THOD PHSHEHTOHBHEHRHROHE!

RHTHRHLHRHRHAHRHRHTHEHTHBS

CHINA KNOWLEDGE SEBRIES

THE SOCIALIST
TRANSFORMATION
OF THE NATIONAL ECONOMY
IN CHINA

HSUEH MU-CHIAO, SU HSING
AND LIN TSE-LI

FOREIGN LANGUAGES PRESS
PEKING

AROROREPORORGRORORIRERORORORIRORERERD)




The author describes in four
chapters the development of the
socialist state sector of the econ-
omy, the socialist transforma-
lion of the scctor of individual
ownership of peasants and hand-
jeraftsmen  and  the  capitalist
seclor, and the sltimulating effect
this had upon the national econ-
omy after the fundamental com-
pletion of the transformation.

This hool gives a comprehen- )
sivie account  of  the  Chinese | | g umif;’@p
ceonomy  during the period of | b .’.._._
transition and an authentic rec- "
ard of the socialist transforma-
tton of the national economy
and  socialist  construction. It
lays siress on the explanation
of the Party’s lines and policies,
showing, {rom  the theoretical
point ol view, how the Chinese
Communist  Parly linked the
tunfversal truth  of Marxism-

Lieninism with the practice of the l
Chinese revolution and achieved |
preat suceesses in the transfor- |
mation ol the national economy
und  socialist construction. \ |




CHINA KNOWLEDGE SERIES

THE SOCIALIST
TRANSFORMATION
OF THE NATIONAL ECONOMY
IN CHINA

HSUEH MU-CHIAO, SU HSING
AND LIN TSE-LI

&

FOREIGN LANGUAGES PRESS
PEKING 1960




A copy of this materinl has been filed with the Foreign Agents
Registration Section, Department uf Justice, Washington, D, C,
where the registration stutement of China Books & Periodicals,
334 W, Schiller St., Chicugy 10, IIL, as an agent of Guozi
Shudian and China Reconsteu ts, both of Peking, China, is
available for inspooti v, The it of rogi tretion does not in-
dicate approval of this muaterial by the Government of the

United States. CO N TE NTS 7}

| Introduction 1

A ¥ Chapter One
! THE DEVELOPMENT OF THE SOCIALIST STATE SEC-
TOR OF THE NATIONAL ECONOMY . . . . . . . 18

1, The Birth of the Socialist State Sector . . . . . 18

2. The Establishment of the Hegemony of the State
Sector 4 s e % e W o8 Te o w % & % w % 38

3. The Development of the Socialist State Sector . . 65

Chapter Two

THE SOCIALIST TRANSFORMATION OF THE SECTOR

OF INDIVIDUAL OWNERSHIP OF THE PEASANTS AND
HANDICRAFTSMEN o R o owm ow ouw ow ow v ow an w87

( 1. The Economic Conditions in the Countryside After
[ Land Reform and the Policy of the Chinese Com-
; munist Party Concerning Agricultural Co-operation 87

‘ 2. The Development and Progress of Agricultural
‘ Co-operation . . . . . . . . . . . . . 111

| 3. The Socialist Transformation of Individual Handi-

Printed in the People’s Republic of China cratts and Small Trades . ... . . . . .<%. 138




Chapter Three
THE SOCIALIST TRANSFORMATION OF THE CAPITAL-
IST SECTOR

1. Special Features of Chinese Capitalism and the
Party’s Policy for the Peaceful Transformation of
Capitalist Industry and Commerce .

2. The Elementary Forms of State Capitalism .
3. The Advanced Form of State Capitalism .

4. The Remoulding of the Capitalists .

Chapter Four

THE BIG LEAP FORWARD IN SOCIALIST CONSTRUC-
TION AFTER THE BASIC COMPLETION OF THE SO-
CIALIST TRANSFORMATION ET T T R

166

166

186

208

226

238

Introduction

On October 1, 1949 the People’s Republic of China
embracing one quarter of the world’s total population was
established in the East. After Russia’s great QOctober
Socialist Revolution this event constituted another im-
portant turning point in the history of the world. It im-
mensely strengthened the forces of the socialist camp and
weakened those of imperialism.

The founding of the People’s Republic marked the
virtual end of the bourgeois-democratic revolution and
the beginning of the proletarian socialist revolution in
China. The era of semi-colonialism and semi-feudalism
was ended for ever. The Chinese working people have
now entered the great new era of socialist revolution
and construction.

For the past one hundred years China had been in
semi-colonial and semi-feudal bondage. For a long pe-
riod of time the imperialists had controlled the main
arteries of China’s economic life, transforming her into
a market where they scrambled for raw materials,
dumped their commodities, and to which they exported
their capital.

Before the War of Resistance to Japanese Aggression
(1937-45) the imperialists monopolized 70 per cent of
China’s coal production, over 95 per cent of her iron,
73 per cent of her shipping tonnage (83.8 per cent of this
being ocean-going), and by far the greater part.of her
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public utilities. They also exercised control over her
banking, insurance and foreign trade. Taking advantage
of their various special privileges, they extorted enor-
mous profits from China. Before World War II China
was a battle-ground where the imperialist nations-——
Britain, Japan, the United States, Germany and France
— haggled over spheres of influence and waged sharp
struggles against each other. During the war, Japan
carried out unbridled armed aggression against China,
crowded out Britain, the U.S. and the others and seized by
force most of China’s markets and resources. With the
victory over Japan the U.S. imperialists stepped into the
shoes of the Japanese, thus becoming the major aggres-
sive force in China. ‘

After the invasion of foreign capital and the develop-
ment of Chinese capitalism the feudal economie structure
was impaired to some degree. But just as Mao Tse-tung
wrote in 1939: “. . . The exploitation of the peasantry by
the landlord class — the basis of feudal exploitation —
not only remains intact but is linked with the exploita-
tion of comprador and usurer capital, and holds an
obviously dominant position in China’s social-economic
life.”! In the countryside the landlords and rich peasants,
who numbered less than 10 per cent of the population,
owned over 70 per cent of all arable land, but middle peas-
ants, poor peasants and farm labourers, who numbered
90 per cent of the population, owned less than 30 per cent
of the total amount of such land. The peasants had to
give about 50 per cent of what they produced to the
landlords for the land they rented. For all their toil

IMao Tse-tung, Selected Works, Lawrence and Wishart, London,
1954, Vol. 111, p. 80.
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through the year they had insufficient food and clothing
for themselves.

The capitalist economy of old China consisted of two
different sections. One was national capitalism — con-
sisting mainly of medium and small enterprises. These
were connected in a thousand and one ways with imperi-
alism and feudalism but, as they were oppressed and
preyed upon by imperialism and at the same time fetter-
ed by feudalism, constant contradictions existed between
them and both imperialism and feudalism. The national
bourgeoisie, who controlled this section of the national
economy, was comparatively weak, both politically and
economically. The other section was feudal, comprador,
state-monopoly capitalism, i.e. bureaucrat capitalism. It
was represented by the “Four Big Families” — Chiang
Kai-shek, T. V. Soong, H. H. Kung and the Chen Ko-fu
and Chen Li-fu brothers. It was built up mainly during
the twenty-odd years’ rule of the Kuomintang reaction-
aries, who used their counter-revolutionary political
power to ruthlessly exploit and plunder the pecple of the
whole country. It was entirely dependent on foreign im-
perialism and linked with feudalism within the country.
After the victory over Japan, when the reactionary
Kuomintang government had taken over the properties
in China of the imperialist countries — Japan, Germany
and Italy — bureaucrat capitalism reached the height of
its development, controlling the main arteries of the
country’s economy. This state-monopoly capitalism not
only oppressed and exploited the workers and peasants
but also strangled the growth of national industry and
encroached upon the interests of the national bourgeoisie.
Like imperialism and feudalism it was a great ebstacle
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to the development of the productive forces of society.
Mao Tse-tung pointed out:

Aside from abolishing the special privileges of the
imperialists in China the object of the new-democratic
revolution is to end exploitation and oppression by the
landlord class and bureaucrat-capitalist class (the big
bourgeoisie) in the country, change the feudal and com-
prador relations of production, and release all produc-
tive forces from fetters.!

The process of abolishing the special privileges of the
imperialists in China and eliminating the feudal and com-~
prador relations of production was in nature a bourgeois-
democratic revolution. It was a combination of the na-
tional revolution against imperialism and the democratic
revolution against feudal rule. But the democratic
revolution of China was carried out after the victory of
the great Russian October Socialist Revolution. The
whole world had entered the era of proletarian revolu-
tion, and the socialist system was becoming stronger,
while the capitalist world was sinking like the setting
sun in the west. Furthermore, in China, as the national
bourgeoisie had a dual political character — desiring to
oppose imperialism, feudalism, and bureaucrat capitalism,

while at the same time maintaining certain connections

with them — they were constantly vacillating and prone
to compromise. They were quite unable to bear the
responsibility of leadership in the revolution and
therefore it had to fall on the shoulders of the proletariat
and its political party, the Communist Party, the most
revolutionary and advanced political force in China. The

1The Present Situation and Our Tasks, Chinese edition, Hsin-
hua Bookstore, Peking, 1949, p. 27.
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worker-peasant alliance, led by the working class,
furnished the basic strength for this revolution. For this
reason China’s democratic revolution was no longer the
old, general bourgeois-democratic type, but a new type,
a people’s democratic revolution led by the proletariat.
It had therefore become a part of the world’s proletarian
revolution. The final result of this revolution was to
lead China away from capitalism and towards the realiza-
tion of socialism. Mao Tse-tung said in 1939:

. . . The whole Chinese revolutionary movement led
by the Chinese Communist Party is a complete revolu-
tionary movement embracing the two revolutionary
stages, democratic and socialist, which are two revolu-
tionary processes differing in character, and that the
socialist stage can be reached only after the democratic
stage is completed. The democratic revolution is the
necessary preparation for the socialist revolution, and
the socialist revolution is the inevitable trend of the
democratic revolution. And the ultimate aim of all
Communists is to sirive for the final building of soci-
alist society and communist society.!

Mao Tse-tung’s analysis of the nature and future of

China’s revolution stemmed from the unified Marxist-

Leninist principles of uninterrupted revolution and its
development by stages. He opposed not only the view-
point of Rightist capitulation which meant stopping the
revolution at the democratic stage, but also the viewpoint
of “Leftist” adventurism which meant a jump over the
stage of democratic revolution. He insisted that socialist
factors (mainly the leadership of the proletariat) should
be developed during the stage of democratic revolution so

1Mao Tse-tung, Selected Works, op. cit., Vol. III, p. 10L
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that the transition to socialism might be realized on the
basis of the victory of the democratic revolution. He also
insisted that the two stages of rgvolution should not be
confused and that in general during the stage of demo-
cratic revolution no policy should be adopted that went
beyond its limits. It was precisely by following the direc-
tives given by Mao Tse-tung that China’s revolution was
victorious.

From the founding of the Chinese People’s Republic
to the attainment of a socialist society is a period of
transition from capitalism to socialism. At the beginning
of this period, a people’s democratic dictatorship led by
the working class and based on the worker-peasant alli-
ance, in other words a proletarian dictatorship, was
established; all special privileges enjoyed by the imperi-
alists in China were abolished; bureaucrat capital was con-
fiscated, and a strong, socialist state sector of the national
economy set up. Through land reform the system of
feudal landownership by the landlord class was changed
into that of peasant ownership. All this radically
changed China’s economic and social structure.

During the early period of transition the national
economy consisted of three main sectors, i.e. the socialisl
state sector, the sector of individual ownership of the
peasants and handicraftsmen, and the capitalist sector.
Connected with these were the three basic classes, i.e.
the working class, the peasantry and the urban petty
bourgeoisie and the bourgeoisie. Besides these three
main sectors there were two others, i.e. the semi-socialist
co-operative sector (there were very few co-operatives of
a socialist nature in those days) and state-capitalist sector,
both being transitional in nature. Of these five, the
socialist state sector occupied a leading position. The
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economic structure and class relationships of the transi-
tion period determined its main contradiction, i.e. the
contradiction between taking the path of socialism and
that of capitalism, or a struggle between the proletariat
and the bourgeoisie to decide “who will win.”

Lenin once said in the early period of Russia’s October
Socialist Revolution:

Theoretically, there can be no doubt that between
capitalism and Communism there lies a definite transi-
tion period. It cannot but combine the features and
properties of both these forms of social economy. This
transition period cannot but be a period of struggle be-
tween moribund capitalism and nascent Communism
—or, in other words, between capitalism which has
been defeated but not destroyed and Communism
which has been born but which is still very feeble.!

These words of Lenin’s were not only applicable to the
Russia of his time but can also be applied to China or
to any other country when it passes from capitalism to
socialism. '

The main task in the period of transition from capital-

_ism to socialism is to carry out socialist revolution and

socialist construction.

According to the experience of the Soviet Union and
other socialist countries, during the process of socialist
revolution and construction, all nations must observe the
general laws applicable to all countries going along the
path of socialism in spite of the great variety of historic
national peculiarities and traditions. The Declaration of
the Meeting of Representatives of the Communist and

) .l.V. I. Lenin, Selected Works in Two Volumes, Foreign Lan-
guages Publishing House, Moscow, 1952, Vol. II, Part 2,-p. 271.
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Workers’ Parties of the Socialist Countries held in Mos-
cow in November 1957 pointed out clearly that these
laws are as follows:

Guidance of the working masses by the working
class, the core of which is the Marxist-Leninist Party,
" in effecting a proletarian revolution in one form or
another and establishing one form or other of the
dictatorship of the proletariat; the alliance of the work-
ing class and the bulk of the peasantry and other sec-
tions of the working people; the abolition of capitalist
ownership and the establishment of public ownership
of the basic means of production; gradual socialist re-
construction of agriculture; planned development of the
national economy aimed at building socialism and com-
munism, at raising the standard of living of the work-
ing people; the carrying out of the socialist revolution
in the sphere of ideology and culture and the creation
of a numerous intelligentsia devoted to the working
class, the working people and the cause of socialism;
the abolition of national oppression and the establish-
ment of equality and fraternal friendship between the
peoples; defence of the achievements of socialism
against attacks by external and internal enemies; sol-
idarity of the working class of the country in ques-
tion with the working class of other countries, that is,
proletarian internationalism.!

These universal truths have shown the proletariat of
all countries the broad road leading to socialism., Who-
ever exaggerates national peculiarities and ignores these
general laws will certainly fall into the quagmire of
revisionism.

1Hsinhua News Agency Release, November 22, 1957.
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The “Programme of the League of Communists of
Yugoslavia,” put forward by the Seventh Congress of this
league, held in April 1958, concentrated its attack on the
general laws of socialist revolution and construction enun-
ciated in the Moscow Declaration. This out-and-out
revisionist programme shows that members of the leading
group of Yugoslavia have degenerated, politically and
ideologically, into renegades of the working class and
become the faithful lackeys of imperialism. Consequent-
ly, they have been criticized and denounced by all
Marxist-Leninist parties throughout the world.

To recognize that there are general laws governing
the socialist revolution and construction for all countries
does not mean that the Communist or Workers’ Party of
any country should mechanically copy the policies and
tactics of the Communist Party of another country with-
out considering the concrete historical conditions of its
own. Lenin once stated:

All nations will reach socialism; this is inevitable. But
not all nations will reach socialism in the same way;
each will introduce a special feature in the form of
democracy it adopts, in the form of the proletarian dic-
tatorship, and in the rate at which it carries out the
reconstruction of the various phases of social life.!

Political and economic development being uneven
during the era of imperialism, the social and economic '
conditions of various countries were by no means the
same prior to victory in the proletarian revolution. Some
of them had a capitalist society while others had a
colonial or semi-colonial and semi-feudal society. Con-

1V...I. I_Ein, Collected Works, International Publishers, New
York, 1942, Vol. XIX, p. 256.
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ditions were also varied and complicated &ven in societies
of the same type, were they capitalist, colonial, or semi-
colonial. In the course of their revolution the proletariat
of some countries seized state power from the hands of
their own bourgeoisie, while in others they wrested pow-
er mainly from the hands of foreign aggressors; some
waged civil war while others did not. Besides, it was in
different international situations that these countries
passed through their transition periods. One country
gained its victory in socialist revolution on the strength
of its own efforts alone. In building socialism and wag-
ing struggles against imperialism, it had the support of
the working class of the whole world but there was then
no other socialist country which could help it. Some
countries, however, carried out such tasks in an era
when victory in socialist revolution in many countries
had already been gained and socialism had become a
world system. Therefore, they received aid from other
fraternal socialist countries. Furthermore, each country
had its own characteristics in history, cultural tradition,
geography, population, ete. The Moscow Declaration
stated:

The Communist and Workers’ Parties of the socialist
countries should firmly adhere to the principle of com-
bining the universal Marxist-Leninist truth with the
specific revolutionary practice in their countries,
creatively apply the general laws governing the soci-
alist revolution and socialist construction in accordance
with the concrete conditions of their countries, learn
from each other and share experience.!

1Hsi1{hﬁ—a_News Agency Release, ng. cit.
-
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A country or nation is sure to commit the mistake of
doctrinairism if it does not pay enough attention to its
own specific characteristics but mechanically copies the
methods used by other countries.

Like all other Marxist-Leninist political parties of the
world, the Chinese Communist Party has always looked
upon the October Revolution as its guiding light. The
general laws of socialist revolution and construction have
been, are, and will be its guide to action. As Mao Tse-
tung said:

It is precisely by taking the path of the October
Socialist Revolution, that we Chinese people have
scored our present victories and achievements. The
Chinese people have always considered their revolution
to be a continuation of the great October Socialist
Revolution and have looked upon this fact as a great
honour.?

On another occasion he said:

The Chinese revolution has its own national charac-
teristics and it is entirely necessary to take these into
consideration. But in our own revolution and soci-

- alist construction we have made full use of the rich
experience of the Communist Party and the people of
the Soviet Union.2

To apply the general laws of socialist revolution and
construction and to learn from the experience of the

'Quoted from Chairman Mao Tse-tung’s speech at a banquet
given in honour of President Voroshilov on April 17, 1957.

2Chairman Mao Tse-tung’s speech at a joint meeting of the So-
viet of the Union and the Soviet of Nationalities of the Supreme
Soviet of the U.S.S.R. held in Moscow on November 6, 1957 in
celebration of the fortieth anniversary of the great October So-
cialist Revolution, People’s China, No. 23, 1957, p. 6.
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Soviet Union, it is necessary to have a correct guiding
principle which is to combine the universal truth of
Marxism-Leninism with the concrete practice of China’s
revolution. The Chinese Communist Party’s experience
gained in more than thirty years proves that so long as
it follows this principle the revolution will develop and
triumph, while, on the contrary, if it deviates from it the
revolution will suffer certain setbacks and defeats. In
this respect Mao Tse-tung furnishes the most outstanding
example of a leader who combines the universal truth
of Marxism-Leninism with the concrete practice of
China’s revolution, and the spirit of strict adherence to
principles with the spirit of versatile creativeness.
From the political standpoint, state power during the
transition period in China is a people’s democratic dic-
tatorship under the leadership of the working class and
with a worker-peasant alliance as its basis. The func-
tions of this dictatorship are: first, to curb, within the
country, the reactionary classes, the reactionaries and ex-
ploiters who offer resistance to socialist revolution and
the saboteurs of socialist construction; and secondly, to
defend the country against possible aggression and subver-
sive activilies carried out by foreign enemies, so that the
entire people can carry on their peaceful work of building
China into a socialist country possessing modern indus-
try, agriculture, science and culture. Thus the people’s
democratic dictatorship is in essence a proletarian dic-
tatorship. If is, in its basic nature, the same as the state
power of all countries which are passing through a transi-
tion from capitalism to socialism. But China’s state
power has adopted its own form and characteristics. Since
the founding of the People’s Republic, the Chinese na-
tional bourgeoisie and many leading persons of its polit-
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ical parties and groups have participated in the work of
the government, which is organized on the principle of
proletarian dictatorship, and continued to maintain their
political alliance with the working class and the Com-
'munist Party for the cause of socialism. In this respect,
the conditions in China are different from those in the
Soviet Union after the October Socialist Revolution. The
main reason for the difference is that the Chinese bour-
geoisie has a dual character both during the stage of
democratic revolution and that of socialist revolution.
Mao Tse-tung said:

In the years of the bourgeois-democratic revolution,
there was a revolutionary side to their character; there
was also a tendency to compromise with the enemy,
this was the other side. In the period of the socialist
revolution, exploitation of the working class to make
profits is one side, while support of the Constitution
and willingness to accept socialist transformation is the
other.!

Thus, so long as the leading position of the working
class is ensured, it is more profitable for the proletariat
and the socialist revolution to preserve the political
rights of the bourgeoisie than to deprive them of these.
Lenin once stated: “... The question of depriving the ex-
ploiters of the franchise is purely a Russian question, and
not a question of the dictatorship of the proletariat in
general.””? Under the concrete conditions existing in
China, it involves no violation of the principle of prole-

1Mao Tse-tung, On the Correct Handling of Contradictions
Among the .People, Foreign Languages Press, Peking, 1959, p. 10.
2V. 1. Lenin, Selected Works in Two Volumes, op. cit., Vol, II
Part 2, p. 63. '
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tarian dictatorship for the working class to maintain a
certain form of political alliance with the national bour-
geoisie during the stage of socialist revolution, on condi-
tion that they accept socialist transformation. It means
not only a strict adherence to the principle of Marxism-
Leninism but also an enrichment and development of the
theory of proletarian dictatorship in the practice of soci-
alist revolution.

In the economic sphere, the socialist transformation of
the entire national economy must be carried out in this
transition period, thus changing the composite economy
into a homogenous socialist one. This task is essentially
the same as that confronting other socialist countries
during their transition periods. But even here China has
her own characteristics. First, China is an economically
backward country. To build up socialism she must
develop industry, first of all, heavy industry, so that
she may become a country with modern industry, agri-
culture, science, and culture. This requires a compara-
tively long period. During this period, even when the
socialist revolution in the ownership of the means of pro-
duction has been practically completed, concentrated and
continuous efforts must be made to carry out socialist
construction so as to gradually realize technical and cul-
tural revolutions and to lay a material and technical
foundation for socialism. Secondly, during the transition
the working class of China has as its allies not only the
peasants and urban petty bourgeoisie but also the na-
tional bourgeoisie. For this reason, the method of peaceful
transformation is applied not only to the sector of in-
dividual ownership of the peasants and handicraftsmen
but also to the capitalist sector. In the latter’s case the
method of “buying off”’ which Marx ¢nce spoke of has
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been used. In the course of socialist transformation
many different transitional forms have been adopted.

The historical process of socialist construction and
transformation in China is roughly as follows:

After the nation-wide victory of the people’s democratic
revolution in 1949, China entered the era of socialist
revolution. During the period of economic rehabilita-
tion the main tasks were to establish the leadership of
the socialist state sector of the economy over the other
sectors, to speed up the rehabilitation and development
of the national economy, and to strive for a fundamental
improvement of financial and economic conditions. At
that time the conditions for carrying out planned national
economic construction on a large scale were still to be
created, and the socialist transformation of agriculture,
handicrafts, and capitalist industry and commerce had
just begun. Externally, the war to resist U.S. aggression
and aid Korea was being waged, and, internally, vigorous
mass political movements of land reform, suppression of
counter-revolutionaries, the san fanl and wu fan,2 and
ideological remoulding were being carried out. These
movements were of great importance to subsequent large-

-scale socialist construction and transformation. But for

them it would have been impossible to win a speedy
victory in socialist transformation.

By 1952 financial and economic conditions in China
had basically improved. Having completed the rehabili-

1The movement against corruption, waste and bureaucracy
among government employees.

2The movement against bribery of government workers, tax
evasion, theft of state property, cheating on government con-
tracts, and stealing economic information for private specula-
tion among the private industrialists and businessmen.
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tation of the national economy, the Central Committee
of the Chinese Communist Party laid down the general
line of the Party for the period of transition. This was:
to gradually realize over a fairly long period of time
socialist industrialization of the country and socialist
transformation of agriculture, handicrafts and capitalist
industry and commerce. Guided by the Party’s general
line, a beacon light for all our work, in 1953 the First
Five-Year Plan for the development of the national
economy began to be implemented, and the socialist trans-
formation of agriculture, handicrafts and capitalist in-
dustry and commerce speeded up. After some three years
of endeavour a great upsurge in agricultural co-operation
quickly appeared in all parts of the country in the second
half of 1955. This in turn brought about another
upsurge in socialist transformation of handicrafts and
capitalist industry and commerce. By 1956 socialist
revolution in the ownership of the means of production
was basically completed. In 1957 the First Five-Year
Plan of socialist construction was successfully fulfilled,
thus laying a preliminary foundation for the socialist in-
dustrialization of the couniry.

The basic completion of the socialist transformation
of ‘agriculture, handicrafts, and capitalist industry and
commerce marked a decisive victory for the socialist
revolution on the economic front. But as there were
still remnants of the overthrown landlord class and com-
prador bourgeoisie, as the bourgeois elements had to be
further remoulded, and as the remoulding of the petty
bourgeoisie was not yet completed, class struggle, there-
fore, had to be continued. To consolidate the socialist
system, socialist revolution had -still to be carried out
on the political and ideological fronts. The rectifica-
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tion campaign and anti-Rightist struggle in 1957 was a
great socialist revolution on these fronts. The victory
scored in this revolutionary struggle brought about
marked changes in the relative class strength in China
and greatly enhanced the socialist consciousness of the
people. On the basis of this achievement the Central
Committee of the Chinese Communist Party and Mao
Tse-tung put forward the general line of going all out,
aiming high, ahd achieving greater, quicker, better and
more economical results to build socialism. Under the
guidance and inspiration of this general line the Chi-
nese people, high in spirit, strong in morale and firm
in determination, have scored and are still scoring bril-
liant successes in their big leaps forward in socialist
construction.

The great victory China has won in socialist revolu-
tion and construction is a victory of Marxism-Leninism.
The victory is one of linking the universal truth of
Marxism-Leninism with the concrete practice of revolu-
tion in China, ie. of the teachings of Mao Tse-tung.

In writing this book our aim is to describe briefly
how the Chinese Communist Party and Mao Tse-tung,

"basing themselves on the policy of linking the universal

truth of Marxism-Leninism with the concrete practice
of revolution in China, established a powerful socialist
state economy and how they led the people of the whole
country to win a great victory in socialist revolution,
thus basically completing the socialist transformation
of the entire national economy, and what great and far-
reaching influence the basic completion of socialist
transformation has had on the development of the pro-
ductive forces in the entire Chinese society.

- |



CHAPTER ONE

THE DEVELOPMENT OF THE SOCIALIST STATE
SECTOR OF THE NATIONAL ECONOMY

1. The Birth of the Socialist State Sector

When China entered upon the first stage of the transi-
tion from capitalism to socialism, there were five dif-
ferent sectors within her economy, namely, the socialist
state sector, the co-operative sector, the state-capitalist
sector, the sector of individual ownership of the peasants
and handicraftsmen and the capitalist sector. Of these
the socialist state sector played the leading role. The
tasks of the Party and government during the transition
period were to develop the socialist state sector rapidly
and on that basis carry out the socialist transformation
of the sector of individual ownership of the peasants
and handicraftsmen as well as the capitalist sector step
by step.

Based on ownership by the whole people, the socialist
state sector is, in general, built up through the nation-
alization of bourgeois property by the proletarian state
in the course of the socialist revolution. But owing tfo
varied historical conditions, each country has its special
features in the concrete process of building up its soci-
alist state economy.
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Old China was a semi-colonial and semi-feudal coun-
try. Its democratic revolution was led by the proletariat
in direct preparation for the socialist revolution. At
the stage of the democratic revolution, the revolutionary
state power led by the working class came into existence
as a political force, and, economically, there were some
socialist elements, i.e. the state sector (or publicly-owned
property) and the co-operative sector collectively owned
by the working people. The embryo of the state sector
in China, therefore, emerged not as a result of the prole-
tarian socialist revolution, but as an outcome of the
people’s democratic revolution led by ‘the proletariat.

The State Sector in the Revolutionary Bases. China’s
democratic revolution passed through a period of pro-
tracted revolutionary wars. Her working class did not
secure nationwide state power at one stroke. Instead, it
first established revolutionary bases and revolutionary
state power in the countryside step by step, and then
brought about an encirclement of the cities, finally
taking them. In order to defeat the onslaughts of domes-
tic and foreign enemies, break the enemy’s economic
blockade and ensure the victory of the revolutionary

“wars, the Party started to develop the state sector of

the economy during the period of the Second Revo-
lutionary Civil War (1927-36). Analysing the economic
structure of the revolutionary bases, Mao Tse-tung
pointed out:

At present, our national economy is made up of
three sectors: state enterprises, co-operative enter-
prises and private enterprises.

State enterprises are confined at present to what
is possible and essential. The state-operated industrial
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and commercial enterprises have already started to
grow; their future is unlimited.!

He outlined the principles of economic policy then as
follows:

... To consolidate the economic alliance of the work-
ers and peasants, to ensure the hegemony of the pro-
letariat over the peasantry, and to strive for the
hegemony of state enterprises over private enterprises
so as to create the prerequisites for the future devel-
opment into socialism.?

During the War of Resistance to Japanese Aggression
and the subsequent Third Revolutionary Civil War, the
state sector in the liberated areas was further expanded
under the guidance of the correct line which was “se-
curing supplies through economic development” put
forward by the Party and Mao Tse-tung.

The state sector in the revolutionary bases and liber-
ated areas served the revolutionary war. Because in these
areas the scattered and backward small-peasant produc-
tion predominated, productivity was extremely low, and
under the conditions of protracted war and enemy eco-
nomic blockade, contradictions existed between securing
supplies for the war and ensuring the livelihood of the
people. Financially, it was impossible to depend solely
upon the grain and taxes collected from the people. It
was necessary for the troops and cadres to build up the
state sector of the economy. In other words, they not
only took what was needed from the people but also
obtained supplies from what they produced themselves.

IMao Tse-tung, Selected Works, op. cit,, Vol. I, p. 144.
2[bid., p. 141.
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The state sector in the liberated areas was, therefore,
different from the state sector after the victory of the
people’s democratic revolution. The former, which
started from scratch and grew parallel with the devel-
opment of the revoluticn itself, was mainly built up
by the soldiers, cadres and other working people, instead
of mainly by confiscating the property of the bureaucrat
capitalists. It was only during the Third Revolutionary
Civil War when many medium-sized and small cities and
some mining areas were liberated, that the socialist
state sector was expanded, through the confiscation of
some of the property of .the Japanese imperialists and
bureaucrat capitalists.

The state sector in the liberated areas included in-
dustry, agriculture, communications and transport, com-
merce and banking. State industry, which consisted
mainly of - small factories and handicraft workshops,
turned out some military supplies and daily necessities
for civilian use. There were then both heavy and light
industries. In 1945, for instance, the Shensi-Kansu-
Ningsia Border Region did its own iron-smelting and
oil-refining. It had machine shops, as well as faclories
for making glass, potlery, porcelain, weapons, munitions
and military supplies. The textile industry was also quite
well developed.

During the War of Liberation the liberated areas ex-
panded and a part of the property formerly seized by
the Japanese imperialists was recaptured. In some areas,
in Northeast China for instance, there were some
modern industrial and mining enterprises. State farming
was mainly carried on by the troops and cadres. Ex-
cept for the Shensi-Kansu-Ningsia Border Region where
there were remarkable achievements in reclamation
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during the War of Resistance, there was little develop-
ment in other areas due to the intensity of the war.

Commerce and banking played a particularly signif-
icant part in the state sector. This was because the
economic conditions in the revolutionary bases and
liberated areas made it necessary to wage economic
struggles with the domestic and foreign enemies through
commercial transactions and the banks. The liberated
areas were then mainly situated in the countryside
where agriculture and handicrafts were predominant.
The peasants and handicraftsmen demanded commodity
exchange and economic contacts with the cities in vary-
ing degrees. A big portion of manufactured articles
needed by the huge armies and large numbers of cadres
had to be obtained from the enemy-controlled cities
through trade. In spite of the fact that the enemy forces
occupied the cities and controlled the large industrial
enterprises, they relied on the vast countryside in the
liberated areas for the raw materials and grain they
needed. Thus, the exchange of the liberated areas’ agri-
cultural products for the manufactured goods of the
enemy-held areas was bound to result in dn acute eco-
nomic struggle between the two. The invaders attempted
to cut off the supply of industrial products to the
liberated areas by imposing an economic blockade. They
also tried to shift the burden of vicious currency in-
flation onto the liberated areas by predatory purchase
of farm produce with depreciated banknotes. Under the
circumstances, these areas had to build up centralized,
powerful state commercial enterprises and state banks,
not only to break the enemy’s economic blockade but to
enforce a counter-blockade against the enemy.
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The primary tasks of the state commercial enterprises
at that time were to gain favourable exchanges with the
enemy-controlled areas by forcing them to exchange
their manufactured articles needed by the liberated
areas for the agricultural products they needed, to pro-
tect the production of the liberated areas and support
the struggle over the currency question. Within these
areas the main tasks of the state commercial enterprises
were to adjust demand and supply, stabilize commodity
prices, ensure supplies and assist the masses in produc-
tion by putting a tremendous amount of material under
the centralized control of the government. The guiding
principle of the trade policy then was: controlled trade
with the outside and free trade inside the areas. Con-
trolled trade, however, did not mean that everything
was placed under state monopoly and centralized mar-
keting. This only applied to a few important things
while ordinary ones were allowed to be sold free. On.
the other hand, free trade did not mean that trading
should be allowed to take its own course without any
restriction, but that it was necessary to observe the
laws of seasonal market demand and supply and adopt

‘needed and practical political and economic measures

to adjust the demand and supply and stabilize commodity
prices. The experience of the revolutionary bases and
liberated areas proved the complete correctness of the
Party’s trade policy. It ensured not only the leader-
ship of state enterprises over private ones but also con-
tinuous and impressive successes in economic struggles
with the enemy.

The principal tasks of the banks in the liberated areas
were: externally, to protect the production and liveli-
hood of the people from the harmful influence of cur-
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rency inflation in the enemy-controlled areas and pro-
cure commodities from the latter through struggles over
currency, and internally, to ensure supplies to the armed
forces and cadres, grant loans to help the people in pro-
duction and adjust rural finance. To achieve this, it was
necessary to issue banknotes independently and oust the
currency of the enemy area from the market; attain, by
and large, a balance of revenue and expenditure; obtain
control of a certain amount of important material re-
serve as the main security for the banknote issue; and
carefully and properly control the issuance of currency
in the light of the varied seasonal demands. Because the
Party and the government gradually came to understand
the objective economic laws and worked out a correct
monetary and banking policy, the value of the notes and
commodity prices in the revolutionary and liberated
areas were, as a whole, much more stable than in the
areas under Japanese occupation and Kuomintang con-
trol. At the time of the Japanese surrender, for instance,
the exchange rates between the Peihai notes (in the
liberated areas of Shantung Province) and “legal ten-
der” in Kuomintang-controlled areas and between the
notes in the southern Hopei liberated area and “legal
tender” were one for five and one for two respectively.
By August 1948, three years later, these rates were one
for 800 and one for 1,000. This was a sharp contrast in
commodity prices between two areas under two different
social systems.

Naturally, to say that commerce and banking played a
significant part does not deny the importance of the
development of production. Tn fact it was not feasible
to depend upon commerce and banking alone to build
the material foundation for the revolutionary wars. It
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really relied, in the last analysis, upon the growth of
production.

The state sector of the economy grew fast in the revo-
lutionary and liberated areas. In spite of its small pro-
portion in the national economy as a whole at that time,
it was the most progressive form. It created the impor-
tant prerequisites for the socialist revolution and con-
struction in the accumulation of experience and in the
training of cadres.

Mao Tse-tung said in 1942:

During the last five years since 1938 the public
economic enterprises have made tremendous progress.
This achievement is invaluable to us as well as to our
nation. That is to say we have built a new model of
state economy.!

He also said:

What deserves special mention is that we have
gained experience in running economic undertakings.
This is a priceless treasure impossible to calculate in
figures.?

The all-round practical experience gained in the
economic work of the liberated areas included the ex-
perience accumulated over long years in leading agricul-
tural production, in the management of industries,
banking and control of the market. It also included the
experience gained after liberation of some medium-sized
and small cities in enforcing the policies towards the capi-
talist sector, i.e. the policies of “taking into account both
public and private interests and benefiting both labour

IMao Tse-tung, Economic and Financial Problems, Chinese ed.,
Northeast Press, p. 77. 9
21bid., p.-138.
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and capital.” These, together with other experiences in
economic affairs, are, in the true sense of the word,
“priceless treasures” which played an important part in
guiding the entire national economy after the liberation
of the whole country, especially in building and devel-
oping the socialist state sector. A group of personnel
trained in the course of handling economic work became
the leading core in state economic enterprises after libera-
tion. Without these cadres there would have been tre-
mendous difficulties in managing and developing several
thousand large-scale state enterprises after the victory
of the democratic revolution. In addition, state enter-
prises established in the liberated areas, especially the
trading companies and banks, also made their influence
felt after liberation. The state bank, the People’s Bank
of China, for example, developed on the foundation laid
by the banks established in the various liberated areas
and the state trading organs also developed mainly on
the basis of those built in these areas.

The Confiscation of Bureaucrat Capital and Expansion
of the Socialist State Sector. The large-scale building
and development of China’s state sector of the economy
began with the confiscation of all bureaucrat-capitalist
enterprises around the time of the founding of the Peo-
ple’s Republic.

Bureaucrat-capitalist enterprises were chiefly state-=
monopolized capitalist enterprises of a comprador and feu-
dal character which were controlled by the bureaucrat-
bourgeois clique headed by Chiang Kai-shek. In this
connection, Mao Tse-tung said:

During the twenty years when they were in power,
the “Four Big Families” of Chiang Kai-shek, T. V.
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Soong, H. H. Kung and the Chen Ko-fu and Chen Li-
fu brothers have amassed in their hands a huge sum
of between 10,000 and 20,000 million U.S. dollars by
which they established monopoly control over the
vital economic arteries of the whole nation. Combined
with the political power of the state this monopoly
capital became state—fnonopoly capitalism. Closely
connected with foreign imperialism, the landlord class
and rich peasants of the old type at home, it became
comprador-feudal state-monopoly capitalism.!

This type of capitalism did not grow mainly through
increased production, but through open plunder with the
aid of the state machine, through exploiting the labouring
people and crowding out and swallowing up the medium-
sized and small capitalist enterprises by means of specula-
tion, currency inflation and various measures of economic
control. Like imperialism and feudalism, it seriously im-
peded the growth of the productive forces.

Bureaucrat capitalism came into existence prior to the
War of Resistance to Japanesé Aggression. It reached the
peak of its development after victory in the war when
the reactionary Kuomintang government took over the
Japanese, German and Italian imperialists’ enterprises in
China. In 1948, bureaucrat capital accounted for about
two-thirds of the total industrial capital in the Kuomin-~
tang-controlled areas. On the eve of liberation the Na-
tional Resources Commission of the Kuomintang govern-
ment controlled 90 per cent of the country’s iron and
steel output, 33 per cent of its coal, 67 per cent of its
electric power, 45 per cent of its cement and all its pe-

1The_Prese<nt Situation and Our Tasks, Chinese ed., Hsinhua
Bookstore, Peking, 1949, p. 27.
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troleum and non-ferrous metals. Bureaucrat capital also
controlled the nation’s light industry. In 1947, the China
Textile Industries, Incorporated alone possessed 37.6 per
cent of the nation’s total number of spindles and 60 per
cent of its mechanized looms. In addition, bureaucrgt
capital had under its control the big banks, all thtle ra'ul-
ways, highways and air lines, 44 per cent of shlpplng
tonnage and a dozen or so monopoly trading corporatlor?s.

On the eve of the Russian October Revolution, Lenin
said: “S’Qate—monopolistic capitalism is a complete ma-
terial preparation for Socialism, the threshold of Sq—
cialism....”! This was also true of state-monopoly capi-
talism in old China. Bureaucrat capital was not only highly
concentrated but directly connected with the reactionary
state machine. Under such circumstances, the bureaucrat-
capitalist enterprises could be changed over in a short
time from state-monopoly capitalism of a comprador and
feudal character to the socialist state sector as soon as
the dictatorship of the big landlord class and t.he big
bourgeoisie was destroyed and replaced by the dictator-
ship of the proletariat. .

The confiscation of these bureaucrat-capitalist ent}er—
prises was carried out on a nationwide scale following
the victory of the people’s revolution. In a short space of
time, all the factories, mines, railways, shipping, postal
services, banks, trading establishments and other _enter—
prises formerly owned by the Kuomintang reactlon-ary
government and the bureaucrat bourgeoisie passed 11}t0
the hands of the state led by the working class, Wh.ICh
then controlled the vital economic arteries of the nation.

1y, L I_,en‘in, Selected Works in Two Volumes, Foreign l{_.an-
guages Publishing House, Moscow, 1952, Vol. II, Part 1, p. 158.
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Statistics show that by 1949 the state had confiscated
2,858 bureaucrat-capitalist industrial enterprises which
employed more than 750,000 industrial workers. This con-
fiscation led to the unprecedented growth of the socialist
state sector. In 1949, socialist state industrial enter-
prises accounted for 41.3 per cent of the gross output
value of China’s large industries. The state sector also
held 58 per cent of the country’s electric power, 68 per
cent of its coal output, 92 per cent of its pig iron, 97 per
cent of its steel, 68 per cent of its cement and 53 per
cent of its cotton yarn. Besides, it controlled all the
railways in the country, most of the modern communica-
tions and transport, the far greater part of banking busi-
ness and domestic and foreign trade.

Confiscation of bureaucrat-capitalist enterprises meant
not only legally transforming their assets into those of
the people’s democratic state, but at the same time put-
ting them under the direct management of the state so
that they could produce in accordance with the needs of
society. These bureaucrat-capitalist enterprises had their
own managerial staff and management systems which
were of a dual nature. These systems had originated from
‘bureaucrat-capitalist production relations and served as
an instrument for enslaving and oppressing the workers.
Therefore, these aspects had to be eliminated. They also
had certain other aspects which had to do with large-scale
soclalized production, such as the knowledge of produc-
tion processes, technical management and accounting.
These could be partly carried over, preserved, and adapt-
ed to the needs of the developing socialist sector. Some
other parts, however, were unreasonable and had an
adverse effect on the workers’ production enthusiasm and
on the development of the enterprises. They needed to
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be reformed. But the reform of these systems was dif-
ferent from changing the ownership of the means of
production. First of all, they had to be stud.ied and thor-
oughly understood. Then, in accordance with the actual
cox_ldi'ilons and existing possibilities, the unreasonable sys-
tems were replaced with reasonable ones and the lower
technical organizations were changed to more E}dvanced
ones. To carry out the reforms blindly in a disorderly
way and without any plan would have dislocated produf:—
tion, circulation and the whole economy. That is why, in
taking over the bureaucrat-capitalist enterprises, the
measures adopted were essentially different fI:om those
in taking over the Kuomintang state organs. This was 'for
the purpose of protecting production. These enterprises
were preserved instead of destroyed. In otl_ler .words,
these old enterprises with their technical organization and
production systems were taken over intact, placed under
supervision, and then reformed step by step.' ‘

Facts proved that such methods in dealing with the
structure of the old enterprises were beneficial both to
the restoration and development of production. Generally
speaking, there was no suspension of pL:oduction or sabo-
tage of equipment and installations during the process of
taking over several thousand enterprises. But the inner
structure which was allowed to remain intact gave rise
to a series of problems. No fundamental change was
brought about in the former systems of management
which under bureaucrat capitalism had been used to op-
press the workers, in the antagonistic relations between
the managerial staff and workers and in the decadent
organization and confused systems. As a result, the
workers’ labour enthusiasm and initiative were adversely
affected, and the development of the productive forces
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was impeded. Furthermore, no improvement was made
in the system of management concerned with large-scale
socialized production, in view of the requirements of so-
cialist economy. Following the confiscation of bureaucrat-
capitalist enterprises and their subsequent transforma-
tion into socialist state enterprises, internal democratic
and production reforms were carried out in accordance
with Mao Tse-tung’s directive of “keeping up production
by relying on the working class.” All the problems left
over were thus gradually solved.

The first point in the programme of these democratic
reforms was the complete reorganization of the leader-
ship of the enterprises. Instead of sending deputies from
the army to supervise and exercise indirect control over
them as had been done in the early days, the state ap-
pointed the leading personnel (a director or manager) to
directly administer all their economic activities. The
second was leading and mobilizing the workers to com-
pletely abolish the surviving portions of the systems
of management inherited from bureaucrat capitalism that
had been used to oppress and enslave them. Some of
these were feudal survivals in the textile industry

‘whereby the workers were searched when leaving the

mills, that of gang-boss in the collieries, and that of the
contractor-boss in the transport enterprises. In addition,
steps were taken to rid the enterprises of the hidden
counter-revolutionaries and remnants of the feudal forces.
Thirdly, through criticism and self-criticism, relations
between the managerial staff and workers were improved,
and the capitalist ideology of not relying on the workers
was criticized and overcome. Fourthly, democratic man-
agement of the enterprises was introduced by setting up
factory management committees including the workers’
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representatives. Fifthly, the initial readjustment of wages
was made in accordance with the principle of “to each
according to his work.” As production increased, the
living standards of the workers were gradually raised,
so that the system of distribution was better suited to
the ownership of the means of production. The adoption
of these democratic reforms led to a higher class con-
sciousness and productive enthusiasm on the part of the
workers. The broad masses of workers and other employ-
ees, realizing that they were now their own masters,
took the initiative in carrying out various emulation
campaigns. They learned from each other and created
many advanced methods, laying the foundation for pro-
duction reforms.

Production reforms were a continuation of democratic
reforms. They consisted chiefly of four aspects: First, per-
fecting the management of the enterprise, introducing a
division of labour in a scientific way and instituting a
responsible system in production and technical manage-
ment. Secondly, carrying out planned mana