 70 to 90 a piece.  On average, they sold them in Sichuan for RMB 250 a piece. . . . When converted from the Hong Kong price, a 20’ Japanese Lesheng color tele​vision set is worth RMB 623.  The procurement price for state-run commercial enterprises, including the levied customs duty, is RMB 1,660.  The retail cost is RMB 3,020.  Purchased from an individual, the price is around RMB 2,200.

Larger units, such as ‘state-owned commercial enter​prises, cooperative enterprises’ and smaller dealers, such as ‘communes, streets [jiedao] and individual en​trepreneurs,’ were involved in the domestic trading of smug​gled goods.  In one village near Shantou, two hundred people from an agricultural production team decided to quit the land and trade in foreign goods.  Besides local peasants and workers, military personnel, ‘Party and Youth League members as well as sons and daughters of high officials’ trafficked in smuggled goods.   Units ranging from universities to state enterprises ‘used all means possible to penetrate Overseas Chinese areas and rush to purchase foreign goods.’  Smuggled goods could be bought easily at black markets established ‘in Guangzhou, Shantou, Foshan, Shenzhen, Haimen, Shanwei and Fujian Province's Qingyang, Shishi, Changle.  Often there are over 1,000 people gathered at these places.’   These ‘visitors’ to the Guangdong and Fujian black markets formed the conduit that ‘link[ed] the coastal areas and in​terior areas covering all the provinces.’

One of the most active purchasing organizations was the People's Liberation Army.  Document 80.184 (Central Military Commission/State Council, 1994) states

To purchase the ‘three machines’ (television, radio-tape recorders, hand-held calculators), some military units have sent people on special vehicles to purchase the goods; some have used helicopters to transfer the goods; some have exchanged military lumber supplies for the goods; to avoid inspection, some have sealed con​tainers with strips declaring they were ‘defense ma​teriel’; some even intimidated and bribed their Over​seas Chinese relatives who were not willing to buy for​eign goods.  The PLA unit stationed in Guangdong's Haimenzhen numbers over 400 people.  Since last July, they have received on average RMB 6,000 in remittances per day to purchase foreign goods.  This town has a black market in foreign goods.  On average, four or five mil​itary vehicles would arrive to buy foreign goods.

Central policy elites were apprehensive about the involvement of Party and government cadre in smuggling, profiteering and speculating activities.  ‘Peoples' ideas [were being]corrupted,’ resulting in the recurrence of ‘gambling, itinerant performers and prostitutes.’  Between 1979 and 1982, the central leadership attempted to rectify the problems encountered in foreign trade and SEZ development.  This ‘chaos’ was threatening the stability of the Chinese nation, resulting in the emergence of the Moderate opinion group.

Chaos and the Emergence of the Moderate Opinion Group

While Fewsmith (1994) argues that the division between the two opinion groups was ‘clearly marked’ by the introduction of urban reforms at the 12th Party Congress of 1984, this study would argue that the parting of ways became clear by late 1981/early 1982.  By December 1981, Chen Yun attacked the Internationalist's development strategy, arguing that the 1979 reform strategy—especially the SEZs— was disrupting the state plan's targets in agricul​ture, basic con​struction, and foreign trade (Chen Yun, 1982). During a meeting of the Party Standing Committee on 11 January 1982, Chen Yun submitted a brief of a Discipline and Inspection Committee report on the ‘criminal economic activ​ities’ in the SEZs and other regions in China.  According to the Emergency Circular issued by the Standing Committee in 11 January 1982, the brief summarized ‘the extremely serious criminal smuggling activi​ties by some cadre.  Some of them were in responsible lead​ership posi​tions’ (CCP Standing Committee, 1994).
The contents of the Discipline and Inspection brief and the positions adopted by the leadership can only be hypothe​sized.  It is highly probable that the brief described the ‘Case of the Shenzhen Branch,’ which involved Zhou Zhirong, the ‘temporary’ Secre​tary of the Shenzhen Party Committee.  According to the Shenzhen tequbao of 29 November 1982, Zhou's large-scale smug​gling operation was uncovered in fall of 1981 and offi​cially reported to the Central Com​mittee on 11 January 1982. The Standing Commit​tee also discussed the serious eco​nomic crimes committed by ‘some cadre and responsible cadre in other Provinces, Cities, Special Administrative Regions and Central Govern​ment departments’ (Si, 1982).  The Directive specifi​cally mentioned Guangdong, Fujian, Zhejiang, and Yunnan. 

As for the positions adopted by the leadership during the 11 January 1982 Standing Committee meeting, there is no doubt that they all strongly criticized the criminal activi​ties.  Yet, there was disagreement on the methods to suppress these activities.  Chen Yun lobbied for a strong response; he continued to fear the effect of decentralization on Party discipline and the state plan.  In a talk on 25 January 1982, Chen Yun (1982b) stated

Currently planning is not welcomed!  So in the begin​ning of this year I am talking to a few of the respon​sible comrades of the State Planning Commission about this matter.  Should the SPC indulge in idle boasting?  Or should it be earnest and down to earth?  Should we forget past experiences?

In his December 1981 speech, Chen Yun (1982a) specifically called for a review of the SEZ policy by stating, ‘We must summarize the experiences of the SEZs in Guang​dong and Fujian and the foreign economic activities of ev​ery province.  Currently we haven't summarized them well.’ It appears that many senior Beijing officials supported Chen Yun's position.  Hu Yaobang concurred with the need to summarize experiences.  In his major speech on foreign trade delivered Central Party Secretariat on 14 January, Hu (1982) stated

From 1978 to 1980, our foreign economic relations truly made great strides forward unlike those of the past.  Yet, there also arose several errors in certain [areas].  In view of this, we must summarize our experience, and steadily carry out measures.  In addition, we do not want any mistaken views, even the idea of shrinking back and never again dare to develop foreign economic re​lations. . . . How can we shrink back because of a small amount of problems.

The leadership coalition complied with Chen Yun's (1982a) de​mand to impose a moratorium on the establishment of new SEZs and to implement a general policy review.  The re​view, held during the Guang​dong, Fujian Conference of February 1982, resulted in the rectification of 303 local branches of the Shenzhen Commu​nist Party, severe restrictions on the importa​tion of 17 major durable goods, and the authorization of a 108.77 km long barbed wire fence completely separating Shenzhen from the interior economy (the ‘Second Line’). To strengthen macro-man​agement of the four SEZs, the State Council estab​lished the Of​fice of the SEZs in June 1982, directed by Gu Mu (Central Committee, 1994c).  Thus, the Beijing leadership redirected the SEZs to be more like China's traditional EPZs and promote national development first and regional economic development second.

Yet, Deng's chosen leaders and the newest members of the Internationalist opinion group— Hu Yaobang and Zhao Ziyang— countered Chen Yun's 1981 criticisms of the decentralized foreign trade system and the SEZ experiment by arguing for a more outwardly oriented development strategy.  In a January 1982 speech to the Conference of the CCP Secretariat, Hu Yaobang (1982) stated

From 1978 to 1980, we made significant progress in our foreign economic relations that broke with the past.  Yet, there also were several errors committed in certain [areas].  In view of this, we must summarize our experience, and steadily carry out measures.  In addition, we do not want to adopt any mistaken views, such as shrinking back and never again dare to develop foreign economic relations.... How can we shrink back because of a small amount of problems?

They persuaded Deng Xiaoping to begin a systematic process of greater integration with the international economy and treat foreign trade and investment as ‘engines’ for domestic development.  Eventually by January 1988, Zhao Ziyang formally desig​nated the new ap​proach as the Coastal Development Strategy (State Council, 1992; Tzeng, 1991; Fewsmith, 1994).  

Simply stated, this outwardly oriented development strategy required the richer coastal regions to be transformed into major for​eign eco​nomic trade centers that were partially integrated with the international economy.  According to the Nine Coastal Provinces, Cities and Special Administrative Regions Conference Summary approved by the Central Committee in January 1982 (Central Committee, 1994d), the state

must greatly develop economic associations [jingji lianhe] and technological cooperation between the coast and the interior.  Based on mutual benefit, we must carry out well economic association.  Coastal areas, especially large and medium cities, must transfer production technology in a planned way to the interior. This includes production technology; production instructions; technological secrets; and the dispatch of skilled technicians to provide instruction [as well as] provide advanced equipment.  There must be a logical division of sales between the foreign and domestic markets, with each having its own particular emphasis.  Beijing, Tianjin, Shanghai and the important coastal cities must provide goods for foreign sales.  Interior factories for the most part will fulfill the needs of the domestic market. 
Coastal regions would become more integrated into the international market by absorbing foreign investment, and producing goods for the international market.  Most importantly, they would become ‘practical laboratories’ experimenting with foreign technology and management techniques. Protected from international compe​tition, the interior regions would concentrate production on domestic consumption and carry out technical and management renovations based on the coastal experience.  

Throughout the 1980s and 1990s, Chen Yun and the Moderates opposed the de-emphasis of the planned socialist economy.  He was a vocal critic of the SEZs, the coastal development strategy and any attempt to establish a market socialist economy.  He neither objected to the ‘opening’, nor the use of foreign direct investment.  After all, he had been a major proponent of the remunerative/administrative approach since the 1950s.  However, Chen Yun feared that the onslaught of international market forces would endanger the Communist Party and the economic stability of the nation.  Countering Chen Yun was Deng Xiaoping, who remained an adamant supporter of high growth and gradual integration of the coastal areas with the global economy.   

Conclusion

When policy elites perceive that a crisis has the potential of evolving into general chaos, elites must take drastic policy actions.  Support for past policy initiatives and allegiances are no longer as important. Elites do not have time to carry out an in-depth review or rationally discuss among themselves potential policy options.  They thus do not have the luxury to learn from past mistakes.  Such learning can and does take place among elites, but not during periods of profound crisis.  Elites realize that legitimacy of their rule and their control over the state is endangered if elites cannot deal with problems promptly and efficiently.  They thus have a greater tendency to rely on their past experiences to choose strategies that will most promptly resolve the crisis.  

In the mid-1950s, Chinese elites discussed the benefits and costs of implementing Mao Zedong’s ‘rash advance’ policy.  This was not a period of profound crisis, but one in which Mao and the other elites increasingly realized that they supported fundamentally different solutions to achieve a strong, independent China.  During this first round of debates, Mao eventually prevailed by 1958.  However, his Nativist approach to development embodied by the Great Leap Forward resulted in dramatic economic dislocation.  As Chen Yun observed at the time, nothing was more dangerous than to have a people without food in their stomachs.  If the debates over development strategy in the mid-1950s had endangered the Yan’an coalition, the profound chaos resulting from the GLF permanently broke the previous alliance.  

Liu Shaochi, Zhou Enlai, Zhu De, Chen Yun and others would never attempt to challenge Mao’s authority.  Nonetheless, they strongly rejected Mao's Nativist approach to economic development that had resulted in millions of Chinese deaths.  As long as Mao stayed on the sidelines, these Internationalists enacted policies promoting a remunerative/administrative approach to economic development.  Their experiences overseas and in pre-1949 Shanghai had proven to them that normative exhortations needed to be supplemented by economic remuneration.  Furthermore, the Internationalists knew that the semi-autarchic strategy embodied in the GLF could not bring about an industrialized state.  They personally had witnessed the advanced industrialized societies in Western Europe and Japan, as well as the tremendous industrial growth of Stalinist Russia.  They understood that the Chinese people would need the advanced technology from the Soviet Union and the West in order to build China into a strong, independent state.  In the early 1960s, Zhou Enlai thus revived the import substitution strategy to build China's infrastructure—although this time he relied on Western European and Japanese technology.   Zhou Enlai’s Four Modernization program, formally announced in the early 1960s, was designed to make China an industrialized state by the end of the century.  Foreign technology was the key to the program’s success.  

 The Internationalists evolved as an opinion group.  By the late 1970s, they had learned of the diminishing effectiveness of the inwardly oriented strategies (Reardon, 2001).   Having consolidated their power by the Third Plenum, the Internationalists thus began to experiment with outwardly oriented development and opening their economy to the outside world.  While taking over twenty years to follow the rest of East Asia down the road of export promotion, China would become just as successful in accelerating domestic development by harnessing foreign capital, technology and management expertise.  

Yet, just as the chaos of the Great Leap broke apart the Yan’an coalition, the chaos of the early 1980s broke apart the Internationalists.  Millions of Chinese had not died as they had twenty years beforehand.  However, after reading the Emergency Circular of January 1982, certain members of the Central Committee considered the illegal smuggling activities to represent a more profound threat to Party integrity and control of China.  No matter how useful the international economy, the Moderates wanted to maintain centralized control and the predominance of the planning system.  While equally concerned about the insidious nature of criminal activities, the Internationalists would advocate experimentation and reform, and eventually created a new, socialist market economy.   

This difference in opinion between the Moderates and the Internationalists continues to impact domestic and foreign economic policy today.  Although delayed by Moderate criticisms from elites like Li Peng, the Internationalists have succeeded in adopting more market-oriented reforms, including the opening China’s coastal areas to the outside world. Yet, with China’s impending accession to the World Trade Organization (WTO), a similar debate has become more fervent within China.  Moderates are concerned that WTO will totally disrupt the state’s ability to manipulate and protect the domestic economy; Internationalists hope the process of joining the WTO will result in the dismantling of inefficient state-owned enterprises (SOEs), thus making China a more efficient economy.  Only time will tell whether the WTO accession will cause dramatic economic and political dislocation.  If such dislocation endangers the Chinese state, there is a chance that such chaos could change elite opinion on the sagacity of globalization.   
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