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ELONMIC REFORME IN CHINA AND THEIR IMPACT

An Overview

I. Introduction

"China turns to Marx to control economy," says the headline of a
recent article in a US newspaper. Having won their way through crowds of
resistance fighters by employing the Feople’s Liberation Army, Premier Li Feng
and his "hardline Leninist backers", says the article, have now drawn up an
economic agenda which implies a large-scale reversal of many of the reforms
which acknowledgedly had opened and invigorated the Chinese economy in the
1780s. The agenda reportedly envisages:

- Recentralisation of economic decision making, going back on the process
of delegation to lower levels of govermment and to the enterprises:

- New controls on the growth of China’'s "fledgling private businesses" and
their supplies of raw material and equipment to help sluggish big State
enterprises;

- Bringing back controls on consumer prices and supplies of raw materials
to State enterprises at fixed prices;

- Denying direct access to foreign loans for enterprises or lower level
governments; \

- Reinstating the State plan as the "key determinant" in the economy and
de-emphasing the role of the market and prices as economic regulators;

and



- Mounting more vigorous campaign against corruption.?®

This ocbviously is an agenda '"devised to wipe out some of the main
reforms of the 1980s and to take life out of many others.” GSterm measwres, it
appears, have succeeded in slashing industrial growth which had been causing
overheating, by nearly 5@ per cent to a "more manageable 10.8 per cent" in the
first half of the current year.

A report datelined Beijing July 30 however said that despite
recent sanctions by Western countries, China will continue its open door
economic policy and not return to the Soviet bloc, although it will not allow
other countries to use loans to interfere in the intermal affairs of China.=2
There were several other earlier reports which seemed to indicate that the
Tiananmen Square incidents would not be allowed to reverse the course on which

the post-Mao rulers had set the economy of China.

Whether the problems encountered by the Chinese economy in the
wake of the reforms initiated by the Eleventh Central Committee of the Chinese
Communist Party in December 1978 — inflation, corvruption, mounting foreign
debt, etc. - would force a complete tumabout in econamic policy had been a
matter for intense speculation among China watchers even before the
convulsions of May—-June this year. There were many indications of brakes
being applied on several fronts in the country’'s economy since at least the
second half of 1988, when inflation was rnuoning at more than 20 per cent.
Stiff austerity measures aimed at cooling China’s overheated economy were
anncunced even 1n March 1989, even though these might result in huge new
losses to the already heavily subsidized State—owned enterprises. It was
necessary, said the country’'s chief economic planner, Yao Yilin, announcing
these measures, for the Central govermnment to regain its grip over the economy

in order "to readjust the economy and overcome the difficulties."® Under



these measuwres, some construction projects in key sectors including energy.
transport and raw materials which were formerly exempted from slowdown were to

be terminated. The measures now announced seem to go further.

Do these trends portend total rejection of the reforms initiated
over the last one decade and restoration of the earlier Soviet-type planning
with centralised control over production and distribution? Or are they meant
only to tackle the immediate problems caused by the extra—rapid growth of the
economy in the wake of the reforms before going further ahead? These
questions are cbviously of more than academic interest to the rest of the
world, especially for countries in the neighbouwrbood of China. This paper
seeks to provide briefly an overview of the econamic reform of the 1980s in
China, its distinguishing characteristics and impact, analyse its strengths
and weaknesses and speculate about possible future course in the light of

available studies and evidence.

11. Reforms of the 1988s — Course and Characteristics

As is well known by now, the post-Mao econamic reform in China was
marked by three distinct phases. The first and apparently the most fruitful
phase covering roughly the six years from December 1978 to October 1984, saw a
complete overhaul of the production system in agriculture with the abolition
of the communes {(and its appendages, the brigades and the production teams)
and the introduction of family farming with contract responsibility to the
State, coupled with upward revision of agricultural prices. In the second
phase which commenced in 1984, the reform was extended to enterprises in the
urban areas, the aim being to initiate radial changes in the "micro—econamic"
system — "the system of production, circulation and social distribution along
with plarming, finance, taxation, prices, wages, foreign trade and materials

supply." The keynote of enterprise reform was separation of ownership from



management and granting autonomy to enterprises in several areas of decision
making and induction of contract responsibility system in place of the earlier
practice of handing in all profits to the State. Concomitantly, many
enterprises were transferred to local governments. Commercial banking
functions which were so far handled largely by the People’'s Bank of China were
also transferred to newly created financial institutions. Enthused by the
results achieved, in 1987 the Party’s Thirteenth National Congress resolved to
reform the political system and set the contry on a new pericx_:l of all-round
reform embracing politics, economics, science, education and culture, marking
a third pbhase in the progress of the reforms.*

The three key elements of the reforms were (i) greater
decentralisation; (ii) usbering in of market forces and material ircentives to
guide micro-economic decision making in both industry and agr‘iculturé; and
(1ii11) opening the economy to the ocutside world. The aim was to mould China’'s
economy which was said to be still in a state of primitive socialism into a
"planned commodity economy'. While the thrust towards decentralisation was
- not new in comminist China — Mao himself had attempted decentralisation from
time to time and particularly in 1756-38 - what distinguished the present
reforms was that unlike in the past when the focus was on administrative
decentralisation, the accent this time was on giving more freedom and
incentive to producers in all fields, and expanding the powers and autonomy of
State enterprises. Another distinguishing feature of the post-Mao reforms is
its comprehensive scope embracing a wide field extending from productive
relations in agriculture to enterprise management and ownership and
contraction of the area of centralised control, to foreign economic relations

marked by a dramatic gpening up to the outside world.



111. Impact
a. Output growth acceleration

From all accaunt, the results of the reform have been spectacular.
An economy which bhad been showing all signs of stagnation picked up momentun,
visibly raising the living standards of the people both in towns and villages.
The pre—-reform period (1957-78) also had seen relatively good growth of output
at & per cent per annum on an average which was higher than that of India and
many other developing couwntries but that did not make a commensurate impact on
the people’s level of living. Per capita consumption of peasants had
increased by crily 1.5 per cent per annum while that of urban population by 2.5
per cent. A large proportion of the population had income below the average,
which too was rising rather slowly. Overall, the economy had been operating
at a low level of efficiency, which was sought to be made up by massive
investment. Productivity in both industry and agriculture was either
stagnating or declining. The reform of the 198@s did bring about a twmnarouwnd

in all this.

In the decade 1979-88 growth of national income accelerated to 2.3
per cent from & per cent per annum in 1953-83. Growth rate of per capita
income doubled with agricultural output growth increasing from 2.9 per cent in
the earlier twenty—five years to 4.2 per cent (Table 1). Foreign trade also

recorded even more impressive, fourfold growth.

Table 2 shows the GNP growth rates in Ch_ina and selected Asian
countries. Contrasting with a growth of 4 per cent in the 1960s and 5.8 per
cent in the 1970s, Chinese economy recorded a growth of 9.9 per cent in 19898s,
compared with an average of 3 per cent for developing countries and 4.7 per
cent of India. After carefully sifting the evidence, even a discerning

observer of China and India like Subramanian Swamy acknowledges that while the
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output growth rates in India and China were not all that different in the
period 1952-78, and there has been a sharp acceleration in growth in both
India and China in the post-1978 period because of liberalisation and reform
in both the countries, per capita income growth has been decisively higher in
China after 1978.°

TABLE 1

Growth of Natianal Income, Agricultural and
Industrial Production of China

(Average year—to—year per cent change)

1933-78 197988 1979-84 196588
National income 6.0 ?.3 8.3 10.7
Mational income
per capita 3.9 7.8 6.9 9.5
D«gricultur‘ai output 2.9 6.2 7.7 3.9
Industrial production 11.3 12.8 ?.6 17.8
Light industry 9.3 14.9 12.3 17.@0
Heavy industry 13.8 10.9 7.2 16.6

Sources: State Statistical Bureau,
1988 Statistical Yearbook
ot China.

Bank of Japan, Special
Faper No. 176.



TABLE 2

Growth of GNP (Real) in China and Selectad Asian Countries

(Per cent per annum)

19605 1978s 1960
upto
1988)
China 4.0 5.8 2.9
Republic of Korea 8.4 8.0 9.3
Thailand 7.9 &.9 5.6
Developing Countries 5.6 5.3 x.0
Indiax 3.7 3.2 4.7
X Econaomic Survey Source: Bank of Japan, Special

Paper No. 17&.

b. Agricultural growth

Acceleration in China’s output growth rate in the
post—reform period occurred largely from a sharp rise in the
grawth rate of agricultwral output from 2.9 per cent to 6.2 per
cent (Table 1). This was in sharp contrast with the sowces of
growth in the earlier period (1952-78) when it was industry which
had grown at about 11 per cent as compared to less than 3 per cent
in agriculture. The acceleration in agricultural output growth
brought to an end the virtual stagnation in the level of
consunption of some of the essential commodities which China was
experiencing in the Seventies.



Despite an overall growth of the economy at 6 per cent a year, per
capita consumption of grains in China in 1978 was lower than that in 1957 by
7.7 per cent and of edible vegetable oils by more than 7@ per cent.® For a
sizeable proportion of the population per capita income was below the average
which was already very law and was not rising rapidly. With the introduction
of family farming system and greater incentives permitting those who could
produce above the fixed contract to retain and sell the excess in the open
market and also allowing greater freedom in deciding what to produce, and
raising market prices for most farm products, foodgrains production scared to
407 million tonnes in 1984 from @4 m. tonnes in 1978 (Table 3). Imports of
agricultural products were significantly reduced, rationing of basic

TABLE 3

Foodgrains Output in China
(million metric tons)

Year Output Anrual ©
| et e

1951 143 -

195 164 8.2
1760 158 -1@.7
1965 195 -5.9
1970 247 9.3
1975 280 1.8
19756 286 2.1
1977 283 -1.8
1978 04 7.4
1979 =2 .2
1980 321 -3.3
1981 325 1.2
1982 =3 8.6
1983 a7 9.6
1984 4@7 5.2
1985 379 ~6.9
1986 391 3.2
1997 42 2.8
1988 394 2.0

Saurce: Economic Growth in China and
India : A Perspective by
Conmpar Ison by Subramanian Swamy.



foodstuffs in the cities was eliminated and the variety and quality of diet
improved. The rise in the level of per capita consumption of key commodities
after 1978 is shown by the following figuwres:”

1952 1978 1987
Grains (Kgs.) 198 195 251
Meat (Kgs.) 7.9 8.9 17.7
Cloth (Metres) 5.7 8.0 11.3
Bicycles (Units per 100 people) .94 2.85 3.35

A striking feature of the agricultural growth in the post-1978
reform period is the contribution of production of cash crops (non—grain

items) and animal bhusbandry (Table 4). Whereas, earlier, the growth in

TABLE 4
The Composition of Agricultural Output Growth
(Based aon 19880 canstant prices)

197178 1960682 198266

A. Growth Rates (In percentage per year)

Gross value of agricultural

autput 4.3 7.5 13.0
Crops 2.7 S.6 4.2
Grain 2.9 3.9 2.5
Non-grain 2.1 13.2 I.4
Animal husbandry 2.6 12.1 10.1
Subsidiary output 17.9 13.7 40.0
Village industry 23.5 14.8 43.1
B. Share in Total Output Growth
(in percentage)
Gross value of agricultural
output 102.0 103.0 - 123.0
Crops 45.8 49.2 17.8
Grain 32.6 27.1 7.9
Non—grain 6.3 22.1 9.8
Animal husbandry 7.1 19.7 11.5
Subsidiary 4.5 25.9 b66.3
Village industry 27.2 19.5 9|.7
Forestry and fisheries 12.6 5.6 4.4

g
A
:

: 'Reforming China’'s Economic
System’ by Dwight H. Perkins,
Journal of Economic Literature,
Juwne 1968,
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agriculture came mainly from grains and subsidiary output like small-scale
industrial production (Chinese statistics on agricultural production imclude
these), in the reform period, the impetus was provided more by non—foodgrains

output and more particularly rural industry.

The impetus for extending the reform to a wider field came from the
evident swccess of the new strategy in agricultuwre. The initial results were
not as impressive in industry as in agriculture. Nevertheless, greater freedom
to enterprises to produce goods in demand, get rid of wnsold stocks and invest
retained funds, led to a rapid rise of industrial production which became the
dominant growth sector again. As Table 1 shows, industrial production growth
shot up to 17.8 per cent during 198588, giving rise to overbeating and the

assnclated problems.

C. Impact on structive of ecanamy

One of the dramatic results of the reform has been the change in
the structwe of the Chinese economy with services sector (comprising finance,
trade and consumer services like housing, entertainment, education and
restawrants) regaining the ground it had lost in the 1948s and 1970s. The
changes in the structure of the economy can be seen from Table 5. There has
been a rapid growth of housing activities, and financial facilities for
individuals cooperative enterprises and also govermment agencies. Foreign
investment and technology were invited with encouragement for foreign

entrepreneurs and banks to engage in wholly owned or joint ventures.
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TARLE S

Structure of China‘'s GOP

(Per cent)

19524635 1966~78 1979 1987

Agriculture 44.8 39.3 6.6 33.8

Industry 3.1 43.0 48.6 45.7

Services 2.1 17.7 14.8 .4
of which

Commerce 13.2 ?.7 7.3 13.1

Transportation 4.5 .8 3.6 3.7

Construction 4.4 4.2 T.9 6.6

Source: Statistical Yearbook of
China, 1793,

d. Foreign trade dependency

Both imports and exports have grown tremendously. From a paltry
$ 5 billion on an average in 196078 China’'s exports ére now running at a
level of nearly $ 4@ billion (Table &). The volune of trade seems to be fast
reaching almost the level of that of South Korea and Hong Kong. China’s share
in world trade has increased from less than 2 per cent to nearly 3.5 per cent
(Table 7).



TABLE 6

Foreign Trade
(US$ Billions)

Year Exports Rate ot Imports Rate of BRalance (Extports+
growth growth imports)/
%) L) national
income (%)
Foreign Trade=
195265 1.61 7.4 1.57 4.3 +H3.04 10
1966—78 4.72 11.5 4.64 12.9 +2.08 9
1979 13.66 40.1 15.67 43.9 -2.01 13.6
1730 18.27. 33.8 19.55 24.3 -1.28 15.73
1981 2.01 20.5 22.01 12.6 0.2 18.7
1982 2.3 1.4 19.28 -12.4 +Z.04 18.1
1983 22.23 -0.4 21.39 10.9 +2.84 18.2
1984 26.14 17.6 27.41 23.1 ~-1.27 21.3
196895 27.75 4.6 42.25 54.1 -14.9@ 29.4
1986 .94 3.1 42.91 1.6 -11.97 32.7
1987 37.44 27.5 43.21 a.7 -3.77 I3.1
Saurce: Dernberger,

"China’'s Economic Reforms",
Asia—facific Report
(BEast West Center, 1989).
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TABLE 7
Shares of Exports/Imports of Selected Countries in World Trade

(Per cent; top row = exports
bottom row = imports)

1975 1960 1985 1987
China @.9 2.9 1.5° 1.6
Q.9 1.0 2.2 1.8
Asian NIEs 2.7 4.2 6.2 7.4
: 3.3 4.5 5.6 6.4
Rep. of Korea 2.6 2.9 1.7 2.0
Q.9 1.1 1.6 1.7
Hong Kong a.7 1.0 1.4 2.0
2.8 1.1 1.6 2.0
ASEAN 1.9 2.9 2.5 2.2
1.8 2. 2.0 1.9
Thailand 2.3 2.3 2.4 2.5
2.4 2.5 @.5 2.5
Malaysia 0.3 Q.7 @.8 2.7
2.4 2.5 a.6 2.5
United States 13.73 11.8 11.9 10.6
12.6 13.1 18.5 17.2
Japan 6.8 6.8 9.7 9.6
6.9 7.2 6.9 6.1

Note: NIEs: Thailand, Republic Sources: IMF, "Intermational
of Korea, Taiwan, Financial Statistics";
Hong Kong and Singapore. national statistics of

individual countries.
ASEAN: Thailand, Philippines,
Malaysia and Indonesia.
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China seems to have grown in this brief period from a developing
country with one of the lowest foreign trade dependency ratios in the world to
a large foreign trader with an exceptionally iy frreign trade dependency
ratio for a large continental country at any level ot economic developrent.®
A significant feature of the growth of China’'s foreign trade is the closer
link it is now baving with the Pacific—basin countries. Unlike in the early
fifties when most of the trade was with the Soviet bloc, in 1987, the
Pacific—basin countries accaunted for nearly &85 per cent of China’'s exports
(Table 8). China’s share in the e;:port‘s of these economies has .also
increased. The growing link with Hong Kong is particularly noticeable. China
now accounts for almost one—fourth of Hong Kong’'s exports while about

one—third of China’s exports now go to Hong kKong.

TABLE 8

Growing Interdependence Among China and Facific—Basin Countries

{(Per cent)
Japan Asian Hong ABEAN United
NIEs Kong States

Share in China's

cexportss
19780 13.2 23.4 18.4 4.2 2.0
1760 22.3 25.4 24.1 4.3 5.4
1987 16.2 8.2 4.8 2.9 7.7

China's share

in _total exports:
1970 2.9 a.5 2.4 0.5 2.0
1960 3.9 2.0 6.3 2.8 1.7
1987 3.6 6.8 23.3 2.1 1.4

Source: IMF, '"Direction of
Trade Statistics",
Fank of Japan
Special Paper 176.
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With the relaration of controls over foreign trade, imports grew
rapidly to meet the shortages which were enormous (and grew more acute with
industrial production running at a high rate), outstripping exports and
showing up in huge trade deficit. The gaps were met with massive capital
inflows (Table 9) in the form of both borrowings and direct investments, bulk
of the latter flowing from Hong Kong, US and Japan.

TABLE 9

China’s External Borrowing and Direct Foreign Investaent
(US ¢ 188 sillion)

1979-84  1985-87 1983 1984 1983 1986 1987
{Average) ({Average)

External borrowing 2t.7 5.0 8.7 12.9 26.9 je.1 58.1

Direct foreign

investaent 3.1 19.5  &.4 12.6 16.6 18.7 23.1
0f which froa
Hong Kong n.a. 13.8  n.a. 1.5 9.6 13.3 16.9
usaAa n.a. 3.2 n.a. 2.6 3.6 3.3 2.4
Japan n.a. 2.7  n.a. 2.2 3.2 2.4 2.2
Total 28.6 7.9 19.8 21.1 46.5 72,6 84.5

Source: Bank of Japan, Special Paper No. 176.
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e, Saving, investment and financing patterm”

At the macro level, the reform made a major impact on the pattern
of saving and investment and financing of investments. Decentralisation has
implied, as presuwnably was its underlying aim, shifting the responsibility for
investment financing from the government budget to the enterprises. If
anything, decentralisation was supposed to reduce the dependence of the
enterprises in the matter of their investment on the State and induce them to
rely more on their own resouwrces (retained earnings) or the financial system.
It was probably expected that with greater autonomy, investment decisions of
enterprises and financing institutions would be guided more by "profit—focused
calculus" and thereby secure more efficient resource mobilisation and
allocation. As a supportive measure, radical changes were made in the
financial system and in the role of the Feople’'s Bank of China (FEC) which had
so long functioned as a mono-bank. Through several measures initiated in
1979, the FEC was relieved of its ordinary banking operations and these were
now assigned to newly set up (or revived) specialised banking institutions
like the Agricultural Bank of China and the Industrial and Commercial Bank of
China. While the Bank of China continued to handle the bulk of foreign
exchange transactions, two new institutions were set up to channel foreign
funds, one was the China International Trade and Investment Company,
(established in 1979 under the State Council to look after joint ventures with
foreign enterprises and help to attract foreign funds into China) and the
other, the China Investment Rank, meant to serve as a channel for World Bank
loans to the industrial sector. Similar institutions were set up at the
provincial levels. The FEC was thus expected to move over from exercising the
role of allocating investible funds directly to enterprises to a system

whereby it would act as the central monetary authority to oversee the creation
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and flow of credit with instruments or levers of indirect control, as in all
mixed economies. Along with changes in the banking system, non—-banking

institutions have also come up, providing leasing and other services.

The impact of the changes described above can be seen from Table
14. With decentralisation, there was a drop in the saving ratio initially
from 35.0 per cent of GDP in 1978 to 31 per cent in 1982. The ratio picked up
again and crossed the earlier peak in 1986, reaching 8.7 per cent in 1987.
More striking is the drop in the share of government budgets and enterprises
in gross domestic savings from 97 per cent in 1978 to 56 per cent in 1986.
Correspondingly, household sector’s contribution to domestic savings increased
trom 3 per cent to 44 per cent during the period. E*etween 1978 and 19392 the
share of enterprises and local governments increased from 33 to 57 per cent
{according to World Bank estimates, the increase was from 74 per cent to 57
per cent). These shifts apparently were brought about by retention of earmings
by the enterprises on the one hand and decentralisation of the tax base
depleting the Central government’'s revenue on the other but there has been a
sharp drop in the share of enterprise savings thereafter, probably because of
taxes and larger sharing of profits with employees (in the form of bonus,

etc.).

One explanation for the dramatic rise in the household sector’s
share in domestic savings could be the accrual of larger incomes to housetolds
and better supply of consumer durables. Expansion of bank branches and
marketing of several attractive saving instruments by the banks helped to
channel an increasing share of the household savings into‘the financiai
system. Household saving accounts grew by nearly 3@ per cent per annum
between 1978 and 1985 as against 10.6 per cent over the previous 25 years.
Rur <l reposit growth rate increased from 9.6 per cent to 34.5 per cent per

annum, 1@



TABLE 10

Developments in Savings and Investment, 1978-87
(In per cent of G\NP)

18

19789 1982 1964 1965 1986 1967
Savings and Investment
Gross domestic
investment 6.2 29.1 2.2 8.7 8.8 38 . 6
0f which: State budget (14.7)* (6.2) (6.8) (35.3) (5.0) (...)
Gross domestic savings 5.5 1.0 R .5 6.1 8.7
State budget 15.4 3.6 &.7 7.2 6.1
{Central government) (43.4) (18.1) (2.7) (28.9) (16.9)
Households 1.2 7.8 14.8 13.8 16.1 -
{3.4) (25.2) (45.7) (40.0) (44.6)
0+ which: Financ:ial
savings QP (4.2) {8.7) (7.4) (2.2) (...)
Enterprises and other 18.9 17.6 18.7 13.4 13.9
(Local governments) (52.2) (56.8) 3.6 (38.8) (I38.%)
Note: 1. Based on State budget. Other Source: 'Economic Reform and

figures based on national

accouwnts.

2. Includes changes in households
demand deposits, savings deposits,
currency boldings and treasuwry

bonds.

Macroeconomic Management’ ,

paper presented by IMF
staff at the seminar beld
at Shen Zhen, China, Nov.

7-13,

1988.



19

There was a decline in gross domestic investment in the initial
years of the reform from 36.2 per cent in 1978'to 22.1 per cent in 1982 but
the i1nvestment rate recovered and was running at over 78 per cent in 1987.
The proportion of investments flowing from the govermnment budgets fell from 43
per cent in 1978 to 18.1 per cent in 1982 and has remained at about that level
since then (Table 18). The rate of growth of output in the State-owned
enterprises also tumed out to be lower than that of collectives and other
units resulting in a decline in the share of the form in the total value of
autput and reflecting the shifts in the investment pattern, although the
dominant position of the State enterprises in the total industrial output of
the economy remains (Table 11).

TABLE 11
fross Industrial ODutput Value, By Fora of Ownership, 1988-85

{Billions of Yuan at constant 1988 prices)

Year Total® State- Collec-  Indivi- Other® State share
owned tively dually in total {I)
owned owned Col.3 - Col.2
1 2 3 4 5 6 / 1

1988 497.2 391.3 183.9 8.1 2.9 78.7
1981 517.8 495.4 198.9 8.2 3.2 78.2
1982 557.7 34,8 119.3 0.3 i1 77.8
1983 b16.4 A74.5 135.4 2.8 5.5 77.8
1984 783.9 517.1 175.8 1.5 8.4 73.5
1985 829.5 584.9 230.1 3.3 12.8 70.4

a  Does not include the output of brigade  Source:r World Bank Country Study on China (1988).

b Includes joint enterprises coabining Original source: State Statistical Bureay,
sore than one ownership fors, foreign Statistical Yearbook of China, 1985 and 1986,
joint ventures, and foreign enterprises.




Another notable change in the investment patterm is the shift in
the proportion of investment in capital construction and that in technical
transtformation and modernisation (Table 12), Whereas, in 1975, capital
construction accounted for 75 per cent of the total investment in fixed assets
by Statetowned enterprises, in 1985 the proportion had come down to &4 per
cent and correspondingly, the proportion of investment in technical
transformation and modernisation increased from less than 25 per cent earlier
to over 3I6 per cent. The impact of these shifts following the
decentralisation process on the allocation of investment between productive
and non—productive heads and among different sectors is depicted in Tables 13
and 14.

TARLE 12

Investment in Fixed Assets by State-owned Enterprises, 1965685

(Billions of Yuan)

Year Total Capital Per cent Tectnical Per cent of
investment canstruc—  financed trans. and Col.5 in
tion in— by State mod. in— total

vestmant budget vestment
1 2 3 N 4 1 b6
1965 21.7 18.0 90.8 3.7 17.2
1970 6.8 1.3 87.3 5.6 15.1
1975 54.5 4.9 82.0 13.6 24.9
1979 692.9 52.3 8.0 17.6 .1
196980 74.6 .9 62.5 18.7 25.1
17981 66.8 44.73 56.8 2.5 2.6
1982 84.5 5.6 49.8 .0 R T
1983 5.2 39.4 8.2 .8 I7.6
17984 118.5 74.3 54.4 44 .2 37.3
19685 168.1 1087.4 42.1 od.6 T6.1

Sowrce: China — Finance and Investment, world
Bank Country Study (1988).
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TABLE 13

Distribution of Investment Bebtween Productive and Non—productive

Sectors 199985
(Billians of Yuan)

Years Total Productive Non—produc— Of whichs
tive Housing
195862 128.6 143.8 17.6 5.0
196365 42.2 3.8 8.7 2.9
1966-7@ 97.6 81.8 15.8 3.9
197175 176.4 145.5 3.9 12.1
197678 126.0 103.5 =3.4 3.8
1979 52.3 6.5 15.8 7.7
1760 5.9 3.9 20.9 11.2
1981 44.°3 25.2 19.0 11.1
1982 9.6 3.3 25.3 14.1
198= 59.4 4.6 24.8 12.5
1784 74.% 44.3 2.9 3.4
1985 107.4 61.1 44.3 21.5

Sauwrces Chirna — Finance and Investment,

World Bank Country Study (1968).

Original sowrce: State Statistical Buwreau, Statistical Year-—

book of China, 1985 and 1986.

5555
2629



TABLE 14

Sectoral Distribution of Investment 1958685
(Per cent)

education, public health and social

welfare.

Years Total Industry Agricul- Trans— Socials Qther
W w—t.
1998-62 102.9 &3.4 11.3 13.5 .8 11.0
1963-65 100.8 47.8 17.7 12.7 5.7 1 4 .1
1966~70 122.9 5.5 13.7 15.4 2.8 15.6
1971-75 102.0 5.4 9.8 18.0 1 13.7
197673 103.9 5h.3 11.0 14.2 4.3 14.5
1979 109.3 49.1 11.1 12.2 6.4 21.2
17548 182.3 49,3 2.3 11.2 7.7 2.3
1981 102.0 48,8 6.6 9.1 9.8 2597
1982 102.0 45,7 6.1 103.3 9.2 27.5
1983 100.0 47.5 6.0 13.1 10.0 23.4
1984 132.9 44,Q 5.0 14.46 10.6 23
1985 100.0 41.6 .4 15.9 11.2 27.9
a Includes forestry, water conser— Source: Chirna — Finance and Invest-—
vation, and meteorclogy. Investment, World Rank
b Includes postal services and tele— Country Study (1988).
communications. Original : State Statistical Bureau
c Includes scientific research, culture, source Statistical Yearboolk of

China,

19685 and 1986.



1V. Strengths and WHeaknesses

Scepticism about Chinese statistics notwithstanding, it is
wniversally acknowledged that the post—-1978 reforms have had major successes
especially in reversing the past trends in the structure of the country’'s
economy, and stagnation especially in living standards and bringing about
appreciable improvements in the consumption levels of the people. While, as
noted, investment has continued at a high level (after an initial drop), there
has been a better utilisation of capacities than before. In fact, efficiency
in resource use seems to have improved significantly, narrowing the large gaps

which were there between potential and actual output.

fAoccording to Dwight Ferkins, a renowned scholar on China, the most
convincing evidence of a positive impact of the reform on the performance of
China’'s economy is the growth rate of what is known among western economists
as ‘Net Material Froduct” (N'P). Calculations made by Ferhkins suggest that
the growth rate of N'F in the post-Mao era (1976-85) had shot up to 9 per cent
per anmnun, contrasting with 3.9 per cent during the preceding two decades and
6.2 per cent in the first five year plan (1982-57) (presented in Table 13),
and although there was both an increase in the growth rate of capital stock
and in the rate of growth of factor productivity, it was productivity growth
which displayed more significant change.** Dwing the 19 years 1758-87, total
factor productivity did not grow at all, while in the years following 1977,
- productivity growth contributed 4@ per cent of the total growth. While
estimates differ about the extent of the contribution of productivity growth
in China’s economic performance after the reform,'® it would seem that a major
source of the strength which the economy seems to have acquired through the

reforms is improvement in efficiency, testifying to the efficacy of the
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incentives introduced into the system through contract responsibility system,

decentralisation and permitting the operation of the market albeit only on a
somewhat limited scale.

TARLE 15

Sources of Growth
(Percentage Increase Per Year)

Feriod Growth Contribu— Contribu—  Contribution
rate of tion of tion of of increased
net mate— increase increase productivity
rial pro— in capital in labour
duct (1980 stock force
prices)

(Gv) (e Gic) W B a)

195357 6.61 a.84 1.67 4,10

195765 2.09 1.87 1.6Z -1.41

196578 5.11 2.81 1.58 8.62

197665 8.78 3.0 1.69 .79

Methodology: These figuwres are derived Source:D. FPerkins, 'Re—

from an aggregate production forming China’'s
converted into the standard Economic System’,
growth accounting ftorm: Journal ot
Economic
Literature,
June 19688.
Gy = a+(lWhe G +W B
where G = the growth of the variable
in question
Y = net material product or national
income, as the Chinese define that
term
K = the capital stock
L = the total labouwr force
We = elast1c1t¥ of output with respect
W = elasticity of output with respec
to labour P
a = productivity growth or the residual

derived by subtracting the contribu-
tion of labour and capital inputs.



However, rapid growth has encountered problems and these surfaced
in an acute form in 1988 with huge trade deficit and rapid inflation. In the
absence of effective instruments of macro-management of the economy
decentralisation has led to unbridled growth of money supply. The social
impact of the reforms also appears to bhave been negative inasmich as in the
ruwral areas income disparities have started widening while provision of public
services like health and education has suffered. And so have several
important aspects of the economy like investment in infrastructure, power and
transport, leading to bottlenecks.

While efficiency improvement has helped better utilisation of
capacities, it should not be overlooked that China’'s growth in the 1988s has
been propelled also by ihiah levels of investment. This, coupled with export
growth, contribuated to ercessive arowth of demand. The supply-demand gap was
exacerbated by the tendency to build up stocks both in business and
households. Absence of effective macro control further aggravated the
situation resulting in the worst inflation experienced by China’'s economy
since 1949, Agricultural production too has stagnated after 1984, compouwnding
the problems which surfaced in 1988. "

Both capital and consumer expendituwre recorded sharp growth in
1988 (commodity retail sales grew by 27.8 per cent and fixed capital
investment by 18.5 per cent). Fressuwwre on demand was built up also by the
relatively large proportion of investment in inventory (8.3 per cent of GW,
as of 198587, as compared to @.5 per cent of USA and Japan and 4.1 per cent
of India). Considerations which seem to induce such high level of inventory
investment in China are believed to be: underdeveloped transport system,
uncertainty of supplies, low interest rates and poor spread of modern

inventory control techniques.
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Constraints on the supply side, on the other band, stood in the
way of domestic production going up to meet the demand. In 1987 and 1988,
1tems like colour T™Vs and refrigerators recorded fast growth (54 per cent and
86 per cent respectively), whereas power generation grew by only 9 per cent,
crude oil by 2 per cent, coal by & per cent, steel 7 per cent and cement 14
per cent (Table 16)]. Ironically, there has been some stagnation in capacity
utilisation in major machinery equipment in the 1988s. This is attributed by
some to outmoded equipment or inefficient resource allocatiom. Rigidity in
domestic production in key sectors seems to have led to a marked rise in
imports of intermediate and capital goods. To meet these requirements China
has to improve the income elasticity of exports and reduce that of imports.
This wnderlines the need for improving international competitiveness of the

country ' s products sspecially industrial goods.

in this context, it has been observed that the rapid rise in wages
that has taken place, autstripping the increase in labour productivity, is a
negative feature of China’'s recent economic development (vide Table 17).
During 1979-37, total wages have increased by 18 per cent as compared to a
grawth of 7.5 per cent in total productivity. The gap is particularly wide in
State-owned enterpriszss (10 per cent as against 4.2 per cent). Adjiustment of
exchange rates could perhaps alleviate the imbalance between imports and
esports to some extent. But the relatively low price elasticities of imports
and exports - as perhaps is the case with India - cautions against expecting
mich Felp from currency devaluation. Without a cwrb in wage rise, China’'s
products are unlil::elyl to be competitive in the world market and the trade gap

will continue.



TABLE 16

Output of Industrial Products

(Year—to—year per cent volume change)

19685 1986 1987 1988

Industrial Production 21.4 11.7 17.7 2.7

Machinery and electric

products sector:

Ve 66.1 ~12.5 2.5 8.7

Colaur TVs (21%.4) (5.7) (57.5) (53.1)

Refrigerators 164.5 55.4 78.4 85.7

Tape recarders 79.4 26.1 12.56 24,2

Motor vehicles 8.2 -15.4 27.6 6.9

Materials and enerqgy

sector:

Electricity 8.7 9.4 1@.7 .=

Crude oil 3.@ 4.5 2.6 2.

Coal 190.2 2.3 O E.E 5.4

Steel ' 2.5 9.9 8.1 7.1

Cement ' 18.6 1=.8 12.2 12.5

Chemical fertilisers 9.9 6.8 19.5 3.8

Source: State Statistical Bureau, 1783
Statistical Yearbook of China,
Monthly Bulletin of Statistics,
Rank of Japan.



TABLE 17
Growth of Wages and Labour Productivity

(Average year—to—year per cent change)

1979-67 1979-84 199587
TOTAL:
Wages 10.2 7.7 14.6
Froductivity 7.5 4.0 12.4
Agricultural Sector:
Wages 12.4 12.9 11.3
Productivity 5.2 6.2 2.6
industrial Sector:
Wages 2.9 7.8 14.4
Froductivity 6.8 4.9 19.5
state-owned enterprises:
Wages 10.0 7.3 14.4
Froductivity 4.2 4.3 3.9
Non—State—owned enterprises:
Wages 10.2 8.3 14.1
Froductivity 18.7 8.3 14.7
Note: 1. Wage growth on a naminal Source: Bank of Japan
basis and labowr producti- Special Faper

vity on a real basis. No. 176.



TARLE 18

China : Selected Macroecanomic Indicators, 198368

19683 1984 1985 1986 1987 1968

Intlation

General retail prices

{average annual change

in per cent) 1.5 2.8 8.8 6.0 7.3 18.5*
Market prices (average

annual change in per .
cent) 4.1 2.3 16.9 7.7 17.2 24.5
Money (end—year
per cent change)

Broad money 19.2 42.4 17.1 9.3 24.2 28.57
Narrow noney 17.2 42.9 11.5 27.6 19.6 29.4=2
Currency in circulation 2.7 49.4 24.7 23.3 19.4 I5.9=
State budget
(in per cent of G\P)

Revenue 8.3 27.1 27.5 26.0 23.4 21.9=
Expenditure 2.0 28.7 28.0 27.9 25.7 24.0>
Deficit -1.7 -1.4 3.5 -1.9 2.3 -2.1=
Ealance of payments

Exports ($ billion) 2.7 23.9 2.1 25.8 4.7
Imports ($ billion) -18.7 ~23.9 -~73.2 4.9 -16.4 .as
Cuwrrent account

(% billion) 4.5 2.5 -11.4 ~-7.0 .3 e
Current accaunt

(per cent of GNP) 1.6 2.9 ~4.0 2.6 2.1 -
1 Between July and December 1988, Source: ‘Economic Reform and

retail prices went up by 24
per cent.
End—June,
Budget.

1988.

P

Macroeconomic Management’
paper presented by IMF
staff at the seminar held
at Shen Zhen, China, Nov.
7-13, 1988.
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The imbalance between demand and supply; was exacerbated by rapid
increase in money supply since the beginning of 1988, as the growth of
currency in circulation exceeded 99 per cent.  This came on top of an increase
of more than 20 per cent per yvear since 1983 (Table 18). Sharp rise 1n bank
lendings ~ fuelled partly by falling (and since late 1737, negative) real rate
of interest — was an important source of the increase in money supply. China
did not have the instruments and institutions of monetary control needed to
tackle the price situation which was already under pressure because of the
removal of controls on the prices of several commodities. Fersistent
budgetary deficits were yet another factor feeding away supply growth and
inflation. Growth of financial savings which took place during the period was

far from adequate to neutralise the impact of money supply growth in the

economy .

Fapid rise in prices led to panic buying and stock boarding so
imich <0 that in September 178, a canpaign was mounted to allay panic and
dissuade households from needless stockpiling. The campaign however does not
sgem to have made much difference. It was not until severe measwres were
taken towards curbing demand that the situation came under some control.
Efforts towards cooling down the ecoromy seemed to have vielded sore results
this year as industrial production growth came down to 8.2 per cent in January
1737 from nearly 19 per cent in the last quarter of 1788. With the further
austerity measwres and reswnption of central control over investment and use
of foreign exchange now annouwnced, the economy may be able to regain stability
and weather the turbulence which it was going through in 19€8. The
authorities possibly found no option but to go in for these tough measures in

the absence of effective instruments of monetary and fiscal control.

Another negative impact of the reform seems to be on distribution
of income and provision of social services especially in the rural areas. The

reforms are reported to have generated inequalities in the countryside which
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Communist China had been striving to remove. Permission to acquire properties
and retain profits has resulted in the reappearance of old merchant princes
and commercialisation of rnural cadres. Gaps between the income of peasants
who do not have any side income and those in new industrial units appear to be
widening and there are reports of tension in the count‘ryside with poor
peasants attacking their rich neighbouwrs. According to Perkins there is no
evidence to show conclusively that inequalities in China have increased as ;
result of market-oriented reforms (just as there is no good basis for the view
that inequalities had decreased during periods like the Cultural Revolution).
Rather, there are some clear indications of a decline in the rural-wban
income gap which on the whole should have a wholesome effect on the
distribution of income. Available figures suggest that urban worker to
peasant income ratio narrowed from 2.75 in 1978 to 1.7 in 1984 but again it
went up to 2.1 in 19846, Hovever, these figures take no account of the liberal
subsidies which are enjoyed by wrban workers and not open to farmers (e.g.,
subsidies on urban housing, transportation, medical care, food, etc.).
Subsidies given to employees in State enterprises are believed to have
increased and surpassed their cash wages in 1982. Fer capita subsidies for
urban families working in State enterprises were estimated at Z@0@ Yuan in 1982
while for peasants these came to only 18. Overall, however, Ferkins is of the
view that the economic benefits of the post—-1978 reforms were widely shared.
Aother recent study on China also points out that increased inequality does
not mean that there has been no improvement in the real income of the rural
poor. In 1978, the proportion of peasants having income of less than 88 Yuan a
year was about 35 per cent. In 1984, the proportion of those having income of
less than Y 150 was 16 per cent. Even allowing for a doubling of prices, it
is pointed out, the real income of many poor peasants had clearly increased.
"True, millions are still very poor, but less poor than a few years ago."*¥

However, growing inequality in ruwral incomes cannot but cause misgivings about
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the reforms especially if it stems from greater regional inequality (which
might be accentuated by restrictions on migration, barriers to interregianal
movement of farm products and so on) rather than rural reforms themselves.

While opinions differ on the impact of the reforms on inequality,
China scholars seem to agree that the reforms have led to virtual abrogation
of many of the responsibilities by the Chinese authorities which really belang
to the govermment. With the abolition of communes there has been a shift from
one extreme to another — from too much govermment to too little of it.*# In
the absence of any agency in rural areas having the authority to collect
taxes, there are no longer any resources for financing bealth and education
services or taking care of maintenance of irrigation and flood control or the
expansion of processing and marketing facilities. Even infant mortality is
reported to have increased (though this lacks corroboration). Some attempts
have been made to alleviate these problems, 9.9., by exhortation to build
rural highways through semi—voluntary labour but the investment priorities
reveal strong urban bias. .

Then there are widespread caomplaints about corruption. Relaxation
of central control and partial freeing up of prices left wide scope for making
money through illegal means on the part of officials as also businessmen. One
of the most vulnerable features aof the reforms has been the growth of
permissiveness all raund which Commurisc China was not used to. Although this
allc?ved the people to breathe the air of freedom to some extent, the cost
appears to have been high.



V. The Key Questions

If one were to draw up a balance sheet of the results of the
raforms,. the pluses would perbaps outweigh the minuses. As Dernmberger sums
up, the economy’s growth has accelerated; more importantly, the growth is more
stable than in the past and agricultural and services sectors have grown at a
much faster pace. Per capita income and consumption are significantly higher
than before. Trade and services are reviving and China bhas rejoined the world

econamy on a significant scale.

Fut, again, as Dermberger himself points out, the major changes in
economic performance in China have been only in Jirection and not so much in
the character of the econamy. Two basic questions for which a clear answer is
difficult to find remain: (i) Have the reforms created a new economic system
in China, and (ii) have they belped to solve China’s basic long—term economic

problem?

One view is that the change in direction which has taken place in
functioning of China’'s economy will eventually result in establishing a full-
fledged capitalist market system or a market—socialist system while another
view is that the changes are minar and temporary. The latter view might draw
support from the fact that the economy continues to be dominated by the State
and State-owned enterprises and most of the basic institutions remain
wchanged. The most recent events and the move to resume central planning
wotild seem to confirm the doubts about the depth and permanence of the changes
brought about by the reforms.

Even before the recent events, Perkins and several others had
drawn attention to the absence of the fouwr essential features required to make
a market system work in the Chinese economy even with all the reform. These

are: (i) creating markets for inputs and outputsg (ii) making enterprise
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managers behave in accordance with the rules of the market; (iii) introduction
of competition and abolition of monopoly power and (iv) setting prices in
accordance with relative scarcities. in all these China has gone only some
distance and that tooc haphazardly. On the other hand, many observers point
aut that the changes that have taken place are collectively too significant to
be regarded as just temporary deviations from the traditional system of Soviet
type central planning and central allocation of factors and products.
Moreaver, China has never been a fully controlled economy in all sectors.:S A
large sector — especially in the rural areas — remained outside the purview
of planners all along. The reforms, besides, were also not initiated in a
planned way but originated out of local initiatives in some provinces to break
aut of stagnation. It is the results of the initiatives in agriculture to
move towards family contract responsibility system — for whose success strong
theoretical support has now been advanced by Justin Lin®*® - which led the

policy-makers to lean towards the market system.

The problems besetting the reforms are attributed by most
cbservers not so much to the inberent shortcomings of the reforms as the fact
that the reforms have been partial and wncoordinated. The partial nature of
price reform in particular is cited as the main stumbling block in the
progress towards a market or a mixed market system. At the seminar on China’'s
Economic Reform beld at Shen Zhen last year, a strong plea was made by some of
the keen observers to advance the reform in a more systematic and fundamental
way by carrying the reform in prices and ownership to their logical end,
instead of reverting to a centralised system of resource allocation.
Enterprise managers participating in the seminar bitterly complained about
interference by govermment and party officials. Majority seemed to favour
much further progress towards the market system, doing away with the dual
track price system. Some even went to the extent of suggesting that the
State-owned enterprises sell away their assets to leocal authorities,

individuals and even foreigners.*? In other words, the belief that was
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gaining ground was not that the reforms had failed but that they had not gone
far enough (at least that is what was being aired openly by many influential

econonists before the recent events).

Given the strong support which the suggestions for pushing with
the reforms had been gathering in 1988 and earlier this year, total abrogation
of the reforms seems unlikely, announcements designed to reassert central
authority nc)twithstanding. The question bowever remains: will a full-blooded
market system help China to get over its long-term economic problems? After:
all, the futwe of the Chinese economy depends on how the basic long—term
problems are addressed and these, as Dernberger points out, remain to be
solved. The problems are first, the policy of developing the coastal region -
the ‘dragons’ — may not lead to percolation of the benefits to the interior.
How to carry the entire cauntry along will remain a big task. Further, there
are several other fundamental economic problems - agr‘iculturql development.,
creation of employment opportunities, urbanisation and production of
competitive products. These are the basic problems in the process of
modermization and growth common to all large sized developing countries like
China and India. Dernberger feels the reforms so far may not have helped in
meeting them, rather might have made them more difficult. In agricultwe, in
particular, it is now being realised that the creation of small, scattered
holdings may stand in the way of realizing the economies of scale. Expressing
doubts about the wisdom of allowing the peasants to go back to bousehold
farming, Demberger\' says:

"In the long run, it is likely that China’s leaders will be forced to
recognise that they may need a samewhat different institutional
organisation that involves larger units of production and that has
respansibility for investment decisions and the maintenance of the rural
infrastructure."



Ferkins too has expressed reservations as to the basic factors
which provided the impulses for growth in agriculture. Similarly, China needs
to develop a real labour market to solve the long-term problem of providing
employment opportunities. Instead of concentrating on the development of
small-scale urban centres to serve local areas, it would be more fruitful,
Dernberger suggests, to develop a '"rational urban hierarchy centred in the
major urban centres of consumption and production that are the proven
locations of both population and income throughout Asia." MAs for improving
competitiveness, it is believed that no tangible results can be achieved
unless firms are made responsible for their losses and the protection of the
State is completely withdrawn. So far, the reforms have done little to move
in this direction and thus the gains in the form of product quality
improvement or innovation and efficiency or cost reduction have not bteen very
zupstantial. On the other hand. delegation and decentralization have eroded
the capacity of the State to undertake investments in infrastructure and
energy which alone can remove the bottlenecks uwnderlying the overbeating and
the accompanying problems. Relaxation of physical controls without the
institution of a mechanism of indirect control has meant virtual chaos in the.
matter of macro—management. All this had cast a shadow on the reforms

programme itself.

vI., Concluding Comments

The question which is uppermost in the minds of China observers
is, does the recent reversal mean the end of the reforms? This is a question
to which time alone can provide the answer. Fessimists see China as of now as
at "the end of the capitalist road” and predict that wnless the cowntry is
able to evolve a coherent, effective government with the support of the people
to steer a way to national survival through the rapids into which the refores

have led it, "there will be an ineluctable regression into the disorder,



fragmentation and remewed mass poverty from which its revolution once rescued
"it."1® Fven before the recent events, Bettelheim had cautioned that to
resolve its immense problems, China bas to support the devel~miuic of a broad
democracy. No doubt, the signs so far leave no room for any optimism that the

political environment required for the reform to continue will be forthcoming.

Nevertheless, it is doubtful whether the reforms will really be
Jjettisoned. China is too vast a couwntry to be ruled indefinitely through
central planning. Also too many people now have btenefited from the reforms to
permit restoration of the earlier rigidities and controls. The present
policy-makers, whatever they may say to counter their critics, are amply aware
of this. The nomentum gathered by the reform has gone beyond the point of no
returm. It is salutary to remember that the initiative for reform came from
the people themselves in the rural areas. The imprimature of planners and
policy-makers came as ex past facto, overwhelmed by the resulks achieved. A
further, very strong impetus is provided by the success of the market
econcamies of the NIEs in China’'s neighbourbood, with whom the Chinese people
obviously are keen to march along, and not be left behind. Most important,
the present leaders of China are too pragmatic to bring back central plamning
in the same form as before. However, for solving its long-term problems,
Chima will sooner or later have to recognise that there i1s no altermative to
massive 1investments in several fields like energy. communications and
tranzport which only the State can uwndertake and that salvation probably lies
in a mired system in which the State assunes a role more than that of merely

passive or indicative planning.

Viewed in this light, it would seem that China cannot afford to
give up physical planning altogether but has to develop instruments and
institutions of indirect macromanagement of the economy. In this respect

India‘'s policy to adopt the strategy of planning within thre framework of a



mived economy seems to have teen wise and, in the present situation, there is
a wide field (such as creation of a legal framework and banking and monstary

institutions) in which India’s experience could be of interest to China.

Of course, India seems to be plodding for many years despite these
advantages. The explanation for the slow progress probably lies in 1i1ts
soc1o-political structure, especially the sharp inequalities and vested
interests which thwart the implesentation of the plans on the one hand and of
the tealthy functioning of the market on the other. In many ways, China i1s in
A better position'to experiment with the market in a controlled fashion.
Whether the political system will permit this is the crucial guestion for
which the answer has to be sought beyond the realm of economics.
Developments so far do not warrant pessimizm about the country’'s tuture. {t
15 noteworthy that Japan, China’'s closest neighbour, has chosen to be
circumspect in its comments on the bharsh handling of the democracy movement by
China’s leaders and has not done anything to halt intlow of funds to China.
Western countries too are watching. Flow of private investment may bowever
slow down.  In any case, China may twn to India in this situation more than
to any other country, offering an opportunity for the two countries to come
together once again than ever before in the recent past. At the zame time

India too can gain much from a closer association with its great neiahbour.
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