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The present study bhas been the result of my Ph,D. research
on China's national income accounting begun in 1960 at Edin-
burgh., Initially I had hoped to estimate China's national
income for the period 1958-62 based on the conventional national
income accounting system, Owing to laek of statistical data,
the project was virtually abandoned after two years most of
which period had been spent on going through the original
Chinese sources as well their English traunslations available to
me in the United Kingdom and, at the same time, hopefully wait-
ing for rvelease of more relevant statistical information in one
form or the other by the Chinese on the mainland, The result
of those two years'! of ground work eventually took the form of
a very erude estimation of China's mnational income aggregates
for the period 1960-62, which is mow incorporated as part of
the present study., The work en the study in its present form,
which invelves a change from construction of a set of national
income accounts to applications of national income accounting
began in 1962 and the problem of nom-availability of non-Chinese
national income series has been made easier through passage of
time, for the Chinese national income studies by T. C. Liu and
Ke C, Yeh on behalf of the RAND Corporation and alseo by Y, L. Wu
and asscciates on behalf of the Stanford Research Institute
were avallable to me in 1964, which provide the necessary

empirical data to strengthen the application aspects,

Research on the Chinese economy uway sometimes be fascinat-
ing but the amount of ground weork which needs to be done can

also be tedious, frustrating, and time-consuming for any one
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individual without any assistanee, The output is usually

extreomely low in relation to the effort put in.
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for their unfailing help and guidance, especially the former,
who, through his interest in my field of study, was instrumental
in my coming to Edinburgh, Thanks are due to the staff and
colleagues of the then Department of Political Eeconomy, Univer-
sity of Edinburgh, with whom I had had stimulating discussions
on Topies of mutual interests, espeeially Dr. Jindrich Veverka,
now of University of Leicester, from whom I learned more about

the Soviet~type economies,
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Miss A. G, Donnithormne of the University College, University
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Room, and the Institute of Modern Asian Studies of the Univer-
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available at his Center, such as office, aecess to original
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preparation of the manuscripts.
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The present study is concermed with applications of
national inceme accounting with reference to china.l gur
particular interests are the use oi natiomal income aggregate
as a measure of economic welfare and national income accounting.
as a tool of ecomouwic planning, More sgpecifically, we first
examine the problem of matiomal income aggregate as amn economic
welfare measurs, and hence of national incowe change as a
measure of economiec welfars change, in an economlc system whose
institutional setting is radically diifferent from that taeitly
assumed in the hypothesis that national income is a welfare
measure, we attempt to show that, under these circumstances,
personal consuuption and saving tends to be a more appropriate
measure than national income, Secondly, we examine the plamming
application of national incomes accounting and intend to show
that, given certain conditions, national income accounting is a
useful tool of econtomic plaunning in an economic system such as
Chinats just as much as that in the West despite their dif-
ferences in ideslogical and other institutional factors. This
view 1s comntrary te that held by the Chinese on the mainliand
who capitalise on thelr cconomic system being ideologically
different and who ignore the usefulness of the "capitalist®
tool and all that goes with it as a matter of course, ¥We shall
attempt an academic exercise, showing the use of national income
accounting in the formulation of a Chinese ecomnomic plan with
inecrease of ecomomic welfare as the objective of Chinese econo-

mic policy,



Applications of natienal inceme accounting with reference
to China so far appear to have been limited to structural and
growth analyses, and to the study of the country's economic
potential, Eckstein, limited by the fact that his national
income estimate was for one year only, employed his national
income accounting data to analyze the resource-use pattern in
the Chinese econemy, and compared the latter with those in
India and the Seviet Union. He also compared the aggregate
and per capita product of China with those of India and the
United States, as well as the strueture of the Chinese economy
with those of India and the Soviet Union, He further examined
the pricing and wvaluation problems in relation to industrial
structire in an econgmy of the Soviet-type. Liu and Yehts
application was essentially a growth analysis, for they had
estimated natio#al income for 1933, 1952-59., ¥Yu and his asso-
ciates revised Liu amd Yehts figures and projected them to 1970,
They were primarily concermned with the study of Chinat's ecomnomic
potential with the view to evaluating the country'¥s military
potentianl, Other studies on Chinats national income accounts
hardly touched upon other aspects of nationsl income accouniing
application, The twe appiications concerned in the present

study are therefore being examined for the first time,

We consider our present stdy timely, With the natienal
income index up te 1959 published by the Chinese governmentts
State Statistical Bureau and the detailed mational income
accounts by mnon-Chinese scholars now available, we are better

able to comnsider the other uses of national income accounting.
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Vork on ChinaVs national income is a time-consuming task._2
Oftentime bold assunptions had had to be made in order to make
the estimates, When these estimates are used for work on
applications of national income accountiang, their limitations,
dus largely to assumptions used in estimation, can be brought

out more clearly,

One may guestion the paritieular applicatiomns of national
income accounting we propeose to examine in the present study.
It is true that in the West there are doubts as to the value of
national income as a measure of economic welfare, However, we
are examining the whole problem in the light of a different
instituitional setting which Toe the best of our knowledge is a
field of vesearch still untouched, at least as far as China is
concerned, As regards natiomnal income accounting as a teol of
ecounenic planning, one may also doubt the value of the effort
expended on discussing a problem against a background different
from that traditionally assumed, The Chinese themselves had
Jjeered the value of national inceowe accounting as a tool of
economic planning in the West and on ideclogilcal grounds would
probably be wreluctant te admit the applicability of such a tool
in China, Against this, ecomoumists in the VWest might find it
hard te swallow when the whole guesitlon applied (o China seeuns
like putting a square peg into a round hole, Further, they
might argue that unless aany exercise such as ours would be taken
up in a serdous vein Ly the Chinese planners, it has little
practical value. However, it is not our intemtion to tell

the Chinese plammers how to formulate their ecomneomic plamns,
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our aim is merely teo show that, given the availlable national
income accounting data, it is possible to determine the limits
of expansion even for an economic system such as Chinats,
given the objective and constraints, In any evené, national
income accounting is an eobjective tool, and as such should

transcend institutional differences,

The present study begina_with a survey of the available
China's national iuncome estimates and national income accounts
(Chapter I). This survey provides a background for our dis-
cussion on problems in the two particular applications of
natienal income accounting with reference to China, Also this
would provide a timely inventory of the work domne on that
country's national income accounting, Since estimates, even
for one single vear, vary between estimators, comparisons are
made of these estimates, with due atiention paid to conceptual

and definitional differences,

Chﬂéter I is concerned with functions of prieing system
and pricing of outputs amd factors in theory and practice in
China, It provides the background to the chapters on valuations
of mational income, natiomal income and wvelfare, and national

income accounts and ecomomic planning.

Chapter III examines the problems of valuating physical
cutputs for accounting purpeses. It brings to the fore the
problem of alternative methods of valuetion ia natiomnal income

accounting, namely, market price and facter cost. Earlier
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discussions on valuation are reviewed in the 1ight of a different
institutional framework such as China's, The relation beitween
the alternative valuations with government as a separate entity
and that between the valuations with the governmesnt incorporated
into the sniterprise sector are discussed with reference to
circums tances which are different from those tacitly assumed

in the earlier discussions. In short, instead of a situation

which has been a product of ecomomic lalssegefaire, there is

one which controls, regulates, and directs economic asctivity
from the centre, Given the criteria of intermediate and Fimal
products under these cireumstances, market price and fFactor

cost valuations are 1n turn re=examined,

National income as a measure of econemic welfare has
been treated with some suspicion in the West. Our discussion
of it in Chapter IV will lead te further doubits om this appliea-
tion, Little has already indicated that personal consumption
and saving would be a better measure of ecomomic welfare than
vBational income. Ve concur with him, but for a different
reason. In his case; he was snalyzing the preblem under con-

ditions of lalsseg~Talre, we are eonsidering it under less-thaun-

ideal conditions as regards the relation between the economic
system and allocation of commodities and resources, Under those
circumstances, national income seems to be a less appropriate
measure of econeomic welfare, In the same chapter we illustrate
the change of mational income and of personal cemnsumption and
saving in China, In the course of pur illustratiomn, we siall

sbow the limitations of the change of the aggregates hased on
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our knowvledge of the prieing system in China, The indexes
employed inm deflating the current price aggregates are artifi-
cial in that change of prices is not necessarily a reflection
of relative scarcity of supply and demand, Any rise or fall
of prieces may have been the result of deliherate action of the

pricing authorities Tor effecting other policy wmeasures.

Chapters V and VI are concerned with the other applica-
tion of national income accounting considered in the present
study, The {irst of these examines the liwits of national
income accounting as a tool of economic plamming. Ve first
establish that national income accounting plays a role in the
formulation of a comsistent economic plan for an economy which
is depicted in terms of a model, Thus, we may look into the
limitations of national income accounting with reference to the
use of particular models, especially macro~c¢eonomic models, in
plan formulation in both Western countries and China. Having
dealt in summary fashion the use of mational income accounting
as a tool of economiec planning, we attempt in Chapter VI an
analysis of ithe economiec performance during the PFirst Five-Year
Plan period (1953-1957) with the aid of a simple macro-economic
model, With the parameters thus derived from the analysis,
we evaluate in gemeral terms the performance during the Second
Five~Year Plan period (1958-1962), And finally, assuming that
the objective of econoeomic pelicy of the Chinese government be
increase in economic welfare, the latter having been defined in

Chapter IV, we examine the measure whieh the government should



take in order to attain the assumed goal. In this chapter,

we reiterate that natiomal incoume accounts provide the basic
data for variables considered in a simple wmacro-econgmic wmodel,
that they may also provide data for more complex models of the
macio-economic type as showmn in Chapter V, given the availabilisty
of detailed national income accounting data, BDut we also show
that even in the case of China national income accounting has
some use for plan Fformulation based on a simple macro~econgmic
model and that wacro-economic aggrsgates aid in sho ing the
limits of expansion of the esconomy, given the objective, What
we have done is not to shaw the Chinese planners that we have
arrived at a solution which they did not have, but merely what
they can do with the national income accounting data they have

at thedir disposal in the field of economic plamning,

A coumpavrison between Eckstein's and Holllster's national
income estimates for 1952, employing the Formerts accounting
structure, is given in Appendix A which is related to Chapter
I. Appendix 1) presents our own estimatiocn of net domestic
material product for 1960-1962, The estimation was dons during
19601963, Since then, in 1965, independent ostimates of net
domestic material produect Tor 1960~196Z7 by non-Chinese scholars
in Hong Kong have been published.3 The methods of estimation
were not disclosed, but their estimates for 1960 and 1962 were
almost identical to ours. It is unusual that two independent
estimates could be this clese. IHowever, the components of the

aggregates might be different, Unifortunately, neither the
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weithods of estimation mor the detailed breakdown of the aggre-
gates were available to us for comparison, A number of the
known sconomic modeis formulated in mathematical term;, whiech

we refer to im Chapter V, are given in Appendix C.
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INTRODUCTION

The present chapter is a survey of the avallable esti-
mates of China's mational income, The purpose of the survey is
to provide a background to our later discussions on natiomal
income accounting appliecations, The survey might be construed
as a timely inventory of the work done in the field of Chinats
national income accounting. Included in the survey is our own
estimate of China's national income for the peried 1960-62,
which we completed in early 1963. The estimation was done at a
time when national income figures for those three years were mot
available, Ve have since discovered that non-Chinese scholars
in the United States had been estimating the national income
for those years round about the same time as we, but we were not
awvware of this and we did net have aecess to their documents

until late 196h.1

The survey will be divided inte four main partss; develop-
ment of nmational income in China, development of China's national
income accounting outside China, a comparisen of the various
independent estimates of China's national income for 1952, and,
finally, a comparison of the differvent estimates for the peried

1952-62,

In the survey we shall inevitably touch upon the different
concepts of mnational income, Since conceptits and methodology
have been competently and more exhaustively dealt with by
Studenski in his columincus w vk, only their summary will be

presented in the present ehapter.2 Special conceptual problems,



relevant to interpretation and uses of natiomnal income data,
however, will be discussed in the appropriate chapters ol the

present study.
CONCEPTS AND DEFINITIONS OF NATIONAL INCOME

In broad terms mnational inceme is the flow of goods and
services available for consumption and addition to existing .
productive assets valued in money terms, It may also be defined
as the accOwing claims of owners of productive services (or
factors of production) on consumer goods and services and
addition te wealth valued in money terms, Basically three
concepts of national income can be distinguished, which are
based on three corresponding concepts or production, However,
whether the production concepti employed be comprehensive, mater=
ial oxr market, the gemneral definition of national income remains
the same, thouvgh the interpretation of mational income figures

3 For

could vary according to the preduction concept used,
example, national income based on the comprehensive production
coigept is a measure of not enly the production of physical
commodities but alse the production of all services as well,
whereas national income based on the material production con-
cept refers only te the produection of physical commodities. In

both cases, the general definition in terms of final use eor

acolying claims remains unchanged.

In practice natiomal income may be more specifically
defined, which is largely determined by the estimation method

and alse by the concepis and conventions empleoyed in estimating



the components of nmnational incowe as well as the overall figure,
For example, mnational income may be estimated by the product,
income or the expenditure approach, hence the specific defini-
tion of mational income is National Product (NP), National
Income (NI) or National Expenditure (NE), reSpectivoly.q Howe

ever, whichever method is émployed, mutatis mutandis, the

magnitude of natiomal income is the same, The rationale of the
identities, i.e. NP=NI:NE,:1ies in the incomwe=-product flows
thesis in whieh income is alse always equal to expenditure,
Hence, the measurement of the magnitude of, say, NP can be
estimated by the method measuring either of the other two aggre=
gates, namely, NI or NE. Natienal income may be estimated on a
Ygross" or "net" basis; depending on the econcept employed for
estimating the component capital formation. It may be valued
at "market prices" or "factor cost", And finally, it may be
estimated on a "geographical" (or “"domestic") or a "mational®
basis, depending on whether the owners of productive services
considered are those within a given geographical boundary at a
particular time or those of a given natianality.5 The first
two dichotomies are determined by economic factors, while the

last is distinguished on a legal basis.

In addition to the terminology used in conventional
national income accounting of the Westerm type, there is
"Material Product" (MP) which stems from the fact that the
restricted or Marxian material production concept of mational
income is adopted. Material Product may also be estimated on

a gross or net as well as oun domestic or net basis,
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DEVELOPMENT OF NATIONAL INCOME ACCOUNTING IN CHINA

National income acecounting in China is the sole responsi-
bility of the State Statistical Bureau (SSB). National inecome
figures may have been quoted in official documents, artieles or
monographs written by dudividuals or instituiions which might
or might not have direct relations with the central government,
Nevertheless we shall consider them to be official estimates,
which implies that whether or mot the sources of data are
acknowledged by the individuals or ithe institutions comcerned,

the national income statisties are coustrued as official figures.6

The SS5B adoptsa matiomal income accounting framework
based on the Marxian schema C+V+S where € is the depreciation
of fized capital plus the rawv materials used in the proegsss of
producticn, V. is the payment for labour services, and 3 is the
net profit or surplus value, Natiomal iuncome 1s represented
by V+S. The aggregate of C+V+S (which is egual to M) is Gross
Seeial Output, or what a Marxist would eall, Gross Social
Product, The schema applies only to output covered by the

Marxzisn material production concept.

National income is estimated in the main by product or
value added approach, While the procedure followed in estimating
the value added in China is no different from that in the West,
the cmphasis placed on the key aggregates is different. In
Western national income accounting, double=-counting or inter-

mediary flows are first eliminated and the key aggregates are



gross or net value added, 1In the Chinese system, the kay aggre~
gates are the Gross Social Product (which is equivalent to Gross
Social Valus Output in Chinese terminology) and Net Material

Pl’odu Cc t Y

The calculation of gross value output is deseribed in

detail in Yueh Weivs article in Ching-chi Yen-chiu (Economic
Research) published in 1956, Since the mothod is essentially
the same as that in the Sovieti Union and also it has been
reproduced by the non=-Chiinese scholars in English, only the

7

essentials are repeated herve, For indusitry and agriculture,
groess value output is an aggregate of the product of price and
quantity., Ex-factory prices are used for computation of indus=
trial gorss value output while average loecal prices are used
for that ol agricultural gross value ogutput, In practice, it
appears thai government precuvrement prices are used in the case
of products sold in the market, i.e. commercialized products,
and "elther ithe average market prices less transport cost,
production costs, or prices of similar products" are used for
the valuation of products mot sold at the village level and for
home consumption on i‘arm.8 It has been suggesied by Dre C. M.
Li, at present the Vice-=Chancellor of The Chinese University of
Hong Xoung, that the average of priges used for computation of
agricultural gross value output was probably a national averaga.9
The avewrage current price is converted infto 1952 price by a

conversion factor, which applies to both industrial and agri-

culture gross value output,



Gross value output of construction is calculated an the
basis of the actual cost incurred im imstalling, buildiag,
repairing, and also in architectural services and geological
prospecting, These include wages, costs of construction mator-r
ials, depreciation of construction equipment, transport costs,
and administrative expenses, bui exclude the value of machinery
and equipment to be imstalled, Gross value output of trans-
portation is emlculated on the basis of progeeds from transpor- .
tation from one place to another, while the gross value output
of posts and telecommunications is calculated on the basis of
that part of gross receipt which is derived from serving material
production, In calculating the gress value output of trade,

the gross purchases are first subtracted from gross sales,

Net value added is obtained by deductiang from the gross
value gutput not only the production materials and fuels con-
sumed, the services performed by other sectors, value ol semi-
iinished goods and cost of vrepair, but also depreciation of
fixed "productive" assets. It should be noted that this is
contrary to Ce M. Li's suggestion that depreciation of “"non-
productive" assets is deducted from the mnational income based
on Chinese methodology.lo Yueh Wei specifically stated that
depreciation of nou-productive assets such as workers' mess
halls, recreation clubs, and dwelling houses is included in the
consumptvion fund, The unet value added thus derived, strictly
speaking, is still "gross", The usual practice of estimating
net value added involves a onewstage process, i.e, without
first estimating the gross value added as in Western mnational

income accounting,



International accounts are considered only when 'distri-
bution of national income produced'! between accumulation and
consumption is estimated, The estimation of mnational income
from the expenditure side necessarily implies that the aggre=-
gate is on a "national" rather than "domestic" basis, Accumu-
lation can be estimated by estimating the value of fixed invest-
ment for reproduction and for non-productive assets, and
consumption is a residual of "mational income for Final disposal®
less accumulation. The national income for final disposal would
include depreciation of non-productive assets in the consumption
component, hence, it is, in Western national income accounting
te?minology, comparable to Gross National Material Expendita re,
or to be precise, between Net Natienal Material Expenditure

(NNME) and Gross National Material Ixpenditure (GNME).

The two aggregates - 'national income produced! and
'national income for final disposal' - form parts of the social
accounting framework, Social accounts consisting of income
produced from material production ('national income produced! by
industrial origin and also by types of ownership, namely,
state, joint state-private, private=corporate, cooperative,
and individual), tdistribution of income! before trausfers,
distribution of income after traunsfers by legal or fiscal means,
i.es 'vedistribution', and finally, 'disposal of income produced!
(divided into accumulation and consuuption funds), all presented

2 . 1
in a "parade state", are described in Yueh Welts artiele. 1



A comparisen of the national income methodology used in
the Soviet Union and China would show that there is mno basie
difference between the two, In fact, Seviet "leadership" in
this fileld was openly acknowledged by Yueh Hei.lz * We do not
know the extent to which the principles laid down are followed
in actual computation, Through a former staff working in the
planning and statisties unit at the central goverament level,
" we have been given to understand that befeore 1957, the Soviet
wodels for planning and statistical work were to be adopted

13 There was little, if any, dis-

in Coina without questiomn.,
cussion on controversial problems sueh as whoether all forms of
transpord{ should be included in Material Produect. It appears
that even sinee 1957 the 358 had been following the orthodox
Sovist practice to the letter, despite the academic discussions
that were going on in the Bastern European countries and the
Soviet Union. The methodology used in Westerm mnational income
accounting and its underlying pyrineciples, which Eastern Europe
hoped to arrive at some form of compromise, was dogwatically
attacked from ideocleogieal viewpoint in China.lu One striking
feature in the critique of Western nationmal income accounting
seems to be the lack of understanding of the imitial and impliecit
economic assumptions underlying the methodology. Lo Chih=jo
attacked the dnclusion of government expenditure as part of
national income in the wﬂst.15 He argued that if government
expenditure were to be included in the calculation of national

income, then any reduction in the former would result in a

reduetion in the latter, He wrote: "For example, if the Soviet



Union governuent services were to be included in natienal income
caleulation, would not the recent demobilization of the 1.2
million troops mean a reduction of .government services, and
therefore a veduction in national income? clearly; this is net
se,“l6 Lets attaek bore the tacit assumption that ecomomic
resources were unlimited in supply, e did not bring out the
logiec of including defence as part of the activity contributing
to national income, nor did he point out thati the Red Army did
not just fade awvay but reappear, engaging in another fTovm of
egonomie activity which contributes to wmational production, It
appears ithatf ideologieal implications of government expenditures
had been used as a basis of attack on national income accounting
concepts kunown in the West, hence it is met possible to refute
the reasons that Lo had giveng an attack on the interpretation
of social implications would lie beyond the realm oif body
economie, In any event, Lo disl not elaborate on the subjeet

in gveater detall as te how he arrived at the conclusion that
reduction in the size of the Red Army had not shown an effect

on toetal economic activityv.

State Statistical Bureau'!s national income aggregates

SSB'g 'national income' iz equivalent to Net Domestie
Material pProduet (NDHP), if we are willing to accept that
*national duncome? is eguwal to *national income produced,' As
far as the national income aggregates for the perieod 1952-56
arve coxucerned, there is no doubt that they are NDMP. And since

it is unlikely that the SSB would change the particular form
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of national income aggregate in latver publicatlions on national
income, it may be safely assumed that official releases of

aggregates or theilr ilmcreases in percentage form are NDMP. The
proaf that the aggregates are likely to be NDMP is found in the

17

Peking Review article on China's national income, Lu Kuang

stated in that artiele that the increase gof tdisposable national
income' over the period 1952-56 amounted to 25,300 million yuan,:
At the same time he also mentioned that the increase of 'nationai
income produced? was 27,5620 millien yuan over the same period,
The latter is consigtent with the set of figures on 'naticnal
ingome'! for the years 1952 to 1956, The difference between
national incoume produced?! and "natiomal income for disposal?

is the balanecing itewm in the inteimational payments accouits,
This is in line with the methodology outlined in the Ching-chi

o

Yen-chiu artiele in 1955.1D

Dfficulties in determiningﬁthe exact Torm of mational income

ageregate

However, ambiguity sets in when 'nationmal inceme? is
derived from raties related fo natiomal income. The vatic of
budget revenue to national income and the rativ of accumulation
to national income are eases in peiut. In principle, the
'national income? in the laitter case should be Net National
Material Product (NNMP) since accumulation is part of 'national
income for final disposal®, To what extent this is actually the
case is not known, It is possible that '"national incoeme pro-

duced' is actually used for deriving the accumulation to national
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income ratic, With the basic data available, we have not been
able to say conclusively that NDMP is or is not used for the
calculation of such ratioes. It is eqgqually possible that both
NNDP and NDMP are used. As shown in Table I there are two sets
of ratios based om 1952 prieces; the larger ratiec may well have
been based on NNMP aund the smaller on NDMP. This is of course
true only when NNMP is smaller than NDMP., Lu Kuang's NNMP
increase for the period 1952«56, and alse the NDMP increase for
the same period as mentioned above, suggest that this dis indeed
the case, If we had data on NNMP for either 1952 or 1956, we
would have been able to ftest the differemt sets of ratios of
accunulation to national income as to whether NNMP or NDMP is

used,

Another case of ambiguity arises from the derivation of
national income aggregate T{vom the ratio of Tinancial or budget
revenue to 'national incomet', given revenue data, If the ratio
is to have any meaning, there should be common elements between
the numerator and the denouwinator, In the case of, say,
ordinary measurcment, the coumon element is the unit of measure=-
ment, In the present case, the coverage represented by the
nunerator should be counsistent with that represented by the
denoninator, In other words, if the mational income component
of the ratio specifically is Gross Domestic Product at current
warket prices, then the revenue --= in this particular instance -=-
should include finds allocated te replacement capital, be gross

oi international payments, and be valued at current prices.
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TABLE 1. RATIOS REIATING TO TATIONAL INCOME
(percentage of national income)

12 1953 1954 1955 1956 1957 1958

I. Estinmates of accumulation fund

Current prices:
A, SSBE 18.2 21.4 22.3 20.9 22,5 21.0

B. Im Kuang’
Yang Po, and
Wiu Chung-
hwang 18.2 21.4 22.3 2049 22.5

Ungpecified priccs:
C. Po I-po 15«7 18.3 21.6 2045 22,8

D. TYen I-sheng,
Ya,ng Po 19. 7 22.4 224 7 21.6 2414 230 T

B. Li Lin-ku 19.8 243

1952 prices:

F. Tiu Chung-—

G. Isu Ti-hsin 18.2 22.4 235 22,9 26.1 240

II. Budget revenue
H., Im Huang,S5SB 27.2 27.6 31.2 29.5 29,6

I. Hsu Ti-hsin 27.6 29.2 32.4 31.9 31.5 32.04 33.3
J. Yen I=-sheng 2T.93 31.TT 29.96 29.52 30,00

K. Po I-po, Niu
Chung~huang 27.6 29,2 32.4 31.9 31.5

Sources: Line A: State Statistical Bureau, Report on Fulfilluent of the
National Wconomic Plan of the People's Republic of China in
1255 5 Ppe0 and 12.

Line B: Lu Kueng, "China's National Income," Peking Review,
April 8, 1958, p.8; Yang Po, "On the Distribution of Hational
Income in China," Ching=—chi Yen-chiu (Beconomic Research), lic.6,
1957, p.5§ Niu Chung-huang, Accumulation and Consumption in
China's Hational Income (in Chinese).p.5in.

Line C: Po I-po, "On the Correct Handling of the Problems of
Relationship Between Accumulation and Consumption," Hsin-hua
Pan-—yueh-k'an (IIew China Semi—monthly), N0.20, October, 1953,:9. T4.

Line D: Yen I-sheng, "My Viewpoints on the Production of leans
of Production and Materials for Consumption in Relation o
the Government Revenue and Expenditure," Ching-chi Yen—chiu
(Bconomic Research), No.7, July 1959,p«8; Yang Po,"The Relat-
ions Between Accumulation and Consumption in China's National
Incgms,“ Jen-min Jih-pao (People's Daily), Peking, October 13,
1958.

Line E: Li Lin-ku, "The Structure of Socialiam and the Population




Problem," Hgin Chien-she (Wew Construction), No.4, 1960,D«51e

Line F: Wiu Chung-huang, Op.cit., p.Sl.

Line Gs Hsu Ti-hsin, An Analysis of China's Nationai FEconomy
During the Transition Period (in Chinese), p.262.

Line H: Iu Kuang, loc. cit.3 State Statistical Bureau, op.cit.,
De12.

Line I: Hsu Ti-hsin, op.cit., ».227.

Line J: Yen I“'Bheng, O ocit.’ p.9.

Line K: Po I-po, loc.cit.; liiu Chung=huang, op.cit.; p«47.
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Alternatively, il the budget revenue exeludes net income flows
from abroad, then the 'Ynatiouwal income! derived would he a
national product; or if it excludes provision for depreciation,
it would neot be a gross product buit a net product,. The nuwusra-
tor is said to be incompatible with the denominater il the former
is, msay, a gross concept whereas the latter is a net coicept;

or the former is a domestie concept, but the latter is a national

concept; and so oI,

HWith this praectical eriterien we may still make a blunder
in deciding the type of mational income aggregate implied in
the ratios to national income, Tihe term '"{fimancial revenue?

is the Chinese translation for kuo=-chia yu-suan shou=ju (\@ %( ’3‘9‘

LE .
,g Q¢ X. ) vwhich should, strictly speaking, be translated as

nationasl budge t revenue.lg

Pinancial revenue suggests actual
revenue, which is mnot inherent in the Chinese term. Suffice
to say that the original Chinese comnotation should be taken.
Even the, as ¥, H, Mah now oif University of Washington pointed
out, 'bmdget revenue', unmodified, may mean any one of the
followinggzo
a. Planned budget revenue, Including previous yearts
surplus;
L. Planmned budget revenue, excluding previocus year's
surplusj
c. Actual revenue, including previous yearts surplus;

de Actual revenue, excluding previous yearts surplus,
We append to this list:

@, Planned budget revemue, including foreign loans;
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f. Planned budget revenue, excluding foreign loansg

£+ Actual revenue, including foreign loans:

he Actual revenue, excluding Toreign loans;

i, Planned budgei revenue, including net income
flowe from abroad;

Js Planned budget revenue, excluding net income
from abroad;j

k. Actual revenue, including net income from abroad;

1, Actual revenue, excluding net income from abroad.

From these possible interpretatiens of budget revenue, we could
list further the possibilities, for example, (a) combined with
either (e) or (), (b) with either (e) or ({), and so onj or
(a) with either (i) or (j), (b) with either (i) or (j), and so

Gile

Added to the problem of definition of revenue is that
the definition of the numerator component reacts upoen that of
the denominator, IT the budget revenue is such that part of it
is allocated to maintaining capital intact and depreciation,
22 it normally does, then mational income in the denominator
migst be a gross product. IT the revenue component is net of
Toreign loans or of net income from abroad, then national income
being a national aggregate should be considered. If the revenue
includes previous yearts surplus, thon it is overstating its
importance in welation to national ineome, VWhether revenue is
a budget estimate or actual is imummterial as long as we know
whieh one we are dealing with. But unfortunately, we do neot

really know.



Econegmists making use of these raties invariably assume
that the national income derived is an aggregate at current
prices, Like accumulation to natiomal income ratios, we have
not been able to prove that these ratios are consiétent with
the budget revenue, data or national income data, however both

of them ave defined,

Yet another problem with the data published by the SSB
on accumulation is whether the accumulation component is expressed
in terms of counstant prices or current prices, whether the
national income component is expressed in terms of constant
prices or current prices, and whether both are expressed in terms
of constant prices when the ratioc of accumulation to mational
income is said to be expressed in terms of constant prices,
Ve attempted to cheek the consistencies of the different pessi-
bilities, but we have not been able to arrive at a satisfactory
solutlion., This checking process has been prompted by the fact
that there are two different sets of ratios of accumulation to
national income at constant pricgces, When we have ancther set
of ratios but expressed in terms of current prices, the check-

ing becomes more complicated and indeterminate,

National income statistics

The frequency of official publication of mnational income
data cannot be said to be regular., The first reference to
national income in Chinese sources was in September 1956 by
Po-1 Po, the chairman of the State Economic Commission.gl At

the Eighth National Congress of the Chinese Communist Party,
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before which Pec made his speech, the Second Five Year Plan
proposal was adopted, In this proposal, the 'national income!
was estimated teo increase by 50 per cent over the second plan

quinguennium 1958-62.22

Barlier writers on national income obtained their data
from the SSB or the State Economic Commission, In 1957, refe-
rences to national income data were made by Ho Weil, Ma Yin-ch'u,

23

Niu Chung-huang, and Yang Po. The earlier referencss were
mainly percentages of accumulation (and/er consumptiomn), or of
budget revenue, to national inceme, In January 1958, the SSB
released national inecome aggregates at "comparable prices" for
the period 1952-56.2h The same set of figures, but at 1952

constant prices, was given in Peking Review in April the same

{
year.z) Yang Po had previously mentioned the figures for 1952

and 1956 at "comparable prices", and Niu Chung-huang did the
same but he referred to them as "computed at 1952 constant
prices®™, Both also made available the percentage distribution
of national income of 1952 and 1956 by industrial secters and
by types of ownarship.26 Hst Ti-hsin in his monograph made
known the increase of national income in 1957 over 1956 in
percentage form.a? The resulis of the First Five Year Plan
revealed also the distribution of mational income by types of

ovnership in 1957.28

The "Great Leap Forward" perigd 1958=59 saw the massive
quotes of statistics, and mational income data were no exception.

From the speeches of Li Fu-chun, the absolute increase as well
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as the relative increase for 1958 were known.29 The communigue
on the economic achievements of 1959 also revealed the percen=

tage idncrease in national income.jo

The annual communiques for
1958 and 1959 gave figures in terms of 1957 prices. However,

in the Ten Great Years, the first and the ounly statistieal

handbook to date, are contaimed the percentage increase for

1949-58 at 1952 constant prices.jl

Data on national inceme aggregates at current prices are

scanty. Po I-po in 19458 estimated that the 'national income
at current prices?! for the first plan gquinquennium amounted to
421,400 millien yuan.32 The national income aggregate at cur-
rent prices for individual years had had to be derived indirectly
from ratios relating to mnational income. Even then, it is by
virtue of the fact that the other component of the ratie is
usually expressed in terms of currvent prices that the natiomal
income component is similarly valued, The ratios referred to
are, for example, budget revenue to national income, with cer-
tain deductions explicitly stated in one of the cases; admini-
strative and defence spending to national income; and capital
construction appropriation to natiomnal income. The 1958 Peking
Review article did mention in the relevant context that current
pirices? referred to ?financial revenue! or to 'natiomal incomef?,
The dilemma is selfwevident in the text:33

"Petween 1952 and 1956, Chinats financial

revenue, in terms of current prices fer

the years concerned, amounted to some 30
per cent of ihe national income,.,"
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Apart from the national income total, data on accumulation
and consumption, at 1952 as well as current prices, were pub=-
lished in the same sources, As referred to in the previous
section the accumulation (and therefore consumptioﬁ) can be
estimated by applying the raties to the respective mational
income, Unfortunately, direct estimation from the ratios is
not possible hecause we do not have data on 'national income
for disposalt for the years coemcerned, The different ratios
for 1952 are confusing enough, although according to Liu and
Yeh, the 18,2 per cent seems to be the coarrect one because it
is the only ratioc which is the same whether valued at%t both

!
3% This is a reasonable

1952 prieces or at current prices,
deduction except for the fact that Niu met only stated 18,2

per cent at 1952 prices but 16,1 per cent at current prices in
the same source.j5 There is the pessibility that, if 'n;tional
income produced! is greater than 'mational income for disposal?,
the percentage on the basis of current prices (18.2 per cent)
would be greater than that based on 1952 prices (16,1 per cent)
provided it can be proved that the former is a percentage of
'national income for disposal' and the latter ome of 'national
income produced?. On the basis of scanty data on aggregates,
the testing of the various ratios has not borne out whether the
hypoethesis is right or wrong. It certainly leaves much Troom

for speculation,
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DEVELOPMENT OF CHINA'S NATIONAL INCOME ACCOUNTING OUTSIDE CHINA

Owing largely to lack of data non-Chinese estimates of
national income made prior to 1956 were merely simple aggregates
with no breakdowms, Some of them were extrapclations based on
pre~war data, Westein natlonal income concepts were impiied in
these estimates., Contributions to mational income accounting
work began in 1957 when more econcumic statisties were available

to the non-Chinese scholars.,

Natiounal income aggregates

The national income aggregates estimated by non-Chinese

scholars may be summarized as follaws:

Estimatvor Period Forms of natiomal incone
agﬁregate
1, Chu-yuan Cheng 1952 NNP at factor costi GNP (?);
NoMp (?)
2., Yuan-1i Wu 1953 NNP at factor cost
3+ Edward F, Szczepanik 1954 NI
Lk, United Nations 1952~=56 NDMP at current market priees

1949457 NDMP at 1952 prices

5e Choheming Li 195257 NNP at 1952 prices
6+ Paul Luey 1952-59 NDMP at 1952 and at current
prices

1960-562 NDMP at 1952 prices

7¢ William W, Hollister 1950=57 GNP at 1952 and at current
piices

1958-60 GNP at 1952 prices

Se Alexander Eckstein 1952 GNP at market prices
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9., Ta-chung Liu & 1933, GDP, NDP at market prices
Kung=-chia Yeh 1952-59 (1933, 1952 and 1957 prices)

1952=57 GDE and NDE at 1952 prices
10, Yuan-ii and 1952=62 GNP and GNE at 1952 prices

assoclates

Estimation method

1. Cheng. In his Income and Standard of Living in

Mainland China Cheng made three estimates of national inecome

for 1952, each employing a different method.36 His first esti=
mate, NNP at factor cost in U,S, dollars, was an extrapolation
of mational income for 1936 made by Pou=-san Du teo 1952 on the
basis of fragmentary industrial and agricultural output data

37

reporied in the Chinese communist press, The implicit assump=
tions appear to be that gross value output of industry and
agriculture increased over the period 1936-52 at the saue rate
as NNP at factor cost and that the ratio of gross value output

of iadustry to agriculture remained.unchanged threughoutl the

period., e next attempted Lo estimate natiomal incoue (presumably

NI) by distributive-share method, On the basis of employment

data embodied in the Pirst Five=Year Plan and of collected data

ol per eapita annual Income he estimated the income of emplovees

and warkers, This, together with the income of the "hourgeoisie?,
constituted the income of the non~agricultural seetor.38
Income of agricultural sector was estimated by the same method,

i.2., total wage bill equals income per head times population.

The third and last category was the income of state emnterprises.
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Judging from the classification he employed, his third estimate
appears to be based on the official methodolegy. Although he
did not neglect to consider that services are part of national
income, the meihod he employed was in line with the official
practice, The economy was thus divided into six sectors, i.e.
the Tive sectors by Chinese classification and the service

39

sector, He assumed that the value added from services con=-

stituted 5 per ceant of the total mational income,

- 3 Wu, National income for 1953 estimated by Ou was
employed for his extrapolation to 1953.40 He made use of a
production index which he had devised and the assumptions used

were similar to those employed by Cheng.

3+ Szezepanik, He merely assumed a per capita income

of US$40 and arrived at NI by wultiplying the per capita income

with the total population.hl

4, United Nations. In the 1956 report of the Ecomomic

Commission for Asia and the Far Bast were the national income
at current market prices for the period 1952-56.h2 They were
based on the official ratios of state revenue to natiomnal income
and figures on state revenue, The Commission explicitly stated
that the aggregates were valued at merket prieces. The aggre=
gates at 1952 prieces for the period 1949-57, published in the
annual report ef 1961, were based on the national income index

s

published in the Ten Great Years.hJ They were converted into

net product by adding a mark-up of 20 per cent onto the Net



Material Product, the reasen for this procedure was similar to
that given by C, M, Li, which we shall describe presently. It
is of interesi to note that the NMP derived werse different from
the official aggregates. probably due to an errer in the aggre=

gate for the given year to which the index was appliesd,

De Li. The procedure adepted Ly Li imn his reconstruec-
tion of the Chinese natlional income aeccounts was first to com~
plete the series of NDMP for the period 1952-57 and then add
an assumed value for services te arrive at llft.f]:ti’.huhr 1952 pxrices
were maintained throughout., 0fficial data at the time of his
writing were by no means complete., He only had data on gross
value output and net value added of some of the industrial
sectors and national income total for some years teo countend with,
Gross value output of industry and agriculture was availlable
and the gaps were filled in by applying the net to gross ratios
Lo the apprepriste gross value cutput, NDMP was converied into
NDP by applying a conversion factor 1,1905, which was based on
the assumption that services constituted 16 per cent of the NDP

as in the India case, The NDP was then net of international

payments to arrive at NNP,

G luey. The estimates oi NDMP at 1932 prices for the
peried 1952<59 were made in 1960.45 At the tiwme NDMP for 1952-57
were available from Chinese sources as well as from nen-Chiunese
national incowme studies., Duriug the irst Pive-Year Plan

period (1953-57), the NDMP was reported to have increased by

332 per ecent, Figures at 1952 prices were givem for 1952
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through 1956 and therefore the NDMP for 1957 could be derived,

As for 1938 and 1939 information available were limited to the
rates of increase of NDMP in these years and the absolute inerease
petween years at 1957 pr:lces.46 Thus it was necesséry to deter=
minate first the NDMP at 1957 prices for 1957. This eould be

done eagily. The aggregates at 1957 priees for 1958 and 1959
were them dervived by applying the sanual rates of inerease of

the respective years to NDMP at 1957 prieces for 1957,

In order to ecoavert thegse figures from 1957 to 1952 prices,
we employed the conversion factor 00,9858 which was derived by
dividing the NDMP foxr 1957 at 1952 prices by that at 1957 prices,
NDMP foxr 1958 and 1959 at 1952 prices were abtained by apply-
ing the conversion factor to the figures at 1957 prices, The
result for 1958 was latex confifmed by the S8B which gave a
national income index at 1952 prices for the period 195258 in

Ten Great Years,

NDMP at current prices were also estimated for 193259,
Ve made three estimates, but none of whieh counld be conclusively
said to be move veliable than the other two, Two sets of
ratios to national income were used in deriv;ng the egstimates:
(a) state revenue to mational income, and (b) state revenue net
af surplus breught forward from the previous year te national
income, In view of the pessible ambiguities in interpreting
the ratios, which we déscribed earlier, we applied ratio (a)
e actual revenus as well as te actuai-revenue net of foreign

loans, and ratio (b) to actual revenue net of foreign loans.
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As rTegards NDMP at 1952 prices for 1960-62, we only had
scanty data to contend with, On the basis of available infor-
mation on grain output and inecrease of industrial gross value
output for 1960=62 we made projections of the figurés, available
for the perind 1952=57, for the various components of NDMP,

The estimation was done between 1960 and 1963 and the results

as well as the methods of estimation are presented in Appendix 3.

i Hollister, The framework of accounts was patterned
after that of the U.5. DBepartment of Commerce with some modifi-

cations. &-?

The economy was divided intoe agriecultural business
sector, non-agriculiural business seetor, household sectar,

and government sector, Two general departures from the U,S,
system were madez‘a sector account each for the agricultural
and tie non-agricultural business sectors, ianstead of a conso=-
lidated business seetoer aeccount for both; the rest of the world
account was ommitted on accounti of inadequate information, and
transactions with the rest of the world were put under non-
agrieultural business sector aeccouni, The division into agri-
cultural and non-agricultural sectors make it passible to show
the interrelationships between the two sectors, Feollowing the
U,5, system, all state enterprises were incorporated into the
business sector, Such practice would reduce government activity

to merely providing economic and social serviees, which seems

inappropriate in ihe case of a planned aconomy.

Hollister used the final sales method in his national
inecne estimation, By this methoed, he relied heavily on Ludget

data and retail sales data, both of which constituted more than
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half of the GNP for 1952, Imputed value of farm home consumption
and the value oif house rent and consumer serviges, econstituting
32 per eent of the GNP had to be estimated by indirect means,

so were the »private investments and inventory chang;.hs Rather
than leaving private investment to be estimated by using the
residual methed, Heollister attempted to estimate it by using
fixed asset data, He estimated inventory change by means of
data on the changes in stocks of state tradiung enterprises, in
capital of private trading enterprises, and data on working
capital of state industry, VWhereas BEckstein rejected value

In
data on changes in stocks, Hollister made full use of them.qg

The aggraegates were valued at eurrent prices. The GNP
at constant prices were converted from the current price aggro=-
#gates by using retail priece indexes, computed price indexes,
whelesale price inuexes, and unit cost indexes, For econsumption
expenditure, price index derived from figures on average uoney
wage and average veal wage for industrial workers for 1950 and
ior the spcialiged sector Tor 1952-571 Bxact derivation wmethod
vas not given, Imputed farm home consumption and farm house
rent, which were also part of the consumption expenditure, were
converted by price index for farm sales of all agricultural
products, Government purchases were deflated by indexes of
world pirices im U.,S, dollars from indexes of exports and imports
oi countries with roughly the sawme commodity composition of
exports and imperts. However, the exact methed employed again

was not giveun, As regards gross domestie investment, imputed
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farm investment expenditures were deflated by price index for
Farm progurement; farm investment purchases from non-agricule
tural secter was deflated by wholesale priece indexj; increase in
inventory was alseo deflated by wholessale price indek; whereas

construction was deflated by unit eost index,

Hollister up-dated his estimates to 1960, The method of

%
estimation, though published, is not availablo.JO

8, Eckstein, The accouniing approach was adopted.
The Torm of acecounts he adopted was in essence that used by
Bergson and his associates in their Seviet mational income
studies, The basic conicept and definitions were thase used
by the U.S. Department of Commarca.sl The economy was divided
into the houselbold, the private busimess, and the public sectors,
There should be an account for each secteor, but because of the
relative insignificauce of the private business sector in a
"partially coumercialized areca such as that of Mainland Chimna%,
thie business sector account was merged with the household
seccount, Three sector accounts were presenieds Lhe househeold
and private sectior account, ithe public sector account, and the

£ross national preduct account,

Eckstein estimated the GNP at market prices by a hybrid
method, For the agricultstural sector, value added approach was
used, but for the nen-agricultural secter, distributive share
methed was employed. In estimating the agriecultural product,

apart from caleulating the gross value output by the sum preduct
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of price and quantity, the material inputs expended on agri-
culture were estimated in detail., Owing to lack of data, data
of pre-war era were used, The wage bill of non-agricultural
sector was based on his research on employment and Qverage
annual wage. Estimates of transfer income as well as enter-
prises earnings were based on published data in secattered
sources. Although there were both GNP and GNE, Eckstein's con=
tribution was the GNP sinee GNE was not entirely an independent

estimate.

Da Liu and Yeh, Value added approach was used in
52

estimating GDP and NDP for 1933, 1952-57. As for GDE and NDE,
they were partially estimeated by the expenditure approach and
partially by value added approach. Thus they were not indepen-
dent estimates. The aggregates were valued at 1933, 1952 and
1957 prices, The estimates for 1958 and 1959 were 'conjectural
estimates?, in the sense that they were extrapolations of the

1957 figures on the basis of information known on the increases

of output in the various sectors of the economy.

10, Wu and associates, Wu and assoeciates revised Liu

and Yeh's national income figures for 1952-59 and also made

GNP and GNE estimates at 1952 prices for 1960-62.53 yhile both
Wu and associates and we ourselves were working on the estima-
tion for 1960-62 at about the same time, neither of us were
aware of each other's work. Wu and associates made adjustments
to Liu and Yeh'!s figures for agriculture, manufacturing, utili-

ties, handicraft and mining. The revision was to be used as
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the basis for projecting beyond 1957, The reappraisal of the
agricultural sector was centred on grain output from 1949-62,
The value added in the industrial sector was revised on the
basis of progress in consumption of electriecity in industry and
in finished steel productien. The reappraisal of utilities
value added was limited to 1960 and after; for the period
1952=-59, Liu and Yeht's figures were retaimed, As regards, value
added eof mining, Liu and Yeht'!s figures were revised om the

basis of figures for coal mining given in Wu and Ling's study
on energy resources.Bh Handicraft value added was rvevised using

1933 as a point of reference; the basic data for 1933, 1952=59

were obtained from Liu and Yeh's study.

On the expenditure side, they extended Liu and Yeh's
estimates on domestic investment beyond 1957 by correlating with
machine availability (1958-62), assuming that in 1961 and 1962,

domestic investment was one-third of that in 1960,

With vegard to government consumption, Liu and Yeh's
figures for 1952-56 were retained, Wu and associates revised
the 1957 estimate on the basis of a separate investigation.,
The figures for 1958, 1961 and 1962 were projections of the
1957 expenditure estimate, on the assumption that expenditure
varied with population. Govermment censumption expenditure
for the period 1959-60 was taken from Hollister's other studiaa.55
Personal consumption expenditure for the period 1952-57

was estimated on the basis of (a) minimum maintenance level of
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consumption -~ %personal consumption I', and (b) actual grain
consumption -~ fpersonal consumption II', That for 1958462

was estimated on the assumpition that imerease of personal
consuuiption I or ITI was at the same rate as that of 'population,
Personal consumption I or II gave rise to the estimates GNE (I)

or GNE. (II) respectively,
A COMPARISON OF NATIONAL INCOME ESTIMATES FOR 1952

The table belew shows the different estimates of national
income for 1952.36 ¥We have excluded the estimates made before
1957 because they vere extremely crude estimates, The estimate
given by ourselves in ouyr estimation of NDMP for 19052-50 was

the oifficial Tigure and therefore would be excluded from the

1ist,
Estimator Forms of aggregate VYalue in milliion yuan
S8B NDMP 61,130
Li NNP 72,900
Eckstein GNP at market prices 71,255
Hollister GNP at market prices 67,860
Liu and Yeh NDP 71,410
GDP 74,670
Wu and asso-= GNP at market prices 75,600
ciates
NNP at market prices 72,400

The SSB estimate is used here as the standard while non-=
Chinese estimates are used as an alternative to the standard,

Our immediate concern is how much difference there is between
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the standzrd and the alternative, There are two ways of approa-
ching the comparison of aggregates based on different coverage,
one 1is to reducehthe conmprehensive aggregate to the level
comparable to the material aggregate and the other is to expand

the material aggregate to the level of the comprehensive aggregate,

Taking the first course, EBEckstein's GNP at market prices
is converted into GDP at factor cost which amounts to 64,606
million yuan, from which are subtracted the value added due to
modern banking and insurance, dwelling services, government
services, defence, and others which total 9,185 million yuan,
the resultant figufe is 55,421 million yuan which is the GDMP
at factor cost, The GDMP at factor cost would be the lower
limit since it dis mnot certain that all the value added due to
"others" is not material product, Furthermore, in the compu-
tation of value added of services that contribute to material
production, the prices used might possibly include dindirect
taxes. On the other hand, because the aggregate is in gross

terms, it is ceteris paribus, higher than the official aggre-

gate, In purely statistical temms, the derived GDMP at factor
cost is 5,710 million yuan below the official NDMP; and if it

is on a net basis, the gap could be considerably widened.

Hollister's GNP at market prices after deducting 7,900
million yuan for government purchase of goods and services would
be reduced to 59,860 million yuan, Since the GNMP at market
prices includes allowances for capital consumption, and also

it has eliminated net foreign export and property incomes, it
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is to be expected that the NDMP converted thus should be lower,
henee in comparison with the official NDMP, 1t is lowvex by more
than mere 7,000 million yuan (net export earnings and property
incomes amounted to 920 miilien yuan whiech must be deducted to

arrive at GDMP).

The NDP as estimated by Liu and Yeh, being 71,4310 million
vuan, includes value added due to government administration,
iinance, personal services, and residential rent, These may
be classified as none-productive activity and thus be execluded
from calculation of material product, These amount to 7,500
million yuan, The NDMP is thus 63,900 milliion yuan which is

higher than the official NDMP by 2,600 miliiom yuan,

Wu and associates' estimate (i.e. the revised and extended
Liu and Yeh estimate) of NNP is given as 72,400 million yuan,
To convert it into NDP, it is necessary to subtract inflow from

"and add outiflow of income to abrgad, i.e.
NDP = NNP + (M=E)

where M is outpayment and E inpayment, M consists of (a)
imports, (b) employment of foreigm experts, and (¢} expenditure
of Chinese communis£ diplomatic, cultural, and trading missions
abroad. E comprises (a) loans from abroad, (b) export trade
earnings (both legal and illegal), remittances froum abroad,

and (¢) foreigu diplomatic, culitural and trading missions?

expenditure in China. Hence,
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i

72,400 + (1,050 - 1,396) million yuan

72,400 « 346 milliiom yuan

i

72,054 million yuan

The adjustments neecessary are concentrated on the "non-product-
ive" sectors, namely,; government adwinistration, iinance,
personal services and residential renis., These, being paris

of the nine minor seetors in Liu and Yeh's estimate, have not
been adjusted by Wu and his associates, lence the deductions
from the NDP are of the same magnltude as those from Liu and
Yeh, namely, 7,500 million yuam, The resuliant, being the NDMP,

is 72,054 = 7,500 = 64,5354 million yuan,

As regards Liv's NNP, sinece it is derived by a mark-up
of abeut Z0 per cent of the NDMP, the NNP converted NDMP is

irrelevant in this case,

The calculations suggest that the NDMP is overstated
according to standards set by Eckstein and Hoilister, but
according ito thwese by Liu and Yeh the official NDMP is lower,
One mlght suggest that the value added of industry must have
been over-estimated since relative prices have been said to be
in favour of industry rather than agriculture, However, an
examination of the value added of the component figures would
show that, definitiomal differences apart, the value added of
agriculture and industry in the official NDMP i1s 47,190 million
yuan as agaiunst the 45,170 million yuan in Bcksteints GNP at
S

warket prices. The official value added figure lies between
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the two nou-Chinese value added of agriculture and industry,
Furthermore, the ratic between the industrial and agricultural
value added also indicates the uncertainty about the implica-
tions of the price structure at the time, The official data
give a ratio of value added of agriculture to industiry of 3,3:1,
Ecksteint®s is 2,2:1, Liu and Yehtg is 2,7:1, Hollisterts comes
to 3.531, and finally Wu and associatest is 431. If there were
any suggestion that value added of industry had been overestimated,
then Ecksteint's and Liu and Yeh's estimates rather than the |
official estimate substantiated the statement,; which then leaves
the higher magunitude of the official NDMP unexplained, Holli=-
sterts ratio would be more favourable than the official ome in
disproving ithe suggestion, especially when in abselute terms

the value added of both agriculfure aund industry are larger than
those of the offiecial estimate, We have thus far assumed that
the baskets of goods and services in the value added of agri-
culture and industry bad been the same in all these calcula=-
tions, The extent to which this assumption can be held depends
on the quaniity data employed, Since we have not been able to
deduce the way in which the official value added was derived
apart from the faect tThat gross value output was first estimated
and then intermediate product ocutput value and capital allow=
ances were deducted from it, any further deduction must be
guesses,which is ne use for our present purpose of establishing

the magnitude of error,
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A closer examinatlion of other wvalue added withim the
national income aggregate reveals that trade occupies a sub-
stantial share of the mational income estimated by the S8B,

The follewing table illustrates the magnitude of walue added

{4
of trade and its share in the NDMP or GDMP:)B
Estimator Torm of Value added 4 share in variant
aggregate of trade of walue added
(million in trade
yuan )
official NDMP 9,660 15,8
Eckstein GoMp 5..380 10,0
Hollister GoMP 6,630 11.0
Liu & Yeh NDMP 0,700 ' 15.1
Wu and
associates NDMP 9,700 15,02

It would seem that the discrepancies in the national aggregates
lie in the value added of trade of the different estimates,

If the information on labour force in trade and the net value
added per worker in trade could be relied upon as indiecators,
then it is possible te deduce that the official estimate of the
value added of trade has not been overestimated, This negative
appreoach assumes that the net value added per werker in trade
could be used as a gulde, possibly the upper limit of the true
value added if it were noet the true value, The value added of
trade for 1956 might be arrived at by simple product of the
labour forvece (6,482,000) and net value added per worker (2,499

yuan), whieh gives 16,420 miilien yuan.59 The value added of



trade in the official NDMP gives only 14,246 million yuan.ﬁn

The net value added per worker per year is therefore 344 yuan
too high according to the oificial national income data, If we
assumne that the net value added were holf that of the 1950
level, namely, 1250 ywan per year, in 1952, and the labour
forece engaging in trade were 8,014,000 as reported, the value
added of trade would have been in the order of 10,000 wmillion

yuark,

However,; it must be borme in mind that the traders in
the private sector were mainly single operators., The following
table shows the sige of and the number of people employed in

the establishments:61

Category No. of units No. of personnel
Resident trade 1,820,000 4,012,000
Itinerant trade 300,000 329,000

Stalls, small

merehants and

peddlars 2,180,000 2,427,000
If the traders were mainly single operaters, then their earnings
would be much higher than the workers in industry. Only the
regident merchants and the stall owners had fixed establish-
ments and had more than one person operating, Even then, the
value added could not have been such that the non-wage portion
being twice that of the wage portion in the value added, Should
that be the case, there should have been an influx infe the

trade business, partigularly when the wages in industry were on
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the average 360 yuan a year. There is no confirmation that
there was such a transfer of labour resources, A possible
check wight be made on the basis of the data on direet taxes
paid by the private enterprises engaging in trade. However,
since most traders were lone operators, their earnings were
regarded as personal income, Although they were subject to
income taxation, such levy had mnot been carried out in practice,
In that event, whatever he earned, even as much as more than
1,250 yuan a year, he escaped the tax; henece, we would not find
data in the state tax revenue to determine the sime of earnlngs,
It was not until later when these traders were members of

cooperatives that they had to pay income taxes.ﬁj

As regards trade im the public sector, if the net value
added per weorker of 1,250 yuan really meant for state enter=
prizes only, the large share of non-wage earnings in it is
possible, though very unlikely, Even if it were so, with a
labour forece of 1,246,000, the resultant total value added of

trade would mot reach the level of 9,660 million yuan.

It therefore seems that one is skepitieal of the wvalue
added oi trade in the NDMP. However, Liu and Yeh present a
close estimate of that sector of 9,700 million yuan., But it
seems Tfor the moment, we have not enough evidence to prove that
the oificial estdmate is incorrect, ¥We ean only bear in mind
that the missing liak lies in the trade sector and we are

aware of 1t.

62
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The tentative conecluslon to be drawn from the analyses

is that the official NDMP seems to be reasonable, Independent
estimates have shown that the NDMP could he understated as well
as overstaited, V¥hile the coverage of services which the Chinese
define as mon~productive might not conform to that which we

have deducted from IEckstein's, Hollistert's, and Liu and Yeh's
estimates of Chinats mnational income, one significant point has
been brought cut, namely, the NDMP is not necessarily overs=
stated, as evidenced by the faect that not all three of the non-

Chinese estimates are below the official NDMP in magniiude,

The conversion of NDMP into NNP, however, shows that
even Liu and Yeh's estimate is low, Since the 20 per ceni mark-
up on the NDMP is based on analogy, and is added to it by a
non-Chinese estimator,éh the NNP thus derived offers mno real

basis for comparison.

The non-Chinese estimates, as has been shown, are of
varying wagnitude, The coverage seems to have bheen partly

responsible, Comparing with Ecksteints findings, Hollister's
65

national accounts might be adjusted as follows:

Bekstedn Hollister
(wiliion yuan)

Iucome Irom farm ;
households 374505 36,790

Compensation of
employees and )
self-cmployed 164,515 10,084

Rental incowmes 24800 34720
Enterprise earniungs:

private 1,525 ?,ﬁQO
publie 6,270 6,970
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Indirect taxes 6,640 4,470
Gross national

product at
market prices 71,255 69, 524

The proeedure for readjustments is found in Appendix A. The
readjustment has brought Hollister's GNP at market prices up

Ly 2,624 million vuan. Hollister has an item called “imputed
consumer services" whieh we could not find a place in Ecksteints
national accounts, If this value, which awmounts to 1,880 mil-
lion yuan, weve included in the adjusted Hollister GNP, the
total would have couwe close to Eckstein's GNP, The iwmputed
consumer services prebably have been included in rental income
in Bcksteint's Table 2, The three independent estimates thus
are less in disagreement in total magnitude than is imagined,
The methods by which Hollister arrived at his data for the
national accounts might be questioned, His estimate has been
regarded as "veryv ingenious, but artificial™; his assumptions
of stable input-puiput relatiomship have been said to be guest=-
ionable; and the possible margins of error hawe not made known,
and finally, he has not critically examined the implications of
the eofficial price and wage indexes which he employs in his
construction, In so far as the comparison of the magnitude of
uational income for omne single year is concerned, the comments
are not reasonable., BEckstein has also resorted to expedients,
such as the use of pre-war data in his calculation of agricul-
tural production, and scattered data on non-agricultural wages

ont which the value added of non-agriculture are heavily based.
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The possibility of overlapping sectors cannot be ruled out.
since his study is focussed on 1952 only, he does mnot bave to
make use of price indexes, nor does he have to close the gaps,
and his data, of course, could unoit be used forx analfsis of
growth, There are limitations using the Tinal sales approach,
particularly with the kind of price system as existed in China,
but these have litile sigmnificance in comparing the national
totals for one year, especially 1952 which is the base year
for all three estimates, Margins of error are important,
where exact measure is not available, the appreximate magnitude
should be made known, However, it must also be borne in mind
that in making appraisal of one set of data by another set, it
is necessary to make gertain that the standard set of data is
ot itself subject to variations, We need hardly emphasige that
conlsistenecy of data does not neecessarily mean they are reliable,
There is such a thing as consistent errors, To appraise statise-
ties on the basis of qualitative information suffers from the
exereise of inherent bias oif the estimater, Therefore, unless
it ean be proved on statistical terms that data are unreliable,
any estimation eof margin of error is subject to the dimplieit
assumption that the standard set of data are reliable and
parfect.GG

Liu and Yeht's estimates would be subject to the same
kind of cwriticisms accorded to Hollister when analysed on the

basis of time series,



In conclusion, it should be expected that the four
estimates approximate one another, The sources of data were
conmon, and undoubiedly some had been used by all four esti=-
mators. The state budget data were accepted almost without
questlon, at least in Hellister's and lcksteints case, It
should also be expected that the statistical reliability would
be a pireblem, China could not be expected to develop an effi=-
clent and conpetent statistieal organization evermnight. Sta=-
tistieal inaccuracy could have originated rom genuine incow=-
petence than from political manipulations. The institutional
set up of the Chinese statistical system, as deseribed by
C; Me Li is based on the Soviet pattern in which the mational
goverament is responsible Tor the whole statistical machinery.67
This entails a chain of problems rumming through the bureau-
cratic organization which can be solved only through time and
experience and alsa through less intervention of politics and
ideology. As far as 1952 is concerned, the SSH was at its
infancy. By 1956 when national income data were published, the
quality of data in gemeral had been improving., Data covering
the earlier period were revised, although revision was not
alvays made known in all cases, Internal incomsistencies were
nmmerous, especially among the value data which are regquired
in national income and accounts.68 The effects of inconsis-
tencies can be revealed in both Beksteints and Hollister?®s works.
In the estimation of non-farm wage bill, the wages used were

difierents. In the estimation of agricultural production, the
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farm prices used were also not the same, Neither could veally

prove that his own estimates were the correct ones,

COMPARISON OF DIFFERENT ESTIMATES OF NATIONAL INCOME- FOR 1952-62

Levels of national income

Estimates of national income hy S83, Hollister, and
Liu and Yeh have been compaved in Vu and asscociates!? study.ﬁg
Liu and Yeh had also compared the official estimates withh their
Yad justed official estimates?, i.,e. official estimates which
had been adjusted ©o Western mnational income accounting comneceptis,
and also with thedr own product and expenditure estimatas.70

In the presenti section we shall exclude the estimates umade Ly

the United Nations and by C, M, Li, as well as that by us

e

fox 195259, because in the first case breakdowns are not given
and in tThe last two cases the estimates are SSB estimates

essentially,

For comparison, Liu and Yeh present a -table showing the
cstimates made by them, together with the adjusted estimate of
domestie product, for the period 1952-57, both at 1952 prices.
This 1s reproduced in Table 2, They also produce a table on
reconciliation of adjusted estimate and the conmunist estimate
of met domestic material product for the period 1952=37 (Table
3)e Adjusted estimate of domestic material product is communist
data adjusted to Western concepts of national income accounting,

The comparison of offiecial figures and the adjusted estimate
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TABLE 2. COMPARISON OF LIU & YEH AND ADJUSTED ESTIMATES OF GROSS
DOMESTIC PRODUCT

(Liu & Yeh data reduced to zero) (1,000 million 1952 yuan)
1952 1933 1954 1955 1956 1957  1952-57

1. Agricul- :
tm -2. 59 "'2. 76 -2.&4 "‘1- 35 '“0- 21 +3a 02 -60 ?3

2. lModern man—
ufacture 0 40636 +0.57 4057 +1e18 +1.27 +3495

3. Handicraft =0.31 ~0636 ~0.39 =0.18 =0.05 +0¢35 =0.94

4. Transport and communications

a. Modern O +0.22 40,39 +0.42 +0.83 +1.01 +2.87
ioned +0.41 <0.14 =0.27 <0,12 ~0.22 (8] -0e Tl
5. Trade (ex.
peddlars) O +0,60 +1.03 +1.61 +2.61 +2.96 +8.81
6. Finsnce 0 +0.,20 +0.04 +0.09 +0.09 +0.27 40,61
70 Img -29 86 -2.06 -1-47 +l|04 +4-Q 33 +8.88 +7- 86
8. Deprec-—
iation =0 08 +0.01  +0.03 +0.08 +0.28 +0.45 +0a TT
9., GDP -2:94 =2.05 —ledd +1.12 +.61 4+9.33 +3.63
10. Adjusied
GDP 74.67 78.99 83.31 86.57 97.28 100.82 521.64
aggregate

~3.94 =2.60 ~1.T3 +1.30 +4.74 4926  +#1.66

Source: T.C. Liu & K.C. Yeh, The Fconomy of the Chinese Mainland:

National Income and fconomic Development, 1933-59, Vol.I,
Table
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TABLE 3. LIU & YEH'S RECONCILIATION OF ADJUSTED ESTIVATE AND
THE OFFICIAL ESTIMATE OF NET DOMESTIC PRODUCT

A. Reconstructed
official
figures

B. Adjustment
due to diff-
erence in
concept

C. Unexplained
‘balance

D. Adjusted
egtimate

1952

61. 13

+5.18

+2024

68.55

70.04

+4.T0

~1.47

73«27

1954

73.88

+5.21
""ll' 28

77.81

(1,000 million 1952 yuan)

1955

78+80

+584
‘-lo 30

83.34

1956 19571
88.T5 95453
+6e99 #7452
+0.67 4317
96.41 104.22

Source: T.C, Liu & K.C. Yeh, The Feonomy of the Chinese

IMainland: Tational Income and Fconomic
Development, 1933~59, Vel.I, Table TO.
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shows that after allowance has been made to the former with
respect to differences im concepts, lack of data on old-fashioned
transportation which is included in the adjusted estimate, and
difference in the structure of industrial classification, the
unexplained discrepancy between the two estimates is relatively
small, This suggests that there is some intermal consistency

in the official estimates and the raw data on which the esti-

mates are based.,

With regard to the comparison between Liu and Yeh's
and the adjusted estimates of domestic product (Table 2), no
observations are made by Liu and Yeh on their table showing the
two sets of figures. The GDP figures indicate that for 1952-54,
Liu and Yeh's estimates are higher than the adjusted figures,
but for 1955-57, the reverse is true, Taking the period 1952-57
as a whole, it can be seen that the adjusted estimates is only
higher than Liu and Yeh's by 1,66 per cent of the latter, The
change of the adjusted estimate from a negative to a positive
with respect to Liu and Yeh's figure in 1955 seems to have
derived from two factors. One is the narrowing of the gap
(negative) between the adjusted and Liu and Yeh's estimates
Tor agriculture and for handieraft and the other is the widen-
ing of the gap (positive) between the two estimates for trade:

stores and restaurant.

With respect to domestic expenditure (material production
concept), the unexplained difference between the adjusted

estimate and the official estimate after reconstruction and



allowance for difference in concepts is larger than that for
domestic material product (Table 4), For the period 1952-57,
the lowest figure is +2,080 yuan (1954) and the highest is
+5,930 million yuan (1956) in the case of domestic expenditure,
while the corresponding figures are -1,%470 million yuan (1953)

and +3,170 miliion yuan (1957) in the case of domestic product.

As regards the comparison of domestic expenditure as
between the adjusted and Liu and Yeh's estimates, a similar
pleture as that of the comparison beiween the two estimates of
domestic product is obtained (Table 5), For the period 1952-57,
the adjusted estimate is higher than Liu and Yeh's by 1.68 per
cent of the latter, Also, prier teo 1955, Liu and Yeh's esti-
mates are higher than the adjusted ones, but in 1955 and after,
the reverse 1s the case, The change of the adjusied estimate
irom negative to positive with respect to Liu and Yeh's esti~
mate in 1955 may be attributed to the narrowing of the gap
(negative) between the adjusted and Liu and Yeht's estimates
for food and also the widening of the gap (positive) between
the two estimates for miscellaneous personal consumption expen-
diture, There is no significant difference between the two
estimates fov either governmenti consumption or net domestie

investment,

It is interesting to note that Liu and Yeh pay little
attention to tables showing the adjusted and their own esti-

mates of GDP and of GDE. Their study in two volumes comprises
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TABLE 4. LIU & YEH'S HRECONCILIATION OF ADJUSTED ESTIMATE AND
THE OFFICIAL ESTIMATE OF NET DOMESTIC EXPENDITURE

(1,000 million 1952 yuan)

1952 1953 1954 1955 1956 1957

4, Official
estimate 62.86 T1.09 T4.25 78.96 88.15 92.51

B. Adjusinment
due to diff-
erence in
concept +2.87 40632 41,86 43435 +Ll.T8 +6.37

C. Unexplained
balance +4.56 42.91 42,00 42421 4993 +4.39

D. Adjusted
estinate 70.28  T74.32 78.19 84.52 95.86 103.27

Source: T.C., Liu & ¥.C. Yeh, The Sconomy of the Chinese
lginland: Naticnal Income and ¥conomic Development,

Tzﬂ"rzz, volvi’ Tﬂable 94-




TABLE 5.

(Liu & Yeh data reduced %o zero)

COMPARISON OF LIU & YEH AND ADJUSTED ESTINATES OF GROSS
DOMESTIC EXPENDITURE

b7

(1,000 million 1352 yuan)

1952 1953 1954 1955 1956 1957 1952~57
1. Personal .
consumption =2.86 =2.06 =1.48 41.02 44.28 46477 +5.67
a. foed =2.T0 =277 ~2:TO  =0.73 +2.06 +3.97 =2.87
be. Clothing +0,09 +0, 20 +0.25 40,20 +0.32 +0.18 +1.24
c. Hiscella-
neous =~0e25 40,51 +0.97 +1.55 +1.90 +2.62 +7.30
2. Government
consumption 0 0 +0,01 +0.02 40,05 +0.07 +0.15
3. Tet domestic
investment Q 0 +0,02 +0,02 +0,05 +2.11  +2,20
4. Yet domestic
expenditure ~2.86 =2.06 =1.46 +1.,06 +4.38 +8.95 +8.01
5+ Depreciation -0.,08 +0.01 +0.03 +0,08 +04 28 +045 +0. 7T
6. Gross domestic
expenditure =2.94 2,05 =l.43 +1l.14 +4.66 +9.,40 +3.78
T. Adjusted
GDE 7640 80,04 83.68 87.T3 96.68 99.80 524.33
aggregete
8. (1)/(8)x 100%:
~3485 2.56 =leTl  +1.30 44482 4942 +1.68

Source: T.C. Liu & K.C. Yeh, The Beonomy of the Chinese lMainlands
Netional Income and Teonomic Development, 1933-59, Vol.I,

Table 93,
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946 pages, and yet no comment is made on these tables apart
from references to counceptual differences in estimation. It
canunot be said that space has prevented them from this neces-
sary task. Probably they find that observatiions mad; on them
will comntradict their earlier opinion of the official mnatiomal
ingome figures, Their evaluatlons are valid in the discussion
oit rates of groweth, The high rates of growtih as claimed by

the Chinese are due te their low estimate for the base year,
and alsec to overstating the performance in the pest=1955 period,
Liu and Yeh, with their own estimates, have shown this very

well, The rates of growth are sunmarized in Table 10,

However, as berue out by Tables Z and 5, Liu and Yeh
cannot say that the Chinese communist estimates have been
overstated oy understated to a signiliicant degree. The dif-
Ferences between their own and the adjusted estimates are less
than 2 per cent either way of their GDP, Granted that dil-
ferences might be greater as between the estimates for the
component items, the dissaitisfaction over Chinese commuiists’
arises over the matiscmal income tetal rather than the component
items, Liu and Yeh make the observation that there is a fair
degree of intermal consisteney within the official estimates
but that does not mean their ecstimates are accurate, Since the
fational incomes in absolute terms approximate each other, it
cannot be said that the official figures (after comncepiual
adjustments) are to any significant degree inaccurate, Liu and
Teli's statement is at best applied to certain compoments of
national income. The extent to which their own estimates are

reasonably accurate thus remains an open question.
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As part of the examination on the available data on GNP
of China, Wu and his associates compare the various esgtimates
of national preduct and expenditures, Only Liu and ?eh's,
Hollisterts, and the official estimates come into the purview
of the comparison, IEcksteints estimate, though derived from
national accounts, cannot be and is not inqluded because it
refers enly to 1952 wheress Wu and his assoclates are interested

in series.

In Tables & and 7 are the various product and expenditure
estimatez, each in its original form of aggregate., Three geries
arve ineluded under Liu and Yeb: NDP, GDP, and GDE, It should
be noted that the SSB mational income for 1952 is given as
61,250 million yusn instead of the officlal figure of 61,130
million yuan, published in January 1958. The reason is not
known, probably the data not bheing available to Wu and his

associates at the time,

The comparison of these product and expenditure estimates
is made with the following views in mind: (a) relative relia-
bility and accuracy in quantitatively showing the Chinese com-
munist economic development, (b) points of agreement in spite
of comceptual and methodological differences, and (c) points of

disagreoment,

We shall first of all compare some of the observations
uade by Liu and Yeh, on the omne hand, and by Wu and his asso=

ciates on the other, with the latter used as a peint of departure.



wopPeIl, Juypeey TBIOULS Jepun emmeqns yroq jnq (ev) ¢ OuUFl U pepnyIouUT +

06478 01°*eg oL*oTT

05°6

on°SL

oZ*y2

68°0

c8°1

08°*Y

09°8

0L sc

2961

06°9 0z°g

0z°€L 0S°2TT

oz {2 0z lE

68°0 80°C
I6°T S0°L
08°% oS

o016 00*0f

oL*zt o0f£°0¢€

T96T 0961

931 TME3 60 So3eEoOSsY

ST pue np

9 CMTT2 680 6,YoL pue nyi

(sadoouod wregseln - ©IBVP TRFOFIJO) ©3TBWEISd pogsnfpy

OT*6TT OL°OTIT 00°00T
CHe2eT CL°HTIT 29°00T1
84°88T #6°CST ST°OTT

0T >4
T6*L
€L*TT

00°2T1
rA R A
C9°9LY

052
£2°¢
Lzt

092
Lo*2
Loz

160
TS0
T6°0

00°2
6z°2
BG*EC

L8y
IT*9
TL*9

8C* 2T
96°¢CT
L* €2

L8 2
€8°2
9¢°¢

LA

NN Dol D0

.

\D

=
A AT N O
L] L]

A == =00 Ovine

2
-
@

064
049
69°¢g

0z 4z
90*G¢
95 LY

or* ot

£ ey
00° 94

6661

06*G
49
L6°Q

08°%0T
82° 80T
L6°*qyT

86 2T
s 2T
TC°6T

Lg*2
lg*e
el C

0z°*S
8%*S
£6°%

08 * 16
e 66
22 10T

€g°0
G8°0
$8°0

cgre
cGre
ag*e

TI6*0
I6°0
I6°0

LE*T
L&t
1710°¢

€0°*¢
£0°S
€o°<

UL A
T
T

TO*0OT
TO°0T
L6*2T

ehe
5
€h'e

28°¢C
28°¢
€8y

2oy
29°Y
294

't
TL40
L0

og*e
LO*C
Lo*€.

o%*s
8L*S
WAL
on*sStT

66° ST
92° LT

0z°LE

or*LE
Qr* oy

LGOI

(NVOX NOXITIN 000°T)

09°96
QL 26
68°1T0T

06°4
0z*S
84S

0L*T6
80°*26
TH*96

I8°0
I8°0
I8°0

237 A
gz
8h'te

TG0
160
T6°0

olL°T
oL°T
68°T

9L %
9L*4
L TAR

oI

26 °¢
26°¢C
QLY

L6
L6y
L6 1

CO°T1
650
65°0

61°2
gLz
g 2

0Z°S
Gz°s
0z*S
0z° 4T

TG /T
6O°ST

08°9€C

L6*9¢C
9L*9¢€

9G6T

0T * 99
LG*98

69°L8

OT " ¥
Le*h
GL* Yy

(o]0 Rarde]
0£°28
we*ee

GL*0
CL°O
GL*0

Whte
v 2
Wmte

#5°'0
760
%5°0

rATS
25T
I9°T

Loy
Lo*y
Loy

"a*'1
HET
®S T

C6°Q
q96°Q
96 0T

#ﬁsN
Heez
ge'e

oT°¢C
oT°¢C
AR

€6°¢
€62
€6°2

28°0
8%°0
8%°0

o0°Z
el A4
- d R

oT"°¢
rd
1764
0#7° 0T

9¢ 0T
€6°0T

05°6¢

%8 °S¢
oR*He

66T

296T = 2461

SUDIUI 2S6T LV

oz es
TC 08
L2118

06°¢C
€Oy
90" %

oL gl
gz 6L
I8°LL

%m0
h*0
%0

LE*g
P A 4
A T

%50
He 0
$#5°0

2 a4
iyt
IS *E
C6°¢C
G6°¢
C6°¢C
7 s 4
£L°1

™

™~
L]

L

!

Deogr

FaiaRla
L]

(eafee o)

@ NNy
NN
*® &
NN N

06°2
06°2
6z2°¢

89°c
89°¢c
89°¢

oL*0
£4q°0
£4°0

€9°T
28°T
28°T

084
86°1;
69

08°6
866
CTI*0T

09° %€
05 °G¢€
96 °2¢

06° 8L
6G 2L
$#6°9.L

05°¢C
99°¢C
Lo°¢

on°*GL
ceeal
LTl

RC°0
eC*'o
gf°0

4 B
2ee
W

GC*0o
¢G*0
(s}

6E°T
6€°1
) = ki

oL*t
0L°*¢C
oL L

ot°2
0] vt
oi*e

Ll
Lg* L
FATRE:

18 A
¢hee
L2

a2z
GSC° 2T
LL e

8e°d
ge°'¢e
ge*e

Gs*0
LE*0
L0

GC'T
9Nt
9n°T

08°#
I8°%
SHH

05°9
82°8
#9°8
08°*4¢

28" He
90°zL

€G6T

09°G/
Loyl

€L TL

oz g
9c C
8T ¢

on*zl
H*TL
GG g9

[0] S
(o) S
ot°e

€8°T
€8°1
£€8°T

Li7°0
I€°0
IC"0

LE°T
In*Y
LT

08°#%
aLl*y
H#.*N
o%°*9
ch*9
Sh°9

0T °S¢E
6T 40
09°I¢

2G6T

<A <43 <AB <d2 <aA3 <dm <3z

3 =
— e

<

<M=

;)
T

N7
L

A

1

Y

i

.ﬂ.‘

LA e

4HaE 4=

<=

A

#.1

<=

th
151

$V SONIDAT

jonpoad
TRuotluy
\Oﬁpwcﬁoﬁ
B60ID *QT

UOTRVEO
~oada( *LT

jonpoad
TEYUOT3UN
\Oﬂwmosoa
3°N *9T

¢ (v1)
-(9) = sao3
-008 JOUIH

ouTN¥ °*G1

sopedrag
AI0H *HT

juoy
TeF3uep
~Fsou °*CT

S00TAIOS

Teuos
=JI9d °*°2T

@2
~uBTd *TT

! awuem

=UIOACD *OT

sxeIpLed
T GoOpCXY
(a) *6

gjuRINTisoy

% $0a10%S
tcopual,

(®) “6

uoE3ey
C=xod8uBI],

poucyFysey
-PTO *8

SUOY¥ 3
-2 FUTHIIIOY)

? UuocEe}
=Jodsuex],

wIopol °.

UOFIONII S
-u0) *9

S0T3
-F¥T¥30 °S

Sutun *y

83JBI0
-FpucH °*C

2N OBINUEH

WIOPON *Z

oxny

~INOFIIV °*°T

IDNAoUd TVNOILVN/OILSTION SSOUD NV JIAN Ss VNINDO LSINAMNOD J0 SILVHILST *9 T'IAVL



M % T-MN Jo sFexeay

=M
nOHPQESWEoo utead Treuosasd TeN1OV uo Pes®eq e3vwWTls] ;S91BTO0SSY % nj te—-M
; TeaAsT
BOUBULDJUTEW wnuiuTw 38 uorjzdumsuod Teuosaad uo paseq 93 BWUTISH 4 S931€POSSY P np T-p
. 83BWUTISH m.ﬁ@#m._m.m-_..om ‘H )
2jewWTlSy s,Yysx pue nr T
nmummoﬁoo UIajgssap - MuauHMﬂOH%%ov ®j3vwT)se pogsnlpy H pusSe]
0L°28 0S°'T8 O0%°SIT 0S°'OTIT 09°€0T 02°%6 00°%6 00°'88 08°SQ OT*€8 0L°GL C-H ‘A
08°'TL O0O#'0L 0€*60T 0L°80T 09°90T 02°96 08°96 08°06 09°88 09°GQ 0z'glL 2-M
09°€6 09°'26 0S°LZT 0Z°2TIT 09°00T 0z°SE 02'T6 02°S8 06°'28 05°08 OI°CL T-M jonpouag
TT°8ST LS*2HT €2'92T 2h°20T TZ'L6 IHh°S8 26°T8 90°LL 98°L9 H TeuoT3eN
08°66 89°96 €L°L8 89°C8 +0°08 ot 9L T /°T3seumo(q
02'60T HC°TOT L8°88 6Gz2'z8 66°LL 9 €L A ssoan *6
8% ° < (oFAd Ley €0y 99°¢ 9z°¢ e W UOT1eTO
£€6°¢S 8¢S CC'y 90" 1 L9*¢ 8T°€ v -oadeq °g
2anjg
CEH6 8H'T6 94°€8 S9°6L giogl WYLl 7 =tTpuadxa oT3
Lz°€OT 98°G6 25°%8 6T1°8l SL*HL gz ol V =-sawoq 38N °*/
09*LT 09°LT OL°TS 0L°6C 08°6z 0£°92 09°SZ 06°02 02°02 06°LT O0S°CT M jusumy saAUL
Te30L °*9
quaum
OT"I- 09°0- O0OI'0- 0S°0+ O0C°'I+ o0z°'I- OK*0= OT*'T= 00°1l- \\.ﬁ -3S9AUT ufre
§0°0t 40°0+ %0°'0+ ¢€o0'0+ ST°0- £9°0~ QL°0~ L90~- =26'0~ H -I0J 38N ‘'S
. . “.\
- - o W 2 \..\u : -~
09°LT 09°LT 08°25 0f£'0Of 06°6z 08°Sz 0€°Sz OI"2Z& 09°0% 00°6T O0S°"HT M
29519 98 €S, ShLvEh Ly He 29°0T QL'ST Go*CT #6°2T 60°'0T H Juou
Z €9°0a 6L 02 HO QT HL 9T  SH*"CY OT TT T —=3ssAul o0T2sS
€L°22 #xn°0z 90°'8T GL9x SHC1L 9z°TT V x—awo( 39N °*y
OnS EL__OSYEL OT €L OQ'LT, 09°0T OL70Tr [05*0 ot*g o008 . O0OT"6 (0] M7 5 M
OESET . HO®TT £4°p Tz*6 HOSOT €96 646 266 26°L H uoTq
26°S £€e g TIT*9 64°¢ %99 He* S 1 -dunsuoo juowm
66°¢< 82°¢S e e 0s°§ $#9°9 He*Q V  x-uaeson °¢

6z°¢C 9z°¢ s W 9h*z G2 86°T 1T 2 V

9€ "L L9*9 IT'h TO“Y T T gt < T
86°6 LS8 99°¢ 842 C9°'1 2'S v

O%*'C  TE'E  G2'C  9T°E OT'CE 40°C 1 %Y

S90TAIOG
Teunuwod *g

snoaurvT
~Te0osTi (o)

Futsnoj] ﬁﬁv

2L 8G°¢ 9% *q Ge°¢g A TT'S I 9% IYITI
® Tond (0)
29°6 ch'or 28°'lL €h's 6L'8 68°L° | :
08°6 ¢L°0T TO'S B89"8 66°85 g6l v Sutyizord (q)
s 6£°8C 79°9€ SC'9C TH"9E 6S°CC  go°CE 1
_ 9€°2h  0L*8€ 29°SE TL'CEC 28°0f 8L'OC v poog (®)

08°2h 09°TH# 0S°Hh 00°8S 02°99 09°8S 0L°29 0$°T9 OK°09 09°8% O0#°LS z-K
09°#9 08°€9 0L°29 0S°TI9 02°09 09°'85 OT'LS 06°SS O0L°*HS 0S°tS o0€"z6 T-M

0€°¢8 €9°LL TL°%L TIL°89 o0L°89 EEYI9 9T°LS JLz*6S [Li*eg
92°TL 88°99 TO'8S 8%°ES 8L'6H 4L °TIS
2961 T96T 096T 656T 8G6T LS6T 9G6T CC6T §S6T CSO6T 2S6T

; (NVAX NOITTIIN 000°T)
296T ~ ZS6T

NVAX 2ZS6T LV SUNLIINIAANG TVNOILVN/OTLSHNONO
SSOUD ANV LIN SiVNIHD LSINANNOD J0 TALVHNILSH */ STVl

H
6h°H9 09°29 66°95 96°HS H8'TS 09° S r
v

uotadumsuo)d
Teuosaad °T



52

Wu and his associates note that owing to the .differemnt
production concept used in mnational income accounting, the
official figures are and should be lower than elither Hollister's

71

or Liu and Yeh's product estimates, However, even allowing
for differences in concepts as the cause of discrepancy, they
think the official estimates are still teo high, especially

for post-1957 when counsumption and possibly investment expendi-
ture are overstated, HNot enocugh information is known about

the way the official estimetes are compubed, "one would be well
advised to Take the official data with a grain of salt," espe=
cially for post—1957.72 It is observed, that beth Hollister's
and Liu and Yeh's estimates approximate each other until 1957,

For 1958 and 1959, Hollister's estimates follow the trend of

S8B figures.

There 1s mno doubt that the official estimates beyond
1957 are overstated. But the general statement that "the
offieial sstimates are still too high" do met tally with Lin
and Yehts findings for 1952-57, It will be recalled that for
the peried preceding 1955, Liu and Yeh have shown that the
official estimates after adjustments with regard to concepits
are lower than their own estimates. It is only for 1955 and
after that the official estimates are higher., Even so, the

difference 1g less than 2 per cent.

It is true that the exact procedure followed by the SSB

in national income estimation is mno¥ kiown, but Liu and Yeh,
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through their comparison of the adjusted estimate and the offi-
cial data wilith econeepiual adjustments, for 1952<57, have shown
that the official estimates score fair in intermnal consisteney,
The steps followed by SSBE in national income acecounting are
assusied to be those deseribed generally in 1956 article on
estimation method, To¢ the official esitimate for each year is
added items that are not included in the aggregate and the
estimate is reconstructed according to Westerm industrial
classification, The estimate is then compared with adjusted
estimate derived om the basis of offileial data on component
items included in national income estimation., If the difference
is slight, which happens to be the case, the methods which the
8558 uses in national income accouanting work are to a large
extent confirmed through reconciliation between the official
and adjusted estimates, Hence, that ome might as well take the
official data with a grain of salt mway be regarded as an exag-

geration.

While it is possible to compare the 555 and Liu and Yehfs
figures - because they both employ tiie value added appiroach ~-
it dis not possible to do the same for Hollistert's and Liu and
Yeh's except on the aggregate level. It is true that for the
years through 1957, Hollistert's estimate follows closely that
of Liu and Yeh, but it also follows even closely the official
estimate from the point of view of rate of growth. It is not
possible to compare the SSB and Hollisterf®s product estimates

using value added approach, but Hollister's estimate not only



approximates the adjusted estimate but the official rate of
growth as well. This may also suggest that Hollister confirms
that the oificial estimates are internally consistent, not only
that, but the official rates of growth are reasonable as well,

at least up to 1957,

Wu and his associates analyse the factors exaggerating
the growth rate in the SSB estimate under (a) inherent bias in
1952 prices, (b) "new product" effect and underpricing of farm
products, and (c¢) underreporting of production in the 1952
base years.73 We are not concerned with (a) or (b) since the
problems apply to both Hollister and Liu and Yeh. The under-
reporiing of production in 1952 varies between Hollister and
Liu and Yeh, Hollister made adjustments to food crops, but the
net effeet is insignificant, Liu and Yeh are said to have
partially corrected the underreporting. The results are that
Hollistert's GNP estimate for 1952 is low while Liu and Yeh's
is high, The effect on subsequent development is significant
as llollistert's estimates for the post=195Z2 period are made to
compare with a low figure for the base year while Liu and Yehts
are compared with a higher product estimates, The rates of
growth will be higher in the first case than in the second
case, given the same or more or less the same magnitude of the

national income of the comparing year in both cases.

For the post-1957 period, comparison is difficult because
both Hollister and Liu and Yeh made assumptions at a time when

reliahle dataware scanty. Ffrom the quantitative viewpoint,



Liu and Yeh's figures are lower than Hollistert's, both absolutely

and relatively,

Vith regard to mational expenditure and its allocation,
except 1952, Hollister's and Liu and Yeh's estimates came close.
Wu and his associates suggest accuracy of these twe independent
estimates is thus guite high, If this is the case, it further
affirms that in absolute terms the Chinese estimates in effeet
alsoc are reasomnably accurate., We now compare Wu and his asso=-
ciatet's with Liu and Yeh'ts GNP, The formerts GNP is a revised
estimate of the latter; the methods of adjustments have been
deseribed earlier, The revised GNP and GNE are shown in Tables
6 and 7, While GDP and GDE may differ, GNP and GNE do not.

The estimates of GNP and GNE do not correspond except for the
year 195Z, VWe assume that Wu and his associates are only inte-
rested in the average of the GNE (I) and GNE (II). If we con-
sider GNE (I) and GNE (II) separately with GNP, the discrepancy

still exists, evemn for 1952,

The disecrepancy ecan be attributed to the fact that the
product and expenditure estimates are revised independently.

ilowever, accuracy is not warranted for the revised estimates.

Nevertheless when we compare the Wuts product estimates
ith Liu and Yehts, we find that exeept for 1952, the former
is lower than the latter, particularly so for 1958 and 1959.
The discrepancy is due to the downward revision of value added

of agricultural sector,



56

As rvegards expenditure estimates, all components except
persounal consumption are based on Liu and Yeh, hen;e discre-
pancy lies between the estimate for personal consumption by Wu
et al and by Liu and Yeh. Liu and Yehts estimate for the
period 1952-57 does not fall between YWu's: personal consumption

(£) and personal consumption (II).

Finally, wihile breakdowns have been made available for
our estimates of* NDMP for the peried 1960-62, because of the
particular methods employed in estimation, we have not been
able to adjust our estimates like Liu and Yeh adjusted the SSB
estimates fto conform with Yestern national income accounting
coneepis,. For thils reason; no attempt has been made tao compare
¥u and assoclates? estimates with ours, However, our estimates
w111l be used in the comparison of the different rates of national

income growth in the following section,

National incoue growth rates

Oin the whole, theve is a change in national income in an
upward direction since 1949 (Table 8), though the rates of
growth of the different estimates vary, For the period 1933-52,
Liu and Yeht?s GDP estimates in 1952 prices show an increase of
Z1,1 per eent, but the GDP in 1933 prices show only an inerease
of 13,2 per cent, It 1s possible that during the period 1949-51,
China%s national income for any one year was below the 1933

level. As shown in Table 9, the State Statistical Bureau NDMP
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index gives 59, 70, and 82 for 1949, 1950, and 1951 respect-
ively, given 1952 as 100. Within one year in 1952, the NDMP
in 1952 prices increase had been 18 per cent, Since the SSB's
NDMP adjusted to GDP according to Western comcepts is only 3,94
per cent below Liu and Yehts corresponding figure (Tahle 2%y
the GDP for the period 1949-31 would have been below the 1933
level, whether in 1933 or 1952 prices. Crude estimates made by
Wu, Cheng, and Mah seem to confirm Liu and Yeh's résu1t5.7h
¥u's NNP at factor cost in 1933 prices gives an increase of
over 30 per cent for the period 1933=53, while Cheng's gives a
20 per cent increase for the perioed 1936-52, Mah's estimate

of the NNP in 1936 prices during the period 1936-56 is 39 per
cent, If the SSB's NDMP index for the peried 1952=57 is applied
to Mah's estimate of the change, the NNP in 1952 would be below

the 1936 level,

During the Pirst Five Plan period (1953-57), the change
of mational income in 1952 prices varies with different esii-
mates (Table 9). Idu and Yeh?s estimate of mational income
change for the period 1952~57 is 34 per cent (NDP) or 35 per
cent (GDP), while Hollister's is 51 per cent (CNP), and SSBE's
is 53 per cent (NDMP)., Wu and associates! revised figures give
an overall increase of 30,5 per cent for the same peried or an

annual rate of 6,6 per cent,

With regard to the mational income growth el the period
aiter 1957 in 1952 prices, the S$SB's NDMP for the period 1957-39

shows an inevease of 68.9 per ecent or an amnnual growth rate of



TABLE 9. INDEX OF NATIONAL INCOME IN 1952 PRICES

(1952=100)
Hollister Liu & Yeh SSB Li Luey
1949 59
1950 81 70
1951 93 82
1952 100 100 100 100 100
1953 114 105.4 114,6 109.9 114,6
1954 121 1143 120.9 118.8 120.9
1955 126 115.3 128.9 128.6 128.9
1956 143 129.0 1k5,.2 147.2 145,2
1957 151 13543 153.2 153.4 153.2
1958 151.2 205.3 205.3
1959 175.1 249.5
1960 ' 253.1
1961 199.1
1962 228.4

Notes: When converted into indexes, Cols, 5 and 6 in
Table 8 give the same figures, hence only one
series under Luey.

Source: Table 8.



28 per cent; Liu and Yeht's NDP and GDP overall growth rates are
31 and 32 per cent, amnual rates being 14.5 and 14,9 per cent
respectively; Hollister®s GDP overall growth rate for the
period 1957~60 is 54.4 per cent, that is an annual rate of 15.5
per cent; and finally, Wa and assoclates? GNP change over the

period 1957-62 is as follows;:

Period Overall growth Anpual growth rate
1957=59 23 per cent 10.9 per cent
1957-60 2h.7 76
1957-62 =10.5 =24l
195962 ~-27.6 ~-10,2

e have also estimated the nmational income for 1960-62 om the
assumption that the reported grain eutput data were accurate
(Appendix B). This is intended to be an extension of the SSB's
NDMP sevries in 1932 prices, If the estimation were reasounable,
the overall growth rate of NDMP during 1957-62 would be 49 per
cent or an annual rate of 8.2 per cent, During the period
1959=-62, the NDMP is estimated to have fallen by 8.4 per cent

0r a negative annual rate of 2,9 per cent,

Table 10 illustrates the change In the Liu and Yeh's
and the official estimates of Chinat's national income per
capita during 1952-62, Comparing the two estimates for the
1952-62 period, namely, Wu and associates?® GNP and our extended
NDMP, the divergence in grewth is large, the former being ounly

12,3 per cent while the latter 128.4 per cemnt. The respective
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annual rates of growth are 1,2 per cent and 8,6 per cent,

Sinece population iz lncreasing at 2,1 per cent per amnnum, the
population in 1962 would have bheen 23,9 per cent over the 1952
75

level, Even if Wu and associates? most conservative estimate

of Chinats population would have given an increase of 1,9

per ceni‘..76 Per ecapita product inerease gver the same period
based on this population projeection weuld have been negsiive,
that is, per capita product inm 1962 would have fallen by 7.9

per eent below the 1952 level., On the other hand, ii {he exten=-
ded NDMP series were accepted, then per capita product would

have increased at an annual rate of 6,35 per cent ever during

period of 1952-62,

It is possible that Wu and associates have understated
the GNP growth, particularly for the post 1957 period. The
cause of the negative GNP growth during the period (1958-02)
depicted by them lies perhaps in their estimation of the wvalue
added of agriculture. Doubtless, the afficial data on agricul-
tural production, particularly graim produetion, may have heen
overstated, On the eother hand, Wu and associatest revised
grain output data lead ultimately to 2 per capita censumption
of grain during the peried 1957-62 (except 1958) which is below
what they themselves regaxded as minimum maintenance level.77
Admittedly 223 kg, of proceassed grain per adult per year as
minimum maintenance level is appreeciably higher than mers sur-
vival or near-starvation consumption level as Wu and associates

+o
have aptly pointed out, yet iafer that for the difficult years
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of 1960=64 the level of grain consumption being between 1435 to
i50 kg, per adult per year is ceteris paribus above survival

78 In May 1962, when

or starvation level lacks credibility.
there was an influx of illegal immigrants to Hong Kong from the
Chinese mainliand, there were reports of food shortages but ng
widespread starvation was known, The ianflux of Chinese from the.

mainland seems to have been due to the fear of worsening of

economiec situation in China rather than fleeing from starvatien,

The chang?:g;erall picture of the period 1952«62 perhaps
is unfavourable for China since 1962 was a year of economie
crisis due to weather conditionss I the peried 1952-57 is
considered instead, Chinats per capita product growth does not
seem to be low visea-vis some Asian countries. The annual rate
of per capilta product growth during the period is 5.9 per cent
for both Taiwan and the Philippines, and 1,0 per cent for

78

Burma ., Liu and Yeh give a lower estimate for China of 3.€
per cent per annum while the SSB estimate is higher, i,e. 6546
per cent per annum (Table 10), If the former is taken to Le
the lower limit, while the latter the upper limif, the probable
mean rate of per capita product growith may be higher than that

of either Talwan or the Philippines.

CONCLUDING REMARK

We have made a survey of the available estimates of
China's national income published in China as well as those

made by non=Chinese scholarse. We have alse included in the aurvey
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our estimates of NDMP for the period 1960-62 which has been a
part of our present research, Since there are more than one
estimates of national income for any given year, we attompted
Lo wmwalke comparisous of the various independently estimates
aggregates as well as the growth rates of the different national
income series for a given specified periode. In the comparison
of the different estimates for 1952, we have found that, afteyw
adjustments for conceptual and definitional differences, the
estimates made by the non-Chinese scholars as well as by S3BH
approximate one another in magnitude, In the case of othewr
years; the same conclusion could be drawn, Since we do not
kuow the margin of error of each estimate, all we can say is
that the absolute difference between any two alternative esti=-
mates is slight, We also found that the rates oi growth among
the alternative series varied, which is not unexpected since no

one estimate is comnsistently higher than the other,

One striking feature resulting from the survey is that
while national income estimates made before 1957 were in one
way or the other based on the SSB estimates, thus in effect
there was not much choice but to use S5SB figures, since and
after 1957, there were too many alternative estimates. A researcher
interested only in citing national income figures may be be-
wildered by the number he can choose froms There 1is urgent need
to recomnstruct and reconcile the alternative estimates, which
is tantamount to yet another appraisal of the methods of esti=-

mating the components of national income, so that the divergent
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rates of growth given by the different estimators may be elimi-

nated, This is of sourse an area feor further research,
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INTROUVDCTION

The present chapter is concermed with the functions
of prices and pricing of outputs and factors with reference to
a centrally planned economy such as Chinat's, The purpose is
two~-fold, Tirst, 1t provides an imtroductery to Chapter IIL
in which we counsider the problem of valuing physiecal cuiputs
for accounting purposes with reference te an ecomnomy such as
Chinat's, Secondly, it seis a perspective against which we
examine in Chapter IV the thesis that national inceme series is

an indicator of the change in economic welfare,

It should be mnoted at the outset that neither Eckstein,
Liv and Yeh, nor Wu and assoeciates paild sufficient attention to
the nature of the Chinese price system.l Among them, oniy
Eckstein discussed the valuation problem, Liu and Yeh ought to
have given a Ffuller acecount of the Chinese price system than
the omne they had presented, since imterpretation of their pro-
duct and expenditure estimates would dewand in the first instance
an understanding of the method eumployed in prieing physical
output in China.2 ¥u and associates hardly touched upon this
aspect at all, The same criticism could be directed against
Hollister.3 He comstructed Chinat's national iuncome accounts in
terms oif current prices, yet he made no reference to the nature
of the price system in (hina. We are not in a happier position
when we look elsewhere for a deseription or am analysis of the
Chinese price system, It is true that there is a special study

on pricing in China, but it is limited to priece comfrecl during
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the period 19h9-52.h Perkins recently published a paper based
on part of his Ph.D. dissertation on price formation in China,
but the article 1tself did not touch on price formation.5 Some
non~Chinese scholars in the United States are engaging on the
study of Chinese pricing, but the findings bhave as yet to be
published, It might be argued that one could fefar to litera-~
ture on Soviet pricing since the Chinese have been said to
follow the Seviet medel in their planning.6 However, while in
both the Soviet Union and China, the theoreectical principles
might have been evelved from the economies o Marx, the stuady
of the problems enamated from the appliecation of Marxian prin-
ciples appears to have been developed indepondently im the two
countries, This is at least true since 1956, For example,

the Chinese began to study the problem of theory ol commodity
price formation in or about 1962, but the Soviets have been
reported to have had a debate over the same issue before then.7
All these have led us %o the conclusion tiat we must look into

the primary sources ourselves for amn account of the mature of

prices in Chdina,

The chapter is divided inte three parts., TFivst, we
examine the pricing of outputs and factors in different types
of economy. ¥e begin with abstract models of economic system
and then examine the mature of prices in these systews. These
provide the scope for our analysis in gemeral terms of the
institutional framework of the Chinese ccomomy and the functions
of prices in Chinese planning. The second part is concermned
with Chinese discussions on pricing in theory. And finally, we

examine the priece developments in China.
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PRICING IN DIFFERENT TYPES OF ECONOMIES

The characteristics of a price system depends on the
economic system under whose aegis the price system operates,
One may refer to Bye for the different types of price systems
corresponding to the different forms of aocieties,B He classi-
fied the price systems into four main types: (1) matural (or
free) price system, which exists in a free enterprise economy,
(2) protected price system, which exists in an economy with
indirect contrels (e.g. labour legislation, anti-trust laws,
ete, ), (3) nmormalized price system, which exists in a cemtrally
planned economy, and (4) manipulated price system, whieh exists
in an economy with government directly controlling and imnfluenc=
ing the economic activity on am ad hoc basis. Bye would place
the Soviet price system under tyﬁe (k) on the ground that wages
of labour and other costs are arbitrarily fixed and that the
principle of equating prices of goods with cests of their pro-

9 Since corresponding to every

duection is frequently vioclated,
type of economic system is a price system, Wiles' eight allo~-
cation models -~ vanging from "full market" to "central command" -
and also Balassa's four blueprints of centraliged planning would
suggest that in each model or blueprint the price system has

its particular characteriatics.zo

While we are aware that the functioning of price system
varies according to the type of economic system within which
prices operate,; an analysis of the many different types of

economic systems falls outside the scope of the present siudy,
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whiech in any case is more competently dealt with alaowhere.ll
Nevertheless, we mneed to have some theoretical Tramework agaiunst
which we describe the Chinese economic system and appraise the
role of prices and the methods of pricing physical outputs and
factors In that economy. For our purpeose, we first re-state

the basiec working principles of 2 free market cconomy, which
sets a framework for examining the salient features of a dia-
metrically opposed sysiem, namely, a centrally plamned economy
oi the communist type. Only a resume of the former is mnecessary
here for a fuller exposition will be given in Chapter IV. Ve
are aware of the Taet that these two systems are abstract in
character and are mnot devoid of weaknesses, While no economy

in the real world resembles either of them, the models mnever-
theless form the bases of our analysis of the price system in

China,

Free market economy

The free market econeomy, which is a model of capitalism
and operates under conditions of pure competition, is charac-
terized by the following assumptionss (1) The private sector
owns the factors of production and production is attributed to
the initiative of private enterprise and is consumption-oriented.
(2) Income is derived from sale of services of factors of
production and also through profit of private enterprise, both
in monetary form, (3) There is freedom of choice with respect
to comsumption, occupation, saving and investment. (%) The

economy is not planned, countrolled or regulated by the governuent,
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the latter, while satisfying collective wants, does not com-
pete with the private enterprise, tell people where to work,

or what to produce.

Analytically, therefore, the economy may be divided into
two sectors, counsumption and productiocn, The former comnsists of
househeld units and the latter firms or enterprises. Each micro
unit trades on two markets, i.e. commodity amd factor markets.
The household is a buyer of consumer goods and a seller of
productive services while the enterprise is a buyer of produc-
tive serviees and a seller of intermediate goods te other enter-
prises and a seller of consumer goods to households. Both the
consuming and producing units are thus dependent on exchange
and they attempt to get as much as tlhey can out of exchanges:
all seller of goods and services attempt to obtain the highest
price possiblie while all buyers of goods and services try to
pay the lowest price possible, Against the acquisitive ten-
dency (or utility and profit maximization) is the fear of com=
petition which may result, when necessary, in the willingness
of the sellers in accepting lower prices and of the buyers in
paying higher prices, Competition is pure and perfect., The
two driving forees, acquisitiveness and competition, give rise
to establishument of prices which equilibrate supply and demand
on both the commodity and factor markets and which result in

efficient allocation of scarce resources among competing ends.



71

Functions of prices in a free market economy

Prices in such an economy perform allocatinzg and coor-
dinating in addition to the obvious aggregating and accounting
functions, Suifice to say that they allocate efficiently commo-
dities among consumers and factors of production among competing
uses and at the same time coordinate consumption, production
and respurce-supply. In shori, through price mechanisi, the
ex post allocacvion aud coordination should be such that the
relative prices eof any twe goods cerrespound to the marginal rate
oi substitution between the goods, and at the same time, correse=
pond to the relative marginal costs of producing these goods,
which in furn correspond to the inverse of marginal rates of

trausformation,

Pricing under conditions of pure competition

It follows from thé ilast analysis that when the econocmy
is at a state of eguilibrium, given the conditions of pure com-
petition, prices are scarcity prices and are determined by
scarclty of resources, production funetions, and the desired
final Hill of goods which express the prelerences of the coun-
sumers, Their determination may be visualized as solving a
set of simultaneous equations representing consuners? demand
functions, producers! production or traemnsformation Tunciions,
and resource=-holders? gupply function.l2 To be more precise,
the data for determining a comnsistent set of (scarcity) prices
are utility and production functions of all comsumers (who are

alse the resouvrce-holders) and producers, and the initial
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endowments of factors and/or commodities of these consumers
and producers, while the variables are the prices of all factors
and commodities and the quantities bought and sold by each
consumer and producer, The behavioural assumptions, which we
have stated earlier, are utility and profit maximization., Aud
every mavket, whether factor or commodity, must be cleawxed,
i.e, aggregate demand equal aggregate supply, and in the loag-
run profit must also equal zero in every enterprise, The equi~
librium depends on relative rather than absolute pgrices, and
is reached when there is no incentive to reshuffle further
production or consumption, In bringing about the econemy to

a state of equilibrium, an emterprise, in order to maximize
its profit (or minimige its total cost) temnds to equate the price
of the commodity with the marginal cost and pays the resource-
holder a price which is equal to the revenue of marginal pro-
duct of the facter in gquestion. At the same ftime, the house=-
wld as a comnsumer tends to wmaximige ifs utility by paying a
price for the commodity which is egual to the marginal utilisy
of the commodity and as a resource-holder, tends to equate the
price offered with the marginal disutilitiy of releasiug the
faetor fer hire,

Centrally planned econowy of the coumunist type

'
14

It should be noted at the outaet that ecentrally planned

economy of the comwmunist type is an fideal system and does mnot
correspond to the actual ecentrally planned economy of the

Soviet~type. Here, "communist" has an ideologiecal rather than
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a geographical connotation, The characteristices of such an
economy are diametrically opposed to those of a free market
ECOonomy 3 (1) It is & centrally planned economy; the government
ovwns the material factors of productien. (2) The government
decides what is to be produced, how much of each commodity is
to be produced, how to preduece, and who should have wvhat,

(3) skilled labour is assigned to areas by the government whore
the talent of imdividual labour is pest sulted and unskilled
labour is allocated as if it were homogeneous in guality over
space where it is needed. (4) lHouseholds have no freedem of
chicice with respect to comnsumptien, occupation or savimng, and
enterprises themselves have no freedom of choice with respect
to saving and investmeant, All these decisiomns are made by the
government, (5) The government operates through a central
physieal plan, Allocation is dome in physical terms without
the use of prices. (6) Money, if allowed to exist, serves as
an accounting unit and has no command over commodities and

factors.

While the ecomouwy may be functionally divided iomto two
sectors as in the case of the free market ecomomy, acquisitive~
ness and competition at the base level are by definition absent.
The eguilibration of supply and demand of each commodity or
factor is achieved through the use of physical balanees. Given
the final bill of goods, the central authority or central
planning board would have to estimate resource requirements on

the assumption of known coustant techmological coefficlents,
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By the methed of "sueccessive approximation" or other trial and
error methods, and with adjustments, if mecessary, of the
planners? preferences, the resource-demand dwe to a given bill
of goods may be equilibrated with the supply of resources,
Resources would then be allocated physically, so would be the
commodities produced, The final bill of goods which express
the planners? preferences may or may not coincide with con-
sumers? preferemnces, The plammers tend to weed out or reduce
the quantity of the items on the leowver priority if they find
the resources available inadequate to produce all the goods

originally 1listed,

The process of computing an overall balance is a time=
comsuning one, 0Of course, the equilibrating process ol aggre~
gate supply with aggregate demand might be speeded up if "all
the ecoitomic categories of the old regime.,..e.: prices, salaries,
interest, rent, profit, saving, etec." were available and used
instead of the trial and error method employed im absence of
any past price data, With historical prices as data, the
central plenning board could thearetically solve the set of
simultaneous equations, a function which is performed mecha-
nically by price mechanism under conditions of pure competition,
This view had long heen suggested by Barone.13 Whether alloca~-
tion of resources by the central planning beoard is as efficient
as by price mechanism depends on a number of facteors, sueh as
whother collecting and processing of ecomomic data can be done

instantaneously, whether the computation process itself employs
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part of the already scarce resources, etc., But we shall unot

pursue this aspect here,

Furcctions of prices in a centrally planned economy of the

communist tyvpe

Prices are superflucus in a ecentrally pilanned econcmy
of communist type in the sense that they have no operatienal
5:i.g,:nii"i(::a.m';e.1‘!‘L Since production and alloecation ecan be carried
out without the use of prices, prices have mo alleocating or
cgordinating function, However, we have said that wmoney might
be used, in which case,; prices merely serve for aggregating and
accounting purposes., Whatever price is fixed for a commodity
or faetor, it has mno influence on the economic declisions of
either the planners, the resource-holders (the government),
the enterprises or the households, In fact, price data mneed

net appear in the accounts of the enterprises or households.

Developing economy of the communist types China case

China has not veached the stage where its institutiomnal
framevork is compatible with that for a cemntrally planned economy
of the communist type.15 Thus, we wmay refer the Chiuese scouomy

as a developing economy of the communist type.

It is dirficult to enumerate precisely the institutional
assumwptions of a developing economy of the communist type as
exemplified by the Chimese economy. Any attempt im this direc-

tion implies a thorough knowledge of the structure of the econcuy
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at every stage of its development since 1949, Since a detailed
a study on the institutiomal aspect for the period since 1949

is net yet available, i1t appears that we would have to make a
thorough survey of the imstitutional structure and its develop=
ment ourselves, IJlowever, this would be a piece of research in
itself and would fall outside the scope of the present study,
What we shall do is to depict the salient featurss with reference
vo the iastltutional assumptions inherent in either the free
market economy or the cenirally planned economy of the communist
type., Generalization is inevitable but general statements may

be gualified as we go zlong.

As an economy of the communist type, China suhscribes
to central planning, Implici@ in the ratiomale behind egentral
planning under such circumstances is ownership of factors of
produdtion by the government., However, not all Tactors are
under state ownership 4m China, Unlike the Soviet Uniom, China
embarked on the First Five-Year Plan with sowme of the pwroductive
resources under private ownership., In the urban areas, soclalist
transformation of industry was virtually completed only by 1956
(the fourth year of the first plan quinquennium).16 Even then,
because socialist ownership covers joint statee-private owner=-
ship as well as full state owmership, legally speaking, house-
holds still have claims over productive resources, though in
practice they are silent partmers, In the rural areas, except
in the case of state Tarms, ownership has been vested in the

housenelds (even during the mutual-aid teams era), lower
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agricultural production cooperatives, higher agricultural
cooperatives, and rural peoplefs communes in chromnnlogical

order,.

In the urban areas, the government decides what to pro=-
duce, bow muchh of each commodity is tc be produced, and bow To
produce, However, only key commodities of both heavy and light
industries are subject to these government decisions. As
rogards distribution, capital goods (particularly key products
such as wmachines and machine produects, major raw materials etc.)
are subject to state aliocation, In the rural areas, the
government may decide what mujor commodities are to be produced
and how much of each is to be produced, but not hoew to produce,
the last being a dec¢ision to be made by the producing uwnits,
namely, households, mutuul-ai& teams, lower agricultural pro=-
duction cooperatives, higher agricultural cooperatives, rural
peoplets communes, production brigades, production teams in

chronelogical order,

Households have limited freedom of cholce with respect
to consumption in the sense that they may choose among the
alternatives offered and their deeisions in no way influence
production decislons made by the government, They have Trece=
dom of occupatdon, though there may be legal restrictions
goverming mobility of labour between urban and rural areas.l7
The households may also have freedom to save.l8 on the whole,

enterprises have ne freedom of choice with respect to saving

and investment, since such decisions rest with the government,
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e goverament operates through a central plan in which
targets ave set for major sectors and key products., Planning
is sald to be patterned aiter the Soviet medel during the first
plan quinguennium, While there were proposals for the Second
Five=Year Plan, thére was no formal Five-=Year Plan for the
period in gquestion, only ad hoc annual plans of which there

were only three we knew anything about.lg

Production on the whole is geawved to planners? preferences.
Coordination between aggregate supply aud aggregate demand is
said te be dome by means of physiecal balances, though noune has

ever been published.

Since physical allcocation of commodities and factors are
not universal, money and therefore exchwmge with the use of
money are permitted to exist, Prices, however, are made to
serve certain purposes, which is made possible by the fact that
prices are fixed by the government.go It would be ervonsous
to assume that throughout the period since the eve ol the First
Five-Year Plan there were no free markets for both commodities
and factors, It will be recalled that soclialist tramsformation
in the urban areas was omnly virtually complete by 1956 and at
certain stages free market was allowed.xl Until China achieves
full communism, prices have a role to play. We mow turn %o the

functioning of price systew in planuing in China.

Functions c! prices in a developing econcmy of the communist

type: China case
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(1) Aggregating and acecounting functions: Since China

is in essence a physically planned economy, the aggregating and
accounting functions of its price system avre relatively more
impertant than they appear. These functions are taken for
granted in a free market ecenomy, While in prineiple the
Chinese subscribe to physical alloecation of commodities and
factors without prices, prices are necessary in that the per=
formance of the economy as a whole has had teo be measured.xi

In China, material balances have been claimed te be the bases

of economic planning, and for such balances, physical measures
of ecommodities such as tons, catties, tan, feet, bushels, ete,
are sufficient, It has been scknowledged that guantitative
measures in physieal terms do neot lend themselves to aggregation
which is necessary in cowmputing Social Preduct, It is also
ceknowledged that, without prices, physical measures have
limited uses in ecounomic accounting, It is known that only with
prices can the relatiomnships between producer and consumer
goods, or between capital aecumulation and consuuwption funds

be shown, In any event, finaneial budgeting (or "finaneial

planning“) regquires the use of prieese.

(2) Aliocation functions: In a pure competitive economy,

prieging mechanism ensures officient allocation of comsumer goods
among consumers, of productive faectors among producers, and of
productive factors among alternative uses. At the same time,

it coordinates the supply and demand in both the commodity and
factor markets, Ou a priori grounds, allocation functions of
pricing system in a planned ecomomy do not exist since allocas=

tlon is carried out first in physiecal terms, and given the prices,
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the material allocation is then expressed in value terms, In
Chinese economic planning, an enterprise is to produce a . pre-
determined types of goods from a pre=determined combination of
inputs stipulated in the enterprise plan., Any changes in types
of commodities produced or in the types eof inputs used reguire
the permission of the superier organs. However, certain types
of counsumer goods, owing to their large number and quality,

are not assigned spsecifie quantity targats.zj The enterprises
congerned are obliged te fulfill only the wvalue output targets,
Thus, it is possible for the enterprises to produce the zoods

which yield the highest profits at the prevailing commodity

prices,

In the agricultural sector which is not subject to cen~
tral physical plamning in Egég, agricultural purchasing prices
might influence the allocation of resources in the following
ways, PFirst, the change in relative purchasing prices for
grains and industrial crops might influence the proportions of
cultivated areas fovx the production of each. Second, when no
speeific ruling on procurement is made with regard to “private
plots", individual peasants might divert their energy to their
"private plots" than to collective production. ¥Finally, the
level of purchasing prieces of agricultural subsidiary products
might also infiuence the level of production, In 1957, it was
offieially admitted that when the purchasing price for live
hogs was raised, the number oi hogs increased subsequently. In
the previous year, 1956, the shortage of pork had been atiri-

2L
buted to the lov procurement price of hogs.
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(3) coordinating functioms: In prineiple, the Chinese

priecing system has no auiomatic coordinmative significance.
Material balaneces are supposed to be means of equilibrating

the supply and demand of material products and services directly
comsiected with material produetion, However, it is not elear

25

how sueh balances have actually been drawn up. In any event,
they would be drawm up only for key products and servieces, such
as basie raw materials and key consumer goods, It is virtually
impossible to draw up balaneces for all goeds, particularly con-
sumers goeds whiech are met subject to state preoduetion plans,
unified purchase, or plamned supply and purehase, These con-
suner goods are so numerecus in number that they defy material

balaneing, It is in this area that price might play a role of

automatic coerdination,

However, what ecoordinating function the Chinese pricing
system performs, it is in essence different from a pure compe=-
titive pricing system., It does not automatically ceordinates
economic activities as in a free market, it requires an agemney
(e.g. the state) to implement ceordimation. O0f course, coordi-
nating function of prices could be dispensed with by substituting
for it a rationing system as is dome in the case of basic con-

sumer goods,

Coordinating function of prices in China is such thatv
coordination between economiec activities at migro-level is
subordinate to coerdination between economic activities at the

macro-~level,
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(4) Pactor and commodity differemntiating functions:

These are the minor functions which are taken for granted in a
competitive price system, but must be explicitly mentioned in

a physically planned economy. According to Ho Chiang, prices
perform functions which are beyond the capability of physical
measures, such as differentiating the degrees of quality among
final produets, the variety of uses of intermediate products,
and the degrees of labour productivity.26 In a free enterprise
economy, these are bullt-in characteristics of productive fac-
tors or commodities and such characteristies deo met reguirve
consclous identification by differential prices. In a plauned
economy like Chinats, where each commodity or productive factor
is assigned a price by the central authorities, the differeun=-
tiating functions of price system become signifiecant, It is
generally the rule to assign a higher price to a good of superior
quality, and a lower price te one of inferior quality. In
spite of the Chiness econemisits'! reverence for the differen-
tiating functions, these may be regarded as corecllaries of the
aggregating and accounting functions rather than some functions
peculiar to a pricing system of a planned economy. For example,
sugar crops may be used for oil or suger extraction, and the
value of the crop varies with the utility of it. Hence, a
physical measure tan which would give equal weights teo both uses
is unsuitable as unit of account, When the performance of

sugar industry is to be analysed, the aggregating and accounting
fungtions of price system make it possible for am overall assess-
ment, and alse by virtue of these funetions, the difference in

quality and use of commodities or facters can be taken into account.
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PRICING IN THEORY: CHINESE DISCUSSION

Since prices are necessary in a developing economy of
the communist type, there is then the guestion of pricing
commodity outputs and facteors., Im what follows we shall examine

the theoretical discussions on price determination in China.

Pricing ol commodiilies

Discussions ou thebry of priecing is a recent development
in China. They have been part of the discussions om econoumie
problems which began with the blessing of the state in or about

1961, The price theory discussions ceuntred on commodity prieing.

A controversy over pricing of coumodities began in
December 1963 when Yang Chien-ptail published an article in

Ching-chi Yen-chiu (Ecomnomic Research), in which he advocated

price be determined, inter alia, by "ecapital-profit ratio"

which we shall return to prasently.27 This was not the first
article on prieing nor was it the first om prieing employing
this particular method, but it provided more information omn

the price discussions omn which our present amalysis is based

=)

25
and it was the article which triggered off the debate,

As is custemary, proposed methods of price determination
mist be compatible with Marx's law of value if they are to be

accepted at all,

Social value must be the basis of the soeialist price

system. It is against this background that a propoment of a
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particular method of pricing is required to preve that the
proposed method is counsistent with Marxts law of value.zg
Unfortunately, Marx did not provide a set of empirical rules

for determining prices., The Chinese admitted that a "completely
scientific mwethod" of measuring value has not been found.jo
Altheough Marx stated that price was the momnetary expression of
value in a commadity, because value is "inealeulable" aund is

"an indeterminate guantity", coupleie equality between price and

3 All that is reguired

value is iumpossible and unnccessary,
is a price approaching value, That there is a heated debate

is mot surprising, singe each method claims to have fulfilled
the gemeral theoretical requirement laid down by Marx by define

ing the indeterminate notion of value to suit the method,.

Types of commodity_prica‘determination in theory

It is commonly acknowledged that a commedity can have
ontly ome price, irrvespective of the region, provinece, etec. It
is also agreed that in theory the price of a commodity should
be at a level which will cover mot only the cost of piroduct,
(¢ + v), but also guarantee a certain level of profit, This
condition applies to all sectors. rimally, it is taeitly

agssumed that the State fixes prices for all goods,

The calculation of (c + v) is assumed to be pessible,
2
The problem at hand is what size profit is supposed to be.g
The different methods of price determimation are related to the

waye in whieh the sigze of profit is calculated.
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l. Wage—-profit ratio method

The first method is represented by ¢ + v = (v.%). %

being wage-profit ratio.33

The argument. put forward im faver
of this methed is that, according to Marx, enly living labour
can create new value, Since wage and profit have inverse rela=-
tionships, if wage is glven, profit can be determined, Material
labour is omnly value created by other production departments

and travsferred without any change toc the comwodity in comnsi-
deration, This compares with Balassa's description of price

system of the value type in Soviet-type economias.Bh

2y Costeprofit ratio method

The second meihod, knewn as cest-profii ratio, is repre-

gented by ¢ + v + éﬂ(c ; v). 5 7, where s denotes
c+VvV ™= c + V

the average cost-profit ratio, that is, relation between cost
of preduct and profit.35 The prinecipal argument for this method
appears to be that the consumption of material labour in any
department implies the consumption is effected at a ceritain
level of technology which influences the value eveated by living
labour through a certain level of labour productivity. Liviang
labour under favoured technological conditions can create more
value and therefore more surplus value (profit). Balassa

-~ 36
denoted this type as the price system of production price.

3¢ Capital=profit ratie methed

The third method, known in China as the production price

method, is expressed in ¢ + v + / (k' + k") S ;7 where
= K'Y + K"
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(k* + k") is capital invested in fixed assets and in material
inputs and labour inputs respectively, and S . is the

37 K* + K"
The ratio indicates the expected

average capital-profit ratio.
return (profit) from investment in any production department,
The merit of the capitale~prefit ratio methed is that under
highly advanced seocialism, where scale of operation is large,
labour is integrated to a high degree, divisilon of labour is
extensive, and the production departuents are mutually inter-
dependent, living labour ecan creaite more new value, and there-
foxe profit, through higher productivity derived ifrom the use of
capital, particularly fixed capital assets of the department

concerned, It appears that this method demands "equalization

of profit" to equal quantities of investmentis.

Criticisms against Lhe different methods

All these methods have beeinr subjeect to eriticisms,
especially the capital-ratio method, Opponents to the wage-
profit ratio method heold that it has liimited application for
sueh a method assumed labour productivity being more or less
the same in all departuenits, Once it is acknowledged that there
exists a difference in techunological levels in different depari-
ments (e.g. the diffefent levels of technology between the
Chinese industry and agriculture), there will be a diiference
in labour productivity, and the wage-profii ratio method has
little practical value, The main criticism against the cost-
profit method cemtres on the thesis that material labour cannot
create new value and ignores the effect of the role of mwaterial

labour,
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The capital-prefit ratio method receive attacks from
those who suffer from "capitalistphobia®™, Yin Hsi-liang insisted
that such a method does not exist in a socialist economy.38
His fear that socialist system adopting such a price system
would degenerate into a capitalist system was shared by Huang
Chih=hsien and Tstadi Chien—hua.jg They and a host of others
attacked from the standpoint of the conseguences of adoption
of the capital-profit method but failed to criticize the method
40

per se as %o how it was mnot suitable,

it should be noted that Yang Chien-pai, whose article
in December 1963 advocating price based on capital-profit
ratio has become the subjeet of econtroversy, foresaw these
criticisms.hl He held that up to the present time, in a scocial-
ist soeiety like Chinats, terms used in capitalist society are
still in currency. Cummodity; woney, value, price, wage, cost
of product, and other iterms are often used in Chima, and he
could see no reason for the fear of the use of terms such as
profit and production cost. The key point to note, he stressed,

iz mnot the use of these terms per se but the differeni economic
>
systems under which they ars being used:

"profit vnder capitalist system belongs to

the capitalists, and reflects capitalists!?
exploitation (of labour). But under socialist
system, it belongs to the people as a whole...
and is used directly and indirectly for the wel-
fare of all members of the society. Again,
production cost, uander the capitalist system,
reflects the ecomomic relations among the
capitalists, But under the socialist system,
it reflects the economiec relatioms between

the society and the departments, and between
the deparvtmenis themselves,.,"
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Other eriticisms have been levied against the various
wethods, suffice it to mention here that they have mno relation
to price formation under a socialist economy, or for that
watter, undexr a "Marxisi=-Leninist" system, Some attempt to
analyze the merits (or demerits) of the different methods, and

use commonsense examples to illustrate their points,

Deteruination of agricultural price

The Foregoing methods of price determination assuue
existence of siate-ownership, that is, all means of production
are owned by the state and allocated by it through uniiied
plans (comprehensive planuning). However, Chima today is far
from this level of soeialism, 41l heavy and some of the light
industry are state-pwned; part of the light indusiry is joimtly
operated by the state aud forwmer capitalists; and agriculture
is owned and operated by collectives, namely, rural people's
communies, Under these conditiomns, the three methods of price
determination ean be said to have applications at best in the
industrial sector which is under direct state comntirel, A dif-
ferent method would then be reguired for the agricultural col-
lectives, In determining the price of agricultural product,
there are two schools eof thought.hB One proposes that the
price of an agricultural produet should be determined in accor-
dance with its value and the departmental cost of product under
average conditions, The propounents assume, of course, that
agricultural production is carried out under the state direetly

through state plams and that the agriculfural sector is also
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owned by the state, The other school recognizes that, with

the exception of the production in state farms, agricultural
production is operated by collectively owned ecomomic units.
Hence, the method proposed by the first school of thought is

not suitable, The second group proposes that the "differential
rent" should be counsidered, Inétaad of under average conditions,
iaferior conditions should be the state comsidered im priece
determination, According to the second group, price of an
agricultural product should be determimed by the labour expen-
diture on its production and the departmental cost of product
under inferior conditions, The reasoun for this proposal is that
even the infexior units should Le allowed to operate inm such a
way that not only (¢ + v) is reecovered bui alsc profit is

realized.

Priecing of factors

Pricing of factor services appears teo be limited to labour,
Land and capital in theory have no place in pricing discussion,
In practice, charges are made for the use of these factors
under certain circumstanees bui these are nominal rather than
egonomic, In urban afeas, the State undertakes the construc~
tion of urban housing which presumably is subjeect to state
allocation and chavges a nominal rent for its occupancy. As
regards capital and eredit supply, this is subjeet to govern-
ment eontrol through the Peoplets Bank, There is no eharge for
long term investment capital but there is meminal interest

charge (which ineidentally is quite highs: ranging from 0,48
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to 1,35 per cent per mouth as at March 1, 1956) for circuiating

capital and for agricultural credit im rural areas.ha

Wage level in urban areas is supposedly based on the

F
“*principle of each according to his work".k)

The wage structure
takes intoc account of the different levels of skill and train-
ing and it provides for the workers exceeding the labour pro-
ductivity mnorms, Colleetive bargaining is absent; trade unions
do not periorm functiomns sueh as wage bargaining or pressing

ior better working conditions, mor are they allowed to strike,
Wage level in rural areas is also supposed to be based on the
"work" principle, During the initial phase of the rural peoplets
commume movement, the principle of "Irom each accordimg to his
ability, to each according to his need" was attempted, but it
wag withdrawn because such a distributiom system resulied in

too much waste.ué The wage structure in the rural areas is

plaoned, but the size of the individual wage packet depends on

the harvests,

Entrepreneurship as such has no place in an econemy of
the communist type, though former private enterpreneurs have
been employed to run the state or joint state-private enter-
priss, Donuses for fulfillment or overfulfillment of targets
do not acerue to individual factory managers but to the organi-
mation of the Taetory as a whole.h7 There are of course non=
material incentives such as banmners or an audience with Chairman

Mao, If planners ecould be termed state entrepremneurs, then we

are not aware of any speeial material reward given for correct
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and accuratve planuning. It is difficult te place profit. Im
one semse®, it is a surplus, and in another, a tax. It certainly

does mot appear to be a charge for use of factor services,

Some observations om the discussions

It ean be observed from the foregeing account of the
theoretical discussions on pricing that price is cost~determined,
with price implicitly equal to some wvague concept of value.

From this it is assumed that the cost components, however defined,
ave given as data, The wage component may be conceivably be
calculated on the basils of the eurrent wage seales, but it is
difficult to appreciate how the prices of the items included

in the component constant capital are first determined, To
explain it away as the result of past labour does not eliminate
the practical difficulties involved, especially when the material
inputs are not necessarily the direct result of simple labour

but of number of processes between the use of simple labour and
the final result, To aszume ithe cost compomemts to be known
obviously throws the whole idea of commodity price determination

averbeoard,

Assuming that the components C + V are givem as data,
there is still the question of the correct ratio relating to
profit., Nothing has been said of the determinatiom oif the rate

of proiit, bowever defined, im the dsbate.
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It is elear that marginal costing has been left out of
discussion, The ex ante price is made to equate. the average
total eost ia all the three methods of commodity price deter-
mination and is made at the industry level rather ithan at the
entervprise level., As regards factor prieing, the price offered
to factor labour does noti appear to equate with the revenue of
marginal product, at least not at the enterprise level, In
any event, decisions on production are in physical terms rather
than in value teirms, and decisions on labour inputs are deter-
mined by production requirements rather than, though not inde-
pendently of, the wage bill, It is conceivable that additiomal
labour inputs are hired, given the budget constraint, until
marginal physical productivity eguals average physieal product=

ivity of labour,

Price flormation in practice

The recent debate on commodity pricing in theory has
not produced any unique solution, from which we may infer that
commodity pricing in practice probably has little theoretieal
basis, When HsWeh Hu-chtiao, Vice Chairman of the State Plan-
ning Commission, stated that the price of a commodity must
approach its value and that this "law" is applicable in all
coumunist countries, he was paying lip serviece to the principle,
Our comtention is supported by the fact that it has been ackiuow-
ledged that no empirical counterpart has been found for this

438

basie pricing prineiple,
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Prices commonly referred to in relevant literature have
been ex-factory price, agricultural purchasing price, and retail
price., VWholesale prices of trading organizations are scarcely
mentioned after 1958, The State Statistical Bureau (SSB)
appears to have stopped reporting on the wholesale price index
for post-1958 puac::'i.c)d.;49 However, wholesale trade prices are
not aboiiahnd. The ex-factory price (or agricultural purchas=-
ing price) and retail price are of operational significance in
that they are means of control, whereas wholesale price of
commercial enterprises is a simple mark-up on ex-factory (or
agricultural purchasing) price appears to have little to do with
the control of operation and management of enterprises or the

control of retail markets.

The structure of official prices in China at the end of

1958 appears to be as followa:50
Industrial products Agricultural products
Depreciation
Material and fuel costs
Labour costs
Enterprise profits AGRICULTURAL PURCHASING PRICE

Consolidated industrial and commercial tax

EX-FACTORY PRICE

Wholesale distribution costs
Wholesale trade profit

WHOLESALE PRICE

Retail distribution costs

Retail trade profit

Consolidated industrial and commercial tax
(3% of retail sales)

OFFICTIAL RETAIL PRICE OF INDUSTRIAL
(OR AGRICULTURAL) PRODUCT
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The basic determinant of the official price of a commodity is
enterprise cost, that is, direct expenditures on material inputs
and labour, The price must be at a level which guarantees a
reasonable margin of gross profit (that is, tax and net profit)
for the producing enterprise. The crux of the preblem in the
value approaching pricing principle is what is considered as a
reasonable margin of gross profit. Since no satisfactory solu=-
tion to the whole question on correct profit margin has been
found, the size of planned profit must have been based on
historical experience or a value judgment of the pricing autho-

rities.

Historical prices extending back into the pre-1949 peried
form the bases of post-1949 pricing of some commodities, This
can be seen from the pricing policy concerning the "scissors
problem" (price differentials between industrial and agricul-
tural products).5l Historical prices are necessary as points
of departure if any effective implementation of a pelicy on
closing the gap between the two prices is to be carried out,
Where historical prices are not available, especially in the
case of "new products", arbitrary prices seem to be the alter-
native. It is true that the general practice is to price the
"new product om the basis of the price of an "old" product
which has more or less the same utility, in the event of a
large disparity in production costs, arbitrary pricing seems

=D
inevitable.””
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Factors affecting the relative prices of commodities
such as the following are supposed to be considered at the ex-
factory price level: (1) products which are basically different
in nature but have the same utility, for example, soap and
soap detergent, (2) varieties of products with the same utility,
for example, rubber shoes, leather shoes, etc., (3) products
with different specifications, for example, a large, medium, or

53

gmall size battery toreh. In determining the ex-factory
prices of products, reasonable price differentials are main-
tained between finished and semi-finished goods., finished goods
and raw materials, superior and inferior guality goods, princi-

34 While

pal and joint products,; and principal and by-products.
in principle, there should be one ex-factory price for omne
commodity, departures from the standard national average are
allowed for reasons such as industrial location, difference in
natural resource endowment, proximity te raw materials, dif-
ference in scale of production, degree of specialization, and
degree of capital intensity in production methods.55 All these

contribute to the large disparity in enterprise costs, which

in turn influence the level of selling prices.

Adjustment of prices for the purpose of clearing the
market seems to be at the retail level, and is generally made
on the basis of supply situation. If there is a surplus at a
time when warehouse space is urgently needed, prices might be
lowered in order to encourage sales. And if there is a shortage

retail prices might be raised to curb consumption. Of course,
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ration system might be substituted for rise in prices, Prices
at the retail level may also be revised for the purpose of
implemienting other economic policy decisions, such as controlling

the purechasing power of wage earners,

Agricultural purchasing prices, as noted in the earlier
part of the chapter, are in theory based on the same principle
as ex=-factory prices net of tax. However, since these are mono-
sopnistic prices, they may have no relation with the actual
costs of production. The agricultural products subject to
state purchase are sold through the usual channels in the urban
areas at prices which include consolidated industrial and com~
mercial taxes at ccmparable ex-factory level and at retail

level,

As regards factor prices, as noted earlier, only wages
are relevant., There is a difference between the nature of
wages between the urban and the rural areas. Wages are not
dependent on the total output sales of the enterprises in the
urban areas. In the rural areas, except in state farms, part
of the wages is paid according to work points in the form of an
advance, the balance is paid when harvest is sold and is paid
according to the work points each indiv;dual farmer has earned.
It is not known how interest rates are fixed, but only circu-

lating capital is charged a nominal interest.

It is erroneous to assume that all prices are fixed by
the state. Industrial enterprises producing minor producer

goods such as minor chemical materials, some specified types of
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machines, and other products which have numerous specifications
are permitted to bargain with the commercial ahterprises.B}

The industrial enterprises are supposed to fix a price which

takes into account the costs plus a "reasonable" margin of

profit and which is acceptable to the commercial establishments.S?
In the minor consumer goods category are numerous number and_
varieties of products produced by handicraft cooperatives., At
one time, they could be sold in the free markets, but since
1956, they are first purchased from the producers by the state
through its commercial network and seld to the consumers through

586 The so-called goods in the third category

its retail stores.
can be sold in the local rural markets at free market prices.

The state reserves the right of control in the event of infla-
tionary prices, and except for the period between December 1957
and June or July 1958, when local rural markets were suspended
in favour of contract system, it permits free market forces to

39 Only goods in

operate in these limited localized markets.
the first and second categories which are subject to the state
unified purchase and planned purchase and supply systems fall
under price control.60 Black markets as against free markets

have also been found to exist in urban areas. Free market

forces obviously operate in such markets.

On the whole, there is ne functiomal relationship between
the various official prices, The urban and rural markeis are
separated such that supply control can be effectively imple-

mented, Price differentials are arbitrarily determined in the
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sense that they are subject to the wise (or unwise) decisions
of the pricing authorities,

PRICE DEVELOPMENTS IN CHINA

Producer and consumer goods prices

Ve now turn to de facto prices and their developmenté
in China, Comparing with the price levels of pre-1949 era,
it has been admitted that the prices of producer goods during
the first plan quingquennium were high., For example, with 1936
as the base, producer good prices rose by about five times,
but commodity prices rese only by three times, and agricultural

prices rase by two-fold.61

There is no deoubt that there were inflationary prices
for producer goeds during the 1949-52 period. ¥For example, in
Shanghai, with 1949 as the base year, the market prices of
thirty-three types of metal preducts rose by 97 per cent in
1950, and by 178 per cent in 1952.62 At the time, there was
no unified pricing. The cause of this inflatfiomary pricing was
attributed to lack of experience in production and management of
producer goods, coupled with the increased demand for strategic
waterials for the Korean War, This had caused a diversion of
resources by private enterprises from consumer good and pro-
ducer good production, as evidenced by the large number of
small-scale private industrial establishments in Shanghai and

6 5
Tientsin which are the major industrial cities. 3 only in 1953

did the state institute price contrel over producer goods by
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introducing a dual system of pricing: a uniform allocation

{or transfer) price for state industrial enterprises, and a_
state wholesale price which included a large gross profit

margin for private e,-:rm!;erpr:i.ses..61!‘t The state deliberately lowereﬁ
the prices of machine products, but raised those of timber and
steel products. The private enterprises were made obliged to
turn te the state wholesale establishments for input reguirements.
When the private enterprises were almost completely transiormed
into state or joint state~private enterprises, the dual system
was abolished, and henceforward, all enterprises were subject

to transact at ex~factory pricess It should be mnoted that free
market pricing existed as long as private enterpriseswere in
existence. Thus, when there was a virtual socialist transfor-
mation in 1956, free market pricing of producer goods faded

out of the pieture. There were debates at non=-government level
over the gquestion of whether producer good prices were too

high. Even after the dual system and free market prices had

2 6
been abolished, this question still remained topical. >

Maintaining commodity price stability has always been
one of the objectives of China's policy. For obvious reasons --
ideological, political, as well as economic =-- the hyper-infla-
tion of pre-1949 period cannot be permitted to recur. Major
consumer goods probably did not rise significantly over the
period 1952-63, if retail price index could be used as an
1ndicator.66 gince the control of prices of consumer goods is

connected with the control of purchasing power of urban and
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rural households, it is likely that when supply of consumer
goods is increasing at a slower pace than wages, the prices of
those goods whose income elasiticity of demand is high are
raised, and rationing is introduced where demand is price

inelastic.,

The consolidated industirial and commercial tax rates at
- ex-factory level are generally high for consumer goods and low

for producer goods. The same tax at the retail level is at a

-

67

flat rate of 3 per cent, All are computed on the basis of
sales volume of the enterprises concerned, The tax rates do

not give any indication as to the prices of the taxed commodities,

Prices in rural areas

The establishment of agriecultural purchasing prices began

with the commencement of planned purchase and planned supply

of foedgrains in November 1953.68 Later, in Marech 1955, the
State was to fix norms for production, purchase, and sale of
foodgrains.ég The p?icing aspect was considered in State
Councilt!s Directive on the Planned Purchase and Supply of
Foodgrains of November 19, 1953 in which it was stated that
prevailing official purchasing prices and official retail

prices which were too high or too low and which were conspi-

cuously out of line should be properly readjusted.

In line with the policy of improving the living standards
of the farm households and also of reducing the price differen-

tials between industrial and agricultural products, the official
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prices paid to the agricultural producers by the State for
their products not permitted to be sold in the local rural free
markets were to increase steadily over time. The following
shows the increase in purchasing prices for agricultural

products.yo

Agricultural purchasing price index
( 1952 = 100 )

1954 110,1
1954 113.8
1855 113.2
19556 116.6
1957 122, 4
1958 125.1
1959 129.0

A recent report state that between 1951 and 1963, the
increase in agricultural purchasing price was 57.4 per cent,
7

and that in grain purchasing price was 61.4 per cent. Thus,

except in 1955, agricultural purchasing prices have been rising,
whiech is supported by R. Hsiats compilation on these prices.

0f the fourteen major agricultural products, only sugarcane
maintained a steady price throughout the period 1953-56, and

cured tobacco and tea experienced a price rise in 1955.

Producer goods were not allocated among but sold to
agricultural cooperatives or the later rural people's communes,

The State appears to have a special pricing poliecy for sales of
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industrial goods in rural areas. On the basis of production
needs and to encourage iuprovement in production techuiques,
the State might consider lowering the prices of those producer
goods to agricultural production. Avadilable evidence shows
that these goods are sold to the production units at retail
rather than wholesale prices, The intermediary is the supply
and marketing cooperatives and their lower organs, While it
has been at least in policy to lower whenever possible the
prices of chemical fertiligers, irrigation pumps, agricultural
machines and other equipment, some of the prices did not seem
to have changed during the period since 1954-55. For example,
the retail price index of ammonium sulphate, with 1250 as 100,
for 1951 was 93, for 1953 was 78, and for 1954 until at least
1959, was 69.73 The retail price for insecticide spray was 29
per cent lower in 1956 than in 1952, and had remained at the
same in 1959.7h Another 9xamp1e could be taken from the case
oi medium size double ploughshare: the retail prige in 1955 was
38 per cent lower than the 1954 level, and rvemained the saue

in 1959.7°

The retail prices of consumer goods (industrial producis)
in rural areas also rose, However, with the general policy of
improving the living standards of the peasants, and at the same
time, tapping the buying potentials of the peasants, prices did
not rise as high as the urban retail prices., Comparing the
agricultural purchasing price index and the retail price index

of industrial goods in countryside, the latter was made to
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increase at a lower rate to ensure at least the apparent pur=

chasing power of income earned in the rural areas.

A comparison between the agricultural purchasing price
index and the urban retail price index for 1952-58 would show
that while the former increases by 25 per cent, the latter only

76 Yang Po reported that between 1951 and

by 8.3 per cent.
1963, the prices paid by the State for agricultural products
were raised an average of 57.4 per cent and for grain by 61,4
per cent, while retail prieces of industrial goods sold by the
state in rural areas rose on an average by only 13.7 pexr cent.77
When indexes of agricultural purchasing prices and urban retail
prices are compared, the cghanges for any one year are differant.78
Of course, it is possible that the input structure of consumer
good production might have changed, but in the short run, parti-
cularly in a planned economy, frequent changes in state produc-

tion plans are unlikely.

Free markets for all agricultural products were allowed
for one year between 1956 and 1957, and for goods in the third
category since 1949 except during a brief period between 1958~
59. It is apparent that at least up to 1964, elements of private
cﬁterprise and therefore free markets persisted in the rural
areas.79 The fact that private ownership is permitted gives
rise to other aspects of free enterprise such as free market

and automatic distributioen of income.
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Individual operations within the communes can be found,
suech as the activities on the privately owned land of the com-
mune members, These peasants also engage in subsidiary Gccupa;
tions and also domestic handierafts which are purely for thaif
self-interests. Associated with the ownership of land, the
peasants own small farm implements, odd pieces of production
equipment (for example, animal pens), animals which among other
things are the source of manure, certain fruit trees and bamboos,
and above all, the right to use the land in whatever mmunner
they wish, though not the right to sell, mortgage or transfer,
and to make profit out of their ecomnomiec pursuits arising from

their own la.nd.SO

The produce from the private plots are sold in the rural
trade fair (the local rural (free) market). Inasmuch as the
central government wishes to claim that it is different from the
capitalist free market and that it is a necessary supplement
to socialist State-operated commerce and the commercial activi-
ties of the supply and marketing cooperatives, there iz evidence
that a local free market for products gives greater incentives

to peasants to produce, Chiang Huai noted that free market

81 In 1956, it was

prices influénce the level of production.
common knowledge that production in private plots increased

at a faster rate than collective production in general. Local
rural commerce also results in a re-distribution of income in

favour of those whose means of production are larger in quantity

and higher in quality, available funds are simple, labour
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problem does not exist, management of operations is good, and
the power and state of individual's selling.activities is
better, While in collective production, distribution of incomé
according to labour is the general rule and ensures to a limited
extent that distribution is in accordance to needs, the pre=-
sence of private ownership production, and commerce often times
upset the applécart as regards the basic distribution priﬂciple

of a socialist economy.
CONCLUDING REMARK

With a price system which is basically not oriented to
resource and output allocations or to automatic coordination
oi economic activities, and in which subjective price decisions
are made by some impersonal authorities such as the government,
it is to be expected that on the whole ex ante prices have
little or no correspondence with prices in a free market economy.
In theory, efficient allocation can be carried out without the
use of prices, but in practice, unless communications between
producers and consumers are simultaneous, it is difficult to
see efficient allocation could even be made in blueprint form,
In the case of a developing econouny of the communist type such
ag Chinats, prices in principle have no operational effects.
It is conceivable that the possibility of equating supply of
inputs to the demand for them derived from plannerst! demand for
final bill of goods can be reached without any change ia prices,
2x ante or ex post, since prices are in principle extraneous to

physical allocations. TFrom the foregoing account of price
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developments, and also from the ancillary analysis of the

degree of physical allocation of resources and outputs by. the
governument, prices to a certain degree have certain effects.

The price adjustments, for incentive or clearing of the market
reasol, may ot have affected the planners! decisions on pro-
duction and allocation in the curvrent period but they may well
have afiected these decisions somewhat in the ensuing period.

It is, of course, difficult to assess analytically the magnitude

of the effects of the rather arbitrarily determined prices.

The Chinese method of price determination will have
effects on valuation of physical outputs fer mnational income
accounting purposes, In orthodox national income accounting,
valuation at cost is derived from valuation at market price
by subtracting indirect taxes (less subsidies) from the latter,
The underlying assumption of this practice is that indirect
taxes (lass subsidies) are not accounting charges for factors.
However, as ée shall show in the next chapter, the method of
price determination followed by the Chinese may render the
assumption invalid given certain assumptions with respect to the

accounting framework,

Needless to say, the de facto prices and also the indexes
computed on the basis of these prices should be interpreted
with the method of price determination well in mind. The nesces-
sity can be shown with reference te welfare implications of

national income accounting, which we shall censider in Chapter IV.
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INTRODUCTION

In Western national income accounting, national income is
valued either at market price or at factor cost, The task of
the present chapter is to consider some of the conceptual
problems of valuing physical outputs for accounting purposes

with reference to China.

The purpose of this chapter is te bring to the fore the
valuation problems with reference to China, which may affect
the usual interpretation of national income aggregates. The
discussion in the next chapter on national income as a measure
of economic welfare is intended to be developed with an aware-

ness of the problems considered in the present chapter,

We shall first consider what products are to be valued.
Having established in principle the type of goods and services
to be valued, we shall look into how the products might be
valued in practice. Then we shall analyze past discussions on
the relationships between the alternative valuation methods,
namely, market price and factor cost. Next we shall examine
the effects on alternative valuations when we define the govern-
ment sector in a certain way. And finally, we shall turn to

the alternative valuations with reference to China.

SCOPE OF VALUATION

Valuation of national income implies valuing final

products only. Therefore, we may first consider the end of
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economic activity. Since this problem has been treated in
general terms in literature on national indome 'accounting, we

shall confine ourselves to a discussion with reference to China,.

End of economic activity

What is the end of economic activity? Is it naticnal
power in terms of military strength? Certain statements made

by Mao Tse~-tung and also those made in China's First Five Year

Plan and its Propoesal for the Second Five Year Plan seem to

imply that this is so. Mao was reported to have said that
"without industry, there can be no solid national defence, no
peoplets welfare and no national prosperity and power."l In
both five-year plans, heavy industry was saild to be the basis
of a strong economy and national defence, The order of words
may be taken to be the degree of emphasis to the effect that
national military power is of primary iwmportance in China's
economy. The end of economic activity may be what Schwartz
called the "Maoist vision"?2 If it is, this is at best a value

judgment and would be true in the case of China alone.

Reminiscence of what Kuznets advised us that end of
economic activity was not to be found in "constitution, charter,
or any other basic documents", some hypothesis about the end
of economic activity is necessary.3 The hypothesis that people
would like to have as many goods and services as possible for

final consumption seems reasonable and might be applied in
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general to all societies in the real world., The problem arises
when we consider whether the individuals'! and the state's pre-
ference system go in the same direction. No government is
likely to admit that it is not doing its best for its people

or that it is not doing what the people as a whole want or that
it is not thinking in terms of the welfare of the community.
Thus, whether there is any conflict of preferences between the
individuals and the state is a polemic issue. In the case of
China, the present political structure based on a virtually
mono~-party dictatorship with no real opposition seems to be
such that it is difficult to say that such conflict does not
exist, Even if there were conflicts, the state would have
pursued its own ends anyway, be they military power, Hgher
level of living, "Maoist vision" or otherwise, However, where
value judgment is inevitable, we would choose the hypothesis
that the end of economic activity is to make available as many

goods and services for final consumption.

In what follows, the expedite exposition, we retain such
terms as enterprise sector and government sector and the nomen-
clature of activity attributed to these sectors, but at the
same time, we bear in mind that enterprise and government sectors

subsume under one mali production sector (or the state sector).

Intermediate and final products

Goods destined to be used for ultimate consumption are

here defined as final products, the rest are intermediate
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products, given the area of production, Final products in
national income accounting include not only goods and services
for ultimate consumption but also goods and services which lead
to final consumption after a conventional time period of one
year., The convention ithus separates the intermediate products
which are for current intermediate consumption and that which
are for future intermediate consumption, the latter heing
defined as ultimate consumption from the standpoint of the

capital formation sector.

The criterion of final product is essentially Xuznet's.
The convention used by the U,S, Department of Commerce involves
conceptual problems one of which has been that "products pur=-
chased not for resale"™ may well extend to raw materials pur-
chased by the enterprise sector for intermediate consumption.
This convention has been exhaustively dealt with by Kuznets.h

The products of the enterprise sector can be easily
distinguished into intermediate and final products. However,
the difficulty arises, when the criterion is applied to products
of the government. 1In Western national income accounting,
government product has been defineq as final producf. This,
however, has not won unanimous approval, Hicks, Colm, for
example, favoured the inclusion of government producis as
final products while Matolosy and Varga in the 1930's con-

5
sidered all government products intermediate products.



111

Final product of government

Products of government for current intermediate cnnsumﬁ—
tion are conventionally regarded as intermediate products.
The goods and services of the government sector for ultimate
consumption on payment of a prescribed sum or for ultimate
consumption collectively, are final products, O0Of the fixst
group, the price may not be determined on the market, and the
price is merely a monopoly price regardless of output. Never-
theless, the products are final products by virtue of the fact
they are purchased by final consumers, In addition, there
are products which are not priced, such as free state education,
free medical and health services, etc, These are final products
by virtue of the accepted notion that they are necessary for
human existence and that they contribute to the welfare of

the people,

There are other free services of government, such as
administration, maintenance of law and order, defence from
external attack, and other such means to ensure that the exist-
ing institutional fremework continues to function. These are
generally regarded as final products in Western national income
but they are a subject of controversy for the theorists. The
difficulty seems to arise from the gquestion as to whether social
framework is a final produect. The goods and services, so far
defined as final products, can be subject to individual choice.
With this criterion, one could argue that the action in courts

of law resulting from a complaint of injustice or a crime by
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the people is final product., However, whether the action of
the courts resulting from a person charged with treason by the
state is final product depends on the acceptance that the state
represents the people as a whole, This question is difficult
to resolve, If the state is such that it does not represent
the people as a whole, according to the individual choice
criterion, such action cammnoet be fimal prgduct. In any event,
one could argue that if the legal action is not a direct result
of people's complaint, but only an indirect one via the state,

it is moet a final product.

Maintaining the institutional framework can be consi-
defed an end purpose when a countyy is at war.6 People have
been found to be patriotic enough to fight for their country.

In this case, national defence can be classified together with
goods and services for ultimate consumption as the goal of
economic activity, hence a final product., Short of an outright
war, it is reasonable to assume that people in geﬁeral are less
concerned with military production than with goods and services
for ultimate consumption, and therefore, national defence should
be classified as an intermediate product. Since we have stated
earlier that the aim of economic activity is to make available
as many gpods and services for ultimate consumption of the people,
any means achieving toward that end should be regarded as inter-
mediate products., In the case of China, national defence, any
administration and maintenance of law and order connected with

the upholding the institutional framework should therefore be
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regarded as intermediate products. This implies that such

goods and services as are available for final consumption are
possible only through upholding the institutional framework.,
Had the political framework collapsed, either through war with
foreign countries or through internal revolt, the whole economic
system, with all its methods of improving the level of living
of the people, would have had collapsed also. Whether the
people actually prefer the present system of government is a
moot point, but accepting the present government is here to
stay, any activity contributing to maintaining it status qua

must be intermediate preoduct rather than final product.

If the services Jjust described are intermediate products,

there are nevertheless conceptual problems, The Chinats People's
Liberation Army (PLA), though under the command of the Ministry
of Defence, is unigue in that it performs functions which are
away from what is normally conceived as the function of armed
forees, namely, national defence, and also, as in some Asian
states, the henchmen of the government. In China, the armed
forces perform non-military functions in peace time, not only
"consolidating imternally the people'!s democratic dictatorship,
preserving social order," but also “cgrrying out all kinds of
construction work" as we11.7 while armed forces carrying out
relief work in time of peace during emergency siltuations is not
peculiar to China alone, the PLA is unique in that it under-
takes normal economic activity. It is an army which at times

produces its own food, and on some occasions, supplement the
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local supply in the markets. In the year of the "Great Leaﬁ
Forward" (1958), a year of dramatic upsurge in economic activity,
the PLA had been vreported to have had carried out projects in_
industry and agriculture fotalling 59 million man-days, and

in 1959, more than 44 million man-days had been deveoted to
construction in agriculture, industry, communications and
transportation, and eivic projects.s The PLA also had bheen
reported to have been pioneering in the frontier provinces of
Sinkiang where troops stationed there formed Production and
Construction Corps under the Sinkiang Military Command in
December 1954.9 Thus, the PLA has 2 dual economic personality
like a farmer, being a producer of services for final cocusump=-

tion as well as for intermediate consumption.

Similar conceptual problem arises when we consider the
militiamen who are well known for their work in the early phase
of Chinese communist movement and who are civilian armed forces
aneillary to the PLA, The principal feature is that the members
are engaging in their own professions and trades. "In the rural
areas within the counties ... the members are predominantly
peasants, organized into non~specialigzed units of the regular
militia corps., In the suburban districts within the principa-
lities, the membership contains a mixture of workers and peasants,
organized into umits of a so~called suburban military corps.
Within the regular urban districts, where workers predominate,
specialiged units of the so-called Workers!' Supervisory Corps

have been set up."lo These are supplemented by military
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protection corps or self-protection corps. By virtue of "ﬁnity
of labor and arms", that is, employed civilians charged with
military responsibilities, the state does not have to draw
large resources from the treasury, In theory, militiamen zre
not drafted, Whether in practice "voluntary participation®
principle is carried out is an open gquestion. If it is a
voluntary service, charged in times of peace wWth duties-auch as
population census-taking, assisting publiec security organs,
transmitting intelligence reports, protecting state propertiles,
carrying out land rveform programmes, assisting the Anti-Amervican
Aid Xovrea drive, counterrevolutionary campaigns, and production
drives; or in times of war, with functions such as supporting
the regular armed forces, mailntaining law and owder in the

rear areas, rendering logistic services and curbing activities
of the enemy in the home ITront, such service may not be vital
for susteining the institutional framework. However, since
many people might have enlisted in an atmosphere where there

is what Walker has called psychological mass coereion, volun-
tary participation would lose its original meaning.ll One of
the characteristics of psychological wmass coercion is the
effect of mutually spying which is an effective check to any
Teactionary tendency among the people.lz Then under this con-
dition, militiamen indirectly perform a functlon similar to that
of the PLA: sustaining the existing institutional framework.

As militiemen, people become the instruments of the Chinsse
Communist Party, and they should be classified as engaging in

Government activity.
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In a similar situation is the cadre, Cadres are théﬁght
of as dynamic elements of the Chinese Communist Party and are
the transmission bLelts among the Party, the government, Qnd the
people., They come from all walks of life. A cadre may be a-
Party official, a Party member, a Young Communist League member,

13

or a non=-Party "activist". The procedure of training cadres
is consildered to be the most important part of psychologiecal
mass coercion. Through criticism and self-criticism based on
six principal themes, the cadre is brainwashed ﬁith a bias for
the Party and performs functions which are to the interest to

the Party.lh The activities of the cadre should therefore be

included under government activity.

Since both the militiamen and the cadres are ianstruments
to keep the existing form of government status quo, their ser-
vices should be considered as intermediate products; expenditures

on militia and cadres hould be costs to the economy.

However, because the services of the three groups are of
a2 dual nature, some practical criterien is necessary to delineate
them into intermediate and final productse It is best to use
the normal services provided by the group as an empirical rule.
Thus, PLA services are intermediate products, the services of
the militiamen and the cadres are intermediate products if they
are production-promoting and final products if they are final
consumption-promoting. Geods and services consumed by the PLA
will be intermediate products, but those consumed by the militia-

men and the cadres will be final products. Goods and services
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consumed in the course of administration should be %treated in
the same way as PLA's consumption because administration is
part of the state machinery which must be maintained if:the
means towards the economic welfare of the communitv is to

remain status quo.

There is nothing too new about the maintaining of the
institutional framework beilng a cost to the economy, for Kuznets
has dealt with this more than a decade ago. DBut there is more
urgency now than ever before beecause with China now being
included in the communist camp and also with the cold war between
the West and the communist countries (particularly China), the

defence of a particular ideology must be a cost to the economy.

The above exposifion resembles the Matolcsy and Varga's
approach to distinction between intermediate and final products.
However, they twreated all government products as intermediate
while we only consider those services such as administration,
maintenance of law and order internally, and national defemnce
as intermediate.15 The present approach also seems %o be in
agecord with the market concept of productiom. However, we
include those goods and services which are not sold on the
market but have a market analogue (for example, production of

grain for own comnsumption by farmers).

As far as national income accounting is concerned, inter-
mediate products which last for more then a year are final

products, not from the standpoint of the people as consumers,
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but from that of the capital formation sector. This is retained
in our approach, which implies that changes in stock of mili-

tary goods are alsec final products.
VALUING PHYSICAL OUTPUTS FOR ACCOUNTING PURPOSES

If the scope of valuation were as described above, valu-
ing physical outputs for accounting purposes would depart from

the usual practice.

In welfare economiecs, and also in macro-economic zanalysis,
market price national income aggregate is an important variable.
Actual prices beilng the basis of valuation, market price aggre-
gate forms the couponent part of consumption function (that is,
propensity to consume). Whether the actual prices of goods
correspond to their respective marginal utilities is a moot
point, but at least given the equality, market price valuation
of national income can be estimated direectly on the basis of

gg facto prices.lb Factor cost aggregate, on the other hand,

is estimated indirectly. Instead of aggregating the factor

cost of production of each final product, the modus operandi
consists of deducting from the market price aggregate indirect
taxes net of subsidies, The factor cost national income aggre-
gate is supposed to conform to the efficiency standard, to use
Bergson's phrase: the prices of any two products are inversely
proportional to the corresponding marginal rate of transforma~

tion, and correspond to the respective marginal costs,
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Certain Tfinal products of the government are not priced.
Instead of imputation, we suggest that they remain unvalued, -
Since the use of these products does not involve the inéome at
the disposal o. the individuals directly, these free goods and
services do not come under individuals?! choice decisions. As
far as the people-gua-final consumers are concerned, th?y are
free goods, Marginal cost equal price principle in their wview
would be irrelevant, One way of interpreting this situation
is that the consumers in demand for these free goods are not
aware that they have actually paid for them, They may have
paid mere than their due share or gain more than what they have
paid, but they are not aware of this., Individual choice is
assumed to be a conscious choice, He is conscious of what he
is doing when he is choosing between two goods at the given
prices., By purchasing these goods at gilven prices, he may not
be conscious at the time that he is also buying an unknowi
bundle of goods which may comprise one or more [ree government
products (public parks, borough library, and the like) and which
he may consume when ocecasion requires (free state education,
free medical and health facilities). OFf course, a parallel
can be found even in the emnterprise sector, for example, buying
a "Croeodile Brand" sghirt (which is what is wanted) but also
being given a coupon for mending a shirt collar of cuf? (which
is not wanted immediately but may be required in the Future or

which is not wanted at all).
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Imputation of a value on such a product would assuﬁé that
this "unknown" product forms part of an individualfs choice
decision. This creates the problem of tﬁe possibility of alier-
ing the whole value system, which Frankel has pointed out.l?
Unquestionably, it involves the use of scarce productive res;ur-
ces, but tihis is cowpensated for when the buyer purchases the
known product. The price which he pays covers the factor cost
or production of not amnly the known product but the unknown
product(s) as well, If the price paid by him does not cover
the factor costi of the compound products, then the same price
paid by another buyer may more than cover it to the extent that
it covers the factor cost of the compound products purchased
by the Tirst individual which has not been accounted for. It
follows that, for the economy as a whole, the use of scarce

resources would be totally accounted for,

The calculation of factor cost of products, both known
and unknown, may not be a difficult problem if the factor cost
is to be calculated on a product by product basis, What is
difficult is the calculation of factor cost per unit compound
product directly, unless it is acceptable to add an average
factor cost of the all unknown products to that of the known
product, Given the aggregate demand schedule, the marginal
cost equal price principle can be assumed, which means the
services provided free by the staté?%qual to those demanded by

the people. In the event that only the preference system of the

people for the known products is known, the principle is. at
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possible to know whether the use of resolirces for producing

all final products conforms to the efficiency standard,

What we have been in fact implying is that if we con-
sidered valuing final product in the described fashion, there
would be no difference between market price and factor-cost
aggregates, We have of course avoided the guestion of faétor
cost national income being interpreted as an efficiency standard

on a product by produect (whether "known' and "unknown") basis.

It appears that if we were to change the system of
national income accounts to conform to a particular concept of
the government sector, the valuation of physical outputs might
also be made to depart from the usual practice, But first let
us refer to past discussions on the alternative valuatioms of

national income to provide us with a basis for discussion,.
EARLIER DISCUSSIONS ON ALTERNATIVE VALUATIONS OF NATIONAL INCOME

The two alternative valuations of national income, namely
market price and factor cost, are supposed to serve their
individual purposes. For the measure of economic welfare. the
market price valuation is used; and for the measure of producti-
vity or production potential, the factor cost valuation 1s
employed. To employ Bergson's terminology, adjusted market
price mational income conforms to the welfare standard, and

adjusted factor cost nmational income conforms to the efficiency
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standard, The alternative valuations have been in dispute
for some time, a review of which will give us an insight of ‘the
cagyal factors and alsc a lead into an alternative set of operau

tional definitions for China's national income accounting.

The participants in the controversy include Hicks, Mrs,
Hicks, Studenski, Ruggles, Kuznets, Clark, Frisch, Rolﬁh,
Musgrave, Colm, Haberler, Hagen, Lindahl, Ohlsson, Nicholson,
etc.,; and also Bergson, Wiles, Mrs. Robinson, Hodgman, Granik,
and Holzman with reference to Bergson's adjusted rubles approach

e Those who accepted the

to Soviet mational income valuationse.
dichotomy comprise Hicks, Mrs. Hicks, Kuznets, Nicholson,
Studenski, Ruggles; those who were against factor cost concept
include Clark, Frisch, Musgrave, Colm, Haberler, Hagen; and
those whoe were against the factor cost concept and failed to

see the need for the distinction between the two valuations
found an ally in Rolph, The debate was rather confused in that
not all were oriented towards the same theme in their arguments,
The discussion might have been an offshoot of the controversy
over (a) the role of government in an economic system, (v)
incidence of taxes, especially indirect taxes, (¢) macro-
economic analysis, (d) actual computation of factor cost?,

(e) meaning of factor cost, whether it is contribution by fac-~
tors to national product or renumeration to factors, (f) valua-
tion of government services in practice, or (g) invariant argu-

ment of factor cost concept over time. While there were some
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who questioned the utility of factor cost aggregate, others
were concerned with the practicability of estimating factor

cost national income aggregate diractlyf

It is evident that all these issues stemmed from the
fact that all were aware of the fact that the economy in the
real world is a mixed economy with the government playing an
economic role, contrasted with an ideal economy divided into
functional sectors (production and consumption) employed in
economic theory, as a result of which the government'!s taxation
policy designed for some purpose might affect that national
income valuations at a given point of time. It appears that,
had there been no indirect taxes net of subsidies, there would
be no distinction between factor cost and market price national
income aggregates. Much then depends on the operational definiw-
tion of indirect tax in national income accounting. Hardly
any government does not impose an indirect tax of some kind,
indirect tax being defined as a tax on consumption., The con-
cepts of direct and indirect taxes have as yet to be resolved,
which therefore complicates the problem of factor cost and
market price valuations, For example, Clark had likened indirect
tax, conventionally defined, to be a monopoly profit to a mono-
polist, If monopoly profit were to be included in factor cost
aggregate, why should indirect tax accrued to a gigantic
monopoly =-- that is, the state and local authorities =-- be
excluded?20 The opposite view is taken by Bergson in the Soviet
case., Soviet profit is not a part of factor cost aggregate

because it is an indireect tax and can be shifted to the buyers.
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Even "unplanned profit" is excluded because it is a counter-
part of the windfall gain under a free enterprise system and
thus has no place in Bergson's adjusted‘factor cost standard.

He contended that prices were in prineiple fixed in such a way
that they not only covered all accounting charges for factors
but also "planned profit" for producers.21 The gross profit

(or surplus) was channelled to the state coffers, either through
taxation or planned profit submitted to the state. I‘or this
reason, planned profit resembled turnover tax, and therefore

was excluded from factor cost valuation.,

In our view, if the role of govermment is treated dif-
ferently from that assumed in Western national income accounting,
it is possible to reconecile the two alternative valuations. IT
instead of being a final consumption sector, it is a production
sector; and instead of being merely a producer of goods and
services not normally provided efficiently by the conventionally
defined producers, it is = giant monopoly, indirect tax takes a
different meaning. Ve therefore return to a system in which
there is just a production, (or State) sector and a househeold
sector instead of one where there are an enterprise sector, a

household sector, and a government secter,
GOVERNMENT AND ALTERNATIVE VALUATIONS OF NATIONAL INCOME

The case where government is regarded as a separate and

distinet sector from the rest is first comsidered.
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Alternative valuations of national income with government as a

separate entity

Assuming that an economy is based on the model of capi~-
talism described in Chapter II, it could be shown that 1f the
rates of indirect tax were not uniform throughout for all

products, ceteris paribus, the marginal rate of transformation

of one product for the other would not be proportional to the
inverse of ratioc of the corresponding prices net of indirect
taxes, which means that valuation at cost in practice does not
conform to the efficiency standards, and that while the marginal
costs may be equal between industries, given the prices in a
situation where mno indirect tax is imposed, they are not egual
to their respective market prices of the products net of
indirect taxes. Uniform rates of indirect taxes for all pro-
ducts are not considered here because they have the same effects
en consumers! behaviour as direct taxes, in which case, cetwis
paribus, factor cost valuation conforms to the efficiency

standard,

In Tig. 1, x and y are any two products, PP is the price

line representing the ratic of price of x and y in a situation

where no indirect tax whatsower is imposed. E is the equilibrium

combination of outputs of x and y from both the producers and

consumers' viewpoints at the prices represented by PP. To the

producers, that equilibrium output represents the maximum they

can attain at the given prices, given the availability of economic

resources. And to the consumers, given their income, PP also
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represents the upper limit of. the quantities of producs they can

purchase at the given prices.,

Next, we introduce into the system the government, and
the government imposes an indirect tax on x only (or an indirect
tax on x at a higher rate than that onm y). Thke relative prices
inclusive of tax are then represented by price line PP', The
equilibrium ocutput from the consumers! viewpoint will be at E!
which is on a lower indifference curve than E. From the pro=-
ducers! viewpoint, the indirect tax on x has ex hypothesi no
effect on the efficiency standard. However, they are not likely
to overproduce x and y, and accordingly withdraw resources to the
extent that they attain a combination of outputs x and y on
the same transformation curve as E', This, of course, rests
on the assumption that supply of effort is infinitely elastic.22
Now, since by assumption, indireect tax on x has no effect on
the efficiency standard, the agulilibrium outputs from the pro-
ducers' viewpoint would be at E" on transformation curve TT!
and at which the same curve is tangent to the price line PP"
(which is parallel to the tax-free price line PP). Like at
point E, the marginal rate of transformation is inversely

proportional to the ratio of price of x (met of indirect tax)

to price of y at E".

In evaluating national income, while there are alterna-

tive methods of valuation, the quantities of x and y must be

the same in both cases. Therefore, if OM" of x and ON" of ¥y

are produced, they will be insufficient to meet the effective
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demand of the consumers represented by the budget line PP' in
a situation where indirect tax is imposed on x. And if oOM!

of x and ON' are produced, while transformation curve TT! is‘
tangent it the indifference curve II' at E', and only through
which price line PP' passes, the producers?! relative marginal
costas of x and y will be proportional to relative prices of x
(inclusive of tax) and vy instead of relative prices of x and y
exclusive of tax, which ex hygothesi is inadmissable, And if
the producers produce these quantities of x and y at tax-free
situation prices, then the price line PP'" (which is parallel
to PP or PP") cuts the transformation curve at two points,

B! and E'", Since the actual combination of output demanded
is at E', and if producers produce accordingly, the equality
of the ratio marginal costs of x and y and the ratic of their
respective tax-free situation prices does met hold, and alsec
the marginal rate of transformation at that point does not equal
to the inverse ratio of the corresponding pre-tax situation
prices, It therefore follows that given the demand situation
and given the tax-free situation prices, producers cannot

conform to efficiency standard, which is represented by E",

The indirect tax revenue collected may have been employed
to absorb the surplus economic resources unused by the producers
due to contraction of output just described. The governnment
may be producing services which are priced and produced accord-
ing to marginal cost equal price principle. This mnecessarily
assumes that its services are priced at factor cost, and that

producers produce a combination of output which is to the left
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of PPt so that given the same incomes, consumers are left with
surplus purchasing power to purchase government productss Impli-
cit in these assumptions are that consumers have an effective
demand for government products at marginal costs (which are
equal to market prices), and that the marginal utilities of
goods and services purchased from the enterprise sector and

the government are equal to their respective actual prices.
Since we have, on the basis of the last analysis, shown that
the derived factor cost aggregate for enterprise sector does
not necessarily conform to the producers! efficiency standard,
even if government as a producer conforms to that standard,

the factor cost aggregate for the whole economy does not neces=-

sarily conform to the efficiency standard,

Alternative valuations of national income with government

incorporated into the enterprise sector

If instead of a system with government as a separate
entity, we have a system with the government and the enterprise
sectors idncorporated into omne production sector with the state
as a giant corporation, indirect taxes and subsidies as such
would lose their original meaning, as a result of which there

is not distinction between factor cost and market price aggregates,

The accounting system would then consist of two sectors
instead of three, namely, the state (or government) and the
household sectors instead of the state (government), the enter-
prise, and the household sectors, The state is assumed to

control production, distribution, comnsumption, and other forus
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of economic activity directly or indirectiy. In short, it is
an accounting system for the ideal centrally planned economy

of the communist type.

The state is assumed to have a perfect knowledge of the
consunier demand, The central planning body allocates resources
efficiently, given the final bill of goods., VWhat are known as
indirect taxes are in fact partly factor cost and partly current
expenditures (that is, expenditures on administration, intermal
law and order, and defence). It is implied that the central

planning board will adhere to the marginal conditions,

The question of discrepancy between the two valuations
of mational income noted in the last section does not arise
because the eﬁgivalents of the former enterprise sector and the
government sector are not competing for resources, given the
area of activity in each. The discrepancy arises from the fact
that there are a pre-~tax and post-tax positions for the former
enterprises and also the contention that the indirect tax does
not alter the production function of the producers. Such dis-
creparncy does not exist with the elimination of the tax. In
other words, the situation of the pre-tax position in Fig. 1
is implied for both the state and the household sectors, with

x and y each containing a certain amount of free final products.
ALTERNATIVE VALUATIONS WITH REFERENCE TO CHINA

Valuing physical outputs for accounting purpeses, under

the usual national income accounting framework, in the China
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case presents theoretical difficulties. Chapter II reveals that
de facto prices in China are not necessarily equilibrium prices.
They are even less so when rationing system is introduced o
control supply (and therefore to control consumption) to the
extent that effective demand cannot be satisfied, The only

area where market prices probably approximate eguilibrium prices
are the free market prices in the local rural markets, Given
the prices, whether they be equilibrium or state prices, con-
sumers can allocate their incomes among the different expendi-
tures, And as noted in chapter II, their demand has no influence
on the producers in most cases, However, since main commodities
are subject to ration, their effective demand i€ probably not
met, If rationing system remains unchanged over a reasonakbkly
long period of time, consumers may adjust their consumption
behaviour accordingly. If it changes once or twice within a

year, marginal conditions are not likely to be attained,

With regard to factor cost, if it is interpreted as
contribution to national product, the accounting charges Tor
factors calculated by the state are not factor costs, It has
been said that increase in wages does not appear to keep up
with increase in labour productivity. And returns to nomn=labour
factors are more likely than not based on arbitrary rules. No
interest is charzed on long-term capital, and only nominal inte-
rest is charged for working capital. Planned profit realized
may be taken as return to capital, but this can only be so

viewed when wages per se are returns to labour factor. It
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therefore appears that factor cost as renumeration to factors
aas more valldity than as contribution to product, in which
case the wages, interest charges, rent, and profit retained

by the producers are renumeratlons to productive factors, As

a matter of fact, 1t will be recalled that the theoretical
discussions on commodity price determination as described in
Chapter II made no reference to opportunity-cost. The Chinese
discussants produced illustrations of price fixing by each of
the three methods in turn, but the examples of the commodities
used in any one illustration were treated as autonomously
determined, The coummodities had had to be produced for reasons
other than economic rationale, e.g, use value, products to be
produced under a given plan, ete. Substitution of faetors in
different uses was ruled out implieitly, In any case, in cer-
tain lines of production at least, substitution of factors were
not permititted once the plans for the enterprises were I[inalized
and became law. Hence, opportunity-cost does not appear to be
the basis of valuation and there is therefore the difficulty of
resolving the question of valuation at factor cost right from

the very beginning,

If we were to adopt the two-sector system of accounts,
the equality between factor cost and market price aggregates
would be a working hypothesis, given the role of central planning
board te be efficiently allocating resources. At the product
level, the equality holds only when the fimal product is a

compound product consisting of the marketed good and a bundle
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of free final products, given the assumpiion that the amount
of actual consumption oi the free goods by each individual is’
not a condition. We have assumed that part of the indirect
taxes finances the free final products and also that they are
the only means of finance. It is possible that the rates of
indirect taxes might be raised, but in a two-sector system,
they can be construed as a rise in factor cost attributed to
more free final products being made, as a result of which, real

national income rather than money national income is raised.

CONCLUDING REMARK

The available estimates of Chinats national income made
by scholars in the United States, which we described in Chapter
I, are based on U,S8, concepts and methodology, the adeoption of
which implies the acceptance of the formal difference between
factor cost and market price valuations by execlusion of the
former but inclusion of the latter of indirect taxes.less
subsidies, The adjusted factor cost and adjusted market price
standards introduced by Bergson in the studies on Soviet national
income are alsoc based on the same premises and they depart from
the conventional valuations only in the particular empiriecal
definition of indirect tax, In this chapter we have attempted
to show that there is no difference between factor cost and

market price aggregates if government product is differently

defined, and if the government sector is not a separate and
distinct sector from the other sectors of the accounting system

but a sector which is part of the enterprise sector. It is true
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that the national income accounting concepts, both theoretical
and operational, are supposed to be such that they are appli-’
cable to all economies, but bearing in mind that the Western
national income accounting system and the concepts behind it
are primarily designed for a 'free' society rather than for a
Ycommunist! soclety, the Western sysiem does not transcend the
different economic and social organizations over time and space
any more than the two-sector sy;tem we put forward in the pre-
sent chapter, Wwe therefore refrain from claiming universal

application of the two=-sector system,

We différ from Rolph, who maintained that there was no
need for a distinetion between factor cost and market price
valuations, in that it is not because of the technical diffi=-
culty in reconciling the two alternative valuations as to that
there is no case for it.23 Our argument has been that there
are only two institutional sectors as opposed to Rolph's impliecit
assumption of a three-sector system, The invariant argument
of factor cost valuation over time regardless the change in
tax policy is wvalid only when charges on consumption exist, a
situation which is eliminated through the acceptance of the
indirect tax conventionally defined being partly a surrogate
of factor cost, the rest being current expenditure and having
neg place in national income val1:.-;3.1‘;:!.0:(1.'?'Li This also implies
that Frisch's worry over our not knowing how indirect taxes

operate (whether they can be shifted on to the consumer, to

the labour factor, or whether they reduce profits, or all three)

5

w

becomes irrelevant.
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The implications of our suggestion that there is no
difference between factor cost and market valuations of national
income ~-- on the assumption of a revised classification of
institutional sectors - would be that factor cost national
income aggregate (if it could be calculated) could be regarded

as a welfare standard just as much as a market price aggregate.

The present chapter touches upon onily the fringes of the
complex problem of application of national income accounting
system to an economic system whose concept is basically alien
to that assumed in the conventional system, The proposal we
have put forward for re-ecxamining the framework of natignal
income accounts and accounting concepts is only meant to stimu-
late further thoughts on the guestion, for, as it is, it obviously

leaves much to be desired.
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INTRODUCTION

This chapter is concerned with one aspect of the appli-
cation of national income accounting, namely national income as
a measure of economic welfare, with reference to a centrally
planned economy such as China's. The first part deals with
some of the theoretical problems involved in the use of national
income as a welfare measure, The other part is an application
of the observation with respect to an economic system such as
Chinats made at the end of the theoretical discussiomns. 1In the
application, reference will be made to the observations made
in Chapters II and III. The accounting data we employ will be
those estimated by some of the non-scholars whose work we have

surveyed in Chapter I.
NATIONAL INCOME AS A MEASURE OF ECONOMIC WELFARE

The use of national income for measuring economic welfare
began only in the present century. When national income was
first estimated in the 17th century, it was for a different
purpose. William Petty, the pioneer in national income estima-
tion, estimated the national income of England with the viewl

"to prove mathematically that the State could

raise a much larger revenue from taxes to

finance its peace and wartime needs, and that it

could do so by more egquitable and less burdensome

form of taxation."

It is evident that national income as a measure of productive

capacity or production potential was implied. Gregory King's

national income estimates for England, the Netherlands, and
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France, were not for the purpose of measuring economic welfare
either, The calculations in his manuseript entitled Natural

and Political Qbservations and Conclusions upon State and (Con=-

ditions of England (1696) meant to be an estimate of England's

war ];:N:H',en'n::I..';|.1.*i It was not until 1920 that national income

was formally associated with economic welfare. Economists owe
an intellectual debt to Pigou who used it as a tool for theore-
tical discussions on welfare economics. He led the later econo-
mists in seeking "Social Income as an index of economic welfare,
of the wealth of nations.“3 He put forward the view that mational
income is the objective counterpart of economic welfare of a
community, and said that "economic welfare is that part of the
total welfare which can be brought directly and indirectly into
relation with the measuring rod of 131::‘.~11«-:a}.r."J!'L The two concepts,
national income and economic welfare, were described by Pigou

as cobrdinate, The parallels were depicted in his chapter on

National Dividend:5

"Generally speaking, economic causes act upon
the economic welfare oif any country, not
directly, but through the making and using

of that objective counterpart of economic
welfare which economists call the mational
dividend or mational income. Just as economic
welfare is that part of total welfare which can
be brought directly or indirectly into relation
with a money measure, so the national dividend
is that part of the objective income of the
community,...which can be measured in money ...
Any description of the content of the one

of the two concepts implies a corresponding
description of the content of the other ...
The concept of economic welfare is essen-
tially elastic, The same measure of
elasticity belongs to the concept of

national dividend.,"”
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This view seems to have been accepted by later economists, such
as Hicks, Kuznets, Little, Samuelson, Abramovitz, Bergson, and
others.6 Although discussions had been subsumed under the head-
ing "valuation of social income" or "evaluation of real income%,
the terms "socilal income" and "economic welfare" had been used

interchangeably.7

National income and economic welfare in a centrally plauned

economy of the communist type

The theory behind national income as a measure of econo=-
mic welfare in a free enterprise economy may alternatively be
approached from an analysis of the free market economy or pure
competitive equilibrium, for economic welfare is initially based
on the same premise, By the same token the theory behind national
income as a measure of economic welfare in a centrally planned
economy may justifiably be approached from an analysis of the
equilibrium reached under centrally planned economy of the commuw
nist type. (since a centrally planned economy of the communist
type, as defined by us in Chapter II, functions without the use
of prices, we have had to assume that in such an economy prices
are used, though they may be determined by the central planning
board through economic calculations., That being the case, such
an economy would correspond the collectivist system put forward
by the early socialists. Our later references to pure collecti-
vist system are assumed to be those for a centrally planned

economy under full communism.)8 Thus, gilven the same assuwmptions,
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a central planning board may be just as efficient as price
mechanism in allocation of resources, given the final bill of
goods, Instead of price mechanism coordinating the consumption
function, production funetion, and resource-supply function,

the central planning body may arrive at the same situation
through solving the simultaneous eguations representing these
funections, given certain assumptions concerning the existence of
a central planning body and its not invelving the use of scarce
Tesources, eté., which we have discussed in Chpter II. In short,
we regard the following assumptions for the pure competitive

case applicable to the pure collectivist case:9

1, Market demand for final products is perfect.

2., The satisfaction which any individual consumer
derived from a givem combination of commodities
is not influenced by anyone elsels consumption
in any way, that is, absence of extermnal ecouno~-
mies and diseconomies in consumption,

3. All the goods in the economy at any given
time are uniquely allocated by the market
among the consumers,

L, Tastes and state of technology are given,

5« Given the state of technology and know=-how,
resources are employed as efficiently as
possible toward any partiecular end(s).

6. At any time, there is a given level of
employment of resources,

7+ Within the range of goods available, none
of them has been consumed to satiety, that
is, everyone considers "the more the merrier."

8. The community indifference curves, like the
individual indifference curves, deo not inter-
sect one another,
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9, External technological economies and dis-
economies are absent, that is, absence of
divergence between marginal private and
marginal social costs of a firm,

Consider a two-commodity, one producer, cne consumer
case, in which prices are determined by the central plauning
board, Given the initial alloecation of goods x and y and the
level of their respective publicly-determined prices Py and py,
every comnsumer who tries to be as well off as he can (agsumption
7) is at the highest level of satisfaction at the point & on the
individualts indifference curve IT!, through which the indif-
ference curve is tangent to the price line pp!' (Fig. 2). The
central plamnning board aims at the eguilibrium guantity-combing-
tion of x and ¥Ys g8iven their set of accounting prices because at
that point, they anticipate that from the individual consumer's

viewpoint, the marginal rate of substitution of good x for good ¥

is equal teo the ratio between their respectlve prices Py and pya

At the same time, the central plamning board realizes
that the individual producer has a range of possibilities of
output combinations which can be produced with the given quan-
tity of resources, given the state of technology and kmow-how
(assumption 5), which is represented by the transformation curve
or production-possibility line TT!' in Fig. 2, but the board would
aim at the output combination at point E which is on the trans-
formation curve TT' and through which the curve TT' is tangent
to the price line PP' because at that point, from the individual

producert's viewpoint, the marginal rate of transformation of
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factors of production of goods x and y is equal tec the inverse
ratio of prices of these goods. In esseince, the plannsesrs!
decision for fthe producer is the same as Lernert's rule that

marginal cost egquals price.lo

The equilibrium output combination is therefore at point I
since at the poiat, both the indifference curve and the trans-
formation curve are tangent to the price line PP' and are tangent
to one another. This is the ideal output, which is the same as
that in a pure competitive system shown by Baumol.l1 Needless
to say, it is assumed that the central planning board has an

exact knowledge of the individual consumer's preference system,

The omne-producer and one-consumer case can be extended
to n producers and n consumers, By assumption, every consumer
is consuming that quantity of each good which makes him as
better off as he can be, given the prices, and the central plan-
ning board sees to that that the individual consumer is satis-
fied, Since by assumption 2, there are neither extermnal econo-
mies nor diseconomies of comsumption, it follows that the community
as a whole is consuming the quantities of goods which make it
as well off as possible, given the same limitations. Given the
distribution of goods, the central planning board sees to it that
the output combination is one on the community indifference
curve which is tangent to a line which has a slope equal to the
ratio between the accounting price Py and accounting price Py

Diagramatically, using also Fig. 2, community indifference curves
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are II's, price line is PP!', and the equilibrium output combina-

tion from the community's viewpoint is at point E.

As regards production, as under perfect competitive con-
ditions, the producers must ensure that the ratio between the
marginal costs of the two goods equals the ratio of prices Py
and Py By assumption 9, marginal private (that is, enterprise)
costs equal marginal soeial costs. Hence, the ratio beitween the
marginal private costs of both goods is equal to that betieen
the marginal social costs o! the two goods. It follows that
the slope of transformation curve at any one point represents
the ratio of two marginal social costs. Equilibrium will be at
the point where the output combination is one for which the slope
of transformation curve is equal to the slope of a price line,
that is, the priee line through the equilibrium point must be

tangent to the social transformation curve.

It follows that the sogcial transformation curve and the
community indifference curve must both be tangent to a line which
has a sleope given by the price ratio, Thus, these two curves
must be tangent to each other, which is the condition of ideal

output.

Again, it is assumed that the central planning board has

an exact knowledge of the community's preference system,

Now, national income as a statistical measure is cowmputed
on the basis of 2 pgq formula, p and g being respectively the

ex post price and guantity of a good included in national income
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calculation. Under pure competitive or pure collectivist condi-
tions, the community's ideal output is at point E. National .
income of an economy in that situation would be the aggregate of
the product of price and gquantity of x and y, denoted in Fig. 2

by the point E, and reflects the maximum economic welfare,

Social and private cost and benefit and national income as a

measure of economic welfare

Having established that national income measures maximum
economic welfare at ideal output situation, whether attained
under pure competlitive or pure collective conditions, we now
consider national income as a measure of maximum economlec welfare
in practice. How well national income performs this function
depends on the degree of approximation of the output of an eco-
nomy to the ideal output, which in turn means that it depends on
the validity of the assumptions governing the ideal output
situation. National income of any country is still defined
statistically as Z pg, but whether this represents welfare at
any particular time period is another matter. Since no free
enterprise economy resembles the pure competitive economy in
toto nor any centrally planned economy in the real world is a
replica of the pure collectivist economy, a priori, national
income measure is at best an approximation to maximum economic

welfare.

Let us consider two of the assumptions employed in the
last analysis, namely, absence of external economies and dis-

economies in consumption and productlon (assumptions 2 and 9),
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and examine their effects on the welfare measure of national

income. Ceteris paribus, any divergence between marginal social

and marginal private cost (or benefit) implies that the output
is short of the ideal situation, Since we have stipulated that
national income measures maximum economic welfare if the output
is an ideal output, a departure from the ideal output would
render national income short of an ideal measure of maximunm

economic welfare,

We should first note that private cost and benefit are
motivated by self-interest and that social cost and benefit are
motivated by social interest however defined., The objeectives of
individuals and the community at large may not be similar, and
the time span which the individuals and the society as a whole
allow for the attainment of their respective ends may also he
different. In the analysis of divergences between social and
private cost and benefit of the pure counpetitive economy, private
cost and benefit are used as the bases of observation. The
reverse is the case for pure collectivist economy. Divergence
between marginal social and private cost (or benefit) is taken
to mean that an individual's marginal activity involves undesi-
rable effects on the society without his renumeration being

Z 2
decreased as a result or wvice wversa,

It has been shown by welfare economists such as Pigou,
Baumol, etc., that divergence between marginal private and social

cost and benefit exists in an economy which permits monopoly and
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3 Even without imperfect competitions,

monopolistic practices.
the existence of extermal economies and diseconomies of large=-
scale production would cause a departure from the ideal output
situation under pure competitive conditions. If x is produced
under conditions dinvolving relatively large external economies,
the price line would have been EE' and the point of equilibrium
will not be at E but at B, as shown in Pig. 3. On the other
hand, if x is produced under conditions which involve relatively
large external diseconomies, the price line would have been DDV,
and the poilnt of equilibrium will be at point €. Given the
demand situation, both equilibria are inferior to ideal output
at E because they appear on lower indifference curves, National
income computed on the basis of ex post data provided at point

B or C would not represent the maximum economic welfare for

neither of theeguilibria coincides with ideal output at E where

marginal social and private cost and benefit are equal,

In the pure gollectivist case, motivated by social interest,
divergence between marginal social and private cost and benefit
should be absent at the outset. Prices are publicly determined
for the community, and individuals are made to adhere to marginal
principles in their productiorn and consgmption activities., By
definition, external economies and diseconomies of production
and consumption are absent, which also implies monopoly and
monopolistic practices are eébsent. National income reflects
maximum economic welfare at point E, as in the case of pure

competitive economy.
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Howevex, it is possible that while prices are determined
for the community by the ceniral planming beoard, once they are
determined, they are not likely to be altered until sometime has
elapsed despite changes in other circumstances, The communica=
tion system between the central planning board and the econemic
decision units is unlikely to be a periect substitute of the free
market price mechanism in the sense that time is a factor for
the former but mot the latter. Where there is a change im the
nature of inputs for the production of X discovered at the base
level, the producer of x may not adhere to the rule laid down
by the central planning board. While money prices are unchanged,
prices in real terms may have changed., - A discrepancy between
the marginal social (publicly determined) and private (real
enterprise) cost may then occur, External economies or diseco-
nomies emerge, reflecting the defects in the rigid publicly-
determined price arrangement, resulting in the producer of x
not being compensated (or compensating) for what it does to the
producer of y, The producer of x'under conditions of extermal
economies (or diseconomies) should be confronted with a price
line such as EE' (or DD') in Fig. 3. National income computed
for the external economies (or diseconomies) situation would have
been an aggregate of the product of publicly-determined price
and quantity (which departs from the ideal quantity) of x and vy,
the latter at point B (or at point C), Again, national income
for either situation deoes not measure the maximum economic

welfare, given the actual supply and demand situations.
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Aunother source of divergence between marginal social and
private cost may stem from orgmnizational change in one line ‘of
productions It is well known that as a firm increases in size,
it benefits from external economies.l& Such a possibility may
not envisaged when prices are determined for the community by
the central planning board; when it does happen, the board is

unable to make immediate adjustments.

Given the supply situation, divergence between marginal
sacial and private benefit may occur in a opure competitive
econonmy in which iundustrialists tend to be concerned with only
the private rather than soclal benefit of thelr own operations
or individual consumers consume their goods in such a way that
causes other individuals to enjoy less the goods the latter
cosume, In a pure collectivist economy, the divergence between
marginal soeial and private benefit may stem from the same
sources. In production, owing to the particular incentive
system such as monetary or mon-material rewards for fulfillment
or overfulfillment of production targets in value terms, producers
may endeavour to produce a larger but poorer guality output at
the publicly-determined prices. The China example, which we
shall consider later, is a case in point.15 Divergence between
social and private benefit will then be in real terms. In
consumption, the case in a pure competitive economy just described
may well apply, unless the central planning board legislate on
how goods should be consumed, Thus, national income cannot
provide an adequate measure of maximum economic welfare on the

same grounds as in the case where demand situation is given,



150

In the previous chapter we have pointed out that in a
centrally planned economy such as that in China, where prices
are determined on the basis of average conditions given the
state of fechnology, divergence between social and private cost
seems obviou3.16 The rule that marginal cost equals price at
best can only be adhered by the firm producing under average
conditions, given the state of technology, while the high cost
firm may operate at a loss at the given official prices if neces=-
sary as long as the physical output targets are fulfilled, and
also the -low cost firm may operate at a profit without additional
effort at the same given prices. Given the supply situation,
divergence between social and private benefit exists when certain
industrial enterprises are required only to fulfill the value
output targets rather than the physical output targets, the
factory managers may attempt to utilize the given resources for
the production of goods which yields higher bemnefit to themselves
rather than to the community (as seen by the central planming
board).l7 Another source of divergence may arise from the
inaccurate community?'s preference system drawn up by the central
planning board for its economic decisions., The board's preference
system for the community may diverge from the community's social
preference system, While the relative prices determined by the
board are such that the price line is tangent to the board's
social indifference curve at a given point of time at the point
representing the ideal output, the same price line may only be
tangent to the community's social indifference curve at the same

point of time at a point other than the ideal output (B+).



It can be said that the boardt's preference svstem is analogoﬁg
to a social preference system and the community's social pre-
ference system to a private preference system, and since by | \
definition marginal social and private cost and benefit arec

equal in ideal output situation, there is a divergence between
marginal social and private cost and benefit, though of a dif-
iferent sort, This is shown in Fig. 4 where II*s are community's
social indifference curves derived from the viewpoini of the
soeciety as a whole rather than based on planmers'! preferences.
National income computed on the basis of official prices and.

actual guantities bought, again, does not measure the maximum

economic welfare.

We may conclude that national income computed statistically
by tﬁe 2-pg formula cannot be a measure of maximum welfare of
an ecomnomy operating under non-ideal output conditions, This
conclusion has been spelt out by Kuznets who regarded national

income as only an approximate measure of economic welfare. In

view of the fact that economies in the real world do not resemble
the hypothetical models described above,; mnational income is at
best an approximate measure of maximum economic welfare, given
the conditions for the ideal output. There is no empirical way
of determining the degree of divergence between marginal social
and private cost and benefit. Marginmal social values can only

be described qualitatively and are not quantifiable,
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National income change and change in economic welfare

Given the concept of national income as an approximate
measure of maximum economic welfare, we may now consider the
change in national income as an indication of a change in econo=-

mic welfare,

Pig. 5 illustrates the change in economic welfare of
community, Consider a community in which two types of goods
X and y are available for the demand market. OVl and OV, are
composite~commodities, that is, totals of the value of guanti-
ties of goods, valued at period I and period II prices respec=
tively. PP?' and PP" are price lines for period I and period II,
which are ex post phenomena. II' and II" denote the community

indifference curves. ON, represents a constant ratio between

1
quantities of goods x and y, which includes the point Vi
Similarly, ONZ represents the ratio between guantities of these
goods, which includes the point Voo Wl denotes the altermative
combination of guantities of x and y to v, and is on the same

indifference curve II' as V W, is an altermative %o V, on

1
the same dindifference curve II" as the latter, owi (or OWﬁ) is
a hypothetical composite-coumodity based on the same guantity
ratio between x and y as 0V, (ov ovl) aund period I (or period
II) prices., oWy (ox OWE) designates the hypothetical composite=-
commodity based on the same gquantity ratio between x and y as

0V, (or Qvl) and period II (or period I) prices, The assumptions

for Fig. 2 community case still hold imn Fig. 5.
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Although ov, should be compared with ovl, because there
are changes in both the quantity ratio and prices, they cannat
be compared directly. The composite-commodity 0V2 may be the
result of changes in prices, tastes, or distribution of income,
To compare the economic welfare of the two periods, it is neces-
sary to assume prices, tastes and distribution of income, and
the number and types of commodities constant. In short, change
in economic welfare is to be measured in terms of the change
in quantities of goods consumed between the two periods, which
necessarily implies that the guantities consumed in one period

are to be regarded as the standard.

In Fig. 5, if period I quantity ratio is assumed (that
is ONl), the change in economic welfare between period I and
period II with economic welfare in period I as standard is

represented by 0W2/0Vl, W, being the alternative to V2 vielding

2
the same level of satisfaction. Similarly, if period IT quantity
ratio is assumed (that is, ONZ)’ the change in economic welfare
with period I as standard is represented by ovz/owl, Wl being an

alternative to V, on the sasme indifference curve II'. However,

1
commodities being heterogeneous in nature, they need to be trans-
lated into one common denominator, namely, value. Thus, prices
of a standard period are required, which in turn means the use

of index numbers, The measurement of change in economic welfare

18

between the two periods may be summariged as follows:
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Basis of change Standa»d period Change in terms
of ratio

A, Actual chaqgg

(1) ON, 1 oV,
OVl

(ii ) 0N2 I 0V2

OWl

B, ONl and PP! I oWy
oV,

C. ON1 and PP" I OWé
ovl

D. ON2 and PP" II 0V2
oW

E. 0N, and PP! II ov,
ovy

Two alternative index number formulae may be used. In one case,
the outputs of both periods are valued in period I prices, while
in the other, the outputs of both periods are valued in period II

prices; that is,

143 Pady (1)
s P39,
and
2. Ppdp (2)

5 Pp9y



Where p and q denote in the usual way the price and guantity of
a commodity and subscripts denote the time perioecds to which é
and q refer, Hence, formula (1) shows the change in the quantity
between two composite-commodities in value terms at period I
prices., Formula (2) shows a similar change but at period II
prices, 1In short, the ratios (B) and (E) can be transformed
into Formula (1) type of index, and the ratios (C) and (D) into
Formula (2) type of index. As the statistical concept of
national income is expressed by the formula of the Z pqg type,
national income change is also depicted by index number formula
appropriately weighted, in which case p and g are respectively
the price which buyers actually pay and the total quantity
bought by the buyers of a commodity and subscripits denote the

pericds.

It is obvious that natiomnal income indexes give only
approximation to actual change in economnic welfare of a commu~-
nity even under ideal output conditions between the two periods,
The choice of a particular ratio or index number formula there-
fore depends on the degree of approximation it can give, Omn
the basis of a situation given in Fig. 5, ratio (B) is prefered
to ratio (C) because the former is closer than the latter to the
actual economic welfare change ratio (A). In short, given
period I quantity ratio ON,, formula (1) is superior to formula
(2). similarly, ratio (E) is preferred to ratio (D) because of
the same reason but with reference to the actual economic

welfare change ratio (A ii). This shows that formula (1) is
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still superior to formula (2), given the quantity ratio ON, .«
The shape of the community indifference curves given is a major
determinant of the degree of approximation, For if ratio (C)
is equal, or closer than ratio (B), to ratioc (A i), formula (2)
would be superior to formula (1). The same analogy applies fto

ratios (D) and (E).

In addition to the two assumptions, we have followed
Pigou in assuming, in the first instance, that no new products
have been introduced and no productslhava been withdrawn from
circulation between periods I and II, and also that the periods

19

are at one vear interval.

However, the basic criterion that economic welfare of =a
community has increased is that when national income (or "divi-
dend" as he called it) in period II is greater than in period I,
"the items that are added to it in period II are items 1o con-

serve which they would be willing to give more money than they

would be willing to give to conserve the items that are taken

2
away from it in period ]::l:“."'0 The measures for this criterion

are found in

Z pgq;}: 7 2 p'J ql (3)

and

5 P4y > Z P9 (%)

Z Py > Z Pydy in (3) is the same as (2) with the
latter greater than unity, and (4) is a measure for the cri-
terion of increase in economic weliare using period I price

weights. We are aware of the changes in people's tastes and

also in the distribution of income in actual life. If tastes
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vary between periods, Pigou had shown that there would be a
paradox. People in period II with period I tastes might pay .
less for the commodities added than for the items taken away,
and also that those with period II tastes might pay more for
these added items than for those withdrawn. The measures would
make national income in perioed II both greater and smaller than
that in period I. The same paradox could arise if the distri-
bution of income varies between periods. An assumption which
is not realistic would invalidate the thesis, But Pigou dis-
missed the possibility of invalidity by saying that if tastes
and distribution of income do change, they "usually constitute
a change in the same direction from the point of view of period

II.“Zl He further maintained that "most causes ,ees will

inerease the dividend from both points of view or diminish it
from both points of view".d; He made use of the probability

thesis without empirical evidence.

The conditions set out in (3) and (4) may yield dif-
ferent results for the period under observation, namely period
iT. hile it can be argued that for a given period, say period
IX, the index number based on period I price weights as well
as that based on period II price weights may show an increase
and therefore the economic satisfaction will have inecreased,
the increase in economic welfare is absolute only when the
magnitudes of the index number change based on the price weights
of the two different periods are identical. If omne is larger
than the other, them "ifrom an absolute point of view", the

o
change is not measurable. -



While national income is the objective counterpart of
economic welfare, the change of national income as reflected.
by index numbers does not necessarily point to a change in
economic welfare in the same direction proportionately. Pigou
said that proportiomality was noet required, All that was neces-
sary was to show that there was some increase, He seemed to
imply that the exact magnitude of the size of increase of

economic welfare was unimportant,

What has been just described is concerned with indexes
(1) and (2) greater than unity, It can be applied to the case

of indexes (1) and (2) being less than unity, that is, conditions

set out in (3) and (4) in the reverse., Economic welfare is,
according to the criterion stated in the reverse, diminished
when national inceme is diminished in period II from both
points of wview, that is, using both period I and period IIX

weights,
I 2 Pya, 1 (5)
2. Pr9y

= Wafla ooy if (6)
5 Pp9;

but

L N[ LA )
ZP;ﬂl Zplq'l
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This refers to the case where for period II, national income
shows a decrease when period II price weights are used but an
increase when period I price weights are employved, and also the
deerease is greater than the increase when these respective
weights are used, 1In this case, the ecomomic welfare has prob-
ably diminished. If conditions of an oppoesite character are

the case, then economic welfare probably has increased.zu The
two index (5) numbers and (6) are limiting expressions, There
is no intermediate expression between the two limits which indi-
cates that the economic satisfaction will probably inerease or

deerease in period IX according to whether the expression is

greater or less than unity,

Only when both indexes show an increase or decrease that
an intermediate expression can be found, Pigou recommended the
use of ideal index number. The merits of this index number are
recognized, namely, the index satisfies the factor reversal test
and also the time reversal test, He probably would have inclu-
ded the circular test had he not been concerned with a two~

o
25

period case,

As regards the assumption that the number and types of
commodities are constant over the period in question, for short
period consideration such as two yvears, the assumption that no
new products are introduced and no withdrawal of old products
from circulation between period I and period II 1s reasonable.
But for a longer period extending more than twe years, this

assumption may become unrealistic and will invalidate the
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results as a conseguence, However, Pigou recommended the use
of link index.26 In this way, when period II is compared with
périod I, if period I tastes are used, period II tastes are
ignored; when period II is compared with period II, period II
tastes are used but period III tastes ignored; and so on,
Using the simple comnversion method, the link indexes may be
turned into an index using period I as the base, Obviously,
small errors would be attached to each individual comparison
of the pairs. Pigou said that the errors would likely be in
the same direction, He was aware that if the chain or link
index extended over a long time horizon, the cumulative errors
might become 1arge.27 His conclusion was that if the link index
showed that there was an increase between period I and periad
II, it was probable that the economic satisfaction was greater
in period II than in period I. But he could not say with any
confidence, unless the magnitude was large, that the ecounomic

satisfaction was less in period II than in period I when the

2

link index showed a decrease,

National income and economic welfare in a developing economy of

comnunist type with referemnce to China

Against the case just described which refers to ideal
output situation, let us consider an economy in which prices
are not determined by free forces of the market or rational
economic calculatioms, but by administrative decisions, We
could visualize the Chinese economy belonging to this type of

2
economy on the basis of the planning procedures, ? In the
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first instance, we assume that these priecing decisions are meant
to lead to ; state of equilibrium which is comparable to that
under a pure competitive econemy, We uphold the working hypo-
thesis that individual consumers would maximize their individual
wants as much as they could, However, instead of being the
*ultimate king", consumers are assumed to have only freedom of
choice among goods made available to them at publicly-determined
prices, and they have no influence on the producers? decisions
as regards what to produce and how much to produce. In other
words, given the publicly-determined prices, a set of community
indifference curves can be drawn up from the consumerst! viewpoint,
Since production and price decisions are made by planners, we
assume that the planners hawve their own estimation of the com=-
munity needs at the publicly-determined prices, and thus draw

up a set of community indifference curves which they think to

be the same as the consumers! community indifference curves,

In both cases, we assume, as usuzl, that community indifference
curves do not intersect. Owing £o an assumed inefficiency in
communication between the planners and the final consumers, the
planners' and the consumers! sets of community of indifference
curves may not ceincide. (If they coincide, the planners then
have succeeded attaining the equilibrium comparable to that
under pure competitive conditions without the allocating and
coordinating functions of the pricing system.) The present

case is shown in Pig. 6.
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Notations in Fig. 6 are the same as in Fig. 5. The
planners!' community indifference curves are left out in order
to avoid unnecessary confusion in the figure, In short, the
planners! community indifference curves lie to the right of
the pre-determined price lines PP! and PP" and are tangent to

them at v, and V,.

Plans for production of composite-commodities A and vV,
are drawn up by planners. The planned quantities of goods are
produced and then sold at publicly-determined prices in the
markets or transferred (or allocated) at these prices. If the
preference system drawn up by the planners coincides with that
of the comsumers, given the publicly-determined prices, the
change in economiec welfare, given the usual limitations of its

measurement by index number formulae, is revealed in Fig. 5.

If, however, the preference system drawn up by the
planners were erroneous, then a situation as givemn in Fig. 6
would occur. Plans for production of composite-~commodity in
any one period are drawn up and all commodities are sold at
publicly~determined prices as predicted, On the basis of the
situation described in Fig. 6, it can be shown that at the
given publicly-determined prices, the highest satisfaction from
the standpoint of the community's consumers has not been reached
in either period I or period II. Because the community indif-
ference curve is not tangent to the price line at the point V

in the period concerned, consumers! wants are not satisfied.
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The actual change in economic welfare as illustrated in Fig. 6
therefore may be overstated or understated despite the allowance
for the approximations given by index number formulae, the
latter depending on the curvatures of the community indifference
curves, The conclusion drawn from the figure is that if points

V., leaves the consumers dissatisfied, then either formula (that

I

is (1) or (2) ) exaggerates the actual change even further;

in other words, the change is less than Vlw.. The same analogy

2 denotes a composite-commodity which

is less than the highest satisfaction that can be attained at

holds for the case where V

the given pre-determined prices, O0f course, in the case where

beth V., and V, are below the optimal level, as in Fig. 6, the

3. 2

exaggeration, i! any, becomes a matter of degree,

It is alse plausible that in China, prices are not
determined by administrative decisions with attaining equilibrium
prices in mind, If a manipulated pricing system (the nature
of which is described in Chapter II) is adopted, the principle
of equating marginal rate of substitution and relative price

30

ratio is irrelevant. The planners may fix the price of one
type of commodity relatively higher than they should. 1In China,
it has been said that producer goods are priced relatively higher
than consumer goods.31 In this situation, the index number
change and therefore national income growth might be inflated.
Such a situation can be seen when Fig. 6 is superimposed on

Fig. 5. The distance between Vlwa is longer in the presence

case as compared with the pure competitive case, if we consider



167

on the basis of period I suantity ratio 0ON between, say,

1!
producer goods x and consumer goods y. As long as the gradient
departs from that for the equilibrium position in Pig, 5, the

index number will show a change in economic welfare with a

larger margin of error,

Personal consumption and saving and economic welfare

The China case causes us to enquire into whether there
is an alternative measure of economic welfare, given the defini-
tion of economic welfare. Initially, we have implicitly assume
that economic welfare is defined in terms of individual choice,
and that the final bill of goods planned by the central planning
board corresponds to what people would get had the central
planning board been replaced by free market price mechanism.
National income as an approximate measure of economic welfare
has been derived on that basis, In the same analysis, consumer
sovereignty is assumed. Hewever, it has been pointed out that
in the China case, the preference system of the central planning
board may not be identical with that of the society at large.
The central planning board has been assumed to formulate plans
which it thinks fit for the society rather than like in the pure
collectivist economy where consumer sovereignty as such still
exists. In this case, the central planning board would have
produced plans which include goods and services which in the
eyes of the people are not for their immediate bemefit. It will

be recalled that people are concerned with their current wants
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and it is on that basis they judge whether their welfare has
increased, Whether the central planning board plans with the
future interests of the people in mind is irrelevant for the
latterts individual choice is exercised among goods and ser-
vices currently available to them, Ve concur with Little's
contention that economic welfare is "concerned with what people
get, and not why they get it, and with what work they do, and
not how they are paid for it," to which we would supplement
that not only why they get it is irrelevant, how it is brought

32

about is also irrelevant. Therefore, only consumer goods and
services over which the people exercise their freedom of indi-
vidual choice are relevant, Given their income, they also

choose between current consumption and saving with the view of
accumulating purchasing power of future goods of the kind cur-
rently available. This necessarily excludes producer goods

(or investment) since people as final consumers are not con-
fronted with this kind of goods in their decisions. Total
personal savings are unlikely to be equal to tetal investments.33
The difference, if any, between total personal savings and total
investments is forced savings through direct and indirect taxes
plus other means of finance, all of which are beyond the purview
of individual choice., In any event, decisions to save are in
the main independent of decisions to invest, This is contrary
to Kuznets'! view that decisions to save should correspond to
decisions to invest, and that the value of producer goods is

34

theoretically a discounted value of their future yields, His
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contention that investment should be inecluded as part of the
content of economic welfare thus has little meaning even in a

iree societv.

Nevertheless, given the definition of economic welfare
in terms of individual choice, only goods and services pur-
chased by the people (as final cansumers) and personal saving

are the objective counterpart of economic welfare,

Given the defined concept and scope of economic welfare,
the personal consumption expenditure and saving measure has an
advantage over the national income measure in that it trans-
cends all forms of societies, Whether rescources are ratiomnally
allocated or whether the end of economic activity is rational
is irrelevant. For a planned economy such as China's, where
investment deploys a sizeable guantlity of economic resources
at the discretion of the state through its planners, national
income aggregate is less appropriate a measure of economic
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welfare than personal consumption expenditure and saving,

Valuation of real personal consumption and saving,
however, encounters similar problems as real national income
aggregate., The index number problem applies to personal consump-
tion expenditure and saving just as to national income. This

will be discussed presently.

WELFARE IMPLICATIONS OF NATIONAL INCOME ACCOUNTING

In the last analysis we have suggested that personal

consumption and saving tends to be a more appropriate welfare
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measure than national income, especially im a developing
economy of the communist type with reference to China, Having
established in principle that personal consumption and saving

is a welfare standard, we may infer that a change in this
constituent of national income accounting ex post indicates a
change in economic welfare., However, there are sill conceptual
problems arising from welfare interpretations of national income
accounts ex post. These problems may be analyzed with reference

to our findings in Chapters II and ITIT.

First, since personal consumption and saving is to be a
welfare standard (or measure), it is essential that the empirical
findings on personal consumption and saving be consistent with
the theoretical basis of the measure. In Chapter II, we have
pointed out that it is difficult to assess the proximity of
the Chinese price system to the ideal price system operating
under ideal conditions, which thus implies that there may be
discrepancies between the estimate of personal consumption and
saving and the theoretical counterpart, One might then proceed
to argue that it would probably be meaningless to attach any
welfare significance to national income accounts ex post.
However, as long as we are aware of this limitation of welfare
interpretation of national income accounts ex post and until
there is a better alternative welfare measure other than the
one we have put forward, it is legitimate to infer that a change
in personal consumption and saving as a change in economic

welfare.
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Secondly, the personal consumption and saving as revealed
in China's national income accounts may to a certain extent be
a manifestation of the planmners'! preferences, especially when
there have been indications that goods produced are short of
or more than what are demanded, We have observed in Chapter II
that in China there have been reports of black market activities
and that key products are subject to rationing, Under these
circumstances, personal consumption and saving would merely be
the objective counterpart of maximum welfare the planuners allow
the community to have rather than that which the community has
attained with the incomes at their disposal and at the initial
prevailing free or official prices. Thus, the possible diver-
gence between the planners! version of community preference
system and the community's own preference system derived from
individual choice ﬁhould be well borne in mind when welfare
interpretation of China's personal consumption and saving is
to be made, In the présent analysis of accounting data on
personal consumption and saving, we assume that they are the

result of economic activity based on planmnerst?! preferences.

Thirdly, given that personal consumption and saving be
an appropriate indicator of economic welfare, it should be
pointed out that change in this constituent of mational income
accounts over time does not reflect the change in welifare of
the community unless the aggregate is reduced to per capita
terms, In our theoretical analysis, we have implicitly assumed

that the population remains unchanged, hence increase in personal
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consumption and saving would indicate increase in economic
welfare of the people, The per capita consumption and saving,
however, is not without conceptual problems. We would have to
tacitly assume that the tastes and other factors affecting
choice of the people not previously included are the same as

the people already included, Such an assumption may well be
unrealistic since the tastes would vary with the age and sex
structure of the population. Nevertheless, persconal cousuuption
and saving on a per capita basis weuld be more appropriate than

on aggregate terms as an indicator of welfare,

It will be noticed that the previous chapter on valua=
tions of national income lends support to our present discus-
sion on welfare implications of ex post national income accounting.
Our theoretical discussions on the relationship between national
income and economic welfare have been based on an implicit
assumption of an economic system consisting of two sectors,
namely, producers and consumers, The Chinese national income
estimates which we shall consider presently are based on the
conventional accounting system, i.e.,, it consists of three
sectors at least, namely, producers, consumers and government,
If the two-sector system of accounts suggested in the last
chapter were adopted (which would De consistent with our theo=-
retiecal analysis.of national income and welfare), the national
inicome estimates would approximate the personal consumption and

saving estimates derived from the national income accounts based
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on the conventional system. The adoption of such a system of
accounts, however, would imply that the final product so defined
would in the main be a compound product, embodying not just

the commodity bought om conscious choice but also an "unknown®
or a number of "unknown" commodities bought unconsciously at
the time of purchase. 1In short, ex post data on purchase might
well econceal some of the goods consumed, i.e, the "unknown"
goods which are not priced, those which are not consumed at the
time of purchase of the "known" goods, and those which use up
part of the scarce resources for thelr production, In what
follows we shall make no attempt to recomstruct the national
income accounting data to fit in with the two=-sector system
since our primary purpose is to consider the uses of national
income estimates based on conventional national income accounte

ing concepts,

Change in personal consumption and saving with reference to

China

The available estimates of personal consumption expendiw-
ture, with the exception of Liu and Yeh'!s adjusted SSB and
their own estimates, show that there has been an increase
throughout the period 1952-57 (Tables 11 through 15). Wu and
assocliates' second estimate based on actual grain consumption
shows a decline in 1957, but it is still higher than the 1932
level. The annual rate of growth varies from O.4% per cent
(Wu and associates! second estimate) to 6.9 per cent (ssBts

estimate), On the whole, the rate of growth of personal con-



TABLE 11

1952
1953
1954
1955
1956
1957

195257

amual

index

949
106.1
103.6
109.8
103.0

GROWTH OF PERSONAL CONSUMPTION EXFENDITURE
BASED ON LIU & YEH'S DATA, 1952-57
Aggregate in Index
1,000 million
1952  yuan 1952 = 100
54460 100.0
51.84 94.9
54496 100.7
56499 104.3
62.60 114.7
64.49 118.1
3.4
growth rate)

Source: T.C. Liu & K.C. Yeh, The FEconomy of the
Chinese Mainland: National Income and

Fconomic Develoment 1933-1959, Vol.I,

Teble 10.
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TABLE 12. GROWTH OF CONSUMPTION EXPENDITURE (I)
BASED ON HOLLISTER'S DATA, 1950-57
Consumption Per capita
expendi fure consumption expenditure
Aggregate Index Index
in 1,000 Link Link
million 1952=100 Index 1952=100 Index
1952 yuan
1951 23.04 85.4 113.7 87.2 111.5
1952 26.97 100.0 114.4 100.0 114.7
1953 30.75 114.0 114.0 111.4 111.4
1954 34.14 126.6 111.0 120.9 108.5
1955 36.41 135.0 106.2 126.2 104.3
1956 41.86 155.2 115.0 142.1 112.6
1957 42.24 156.6 109.4 140.6 98.9
Annual rate of growth:
1950-57 11.1 8.7
1952-57 9«3 7.0

llote: This is an estimate of consumpition expenditure
of the nomagricultural sector.
estimated it on the basis of retail sales and

nonagriculiural services.

Sources W.W. Hollister, China's Gross lational Product

and Social Accounts 1950-57, pp.l32-33.

Hollister
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TABLE 13. GROWTH OF CONSUMPTION EXPENDITURE (II)
BAGED ON HOLLISTER'S DATA, 1950-57
Consumption Per capite
expenditure consumption expenditure
Aggregate Iindex Index
in 1,000 Link Link
million 1952=100 index 1952=1C0 index
1952 yuan
1950 23.11 97.1 -~ 101.1 -
1951 25.00 105.1 108.1 107.3 106.0
1952 23.80 100.0 052 100.0 93.3
1953 24.52 103.0 103.0 1007 100.7
1954 23.02 96.7 939 92.4 91.7
1355 24.82 104.3 107.8 975 105.5
1956 26.84 112.8 108.1 103.2 105.9
1957 26.47 110.9 98.6 99.8 96.7
Armnual rate of growth:
1950-57 2,0 - Q.28
1952-57 2.1 - 0,05

llote: This is an estimate of consumplion expenditure

of the agricultural sector. Hollister

estimated it on the basis of imputed farm home
consumption and agricultural purchases of
services.

Sources See Table 1l2.
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TABLE 14. GROWPH OF PERSONAL CONSUMPTION FXPENDITURE (III)
BASED ON HOLLISTER'S DATA, 1950-57
Congunption Per capita
expenditure consunmption expenditure
Aggregate Index Index
in 1,000 Link Link
million 1952=100 index 1952=100 index
1952 yuan
1950 43.36 85.4 - 838.9 -
1952 50. 77 100.0 105.7 100.0 10345
1953 55427 108.8 108.8 106.4 106.4
1954 57.16 112.6 103.5 107.5 i0l.1
1955 61.23 120.6 107.1 112.8 104.8
1956 68.T0 135.3 1i2.2 123.9 109.8
1957 638.71 135.4 P 121.4 98.1
Aymnuzl rate of growths
1950-57 6.8 4e6
195257 6.3 5.0

Note: This is an estimate of total consumption

expenditure based on the consumpiion expenditures

of both the nomagriculiural and agricultural
sectors, which have been separately shown in
Tables 12 and 13.

Source: See Table 12.
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TABLE 15. GROWTH OF PERSONAL CONSUMPTION EXPERDITURE
BAGED ON WU & ASSOCIATES® DATA, 1952=62
Ustinate I Pstinate II

Aggregate Index Aggregate Index

in 1,000 Link in 1,000 Link

million 1952=100 index million 1952=100 index

1952 yuan £ 1952 yuan
1952 52.3 100.0 - 57«4 100.0 -
1953  53.5 102.3 102.3  58.6 102,1 102.1
1954 54.7 104.6 102.2 60.4 105.2 103.0
1955 55.9 106.9 102,.2 61.5 107.2 101.8
1956 57.1 109.1 102.1 62.7 109.2 102,0
1957 5846 112.0 102.7 5846 102.1 93.5
1956 60.2 115.1 102,8 66.2 115.3 113.0
1959 61.5 117.6 102.2 580 101.0 57.6
1960 62.7 115.9 102.,0 44.5 175 767
1961 6348 122.0 101.7 41.6 T2¢5 9345
1962 646 123.5 101.3 42.8 T4+6 . 102.9

Amnuval rate of growth:
1952-57
1957=62
1952~62

Hotes:

Source:

2.3 0.4
200 - 6.1
2.1 - 2.9

Estimate I is based on per capita personal consumption

2t ninimum maintenance level in 1957 multiplied by
mid=year population of the year concerned. The 1957
figure given by Vu & associafes is 92 yuan at 1952 prices.

Estinate II is besed on actual grain consumption in 1957
times the srain comsumption index (1957=100) for the
year ccncerned. The 1957 figure is 58,600 million yuan
at 1952 prices.

The two estimates are linked together for the year 1957
on the assumption that persomal consumption (58,600
million yuan at 1952 prices) was at the minimun
maintenance level.

Y.L. Wu et al, The Tconomic Potential of Communist China,
Vol.I, Table 80.
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consumption expenditure is lower than that of national income,
the latter being shown in Table 9, If change in personal consum-
ption expenditure were a sufficient indicator of change in
economic welfare, then the change in economic welfare in China
would be negligible if Wu and associates! personal consumption
expenditure index were used and it would be fairly reasonable

if the $SB index were adopted,

At this juncture, we would have to make a choice among
the various personal consumption indexes if we were 1o have omne
unigue index only. Alternmatively, we could easily settle with
a range of possibilities with an upper and a lower limits. In
any case, we should examine the bases on which the various

real personal consumption expenditures are estimated,

It will be noticed that Hollister's estimates for the
1952-57 period approximate the SSB estimates except for 1956
and 1957, the cause of which may be attributed to the fact that
Hollister adopted the final sales method of national income
estimation.36 The GNP and component estimates have been esti-
mated in current prices initially and subsequently converted
inte 1952 .prices using various price indexes as deflators.,

For example, retail sales and non-agricultural services in
current prices =-- one component of personal consumption expendi-
ture ~- for the period 1950-57 have been deflated by a price

index which is derived from figures on average momney wages and

average real wage (Table 12). The price index for the period



1952-57 has been derived from average money wages and average
real wages in the state, state-private, and cooperative esta~-

i

blishments in the urban areas:

1952 1953 ' 195k 1955 1936 ' 1957

Average money wage

index: 100.9 1l0.,1 134.9 119.@ 135+5 139.4
Real wage index: 100.0 .304.3 3197.5 Ti¥3 12240 125.1
Price index: 100,00 105.6 106.9 1073 109:4 Iil.4

The real wage index in turn is the average money wage deflated
by the cost of living index. The other component of personal
consunmption expenditure is imputed farm home consumption and
agricultural purchases of services in current prices, which is
deflated by the official price index for state purchase of
agricultural products (Table 13). The index for 1952-537 is as

38

Tollows:

1952 1953 1954 1955 1956 1957

100.0 110.1 113.8 113.2 116,.6 120.9

It will be recalled from chapter II that offilcial prices may be
raised or lowered to clear the consumer markets, and at the same
time rationing system may be employed to control demand., Given
the elasticity of demand, a consumer may find his wants are not
satisfied at a particular price level owing to the inferference
through the rationing system into the amount he can purchase,

The price index employed is based on cost of living index. Any

price index, including cost of living index, may eliminate
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change in money prices, and the deflated values should then be
the real personal consumption expenditures, However, in the
China case, the effects of rationing are still concealed in the
deflated values with the result that real expenditure cannot be
shown. It is possible that the purchasing power left over
through effective demand not being satisfied in one direction
may be transferred to the purchase of other consumer goods,
However, this may be restricted by the fact that other consumer
goods ﬁay also be subject to ration, particularly in periods of
short supply. It may also be restricted by satiety of demand
for these other goods, with the result that purchasing power is
elther used in the direction of black market purchase or left
nnused, Any black market activities would not have appeared in
the official price index. The nature of cost of living index
might also affect the resultanit values, One may question the
validity of the index as being representative of the whole of
China when in fact it is comnstructed on the basis of data for
only twelve cities. However, this problem is not peculiar to

China.

The state agricultural purchasing price index suffers a
problem which is different from that inherent in the cost of
living index. It is partially applied to consumption which
does mnot go through the markets. The home consumed products
on farms are imputed a value net of price changes which are in
most cases not connected with disequilibrium of demand and
supply situation., As noted in chapter II, certain categories

of agricultural products are not subject to state planned
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purchase and planned supply or to state unified purchase, such
as the goods in the third category (except during the period
December 1958 - June and July 1959)., These are traded in the
local rural markets at free market prices, whieh are not covered

by the state agricultural purchasing price index.

It stands to reason that since official indexes are used
as deflators of sales data obtained from official sources,
Hollister's and the official estimates of personal consumption
expenditure should approximate each other, TWhile this component
of GNE should in prineciple be estimated from the expenditure
viewpointlrather than from the commodity flow approach, in the
China case, the reverse is recommended to eliminate conceptual

problems relating to prices.

The decline of personal consumption expenditure in Liu
and Yeh's estimate is attributed to their contention that the
situation in 1952 has been underreported, Wu and associates!?
two estimates give relatively lower rates of growth, which is
probably due to the method of estimation whieh in turn seems
to have a downward bias. TFor the period 1957 and after, Hol-
lister's estimates appear to have been in line with official
claim, His annual rates of growth for 1952-57, 1952-60, and
1957-60 vary only by 0.3 point between the highest (1957-60)
and the lowest (1952~57). Wu and associates'! first estimate
based on minimum maintenance level gives annual rates of in-

ecrease centred around 2 per cent, and their second estimate
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yields annual growth rates varying from a negative 6,1 per
cent for 1957-62 to mnegative 2,9 per cent for 1952-62, Even
for the period 1952-57, the corresponding rate is only 0.4 per

cent,.

Per capita personal consumption expenditure index gives
an evemn more pessimistic picture (Table 16), It is expected
that the offieial, Hollisterts, and Liu and Yeh's adjusted
official estimates on a per capita basis are relatively higher,
Wu and associates! first estimate suggests an annual per capita
growth of about 0.1 to 0.2 per cent, Thelr second estimate
y%élds a dezline in most cases except for 1952-58 when an
ammual rate of increase of 0,2 per cent is shown, In absolute
terms, the picture shown by the estimates based on actual grain
consumption is dismal. From 1959 onwards, the per capita per-
sonal consumption expenditure has been shown to be almost
inereasingly below 90 per cent of the 1952 level, This may be
consistent with the common notion that China has never recovered
from the agricultural erisis due to bad weather conditions
during 1960-62, but the almost negligible increase (and even
decrease) as compared with 1952 during the years of the First
Pive Year Plan, as suggested by Wu and assoclates, seems inecre-
dible, and implies that the increase in consumer good production

over the years has been siphoned to foreign markets.

We have established earlier that personal consumption
expenditure and saving are a measure of economic welfare. Lack

of data on saving prevents use from presenting a full picture
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TABLE 16, TINDEXES OF CHINA'S PER CAPITA PERSONAL CONSUMPTION EXPENDITURE

Vu et a2l

S5B Adjusted lHollister ILiu & Yeh Wu et al
SSB % - £31)

(1952=100)

1952 100.0 10C.0 100.0 100.0 100.0 10040
1953 10444 8443 106.4 92.8 100.0 99.8
1954 107.4 88.5 107.5 9642 95.91. 100.5
1955 113.7 94.0 112.8 97.6 99.97 100,2
1956 118.7 106.0 124.0 105.0 99.97 100.0
1957 125.2 110.9 121.5 106.0 100.6 G&e T
1958 - - 129.2 - 101.0 101.3
1959 - - 131.6 - 101.2 3649
1560 - - 138.0 - 100.9 653
1961 - - - - 10046 598
1962 - - - - 10044 60 2
(1957=100)

1957 - - 100.0 - 100,0 100,0
1958 - - 10643 - 100.5 110.5
1959 - - 108.2 - 10046 948
1960 - - 113.6 - 100.3 Ti.2
1961 - - - - 99.97 652
1962 - - - - 99.1 654 T
Annual growth rate (/)

1952-57 4.6 2.1 4.0 1.2 C.1 1.7
195262 - - - - 0 =49
1957-62 - - - - ~0.2 ~8.1
1952-58 - - 4.3 - 0.2 0.2
1952-59 - - 4.0 - 0.2 ~2.0
1952-60 - - 4.1 - 0.1 =5.1
1957-60 - - 4.3 - 0 ~10.7

Sources: Based on Tables 11 to 15.
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of the change in personal saving, We may refer to Perkins for
the fragumentary data he has collected on bank deposits and bond
purchase"39 However, these are mostly forced savings. Accord=-
ing te state regulations, savings deposits and bond subscription
are to be voluntary, but in practice, people are said teo be
pressured by the communist cadres to place. money in savings
deposits with the banks or credit cooperatives and to subseribe
bonds,. The e@tent of coercion is such that it almost takes on
the form of a tax, Interest on savings deposits does give
incentive to save, but with the relative poverty of the country-
folk and the traditional suspicion of banks and bonds by the
peasants, it is wondered whether such savings deposits in rural
banks and cooperative and bond purchase in the rural areas could
have been veoluntary. Whatever personal savings there are, they
probably constitute a small proportion of personal incomes.
Hollister has made a direct estimate of persomal saving for
1950-57, but unfortunately he has not described the method of
estimation.uo In any event, assuming that voluntary saving is
negligible, personal consumption expenditure would have been

sufficient indication of the state of economic welfare,

To reiterate, if personal consumption expenditure as
estimated is consistent with the theory behind it as a measure
of economic welfare, then the change in economic welfare of the
people in China since 1952 has been insignificant or moderate,

depending on the estimate of persconal consunption expenditure
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employed. It should be reminded that we have assumed that
production and allocation decisions are based on planners!?
preferences and thus the magnitude of the change in personal
consumption expenditure, whether large or small, would reflect
tlie planners! decision with regard to the amount of goods and

services the household sector should consume.,
CONCLUDING REMARK

The present chapter may be viewed as an attempt to re-
examine the whole guestion of the traditienal use of mnational
income as a welfare measure when the welfare of a community in
a planned economy, instead of in a free market econamy, is being
considered, The contention that personal consumption and saving
tends to be a more appropriate measure than national income of
¢eonomic welfare for a planned economy such as Chinat's has so
iar been based on the assumption that the conventional national
income accounting system is used and that economic welfare is
viewed Irom the household sector standpoini only, Under ideal
output conditions, efficiency is resource allocation is assured,
In the case where we consider personal consumption and saving
to be a welfare measure we have so far relegated the efficiency
question to the background. As far as the China case is con=-
cerned, part of the difficulty in resolving this question has
been that production is supply rather than demand-oriented.-
Further thoughts are required if the contention that consump-

tion - and saving is a better measure of welfare than national
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income is to be put forward as a general proposition instead of
a measuring device which has not taken the efficiency aspect

into consideration.
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INTRODUCTION

The present chapter and the next are concerned with fhe
other application of national income accounting considered in
the present study, namely, national income accounting as a tool
of economic planning, In the present chapter, we shall examine
(1) nature of economic planning, (2) techniques of planning,
(3) role of national income accounting in economic planning,
and (4) the use of national income accounting in economic

planning in China,

The first two sections are necessary in that they set
the stage for the role to be played by national income account-
ing, And the whole of the present chapter may be viewed as an
introductory to the application of natiomal income accounting
as a tool of economic planning with referemce to China in the

next chapter.
NATURE OF ECONOMIC PLANNING

By economic planning we mean economic planning at the
centre. A plan containing quantitative targets is implied and
it is formulated by a special agency of the central government
or an independent national institution, which we shall call the
central planning board. The procedure of formulating the plan
may involve all levels of the planning hierarchy, but as long
as the final plan is issued by the central planning board, it
is economic planning at the centre, Government departments and

agencies, whether they are at the central, regional, provincial
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or municipal level, may formulate their individual plans on an
ad hoc basis: such economic planning does not concern us here,
However, if the central planning board formulates plans for the
individual central or local government departments or agencies
on an ad hoc basis, this will come under our definition of
economic planning, In short, the definition is essentially an

institutional omne,

Examples of central economic planning include planning
in the Soviet Union and other communist countries; and in India,
Japan, the Netherlands, France, to name a few.l The reorganizsa-
tion of the British rail transportation system initiated under
the Tory government or planning by the Hong Kong Government
Social Welfare Department is considered here as economic planning

by individual government department or agency.

Planning is a means to achieve the objectives of economic
policy of the central government, The objectives may originate
from the govermment, the parliament, congress or the like, or
directly from the electorate. These objectives may include
one or more of the following: a certain rate of GNP growth,
achieving and maintaining price stability, achieving and main-
taining full employment, achieving and maintaining balance of
payments equilibrium, a less unequal distribution of incomes,
modernization, change of economic organigation structure from
private b state or semi-state ownership, etc., These objectives
may be contradictory to one another, For example, in India's

Third %ive Year Plan, among the objectives are a rise in national
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income of over 5 per cent per annum, on the one hand, and bring-
ing about a reduction of inequalities in inceome and wealth,

on the other.2 Given the circumstances in India, these may be
contradictory because a GNP growth of that magnitude may well
involve a sacrifice of the reduction of income and wealth

inequality objective,

Once the objectives have been decided upon, the cemntral
planning board is given the responsibility of tramnslating them
into quantifiable terms in its plan, The exact targets should
be able to be achieved with the given information on known
resources, state of technolsgy, institutional circumstances,
and also on their possible changes during the planned period,
The roles played by the political process and the central
planning board in planning procedure are not mecessarily inde-
pendent of each other, In making policy decisions, the political
process might have the advice of the planning board om the
feasibility of achieving the proposed aims and on the consis-
tency of the aims in view. However, it is also possible that
the central planning board is at the receiving end only, in
which case, it formulates either a plan without intermal consis-
tency or one whiech fulfills as much as possible the requirements

laid down by the political process.

Types of planning

When the final plan has been adopted, it might become a
legal document in that individual economic organizatiomsare

bound by law to fulfill as much as possible the targets fixed
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for the economy as a whole, which implies that individual
organigations will have their specific targets, This involves

a transmission of microeconomic targets to economic organizations
at various level of the administrative hierarchy, hence called

administrative planning,

If the final plan is merely used as a guide, and it is
up to the individual economic organizations to make decisions
which lead to fulfillment of the plan, we call this type of
planning indicative plamning, The basis of this type of plan-
ning is the belief that enterprises and households know best as
regards decisions which lead to efficiency and attainment of
the national targets, which implies no targets are fixed for
the individual organigation. However, in practice, certain
activities come under government direction or control, in whiech
case, machinery is available for implementation of planming in
these areas. Between these two types of planning is competitive
planning. In this case, the overall plan is an estimate of
production and distribution over the planned period and is
devoid of compulsory character except for the income in the
sector under public ownership. The difference between indica-
tive planning and this type of planning is that in the latter,
plans are formulated by the individual economic organizations
which are to be the bases of the overall plan. The link between
the autonomous (micro) plans of the economle organizations and

the national plan is secured at some intermediate admindstrative
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level., Competitive planning differs from administrative plan-
ning in the planning organization structure, In the former, the
planning organs below the apex of the planning hierarchy are
responsible to the central planning board, whereas in the latter,
the planning organs below the central planning board are inde=-
pendent planning authorities in charge of preperation of plans
but without operative authority, Soviet planning is basically
administrative planning. Economic activities are planned in
detail from a central planning authority, except for consumption
and peasant agricultural production, in which only delivery and
agricultural taxes are planned, Indian planning may be regarded
as an example of indicative planning, and Yugoslav planuning
after 1952 an example of competitive planning.3
In all cases, the degree of planning depends on the stage
of economic development of the country concerned, Technically,
it also depends on the availability of relevant statistical
data, The two factors usually go hand in hand, though in recent
years, through technical assistance from international agencies
or institutions of developed countries, statistics have been made
available for sophisticated type of planning even for develop-
ing countries which are usually characterized by absence of such
data. The size and quality of planning body alse determine the
techniques employed, Unless the organigzation is extensively
developed, collection of data per se may be a time-consuming
task, let alone drafting an ambitious technical plan. China,
though still a developing country, has at least a large network

S b L L
of statistical agencies, though the quality of it is doubtful,
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The format of the plan itself depends on the technigue
used. In a comprehensive plan, inter-relations among the
various sectors composing the economy are taken into account.
The techniques used is usually the input-output model or inter-
industry models of the Chenery type.5 However, macroecoilomic
plans emphasize the macroeconomic aggregates and their rates of
growth, and are usually formulated on the basis of macroeconomic
models of varying degrees of sophistication. In addition to
these, there are the partial plans which include projects, pro-
grammes (which are coordinations of projects), regiomal plans,
and other open-ended plan5.6 These are plans for priority
cbjectives, which, like the overall plans, may consist of targets
for final output or of targets for both inputs and final outputs,.
There are implications on the unplamned sectors, hence the
term copen-ended plans, which are recognized but not considered
in the plans theﬁselves. The technique used depends on the
degree of sophistication required, subject to data availability,
as in the case of overall plans, Between overall plans and
partial plans, there are the overall plans with priority atten-
tion given to certain sectors., The functional relations between
the priority and the less important sectors are known, but
detailed planning is imparted on the priority sectors. These
relations, however, may be approximations and may lead to an
overall plan without intermal consistency, given the aim be

planning for the economy as a whole,
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Planning in Western countries

Economic planning in Western countries is essentiall&
indicative planning. Machinery for implementation of the plan
is at best limited to the sector under direct control of the
government, The government may eumploy other means which indi-
rectly encourage the fulfilliment of planned targets, such as
fiscal or monetary policy. But the enterprises are free to act
and the opportuness of theilr decislions are not subject to control.
Depending on the individual countries concerned, the plans may

be comprehensive, macroeconomic, or partial,

Planning_in communist countries

The ma jor communist countries such as the Soviet Union
and China adopt administrative planning. Their overall plans
cover inputs and_outputs. However, in the agricultural sector,
only compulsory delivery of agricultural produce and agricultural
taxation are subject to central planning. Machinery for imple-
mentation of plan is present, Enterprises in the main are given
control targets and their individual plans formulated on the
basis of the plans of their superior organs cannot be changed
without prior approval of the authority concerned, The plans
are comprehensive with priority given fo industrial sector and
macroeconomic aggregates are comnspicuously absent in the China

7

case.

Yugoslav planning adopted Soviet type of planning before
1952, after whie¢h date, it adopted competitive planning. In

the Second Five Year Perspective Plan (1957-61), the plan was a
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result of the combination of the administrative and competitive

planning based on interindustry model.8
TECHNIQUES OF PLANNING

We have stated earlier that the format of a plan depends
on the technique of planning employed. Techniques of planning
may be said to be associated with the models employed. Models
are necessary if internal contradictions are to be avoided, on
which we shall say more presently. Since techniques may be
broadly divided inte input-output techniques and macroeconomic
techniques, models would similarly be classified into inpute
output and macroeconomic types., The use of a particular tech-
nigue, however, is not necessarily limited to a particular type
of economy, While the balance method, which is a version of the
input-output technique, is usually associated with the economies
of the U,S.S.R. and Eastern Burope, it should be noted that
planners of these countries (even the Soviet Union}) have begun
to think in terms of macroeconomic aggregates. An inereased
interest has also been developed in the West in the input-

output techniques of planning.9

Choice of techniques and models of planning

An ideal comprehensive plan taking imte the inter-relations
among the various sectors into account may take advantage of
both the input-output and macroeconomic techniques and therefore
the corresponding models in its formulation. In practice, the

central planning board might be confronted with a cheice between
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the two main types of techniques and models, and within each

type, with a choice between altermative prototype models,

In Western countries, given the objective of planning to
be income growth, the choice of the type of prototype model for
plan formulation depends on a number of factors. The models
presented earlier may require modifications to suit a parti-

cular stage of development existing in a given economy.

The availability of relevant data is an important con-
sideration. Developing countries are usually statistically
poor countries, and therefore, their choice might be limited to
simple models, probably of the macroeconomic type. However,
in recent years, even in these countries, more data have been
made available to the extent that input-output analysis can
sometimes be made. One might argue that this is tantamount to
saying that the applicability of economic models depends mainly
on what sort of statistical data are available. If this were
the case, it might be further argued that this would beg the
question of the underlying nature of the economy since an
economy produces the kind of statistics it deserves. It should
be pointed out, however, that our question is concerned with
the choice of a model among given prototype models. It is
doubtful that applicability of a model depends on the availa-
bility of statistical data., Availability of data apart, all
riodels are applicable to a given economy provided that they

are relevant to the problems confronting the economy in question,
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Whether statistical data are available has nothing to do with
the hypotheses implied in the models, nor with the applicability
of these models. If data were not available, all that that
amounts Vo would be that the models in practice could not be
tested, and that the models themselves might still sometimes

be applicable in theory. As to an economy producing the sort

of statistical data it deserves, it all depends on the exact
nature of the economy. If the economy in question were classi=-
fied as a developing economy, the state of development in making
available economic statistics might well be more advanced than
one might imagine, Whether they would be utilized or exploited
to the fullest extent, say, in economic planning, may not neces-
sarily be a question of the state of development of the economy:
it may well be a question of the whole ideologiecal or philoso-
phiecal outlook of the goverhment or planners, A couniry may
have the relevant statistical data for planning purposes, the
right kind of people to Le planners, and yet its economy may
81111l be classified as a developing economy. India is a case

in point,

The choice of the type of models in communist countries,
however, is dictated by ideological consideration. The Soviet
and Chinese thinking on economic planning is very much influenced
by Marx's reproduction schema, though the Soviets are less so
than before, China patterned after Soviet experience in plan-
ning in latterts early planning era. consequently, the Chinese
probably followed their counterpart in the Soviet Union in

rejecting the Felt®dman model for perspective planning. There
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are indications that China's economic plans are not based on

any model which covers the economic phenomena of the entire
economic system, First, while the balance method has been said
to be in use, none has been published. In any event, this
method can be represented by the rows of the input-output model,
and it shows the uses of output of each industry rather than

the input structure of a particular industry, since even in the
experience of the Soviet Union, only key products are balanced.
Sccondly, macroeconomic models have been rejected, as evidenced
by the criticisms of the U,S. trained economist Ma Yin Ch'u who
was accused of being a neo-Malthusian.lo Further evidence

could be found in articles on the subject of social accounting.
The Chinese rejected the use of national income accounts in
planning in Western countries, and recently, ecriticized input-
output anmalysis and the interindustry models of the Chenery type.ll
Suffice it to say that the criticisms are ideologically inclined,
It is interesting to note that the Chinese do not appear to have
noticed the interest developed in the Soviet Union in social
accounting techniques, Finally, China still holds to the central
physical allocation principle, Whether, in practice, the allo=-
cation is efficient is another question, bui the recent criti-
cisms of Yang Chien-peits view in favour of equalization of
profit rate suggest that the Chinese planners are unwilling to
change their thinking on physical allocation with value playing

a secoundary role.12 Obviously, the Yugoslav's experience in
economic planning is not adopted by the Chinese planners, parti-

cularly when the two countries are not ideologically aligned,
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The use of a combination of Marxian reproduction schema, input-
output analysis, and social accounting in formulation of economic
plans by the Yugoslav planners for the period 1957-61 would under

the present circumstances not acceptable to China.,

Economic models

It will be recalled that we stated that models are neces-
sary in consistent planning. An economic model itself is
internally consistent if properly constructed., A model is taken
to be a set of relations among a set of economic variables if
it is constructed to show the interrelations among the various

13

economic phenomena, The complexity of models may be asso-
clated with the complexity of the mathematical techniques
employed, If all the relations are linear, we have a linear
model., If one or more of the relations are nonlinear, we have
2 nonlinear model, Linear models are much easier to handle
than nonlinear models since mathematical difficulties in the
latter can be numerous, While linear models give approximations
if they are used within a limited range, they have been used in
short-term planning, Because the relations are held simulfan-
eously, time does not play an explicit role, such models ==
whether linear or nonlinear ~- are statice, If time plays an
explicit role in the system, the models are dynmamic. There are,
however, two types of dynamic models: continuous and sequence.
The first type involves the use of differential equations, the
variables are taken to change continuously through time with
observations being taken at certain points of time. The second

type, on the other hand, involves the use of finite difference
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egquations, because it deals with gquantities that are relevant

to definite time periods. In this case, the variations are
discontinuous or discrete, These two approaches are alternatives,
for by making time periods smaller and smaller, the second type
may be manipulated to approach the situation of the continuous
variables., The second method has relatively more practical

use, because economic data usually are presented in a form which
is more suited to the segquence models, It is therefore not
surprising that in economic planning, models employing less
complex mathematical techniques are adopted, In both models

of the input-output and macroeconomic types there are varying

degrees of mathematicl sophistication,

The economic models of the input-output type inelude
models such as the simple input-output model, the Marxian simple
and expanded reproduction schema, Ichimura's three sector model
(henceforward known as the three-sector model) and the like,
Models of the macroeconomic type may be exemplified by the
Harrod model, the Domar model, the Ichimura macroeconomic model
of the Harrod and Domar type (henceforward known as the Ichimura
model), Ichimura's two-sector model (henceforward known as the
two-sector model), the Felftdman model which we referred to
earlier, etec., The mathematical formulations of examples of
these two main prototypes of economic models ave given in

Appendix C.
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ROLE OF NATIONAL INCOME ACCOUNTING IN ECONOMIC PLANNING

To what extent is national income accounting useful in
economic planning if one of the prototype economic models listed
in Appendix C is adopted as the basis for the formulation of an
economic plan? This question may be examined with reference
te the nature of national income accounting system and to

national income accounting data,

National income aceounting system and economic models

We have so far implied that the model for plan formula-
tion and natiomal income accounting are independent of each
other until the latter is used in connection with the former,
For certain models there may be some element of truth, but
not for models oi the macroeconomic type., Macroeconomic models
and national income accounting systewm are complementary., The
accounting framework provides data in such a way that macro=-
economic models such as income-generating models may be con=-
structed. The increasing sophistication of a macroeconomic
model méy in turn demand a modirication of the national income
accounting system such that the data required by the improved
model could be made available. The chain reaction repeats

itself.

A simplified system of national income accounts reduced

to matrix form shows the data that can be made available for
1k

macroeconomic models:
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Payments
by Enterprises Households Government Capital Tatal
formation
Payments
to
Enterprises - c G% I Y
, (NP at MP)

Households ¥ - R - Y?
Government T, T4 e = T
Capital 2
formation Ch 5" s® - 8
Total T b & @ I -

(NI at MP)

Symbols: ¢

households consumption expenditure at market prices

government expenditures on goods and services

investment

factor payments

transfer payments

indirect taxes net of subsidies

direct taxes
enterprises!

households?

savings

savings

government savings

national product (or income) at market prices

personal income or personal expenditure at market

prices
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i government income
S saviung
G government expenditure

I investment

IProm the above social accounting matrix, national income
and related aggregates can be derived, not only for the economy
as a whole, but for the constituent sectors as well. It provides
information on the variables in the basic macroeconomic models,
such as models of the Harrod and Domar type, In the case of
one point of time, data for predetermined variables can be
obtained, For example, the values of Io’ C0 and YO are given
(although €, would in this case include ¢®) for the Domar wodel.
The matrix may be modified to the exten% of separating cg inte
consumption expenditure and investment expenditure of the govern-
ment sector, and also of introducing a rest of the world sector
to show exports and imports, such that the parameters in the

Ichimura model may be calculated.

If the system were modified to the extent that the
sectors were divided into producer good and comsumer good
sectors, statisties might be made available for all the para-

meters and variables of the Feltdman model.

If a macroeconomic model were to be the basis of an
economic plan, the role of national incoume accounting as a tool
of ecomnomic planning is self-evident. The model could be tested

with ex post facto data and in its proper form it could be used

for prognostic purposes.
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However; if the model for plan formulation were one of
the input-output type or one of the interindustry models of the
Chenery type, one could argue that the model and national income
accounting are two independent elements., Even then, the fact
that national income accounting could be of some use, which we
shall say more in the next section, may result in some new
models along the lines of interindustry models or some synthesis
of the input-output accounting and the national income account-
ing, 1In parentheses, input-output models and input-output
accounting have a relationship analogous to that between macro-

economic models and national income accounting.

National income accounting data and economic models

While input-output accounting provides most of the rele-
vant figures for models of the input-output type, national income
accounting data are still required,- The variables composing
the final demand are national income accounting data. The
input-output model requires not only figures fog total output
of each industry, the input from a given indusiry used in the
production process of another industry in all cases, bugf?he
net output of a given industry flowing to the final demand
sector., In the three-sector model, the intersectoral relations
(namely, agriculture, heavy industry, and light industry) are
only part of the model for statistical data for income accfiying

to each sector are also required, which could be obtained from

national income accounts ex post. Similarly, national income
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accounting data would be needed in Marx's simple and expanded
reproduction schema, if only for checking the values of the

Marxian equations.

It should be noted that even in planning based on macro-
economic models, national income accounting plays a role which

is not without limitations.

Limitations of national income accounting

The limitations of using national income accounts in
model building are partly due to the nature of national income
accounting itself, National income accounts record income and
expenditure flows but not the stock. In income-generating
models where long-run phencmena are considered, national income
accounts are inadequate in that data on capital stock at any
period are not provided., Given national income accounts for
different periods are available, these at best provide infor-
mation for the ealculation of the change of capital stock bet-
ween any two prescribed periods. Marginal input-output ratios
can be calculated, but not the average capital-output ratios,

the latter requiring data on capital stock.

National income accounis do not provide sufficient infor-
mation for solving a macroeconomic model for another reason,
namely, whereas a model is a set of equations showing the
functional relations between the variables at a particular
point of time or over a period of time, national income accounts

show only the accounting relationships. By themselves, the
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accounts do not suggest how any event has come about but only
that it has taken place, A model is concerned with ex ante
functional relationships, but national income accounts reveal
only the ex post accounting relationships, That a consumer
spends only 90 per cent of his disposable income at a particular
time is a functional relation between income and consumption
expenditure and is a postulate in an economic model, This may
be shown in the national income accounts if all consumers
behave in the same way. But, given an increase in disposable
income, the consumer may consume only 60 per cent of the
increase in income., This functional relation is not shown in
the national income accounts., The consumption function in the
income~generating model may include an exogenous variable which
is not separately shown in the national income accounts, such

as the constant a in the following:
C = a 4+ cY

While this can be obtained elsewhere, it involves resocurces in
addition to those required to compile data for the national

income accounts.,

National income-accounting records net flows. Therefore,
the accounts do not provide intersectoral data which are neces-
sary in input-output models. In theory, the net flows can be
arrived at by the direct method, namely, recording the gross
flows by stages as in communist countries where double counting

is deliberate, In this case, input-output data would have been
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collected in the course of calculating the net flows. However,

in practice, the indirect method is employed, namely, the gross

value output is first estimated and then is netted of material

costs.

Another limitation is that national income accounts are
a descriptive tool. They do not suggest that the data pertain
to full employment situation or any economic situation for that
matter., If one of the assumptions of the macroeconomic or any
other economic model is a full employment situation, natiomnal
income accounts data require evaluation before they can be used,
Whether the economy in question is at full employment level is
beyond the scope of natiomal income accounts, and an answer to

this question has to be sought elsewhere,

Conceptual problems in national income accounting may
also affeet the use of national income accounts in model build-
ing. The system of national income accounts has been an inven-
tion of the economically advanced countries and are used as a
tool in the analysis of these countries. Therefore, the con-
cepts find relevance in those countries but not necessarily in,
say, the developing economies. Modifications are necessary and
have founu to be so when the system is used by economic planners
in developing countries, Where modifications are not made by
natienal income accounﬁg, these have to be domne by those who
devise or apply a particular model, Furthermore, in the course
of revision of the original framework, much depends on whether

the revision is relevant to the model. It is possible that the
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revised version is still not suitable for its use in the model.,
This is not at all surprising because national income accounts
may be improved with a purpose other than economic model or

planning in mind,
USE OF NATIONAL INCOME ACCOUNTING IN ECONOMIC PLANNING IN CHINA

The type of planning adopted by China has been said to

be administrative planning, The scope of planning in praectice
and the periods for which Five~Year Plans had been designed

and published have been discussed in Chapter II, and therefore
regquire no repetition here, The technique of planning is said
to be the balance method, and the model for plan formulation is
probably, at least in prineiple, the Marxian simple and expanded
reproduction schema. Among the economic balances (comprehensive
balances) there is a balance which shows the national income
produced, distributiocn, re-distribution, and final disposal of

national income produced.

It appears that mational income accounting is not used
in economie planning in China in the same sense as in Western
countries., In spite of the narrower concept of natiomal income «=-
which is equivalent to the Western definition less services not
related to material production -- and the difference in the form
of presentation, national income accounts in China are basically
of the same nature as those in Western countries: fthey give a
description of the state of performance, As we have examined in

Chapter II, the price gstem in China plays a secondary role in
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allocation of resources, from which it can be inferred that value
planning has no place in China, The five~year plans contain
targets, which through hindsight have shown to be fixed without
due consideration to the resources avallable or to other sectors
which are not rigidly planned, In any event, the targets are

in physical terms and are fixed for the kev products, Indus=-
trial production has been more carefully planned than other
types of production. Supply and demand foxr the key planned
commodities are supposed to have been estimated by the balance
method, and technological coefficients have probably been used
in estimating the input requirements in the main lines of
industrial produection, National income aggregates have been
estimated as an indicator of past performance, but natiomnal
income accounts =-- or mnatiomnal income balance, to use the
Chinese termineology -- exist in theory but none has really been
known to be published, especially the primary distribution of
income produced account, the redistribution of income account,

15

and the income for disposal account,

However, in theory, as in Western countries, mational
income accounts should provide the necessary information for
the predetermined variables in Pel'dman's model, provided the

model is adopted.

However, neither the Western nor the Chinese system of
national income accounts supply data on value added of the pro-
ducer goods and the consumer goods sectors, nor on investment

in the respective sectors.



210

Recalling that national income data are employed in
analyeis of China's economic performance, it should be noted
that the data as they are do not indicate whether the results
have been due to eificient planning, nor to any measures adopted
by the state which lead to a larger (or smaller) mtional income
aggregate than would have been had there been no arbitrary and
sudden interference contrary to the policy at the time of
formulating the economic plan, If producer goods are relatively
higher priced than consumer goods, and if, for some unexpected
reason, resources are suddenly diverted from the production of
consumer goods to producer goods, national income aggregate at
constant official or established prices would have been magni-
fied. One example can be taken from the production by indigenw
ous methods of iron and steel during the years of the (reat
Leap PForward (1958-59) which increased the iron and steel
cutput in physical terms, and the value added from theée indus-
tries might have been calculated on the basis of physical
output and 1952 prices regardless of the quality of output.l6
Experts on China's economy have times and times again suggest-
ing that national income aggregates published by the Chinese
government contain an inflated element through higher pricing
of producer goods. One could therefore speculate that natiomnal
income accounts are not used in China in planning because of
the arbitrary prieing policy and of the day-to-day decisions on

production and distribution.
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CONCLUDING REMARK

With the national income accounts ex post based on Western
concepts made available by non-Chinese scholars, one could
analyze China's economic performance in terms of GNP by using a
macroeconomic model, We have pointed out earlier that, subject
to other limitations, all prototype models are applicable to a
given economy provided that they are relevant to the problems
at issue, We have alsc stated that there is no reason for
assoclating a particular techmnique of planning with a particu-
lar type of economy. Hence, national income accounting as a
tcol of economic planuning may be put into application with
reference to China, given the objective of the plan (or model),
0f course, in so doing, one should bear in mind not only the
limitations of national incowme accounting as a tool of economic
planning but also the limitations of the macroeconomic model
selected, Since the usual macroecoiiomic models are based on,

inter alia, the assumption of the existence of free market

mechnaism, one should also take note of the mnature of the
Chinese price system which we have discussed and analygzed in

Chapter II. Ceteris paribus, with the mechinery for implemen-

tation of planning in China, one might reasonably expect that
there would be a strong correlation between the planned targets
and actual results, if macroeconoumic type of planning =-- in
hich national income accounting plays a major role -- were
adopted. An exercise ¢n the use of national income accounting
in economic planning with reference to China will be atteumpted

in the next chapter.
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INTRODUCTION

The previous chapter deals in a summary fashion with the
use of national income accounts in economic planning, the latter
being assumed to have been based on a theoretical model of some
kind, We have suggested that China's economic plans were not
based on any model, and if they were, then; for ideological
reasons, they were probably based on the Marxian veproduction
schema, Again, if any growth model were used, the model which
could meet the ddeological requirements would probably be the
Fel'dman model, We have also suggested that there was no
reason that a model of the Harrod-Domar type could not be used
in the analysis of the Chinese economic performance, We were

of the opinion that, ceteris paribus, the actual results would

probably be achieved as predicted in a Western macroeconomic
model since China had the benefit of a machinery for control
and implementation of an economic plan. The task of the present
chapter is three-fold. First, we analyze the economic perfor-~
mance of the First Five-Year Plan period (1953-57) with the aid
of a simple macroeconomic model, With the parameters derived
from the analysis, we evaluate in general terms the performance
of the Second Five-Year Plan period (1958-62), which is our
second objective, And, finally, assuming that the objective

of economic policy is to increase the economic welfare of the
people in terms of real private expenditure and saving =-- the
concepts of measure of economic welfare change having been dis-
cussed in Chapter IV -- we examine the various measures which

can be taken by the government if it wishes to attain that goal,
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RELIABILITY OF STATISTICS

But first, we should comment on the reliability of
Chinese statistics. China is classified as a developing country

because of its low per capita product. Much has been written

on the veliability of statistical data of the developing coun-
tries and therefore requires no repetition here. The question
of reliability of Chinese statistics, however, has been unique

for the resecarchers in that the data cannot be statistically

agsessed, In spite of the numerous discussions on data reliabi=
lity, the non-Chinese scholars in Chinese studies could only
make overall qualitative assessments from an institutiomal
standpoint -- which we shall return to shortly ~- and, where
reliability of specific data are concerned, the scholars had had

to resort to other Chinese data for checking,

Instead of a quantitative estimation of the quality by
statistical methods, the assessment of reliability is based
mainly on an analysis of consistency among data obtained from
different sources or from the same source but published at
different time periods, The attitude towards data reliability
taken by students of Chinese economy has been, from the start,
one of reluctance to accept the data as they are. There is
always the advice on their part to treat Chinese statistics
with caution.l Iniormation on the Chinese economy is obtained
in fragmentary form from press reports, official speeches,
‘periodicals, and official statistical publications. 4s far as

newspapers are concerned, experts rank provincial newspapers
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above national newspapers, and non-Communist Party to Comuunist
Party newspapers as reliable sources of statistics., The People's
Daily, a national newspaper and a Party organ, is said to be

more inclined to conceal evente that are not in the Party's
favour., The provineial papers, being loeal in character, are
less susceptible to censorship since local readers know the

local conditions first hand in any case. Reliability of

statistical data therefore forms a piece of research by itselfll

As regarvds official assessment of the quality of sta-
tisties, it is generally accepted by the Chinese themselves
that industrial statistiecs are more reliable than non-industrial
statistics, those concerning the state enterprises more than
those relating to non-state enterprise, and those referring to
centrally-controlled enterprises more than those about the
locally-controlled enterprises, The Director of State Statistical
Bureau (SSB), Hsueh Mu-ch'iaec, in 1955, rated the reliability
of statistics thus: "(a) in terms of functiomal fields, industry
was fair; trade worse; agriculture, worst; (b) in terms of
sectors, the state sector was fair; the capitalist sector,
worse; and the individual sector (craftsmen and family agricul-
ture), worst; (c) in the state sector, the locally controll d
enterprises were worse than those centrally-controlled; and
nonbasic activities (such as industrial statisties of nonindus-
try ministries, trade statistics of mnontrade ministries) were
much worse than basic industries; and (d) in terms of indicators,
physical output and value output were fair; labour and wages,

a1
worse; finance and cost, worst."  Further, even statistiecs of
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state enterprises in industry were reliable only to a limited
extent. Physical output and value output and @lbour force data
were better than statistics for indicators such as those for
experimental manufacturing, output quota, and utilization of

equipmént.3

According to Dr, C.M. Li, it was doubtful that

the latter category of data was ever computed at all.h Ihods
interesting to note that although the 1953 population census
was supposed to provide suffieiently reliable data for economic
use, population data had been rated as having weak foundation.5
0f the data for the agricultural sector, data on sown area,
cultivated area and production by crops and by economic classes
were the weakest; so were the data on the size and the increase

of livestock.6 The above assessment appears to have persisted

at least until 1961,

The checking of reliability of data by non~Chinese
scholars in national income of China studies or in studies on
the Chinese economy is mainly based on whether there is internal
consistency among data relating to the particular commodity or
category. It should be noted, however, that the fact that there
is internal consistency does not necessarily indicate that the
data in question are reliable, In all probability, in view of
the weak statistical organization in China, consisteney check
wounld show the weakness of data if we were to assume inconsis-
tencies being a sign of poor quality. Whether internal incon-
sistencies are the result of statistical manipulations cannot

be determined unless an on-the-spot enquiry is made, Without
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an acknowledgement to such malpractices by the S8B, one could
presumably interpret intermnal inconsistencies as a deliberate
acts However, while reliable data should be internally con-
sistent, unreliable data could be made consistent through
statistical manipulations. In fact, unreliable statistics

could be consistent, If internal consistency were the criterion
of reliability, then such unreliable statistics would be rated

reliablel

Caution and skeptism are justiflably essential in using
Chinese statistics for another reason; In China, classifica-
tion of products or product groups is often found to be not
uniform, The problem is particularly serious when the gquality
of product is not specified. The year 1958 saw the decentral-
ization of industrial and financial management, The movement
gave sanction to unplanned production which resulted in wide~
spread "b&ckyard" production employing indigenous methods. The
output of coal, pig iron and steel by the indigenous methods of
production were added to the respective output by the conven-
tional methods in 1958, though this practice was later recti-

fied in 1959 when output by each method was listed separately.7

Another contributing factor to statistical inaccuracy
which non-Chinese scholars on China appear to have overlooked
is the weight and measure system, Weights and measures were
not standardized legally until 1959. There were cafusions of
terms as well as of the lack of uniformity in the use of one
particular standard, The State Council on June 25, 1959 decreed

that all weights and measures should be standardised to the
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metric system, but the use of both the Chinese and the metric
systems persisted even after the State Council directive, The
Chinese terms for unit weights and measures had been standarde-
ized and yet implementation took place only gradually.. For
example, the term kung-fen ( ,ﬂ: }ﬁ' ) means gram (old usage)
as well as centimetre, the former is obsolete and yet it is
still in use.8 Whether the dual systems and the ambiguity of
terminology did actually cause a large scale inaccurate stati-
stical reporting at the base level is a moot point. However,
it must be admitted that even if they did, this would not be
peculiar to China alone for this probably would happen in

underdeveloped countries as well,

Apart from lack of uniformity in classification, another
possible source of error is statistical reporting at base level.
Falsification of data might occur at base level units for fear
of reprisal from the superior organs to the effect that the
former have mot fulfilled targets set for them. At the same
time, inaccurate reporting might have been the result of over-
enthusiasm, The Great Leap Forward of 1958-59 seemed to suffer
most from this kind of error, while in earlier years, the first
type of inaccuracies had been found. The unreliability of data
in this case is reflected by the defects of the statistical
system of China. The defects of the organization can be judged
by commonsense., For instance, competent statistical personnel
cannot be trained within a short period of time; data are of
dubious quality because it is known that less qualified persons

are given the charge of collecting statistics. To quzlify these
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simple notions one may resort to scrutinizing carefully the
reports on criticisms of the existing statistical system or

the letters to the editor. One may also infer from official
statements on proposed improvement of the system that the
government implicitly recognizes the inadeguacies of the exist-
ing system, One would therefore associate questionable agri-
cultural statistics with a statement in a newspaper editorial

on the tasks in statistical work for the ensuing year towards

the end of 1962; "strengthening agricultural statistical work,
especially on the production of major crops and subsidiary
products“.9 This is the qualitative approach we mentioned

in the earlier part of this chapter and is used by Dr. C.M. Li

in his study on China's statistical system. Dr. Li appears to
have approached the problem by looking at it from the institu-
tional standpoint, If the organigational pyramid is under cen-
tral contrgl, if the lower end of the hierarchy is comnscientiously
responsive to the higher level, and if statistical personnel

are competent, statistical data collected are likely to have a
high degree of reliability. On the basis of this approach,

Dr. Li concluded that statistics published prior to 1955 were
unreliable, those published during 1955-57 were more reliable,

and those for 1958 and after should be viewed with skeptism.lo
The study could not find any evidence that there was a double
standard -- one for internal use and one for publicatiomn. The
general impression seems to be that what is unfavourable is not

published rather than falsified.ll
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Between 1960 and 1965 scarcely any data concerning key
products and industries were published, Scholars on China’
frequently relied on refugee interviews as source of information.
The Chinese refugees to Hong Kong could probably reveal truth-
fully the local economic conditions. However, national aggre-
gates based on data obtained in this way are just as liable to
an unknown degree of error as published information, Another
source of dnformation is interview with Chinese officials by
foreign correspondents or visitors. The grain output during
1960-61 claimed by the Chinese leaders was made available
through this medium.12 If the Chinese statistical system had
been weak as described earlier, what was revealed by the

officials to any foreign visitor should be taken with the

unsatisfactory state of statistical service in China in mind,

MACROECONOMIC ANALYSIS: FIRST FIVE YEAR PLAN PERIOD (1953-57)

In the present analysis we shall use the official data
as much as possible. It should be noted that our using Chinese
statistics does not imply we are satisfied with the quality
of the data, We share Dr, C.M, Lit's views on the subject,
However, we attempt to show that even with Chinese official
statistics, the growth capability of the Chinese ecomomy is not
as rosy as the Chinese would like to imagine. In any event,
the major mon-Chinese estimates of China's mational income and

product appear to be more suitable for long-term growth analysis,

Liu and Yeh in their estimates of Chinat's national income had
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assumed that grain production in physical terms increased at

13

the same rate as population. In this way, the fluctuations
of grain output were reduced to a trend. Since agricultural
value added comnstituted a large proportion of NDP, such a method
of estimating agricultural value added would not show correctly

the change of NDP between any two years, Wu and associates used

food balance sheet to estimate the actual grain consumption,

on the basis of which they estimated one of the two estimates

of personal consumption and of GNE.I& This also tends to smooth
out any fluctuations in increase in GNE between any two years.
Their alternative estimate was based on the rate of mppulation
growth, given the population and per capita consumption at the
minimum maintenance level of 1957.15 This is also like the

Liu and Yeh estimate in that it conceals the fluctuations of

inter-year increase of GNE,

National income and related aggregates

In order to avoid methodological issues inherent in the
non-Chinese estimates oi China's national income, we employ the
official estimate in the present amalysis. It is recognized
that the SSB adopts the material production concept of national
income, and that the national income as defined by them excludes
services which are not directly related to material production.
The use of the official estimate, apart from being conveniet,

is comsistent with our present objective which is stated earlier,
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The NDMP aggregates are shown in Table 8 in Chapter I.
The rates of growth of both the official series and the extended
series made by us were discussed in the same chapter (see Tables

9 and 10), In terms of per capita product, China ranks high in

rates of growth during the First Five Year Plan periocd (1953-57)

among countries such as Japan, Taiwan, Philippines, and Burma:16

Annual rate of per capita growth

1952-57"
China 6:6 per cent
Japan 643
Taiwan b,1
Philippines 3.9
Burma 1.0

(# At 1953 prices except for China in which case

at 1952 prices,)

The high rate of growth in both aggregate and per capita
terms should be viewed with the following factors in mind,
First, as we have noted in Chapter II, it has been officially
admitted that producer goods were priced relatively higher than
consumer goods during the first plan quinquennium, The effect
of this on the rate of growth has been discussed in Chapter I.
During the first plan period, emphasis was placed on industry,
especially heavy industry. Because of the high prices for
producer goods, the NDMP growth would be inflated, Secondly,
there is a general conseusus of opinion among the China experts
that agricultural output prior to 1956 was under-reported.l7

The NDMP in 1952 at 1952 prices should have been higher than

what it was. The use of 1952 as the base year would give a
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higher rate of growth during the first plan gquinquemnium with
the under-reporting of agricultural output mot accounted Tor,
The low rate of growth of NDP, as computed by Liu and Yeh or
Wu and associates, wias due to the upward revision of agricul-
tural output for 1952.18 Thirdly, there can be no doubt that
China's rapid growth over a short period of five years was
partly due to production of new products, These products were
not in existence in 1952, The new product effect on index
numbers is not peculiar to China alone. It is not difficult to
appreciate the significance of this effect in the case of China
since mnev product manufacturing was a priority in the develop-
ment of heavy industry during the first plan guinquennium.
These three factors contribute to the thesis that the large
increase of NDMP was statistical rather than real during this
period.lg Nevertheless, even if Liu and Yeh's or Wu and asso=-
ciates' estimates of China's mational income were more realistic

than the official estimate, the growth was still impressive,

The casual factors of this impressive economic growth
way be traced to Chinats economic policy as regards capital
accumulation, to Soviet aid and to the use of labour-intensive
techniques of production as a supplement to capital-intensive
techniques., The high rate of capital formation, officially
claimed to be between 22 to 26 per cent of the NDMP during the
period 1953-57, was made possible through effective utilization
'f available human resources in formation of social overhead

capital. The price policy of agricultural products subject to
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state purchase and supply plans was such that the state pur-
chasing prices were much lower than the retail prices of these
products, with the result that funds were made available for
financing capital formation. We have pointed out in Chapter

II that between the agricultural purchasing price and the retail
price are the consolidated industrial and commercial taxes
levied on the products at the purchasing station level and at
the retail level, the trading profits at wholesale and retail
trade level and distribution costs. The taxes and a major part
of the enterprise profit are channelled to the state cofiers,
which eventually are used for financing capital formation. |
The implementation of policy on institutional and organizational
changes also resulted in effective exploitation of economic
resources for the purpose of capital formation, Efficiency in
management in rural areas was increased to some extenp through
cooperativization and collectivization of the former individual
and small units. In urban areas, the former individual handi-
crafts and service trades were encouraged to form cooperatives,
The results of these changes were that surplus labour was mobi-
lized to effective use and also distribution was made more

efficient.

As a result of Soviet aid -- in the form of complete
sets of equipment, installation services, technical training --
China had the benefit of a nucleus for its economic development
programmes, The number of projects covered by Soviet aid was

166. Most of the projects constructed with Soviet aid were
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equipped with machinery imported from the Soviet Union. Among
these projects included the three large iron and steel com-
plexes in Ansﬁan. Wuhan, and Paot'ouj; the Peking electronic
tube plant; the Harbin precision instrument and tool plant;

the giant hydroelectric power plants including the Sanmen Gorge;
the major coal mines in Fushing, Chiamussu, Fengfeng, Hsilan,
Chihsi, Hwainan, and Fushun; the Xirin chemical fertiligzer
plant, the Xirin carbide plant, and the Kirin dye plant; and

SO on.

Finally, where capital equipment could be reserved for
modernization, labour-intensive techniques were used 1in areas
which were on a lower priority, This policy was furthered to a

greater extent in the ensuilng plan period.

Table 17 shows the accounting relationships between the
component aggregates and the net domestic expenditure aggregate
(based on material production concept of natiomnal income) while
Table 18 illustrates the net domestic material product and its
increase between years. From Table 17 we know that capital
formation in China formed a large share of the NDMP during the

plan quinquennium under consideration:

1952 18.2 per cent
1953 22,4
1954 23.5
1955 22.9
1956 26.1
1957 24,0

1952~-57 23.1
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TABLE 17. OFFICIAL ESTIMATE OF NET DOMESTIC EXPENDITURE, 1952-57

(1,000 million 1952 yuan)

Personzl Commumal Government Vet domestic Net domestic
consumnption services consunption investnent expendi ture
1952 47.87 0,82 2.73 11.44 62.86
1953 51.11 1.23 2.83 15.92 T1.09
19554 53.78 .14 1.38 17.45 1425
13955 58.15 0.91 1.82 16.08 78.96
1956 62,02 1.47 1.65 23.01 83.15
1957 66. 78 1.35 2.14 22.20 92.51
1952 3
1957 339.71 6.24 13.05 108.10 467.82

Source: T.C. Liu & ¥.C, Yeh, The Beonomy of the Chinese Mainland:
Notiopal Tnsone ond Pooronmic Development, 1933-59, Vol.l,
Tzble 94.
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TABLE 18. NET DOMESTIC MATERIAL PRODUCT, 1952-55

(1,000 million yuan at
1952 prices)

et domestic material Incremental net domestic
proguct material product

1952 61.13
8.91

1953 T0.04
3.84

1954 73.88
4.92

1955 78.80
i » 995

19 o i
. 4.90

1957 93.65
¥ 32.84

1958 125.

95 549 27,03

1959 152,52

Sources: Im Fuang., "Chins's National Income," Peking
Review, Avril 8, 1958, p.8; State Statist%ca}
Bureau, Ten Great Yoars, p.20; State Statistical
Dureau, "Communigue on the Growth of China's
National Beonomy in 1959," Pcking Review, January
26, 1960,
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The high rate of investment every year was supposed to be
responsible for the increase of NDMP (see Table 18). The .
annual growth rate during 1952-57 of NDMP was 8,9 per cent or
an overall increase of 53.2 per cent over 1952-57, while that
of capital formation was 14.2 per cent or an overall increase

of 94,1 per cent.

EVALUATION OF THE SECOND FIVE YEAR PLAN PERIOD ON THE BASIS OF

A MODEL

The Second Five Year Plan period (1958-62) was charace
terized by the Great Leap Forward of 1958-59 and the "Great
Leap Backward" or downturn of 1960-62 precipitated by an agri-
cultural crisis due to adverse weather conditions beginning
from 1960, During the first two years of this plan guinguennium,
aggregate and per capita NDMP rose to a great height (see Tables

6 to 10),

The Great Leap Forward could be interpreted as a movement
or a new development strategy to speed up economic growth., The
campaigns launched in 1958=59 were accompanied by the spirit
aiming at "maximigzing current output by utilizing the scattered
resources (particularly labour) wherever possible."zl The use
of labour-intensive techniques referred to earlier found expres-
sion im +the movement, Small-scale operations employing indi-
genous methods were encouraged. It was officially claimed
that three-gquarters of China's coke, one-half of its iron ore

and pig iromn, one-third of its crude steel, and one-sixth of
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its cement produced in 1959 attributed to the employment of
labour-intensive techniques.zz The "backyard" industrial 'units

were characteristics of this movement.

The adverse weather conditions beginning from the second
half of 1960 precipitated the downturn of the Chinese economy,
If our own estimates of NDMP were any guide (see Tables B=30
in Appendix B), in per capita terms, the 1961-62 situation was
worse than that of 1959 (see Table 10). Wu and associates
estimated that the GNP of those two years were lower than that
of 1952] (see Table 6), and that per capita product in 1962

was 7.9 per cent below the 1952 level.

It has been said that the Great Leap TForward hindered
the operation of the planning system., The mushrooming of the
local industrial units was not a part of any plan: it was the
result of Great Leap politics. Given the national income
accounting data of -the first plan quinguennium, one could
approach an analysis of the development of the second plan
period on the basis of a simple model., We attempt this as an
exercise on the use of national income accounts for analysis

based on a model.
Model

We may use a simple‘oapacity creating model of the Domar
type, the basic equation being:
Ay = bz
where Y is national product, I investment and b capital coeffi-

cient.
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The reason for using a simple capacity creating meodel
rather than oune oi the prototype input-output or interindustry
meodels in Appendix C is not difficult te explain. Since we
are concerned with application of national income accounting,
the choice of prototype models dis limited to macroeconomic
models, While national income accounts might serve inpute
output type of model building, we are not able to show the
application of national income accounting with reference to
econom%c planning based on an input-output or interindustry
model because we would require input-output data as well and

such data are not available,

It follows that the logical choice would be a macro-
economic model, And among the various prototypes of macro=-
economic models in Appendix ¢, the Feltdman model should have
been the ideal choice. Unfortunately, national income account-
ing data in the Tform reguired for that model are mnot readily
available. National income classified into valued added of
producer goods and consumer goods only is required but the
available national income estimates surveyed in Chapter I are
classified by industrial origin, final use, or distributive
shares and are not suitable for analysis or projection based
on the Fel'dman model, This brings us back to a point we made
in Chapter V where we suggested that the choice among the
various prototype models depended on the availability of the
relevant statistical data. It should be pointed out that we

are not saying that national income in the form required is not
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available in China. It is probably available., What concerns
us here is whether such data are available to us outside China.

And in this respect, we say that none is known to us.

We are then left with the models of the Hafrod—Domar
type. Our simple capacity creating model is based on such
prototype models. Again, availability of the relevant statis-~
tical data determines the degree of sophistication of the model,
In the next sectilon, it will be noticed that we shall be forced
to modify the prototype macroeconomic model of the Domar type,
Instead of an average capital-output ratio we shall use the
incremental capital-output ratio. Obviously assumptions govern-
ing the usz2 of the model will have to be made and conclusions
will have to be drawn with the assumptions well in mind, It
should be reminded once again that the emphasis i1s the use of
available national income accounting data in economic planning
and not the type of model to be used in plan formulation in a
given country. In short, the fact that we are using a simple
capacity creating model of the Domar type does not imply that
on its own merits it is more appropriate than, say, the Felt'dman
model, Of course, if the SSB or non-Chinese scholars could
produce a set of mnational income accounts which would provide
data in the form required for the Felfdman model, we would have

used the Feltdman model instead.

Having selected the simple capacity creating model as
the basis of our evaluation of the performance of the Second
Five=-Year Plaun period (1958-62), we now turn to comsider the

incremental capital-output ratios.
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incremental capital-output ratio

We shall first consider the parameter b, Capital éoeffi-
cient is the reciprocal of capital-output ratio., Data on total
capital stock in China are not available, though those of parti-
cular industries(some manufacturing, mining, utilities; trading
stores and restaurants; modern transportation and communica-
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tions; and construction) are available, We therefore calculate
the incremental capital-output ratio (ICOR) instead. This we
do on the basis of the mnational income data presented in Table

18,

The ICOR's are presented in Table 19, There are three
sets, each with a different time=-lag, If we consider the total
investment during the period 1952-56 and the change of net
domestic material product over the period 1953~37 (that is,

with onew-year lag), the ICOR will be 2,64,

We have said in the last chapter that national income
accounts merely describe the state of the economy and do not
suggest whether the economy is at full employment situation at
any given year. Thus, the ICOR's calculated from the account-
ing data are subject to the same limitations. A low ICOR is
usually associated with the generation of income through a re-
latively small investment at full employment situation. A low
ICOR at less than full employment situation conceals the fact
that the economy is under-utilizing its productive capacity
when investment is made. In short, under conditions of less
than full employment of resources, NDMP might inecrease without

any addition to the existing capacity.
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TABLE 19. INCREMENTAL CAPITAL-OUTPUT RATIOS

Incremental capital-output ratios (ICOR)

One=year lag Two=year lag Three-yvear lag

1953 1.283 3% 3

1954 4,147 2.980 *

1955 3.546 3.236 2.325
1956 1.818 1. 754 1.601
1957 4.696 3.690 3.560
1958 ¥ 0.T701 0.551
1959 3 3 0.851

Totesg: % not computed.
ICOR = net invesiment at time (%) — ' change
of TDMP botween (%) and (4 + n) where
ns= 0,1’- t3-

Sources: Tables 17 (net domestic investment) and 18.
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The interpretation of ICOR is also subject to the choice
of gestation period, The choice depends on the scale of the
investment projects, some of which require more than the mere
two or three years, If the gestation period is five years,
increase in capacity willl not take place before the five years

are outb.

The ICOR implies that the change of national income is
solely due to increase in capital stock. But output may be
increased through labour-intensive techniques, in which case,
an increase in labour inputs through population increase would
increase the productive capacity but it would be concealed by

the JICOR.

On conceptual ground, the use of the net domestic
investment data in Table 17 (which, in Chinese terminology, is
accumulation) suffers from the defect that accumulation includes
not only Tixed investment but also inventory change, Hence,
the ICOR calculated from national income data as presented
does not show a direct relationship between the increase in

capital stock and the resultant increase in productive capacity.

ICOR also assumes that the state of technology does not
change. But in a developing economy, particularly when capitél
zoods are imported, the state of technology varies, depending
on the productivity of the capital imported. Any changes in

this direction will be concealed.
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Therefore, the use of the ICOR's presented in Table 19
is subject to the limitations described. The ICOR's are cal-
culated on the basis of the investment in a given year and the
changes of NDMP after the gestation of one, two or three years

(the changes of NDMP are shown in Table 18).

For our purpose we should assume that the gestation period
is three years since installation of large plants and con=
struction of big projects would take about that length of time,
Hlowever, we select the ICOR with a two=year lag for 1957 as
the representative ratio, that is, a ratio of investment in
1955 te a NDMP change in 1957. The choice is determined by
accepting the contention that statisties for 1955-57 are more
reliable. But it should also be bormne in mind that limitations
of ICOR computed from national income data still apply even

though the latter relate to a three-year period.

The change of NDMP resulting from investment two years
ecarlier during the second plan quinguennium is shown in Table
20, It is aséumed that NDE = NDMP, which implies that the rate
of investment is in terms of NDMP rather than NDE (as in Table
17). Furthermore, the rate of investment of 1957 (24 per cent)

is assumed for the ensuring five-year period.

The numerical illustration shows that had China pursued
a conservative policy based on the performance of the last
three years of the first plan period, instead of adopting a

virtually no-plan policy during the 1958-60 period, the change
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TABLE 20, CAPACITI-CREATING MODEL FOR THE SECOND FIVE YEAR PIAT PERIOD

(1,000 million 1952 yuan)

Tet domestic inves: ant [\ 1 TDMP
1956 23.01 88. 75
1957 22.20 93.65
1958 23.97 6.24 99.89
1959 25.42 6.02 105,91
1960 26.98 - 6.50 112.41
1961 28,63 6.89 119.30
1962 30.39 Te31 126,61
Rate of growth, 1957-62 (i)
a. Overall 36.9 35.2
b. Amual 6.5 6e3

Notes: ICBR = 3.69, thus b(capital coefficient)= 33@ ’
Rate of investment = 0.24 of NDIP.

Sources: 1955573 net domestic invesiment from Teble 173
HDMP from Table 18.

ICOR: Table 19.
Rate of investment: see text.
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of NDMP would have been an average of 6,130 million yuan at

1952 prices a year instead of 29,935 million yuan as claimed

by the Chinese government.zh Had the planners not heen hiﬁdered
by the agricultural erisis during the remainder of the second
plan period, they would have seen that the overall increase of

NDMP over the five years was 35.2 per cent above the 1957 level.

In the Proposal for the Second Five Year Plan, the planners

envisaged an overall increase of 50 per cent over the 1957
level by the end of 1962.25 Given the ICOR with a two-year lag
of 3.69 and also the same rate of unemployment throughout the
period 1958-62 as in 1955, this planned rate could be achieved,
provided that the rate of investment increased to 24,57 per

cent of the NDMP by 1962,

The large discrepancies between the calculated and the
actual growth of NDMP of the two years, 1958 and 1959, had been
the result of factors which were not foreseen in 1956, the year
when the Second Five-~Year Plan proposal was adopted, The
exceptional good harvest of 1958 was attributed to good weather
condition, to greater efficiency in farming through amalgamating
smaller production units (from agricultural cooperatiyes to
higher agricultural producer cooperatives, and from higher
agricultural producer cooperatives to rural people's communes ),
and to the greater attention paid to agricultural production,

To a large extent, the high output had no direct relatlon with
the investment in agriculture. Agricultural techniques in

China are mostly labour-intensive., The increase in output of
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ma jor indusirial commodities are largely due to effective
utilizgation of human resources and to employing indigenous
(end therefore labour-intensive) methods of production. In
the case where output could be increased through intensive

use of labour, workers increased their average output per man-
hour by extending their working hours, The pattern of invest-
ment envisaged in 1956 could hardly be suited to the needs arising
from the unforeseen increase in output later, particularly in
transportation, China experienced a bottlemeck in its trans-
portation during the years of the Great Leap Forward, Instead
of an orderly dewlopment of the various lines of investment
activity, a change of pattern on an ad hoc basis resulted,
Resources were diverted from long-term projecis to short-term
activities, Instead of paying more attention to schemes which
would prevent the agricultural sector from the effects of
adverse weather conditions, resources were poured into the
industrial sector, especially heavy industry, in a greater
guantity than the latter deserved, This was done with the view
of changing China into a modérn industrial power by "going all
out and aiming high to achieve greater, quicker, better and
more economical results in building socialism.“26 The trans-
formation was to be completed not in the course of time, but

now}

We shall not look into the actual causal factors which

led to the divergence between the expected and actual results,

2
for we can refer to the literature by the China specialists. 7
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All that we are concerned with here is that national income
accounts can be used for Chinese planning in terms of magro-
economic aggregates, even though the Chinese have objected to
macroeconomic planning. The Great Leap Forward and the agri-
cultural crisis that followed could not have been foreseen by
the plamners in 1956 and they should have been anticipated if
long~term planning were to have any meaning. A numerical model
based on data obtained from national income accounts, which we
have presented earlier; shows the limitations of the utility
of national income accounting data. Not only the statistical
data themselves do not convey anything beyond the actual
results and the relationships among the components of the
aggregate, they do not tell us the functional relationships

among the components,

USE OF NATIONAL INCOME ACCOUNTS IN PLANNING FOR THE PERIOD
1963~70
The Second Five-Year Plan has never been formally pub=-
‘)AV&
lished., The Proposal could bemused as a working basis, but
no results for the entire plan period 1958-62 are available.

The reason is obvious: the natural calamities had throwm the

whole plan =-- if it could be called at that from the beginning --

overboard, In fact, the five years (1961-65) have been des-
cribed as a "transitional period", The Third Five-Year Plan
period began on January 1, 1966, but its Plan has as yet to be
published, In the exercise below, we shall assume that planning

begins from the year 1963.28
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Objectives

During the period of transition, China witnessed a policy

reorientation, Instead of emphasis on industry, especially
on heavy industry, top priority was given to agriculture.29
This was a departure from the policy pursued during the first
plan periocd and the Great Leap Forward of 1958=59, The transi-
tion period also saw a greater relaxation of controls and
consideration for economic incentives and greater realism in
handling economic problems, Higher esteem was given to techw-
nical and professional men because self-reliance had become the
key word, Also there was an expansion in economic relations
with Western countries at the expense of the Soviet Uniomn,

which could be traced to the strain relations between the Soviet
Union and China., As an academic exercise, let us assume that
the objective is to increase the economic welfare of the people.
A plan for the period 1963-70 is to be formulated with this

aim in view. The plan is to be subject to constraints, mnamely,
self-reliance and a certain rate of investment. As regards

the latter, it should be higher towards the second half of the
plan period than at the beginning. Accordingly, weé assume that
it is 15 per cent of the NDMP during 1963-65 and 20 per cent
during the remainder of the period, These assumptions are not
unrealistic in view of the matural calamities of 1961-62 and

the consequential low overall output of the economy in the
ensuing few years, Hollister estimated that, in 1961, the level

, 0
of investment was about 50 per cent below the 1959 1evel.3
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While 15 per cent appears to be on the high side, it is unlikely
that China would, for ideological reasons, peg the rate more than

10 per cent from the ideal 25 per cent rate.

Increase in productive capacity

Assuming the same factor proportions as for 1952-57,
a period of comparative stability, an ICOR of 3.69 with a two-
year lag is employed to estimate the productive capacity for
the period 1963-~70, Since estimates for net domestic invest-
ment and NDMP of 1961 and 1962 are available, the change of
NDMP and the NDMP for 1963=-70 can be estimated by the model

A v = b1, (see Table 21). The increase of net domestic

investment over the period 1963-70 is 74.8 per cent or 8.3 per
cent per annum, and that of NDMP over the same period is 31.2

per cent or 4,0 per cent per annum.

Increase in economic welfare

In Chapter IV, economic welfare has been defined in terms
of individual choice. We have said that persomnal consumption
and saving tends to be a more appropriate measure of economic
welfare than the mnational income aggregate. Since the aim of
the plan for 1963~70 is assumed to be one of increasing the
economic welfare of the people, the target for personal con-
sumption and saving has to be fixed. Howvever, there may be
other objectives, such as communal services and government

consumption, which also demand scarce economic resources,



1961

1962

1963
1964
1965
1966
1967
1968
1969
1970
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TABLE 21. NET DOMESTIC MATERTAL PRODUCT, 1961~70

(1,000 million 1952 yuan)

Net domestic investment A\ womp NDMP
18.27 121,68
19.44 - 139.62
21.70 495 144.57
22,49 5e27 149.94
22,61 5.88 150.82
31.38 | 6.10 156.92
32.61 6.13 103.05
34.31 8.50 171.55
36.08 8.84 180.39
37.94 9.30 189.69

Hotes:

Rete of investment: 1961-65: 15% of NDMP
1966~70: 204 of NDMP

Wational income change calculated on the basis of

/\ TDMP = bI where b is the inverse of ICOR with

a two-year lag. Thus, change of NDMP at time (% & 2)
is due to invesiment of time period (). The

ICOR is 3.69. -

Source: HDMP in 1961 and 1962 taken from Table 8.
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Table 22 presents a projection of the final demand for 1963-70,
in which communal services are assumed to increase at the same
rate as population (see Table 17) and government consumption
is assumed to be a constant proportion of NDMP for the year

in question (2.313 per cent), This implies that the rates are
the same as for the period 1953-57. If the target to be fixed

for personal consumption were 2,1 per cent per annum, per capita

personal consumption would not have increased since 2.1 per cent
per annum is also the assumed rate of annual increase oi popu-
lation, In this connection, we have omitted the wvariable
savings because of lack of data. Table 22 shows that except

for 1966 and 1967, productive capacity (which is shown in Table
21) is sufficient to cope with the demand, If, however, the
target for personal consumption were to be fixed at %,2 per

cent per annum, thereby giving a per capita increase of 2,0

per cent per annum, productive capacity as estimated would be
insufficient to cater for the demand (see Tables 21 and 23). In
that event, if the rate of investment were to be maintained at
the pre-determined rates during the period 1963-70, communal
services and government consumption would have had to be reduced.
Since communal services could be by definition included under
personal consumption, as we have discussed in Chapter III on
valuation of national income in a centrally planned economy,
then government consumption would have had to be curtailed,
However, we cannot make this supposition for this would mean
that government consumption is a cost and has mno place in final

demand, Nevertheless, it is clear that if the final demand is



1957

1962
1963
1964
1965
1966
1967
1968
1969
1970

PROJECTION OF FINAL DEMAND, 1963-70 (I)

TABLE 22.

Personzl Communa 1l
congunption gervices
66.T8 1.89
115.41 1.54
117.60 1.57
120,30 1,61
122.80 1.64
125.40 1.67
128,00 1.71
130.70 1.74
133.50 1.78
136.20 1.82

Hotes:

Sources: 1957: Table 17.
Other years: investment and NDHP: Table 21.

Government
consunption
e e b

2.14

3.23
3.35
347
349
3.63
3.T1
397
417
439
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(1,000 million 1952 yuan)

Investment NDB
22.20 92.51
19.44 139.62
21.T70 144.22
22449 147.87
22.61 150.54
31.38 162,08
32.61 166.09
34.31 170.72
36.08 175.53
37-94 180635

Rate of growith pf personal consunmption is assumed
to be the same as the rate of population growth
(i.ee 2.1% per annum).

to communal services. >
assumed to be maintaining at 2.313% of IDHP

The game agsumption applies
Governnent consumption is

szjod.uctive capacity). Invesiment is mainteined at
15% of NDMP during 1963-65 and 207 during 1966~T0.
1IDE is an aggregate of the four brances of demand.
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TABLE 23, PROJECTION OF FINAL DEMAND, 1963-70 (II)
(1,000 million 1952 yuan)
Personal Communal Governnment ;
consunption services consumption Investment 5B
1963 120,3 1.57 335 21,70 146.92
1964 125.4 1.61 347 22.49 152.97
1965 130.7 1.64 3.49 22.61 158.44
1966 136.2 1,67 3.63 31.38 172.88
1967 142,0 1.7 3.77 32.61 180,09
1968 148.0 1.T4 3.97 34.31 188,02
1969 1543 1.78 4.17 36.08 196,33

Hotes: Assumptions being the same as for Table 22
except rate of growth of personal consumption
which is 4.2% per annum here.

Source: See Table 22.
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depicted as in Table 23, the personal consumption target may

or may not be achieved, depending on whether the targets for
communal servieces and government consumption are or are not to
be maintained, If personal consumption includes communal
services and government consumption, which resembles the case
presented in the Chapter IITI, then, while the target for per=-
sonal consumption could be achieved, rate of investment could
not, given the pre-~determined rate for the given year. However,
the productive capacity estimated for the period 1963-70 has
been based on the assumption of a rate of investment of 15 per
cent of the NDMP during 1963-65 and 20 per cent during 1966-70,.
Therefore, the target for personal consumption is not consistent
within the model, Given the comnstraint of rate of dnvestment,
personal consumption expenditure increases only 23.5 per cent

during the period 1963-70 or 3.0 per cent per annum.

A rate of investment of 15-20 per cent might appear
high, but given the assumption of a capital coefficient of
1/3.69 with a two-year lag, personal consumption increases only
moderately., In short, in terms of goods and services for
personal consumption, economic welfare of the people in China
under these given conditions cannot be expected to increase to

any significant extent.

In personal consumption were to increase at the rate of
L,2 per cent per annum, then the policy of self=-reliance would
have to be dropped so that productive capacity might be increased

to the extent desired through import of capital goods (made



available, presumably and hopefully, through foreign aid)., We
have so far assumed that factor proportions remain the same as
those during the first plan period, But it is possible to
increase capacity through employment of surplus labour, as had
been done in the years of the Great Leap Forward, However,
instead of channelling labour resources to production of capital
goods, incentives should be given to the people to produce
consumer goods which do not require the use of the already

scarce capital resources,

CONCLUDING REMARK

National income accounts provide the basis data for
variables in a simple model., They may alsc provide data for
more complex macroeconomic models as shown in the previous
chapter, provided that national income accounts themselves are
detail in their construction, In the case of China, we have
shown the usefulness of national income accounting data in
economic planning based on a simple macroecconomic model of some
kind. The macroeconomic aggregates aid in showing the limits
of expansion of the economy against the given objectives. VWhile
they do not show functional relationships, national income
aggregates nevertheless provide the basis for computing para=-
meters, though the interpretation of both the aggregates and
the parameters is subjeet to other consideratiomns. Our exer-
cise on the use of national income accounts in Chinese planning
is not meant to show that the Chinese planners should take up the

solutions we have worked out, thereby solving what is in practice
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a more complex problem. Nor do we intend to imply that macro-
economic models based on national income accounting data arve
the only working bases of formulating an economic plan.‘ We have
onnly shown that natidnal income accounts are useful in planning
even in the case of China where national income accounts have
so far been used as statements of past performance, The use

of other forms of social accounts in planning is equally, if
not more, practicable, These have been left out because they
are beyond the scope of the present study on applications of
national income accounting. Even among macroeconomic models,
there are altermnatives which take into account of possible
uncertainties, We have omitted them because of the lack of

relevant data at our disposal.



AP PENDIX A

A COMPARISON BETWEEN ECKSTEIN'S AND HOLLISTER'S

ESTIMATES OF CHINA'S NATIONAL INCOME FOR 1952
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Eckstein's national accounting data have been reproduced
in Tables A-1 to A-6a. Hollister's data are adjusted to fit in
with the structure of accounts and supporting tables devised by
Eckstein, However, in order to make comparison possible, new
items have been added to the original structure of accounts and
these are denoted by their parentheses, namely / Fo

Eckstein's data are taken from his monograph, The National

Income of (Communist China while Hollister's are taken from his

China's Gross Natiomal Product and Social Accounts 1950-1957,
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A-1 COMMUNIST CHINA'S FARM PRODUCT IN 1952

(million yuan)

Eckstein Hollister
1, Value added in agricultural
production 30,100
a) Gross crop production value 28,610 32,400
b) Gress silk production value 130
¢) Gross livestock production 6,090
value 6,720
Total gross production value 35,460 38,490
Less: Inputs - 5,360
2, Value added in fishing 330
Gross production value 367
Less: = 37
3. Value added in subsidiary
production 6,200 10,4002
4, value added in farm handicrafts
for sale 875
Gross production value 2,500
Less: inmputs - 1,625
5. /Total gross ocutput value/ 48,890
6y /Less: Imnputs for (1) to (3)/ 12,100
7. Total farm product (from (1)
to (6)) 37,505 36,790
(2) Net farm money income 11,190 10,410
Value of farm output sold 12,310 12,310
Less: production requisites
purchased - 1,120 - 1,900
(b) Net farm income in kind 26,315 26,380

Note: a, Includes forestry in Hollistert's figure.
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Private Sector
Eckstein HHollister
9,070 7789
2,057 2,542
7: 013 59207
e & 30
I, 584 191
8,218 2,320
Ne. aa 367
21,872 21,021

A=Za NON=-FARM CIVILIAN EMPLOYMENT IN 1952
(in thousands)
Public Sector
Eckstein llollister
Mining &
Manufacturing 34358 2,863
ae. Industry 3,140
Uy Handieraft
{non~farm) 218
Coustruction (1,021) 1,021
Transport 596
716
Post & Tele-
communications 120
Trade 1,247 1,134
Banking &
Insurance 305 305
Goverament 3,896 3,846
a, Administrative
culture 1,573 1,523
b, Education 2,282 2,282
c. Urban public
utility 41 1
Miscellaneous 829
GRAND TOTAL 10, 543 10,714
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A-2b NON-FARM CIVILIAN WAGE STRUCTURE IN 1952

(yuan)

Pubilic Secu

or

Bekstein Hollister

Private Sector

Mining &
Manufacturing

a, Industry 560
b. Handicraft
(nonwfarm) 210

Construction Ne2a
Transport 550

a, Moderm
b Native
c, Hauling, etec,

Post & Tele-=
communications 550

Trade 450

&, Resident

b, Itinerant

c. Stalls & small
merchants

d. Catering

Banking &
Insurance 720

Government
Services 430

a, Administration
b, Culture, educa-
tion & health
c. Uirban public

utility

Miseellaneous
Notes: a. .85 of 500 yuan

be 85 of 510 yuan
c. 85 of 425 yuan

See Hollisterts text on p.

540

530

425

L2s

50

Bekstedin Hollister
560 ya5®
210 300

hjhh
550
210
380
400 :
550 241
250
195
73 and po.
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A-2c NON-FARM CIVILIAN WAGE BILL IN 1952

(million yuan)

Public Sector

Eckstein

Mining &
Manufacturing 1,804,2

a. Industry 1,758.4
b. Handicraft
(non-farm) k5.8

Construction mn,.,a,
Transport 327.,8

a, Modern
b. Native
¢. Hauling, etc.

Post & Tele-
communications . 66,0

Trade 561.2

a. Resident

b. Itinerant

¢, Stalls & small
merchants

d, catering

Banking &

Insurance 219.6
Government

Services 1,675+3
Miscellaneous

GRAND TOTAL 4,654.0

Hollister

1,546

510

379

k82

130

1,391
265

L,799
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Private Sector

Eckstein

Hollis ter

2,624,7
1,351.9
1,472.7

Ls2oe

1,239.4

227.7

707.7
304,0

2.675-3

1,604,8
180,95

606.75
282,75

2,400,0

8,939.3

1,600

2,000

200

3,800
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A-3 TIOUSEHOLD AND PRIVATE SECTOR ACCOUNT IN 1952
(million yuan)

INCOMES

1, Incomes of Farm
households
a, Net money income
from agriculture &
handicraft produc-
tion
b, Net income in
kind from agricul-
ture & handicraft
production
c. Imputed met rent
on farm dwellings
/d, Imputed comsumer
rent/

2, Non-farm wages &
salaries including
incomes of self-
employed
a. Direct wages,
salaries & incomes
b. Supplementary
incomes in kind

3. Private business
cearnings

i. Rental income
imputed & monetary)
from private non~-farm

dwellings

/Consumer services/

5. Pay & subsistence
of armed forces

6. Total income
currently earned

7. Transfer receipts
a. Rural relief

b. State unemployment

relief

c. Veterans' benefit

d. Stipends of stu-
dents
e, Pensions, allow-

ances & other bemefits 50

f. Amortization of

bounds & savings depo-

sits

2. Total income

135

Bekstein
38,910
11,190
26,315
1,%05
15,015
ik, 890
125
1,490
1,395
i,500
58,310
900
145
Lo
210
320

59,210

1,950

253

Hellister
38,990
10,410
26,380
2,200%
8,634
8,599
35
7,490
1,770
1,630
1,450°
59,964
620
243
120
208
Lo
60,584



B,

EXPENDITURES

1. Retail sales
households

2. Farm consump
in kind

3. Expenditure
services

a., Farm

b, Non-farm

i, Consumption
subsistence ol
foreces

5« Trade union
other dues

6. Expenditure
miscellaneous s

to

tion

on housing

of

armed

and

on
ervices

7. Total household expen-

diture for good

s and

services consumed

8, Gross invest
a, Fixed cap
b, Inventory

9., Total curren
ditures on comns
and investments

10, Transfer ou
a, Increase
deposits of
b, Direct ta
c. Gof'ts

ment
ital

t expen-
umption

tlays

in bank
households
xes

d. Private enterprises

contribution
insurance

11, Qther trans
statistical dis

12,

to social

fers and
crepancies

Total expenditure

1,875
1,550

2,345
(1,420)

320

3,775
55

Eckstedin

20,995

21,600

3,425

1,000

2,900

49,985

3,765

53,750

4,185

1,275
59,210

254

Hollister

23,050

21,600°

1,950
2,400

970

1,830%

51,838

2,100
2,100

53,938
5,698

318
5,380

oLg
60, 584
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A-4 PUBLIC SECTOR ACCOUNT IN 1952
(million yuan)

Eckstein . Hollister
A. INCOMES

1. BEarnings of govermment

enterprises & organizations 5,980 6,110
a. paid into budget 5,450 5,728
b. retained earnings 530 380
/c. direct taxes of state 860
enterprises/

o

2, Profits of co-operation 200 -

3. Receipts of social
insurance funds (inclL
trade union funds) 125 -

k, Indirect taxes less
subsidies 6,640 L ,470

5. Total charges against
current product 12,945 11,440

6. Transfer receipts 6,055 6,068
a. Private enterprise
contribution to social
insurance 35
b. girts 55 5,380
c. money swings by
households 320 318
d. direct taxes by
private sector
agricultural tax 3,300
business income tax L7s
e, other traunsfers 1,870 370

7. Total income 19,000 17,508



A<l (continued)

B, E¥XPENDITURES

1l. Government administration
(including local gov't)

2, Defence

3. Community services
(health, welfare and
education)

4, @Gross public investment
a, fixed capital 5,015
b, inventory change e,
c, net foreign investment - 930

5« Total outlays net of
trapfers

6. Transfer outlays

a2, unemployment benefits 4o
b, pensions allcowances &

other benefits 50
c. veterans benefits 210
d, stipends to students 320

e, interests and amorti-
zation on bonds and
interest on savings deposits 135

f. disaster relief 145
&. public contribution
to insurance funds 90

7. Statistical discrepancy

8. Total expenditures

Eckstein

2,110

h,370

1,195

4,085

11,760

990

6,250

19,000

256

Hollister

1,922

44371

836

7,070
5,580
2,410
- 920

14,199

620
208
243
120
49

2,689

17,508
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A-5 GROSS NATIONAL PRODUCT ACCOUNT IN 1952
(million yuan)

Ickstein

INCOMES
1. Incomes of farm households 37,505
2, Compensation of employees
and self employed 16,515
3. Rental incomes 2,800
4, Enterprise earnings

a. Private 1,525

b. Public 6,270
5. Indirect taxes 6,640
6. Gross national product
at market prices 71,255
EXPENDITURES
1, Household comnsumption 49,985
2, Community services 1,195
3. Government administration 2,110
L4, Defence 4,370
5. Gross investment

a. In fixed capital 7+ 360

b. In inventories N.2,

c. Net foreign investment - 930
6. Statistical discrepancy 7,165
7+ Gross national expenditure
at market prices 71,255

Note: a, Includes consumer services.
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Hollister

36,790

11,9642
3,720

7,490
6,970

h,h70

71,404

52,138
836
1,922

k,371

7,680
2,410
- 920

2,967

71,40k



A-6 GROSS DOMESTIC PRODUCT AT FACTOR COST BY
INDUSTRTIAL ORIGIN IN 1952
(million yuan)

(Percentages in parentheses)

Eckstein Hollister

1, GDP at factor cost 64,606 (100.0) 68,927 (100.0)
2, Agriculture 30,430 ( 47.1) 39,000 ( 56.58)
3. Industry 14,740 ( 22.8) 11,156 ( 16.19)
k, comstruction 1,850 ( 2.9) 803 ( 1.16)
5. Transport &

Telecommunications 3,020 ( 4.7) 4,237 ( 6.15)
6. Trade 5,380 ( 8.3) 6,625 ( 9.61)
Zﬁdmiﬁiiﬁaﬁiﬂki“g 420 ( 0.7) 130 (  .19)
8, Dwelling services 2,800 ( L4.3) 3,720 ( 5.38)
9. Government services 1,675 ( 2.0) 1,391 ( 2.01)
10. Defence 1,500 ( 2.3) 1,450 ( 2.10)
11, Others 2,790 ( 4.3) 465 ( «67)



A-6a WAGE BILL AND NONWAGE EARNINGS IN 1952
(BASED ON HOLLISTER)

1. Industry
2., Handicrafts
3. Construction

ik, Transport and
Telecommunications

5. Native transport
and handling

6., Trade

7. Banking and
insurance

8:; Dwelling services
9. Government services
10 Defence

11, Others

(million yuan)

Public

Nonwage Wage
3,000 1,546
275 510
1,525 379
1,210 482
130 130
1,390
1,450
265

o

Private Total
Nonwage Wage
2,730 1,080 8,356
2,800 2,800
5 13 803
130 83 2,317
2,120
260
3,720
1,390
1,450
200



A PFPENDIX B

ESTIMATES OF CHINA'S NATIONAL INCOME FOR 1960-62
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The Net Domestic Material Product for the period 1960-62
was estimated at a time when data were scanty. The methods
of estimation employed obviously left much to be desired. They
were so crude that we did not bother to even think of estimating
the margin of errors, The methods of estimating the gross wvalue
cutput and value added of agriculture and of gross value output
of consumer goods industry are described in greater detail,
but those of estimating the gross value output and value added
of other sectors are described under mnotes to the individual

tables,

Estimating gross value ouiput of agriculture

Data on gross value output of agriculture and subsidiary
occupations (hereaftar referred to as gross value output of
agriculture) in both absolute and relative terms are available

‘for the period 1949-59,

For the period 1949-57, the value output is expressed in
1952 prices., 1957 prices are used for 1957 and for the period
covered by the Second Five-Year Plan (1958-62). Since the
value output for 1957 is expressed in both 1952 and 1957 prices,
a conversion factor for converting 1952 to 1957 prices can be
derived, The value output for 1957 is 60,350 million yuan in
1952 prices and is 53,700 million yuan in 1957 prices, the
conversion factor is derived by dividing the former by the
latter giving 1.124, that is, one yuan in 1957 prices is equiva-
lent to 1.124 yuan in 1952 prices. The conversion factor can

be applied to agricultural gross value output only and implicit
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in the factor is the assumption that the coverage of both the
value output figures cited above for 1957 is the same, and also
that methods of production and processing as well as distribu-
tion mark-ups are identical in 1952 and in 1957, It is reason-
able to assume that the coverage of agricultural production
proper remains the same, although there might be quality dif-
ierences, More roundaboutness in production means that the gross
value output would be enlarged since duplications are not eli-
minated in the figure., However, unlike industry, the production
process in agriculture is relatively simple and is unlikely

to change radically within a short time period, The size of
subsidiary occupations varies relatively more than agricultural
production proper since the former consists of service trades
and also they are elastic in supply whereas production of crops

is relatively inelastic in the shert run, even within the year.

Gross value output of agriculture has to be estimated
for 1960-62, According to the annual economic plan for 1960,
the gross value output was to be increased by 12 per cent over
the preceding year., However, owing to adverse weather condi-
tions which had affected agricultural production unfavourably

in 1960 it is unlikely that the target was fulfilled.

The gross value output is to be estimated on the basis
of output in grain production. An examination of past data
shows that there is almost a perfect correlation between the
trends of gross value output of agriculture and grain production

over time., Table B-1l compares the indexes of gross output
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value of agriculture and grain production using 1952 as base.
The agreement between the two indexes is striking., Using grain
production index as standard, deviation of the value index from
it is at most 6 points. Disregarding signs, the total deviation
is 21,6 péints, giving an average of 2,7 points. If we take
into account of signs, the total deviations is 12,1 points, or
an average of 1.5 points, Percentagewilse, the largest devia=-
tion is only 4.3 percentage points. The total deviation is
17.4 percentage points, that is, an average of 2,18 percentage
points., Taking into account the signs, the total is 11,7 per-
centage points or 1.46 percentage points per year. The corre=-
lation coefficient is therefore not less than 97 per cent, The
close agreement between the two indexes is to be expected since
the components of the wvalue output of agriculture are in fairly

constant proportions to the latter over the years.,

Since grain production is to be indicator of gross value
output of agriculture, it is necessary to estimate the sige of
food crops for 1960-62, No official communique has bheen released
giving the total output of grain production during the period
1960~62, The adverse weather conditions affected 60 per cent
of farmland in 1960.2 IT the 1959 production could be maintained
had it not been for the drought, one might infer that the gross
value output in 1960 would be scaled down accordingly by 60
per cent of the 1959 output level, that is, 23,190 million yuan
in 1952 prices. However, this would be assuming that all crops
in the affected areas were lost. Since some of the areas would

be worse hit than others, the tenet that all crops were lost
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could not be taken seriously. We must look for other sources

for data on food output.

From reports of interviews with Chinese communist of{i-
cials, the grain production for 1960 was given as between the
1957 and the 1958 level according to one source,3 that is
between 185 and 250 million metric tons, and as 150 million

metric tons, according to another,

The latter source also gave the probable output of grain
for 1961, While summer harvest was still poor, the autumn
crops were said to be more encouraging, The figure was given
at a 10 million metric tons increase over the 1960 level, that

"
is, 160 million metric tons.”’

The harvest in 1962 was normal and was better than in
1961.6 It was reported that in some areas, production was still
at low level owing to natural calamities, but on the whole,
agricultural production had increased in 1962.7 If 180 million
metric tons of grain were to be expected of a normal harvast,a
then it is possible that the level of grain production in 1962

was in the region of 180 million metric tons. This estimate

is adopted in the present study,

Using the normal harvest criterion, and since the harvests
in 1960 and 1961 had not been regarded as normal, we shall adopt
the figure of 150 million metric tons for 1960 rather than that

between 185 and 250 million metric tons.
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Table B-2 gives the grain output for the peried 1952-62,
and Table B-3 shows the gross value output of agriculture for
the period 1952;59. On the basis of the food crop index (1932 =
100) derived from Table 1, the gross value output of agriculture
can be estimated for 1960-62, The assumption is that the trend
of the gross value output is the same as that of grain produc-

tion, (See Table B-%4),

Estimating value added of agriculture

Value added of agriculture is obtained by applying the
net-gross ratios to the gross value output, The intermediate
products were reported to have accounted for 25,2 per cent and
26,4 per cent of the gross value output of 1952 and 1956 res=-
pectively.9 The latter figure presumably was based on an
expected gross output value, as when the final gross output
value figure o 58,290 million yuan is used, the percentage is
slightly higher. The net value added of agriculture obtained
from applying the ratio of the share of agriculture in net
domestic material product to the net domestlc material product

of that year. The ratio was given as 59.2 per cent in 1952

10 With the net domestic material

and 48.1 per cent in 1956,
product for both 1952 and 1956 given, the net value added of
agriculture for the two years are obtained. The gross value
output of agriculture for 1952 and 1956 were given at 48,392
and 58,290 million yuan at 1952 prices respectively, and the
implicit net-grﬁss ratios are obtained by dividing the net by

the gross value output. The ratios thus arrived are 74.8 per
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cent for 1952 and 73.23 per cent for 1956, that is the value of
intermediate products constitutes 25.2 per cent for 1952 and
26,77 for 1956, The 1952 ratio derived is the same as the
reported figure, but the derived ratio for 1956 is slightly
higher than the reported figure, For our purpose, the derived

ratios are used,

We calculate the net wvalue added of agriculture for
other years on the basis of the implicit ratios., We assume
that they decline steadily on a straight line with the increase

in gross value output,

Let v be the gross wvalue output, and x be the net value
added, the constants a and b can be derived if the wvalues of

X and y arve given fTor the following regression line equation:
v = ax & b

With the gross value output and net value added of agriculture
for 1952 and 1956, which are given, a is Tfound to be 1.524
and b is =-6,728. With a and b now taken as given, and since
gross value output is given for all years, the corresponding
net value added can be gbtained. The results ave shown in

Table Be§.tt

It is possible that the net-gross ratio would be smaller
as from 1960 onwards., The material inputs put into agricultural
production in the years of mnatural disasters must have risen
sharply. If that is the case, then value added for those years

would have an upward bias.
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Estimating the gross value of consumer goods

Gross value output of consumer goods are given for the
period 1952~59. It remains necessary to estimate the gross

output value of these goods for the period 1960-62,

There is a casual relationship between consumer goods
and agricultural production., Consumer goods industry depends
on agriculture for 80 per cent of its raw materialé.lz Table
B-6, which shows the link indexes of the gross value output of
consumer goods industry and of the gross value output of agri-
culture, illustrates the casual relationship. When the gross
value output of agriculiure increased by 15.3 per cent in 1952,
this was followed by an inerease in the value output of con-
sumer goods of 26.8 per cent in 1933. VWhen the agricultural
value output dropped to 103.1 per cent of the 1952 level in
1953, the consumer goods value output also dropped and fell to
114,1 per cent of the 1953 level in 1954, In 1955, agricultural

production took to a better turn, and consumer goods industry

increased its value output in 1956.

Table B-7 shows clearly the trends of gross value output
of agriculture over time compared to that of consumer goods.
The consumer goods industry increases more than proportionately
when agriculture production increases, but it also declines
much more rapidly than agriculture when the latter decreased,

Several factors have been given for the different growth rates,
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While we have so far assumed the effects of the size of agri-
cultural output on comnsumer goods industry will take place

after one period lag, the harvests will also affect the industry
in the same year. Also, the composition of crop production
might vary although total agricultural output does not. Economic
crops might grow at a faster rate, thus causing consumer goods
industry to increase its rate of growth, while agricultural

production as & wheole has dianged little.l3

Although consumer
goods industry obtains its raw materials mainly from agriculture
(being 80 per cent in the First Five-Year Plan period), its
output might vary on account of its raw materials being obtained
from the non~agricultural sector, thus the increase in its output
might net be reflected in an increase in the agricultural output
of the preceding period. And finally, utilization of agricul-

tural raw materials might alsoe vary, a fuller utilization would

lead to an increase in the size of consumer goods output,

It has been shown earlier that when there is an inecrease
in the agricultural output, the imnecrease in consumer goods out-
put does not take place until omne time period after, The data
of both kinds of output suggest that there is a strong corre-
lation between the two values. To estimate the value output
of consumer goods, we first calculate the relation between
value of consumer goods and that of agriculture on the basis
of consumer goods value output for the time period 1953-59 and
agricultural value output for the period 1952~58 by means of

regression line of consumer goods on agricultural production,
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Using the formula

: L, S ox, - %y
Y~y =5b (x - x) where b = (i ) i

=(x, - ¥)°

and Y being the theoretical value of the variable (that is
consumer goods), X a given variable (agricultural output),
i and y mean of the observed x{s and ¥y respectively, and b is
a parameter to be determined, we estimate the value output of

consumers goods Tor 1960-62,

The regression coefficient of y on x (that is, b) is

found to be 1,671 and y is 42,470 million yuan,

Table B-8 incorporates the result of applyimg the formula
to the gross value output of agriculture for the period 1959-61

to arrive at value output of consumer goods for 1960-62.
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B-1 RELATTON BETWEEN GRAIN FPRODUCTION THDEX AND VALUE OUTIUT

W AGRTCULTURE TNDEX AT 4952 PRICES FCR FERIOD 1952 - 1959 °

Year Grazin produc-— Value of Deviation of Deviation of (2) from
tion index output of (2) from (1) (1) as percentage of
agricul= (1)
ture index
(1952 = 100)
(1) (2) (3) (%)
1952 100.0 100.0 (6] 0
1953 101.5 103.1 1.5 1.5
1954 103.9 106.6 2.7 2.6
1955 113.2 114.8 1.6 1.4
1956' 118.,2 1204 2.2 1.9
1557 115.9 125.0 5.1 L3
1958 161.9 15509 - 600 - 3-7

1959 1?5.0 1?1.5 - 3.5 - 2.0
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B~2 GRAIN PRODUCTION

Production
(million metric tons) Index (1 = 100

1952 15kels 100

1953 : 15649 101.6
1954, 16004 10349
1955 1748 11342

1956 18245 118.2
1957 185.0 119.9
1958 250,0 161.9
1959 27040 175.0
1960 15040 9742

1961 160.0 10346
1962 180.0 11646
Sources: 1952-57: SSB, Communique 1955, pe 31, Communigue 1956, pe 40, and

H. ¥in & Y. Co Yin, Economic Statistics of Mainland Chins,
Table 7, ps 30.

1958: Jen-min Jih-pso August 27, 1959..
1959: Kew China News Agency Jemuary 21, 1960.
1960-61: Supdey Times, September 196%.

1962: See Text.



1952
1953
1954
1955
1956
1957
1958
1959

Notes:

Sources:

B-3 GROSS VALUE OUTPUT OF AGRICULTURE
AT 1952 PRICES, 1952=59.

Production
Ol 8
48,390
49,910
51,570
55,550
58,290
60,350
75,430
82,970

SSB, Ten Great Years, p. 118.

273

100
1031
106.6
1148
120.4
125.0
15549
17145

Figures for 1958-59 were originally expressed in 1957 prices.
have been converted into values in 1952 prices by the use of a
couversion factor 1.124. (See text.) Index for these two years

have been adjusted accordingly.

100

They
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B=4 GROSS VALUE OUTPUT OF AGRICULTURE
AT 1952 PRICES, 1960-62

Year Grain Production Gross value output
index of agriculture
(1952=100) ~Smillion yuan)
(1) _ (2)

1952 100.0 48,390

1960 972 : 47,030

1961 103.6 50,120

1962 11646 56,430

Notes: CGross value output for 1952 is given. The figures for other years
heve been estimated on the basis of the grain production index in
column 1.

Sources: Cole. (1): See Table B=2
Cole (2), 1952: SSB, Ten Great Years, pe 119.
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B-5 NET VALUE ADDED OF AGRICULTURE
AT 1952 PRICES, 1952-62

Net velue added

Year pillion yuan
1952 36,190
1953 37,180
1954 38,290
1955 40,89
1956 42,690
1957 4y, OLO
1958 53,940
1959 58,910
1960 35,310
1961 37,330
1962 41,470

Notes: Method of derivation is givem in the text.

Sources: 1952 and 1956t Lu Kuang, "China's National
Income," Peking Review, April 8, 1958.
Other years: computed.



B~-6 RELATIONSHIP BETWEEN THE AGRICULTURAL VALUE OUTPUT INDEX
AND THE CONSUMER GOODS VALUE OUTPUT INDEK, 1952-59

(Link Indexes)

Agriculture Consumer goods
Year Index Index - Toar
1952 11543 12648 1953
1953 10341 1Mot 1951
1954 10343 03 1955
1955 107.6 119.8 1956
1956 105.0 105.5 1957
1957 103.5 134.0 1958
1958 125.0 13440 1959

1959

Notes: Indexes are computed on the basis of official sbsolute data except
that for consumer goods for 1955 which is teken from another source

(see sources)e

Sources: 8S85B, Ten Great Years. )
Jung Wen=cho, "The Question of Sources of Materials and Raw Materisls
for Light Industry", Ching-chi Yen-chiu (Economic Research), June 17,
1962.



B-7 INDEXES OF AGRICULTURAL VAIUE OUTFUT AND
OF CONSUMER GOODS VALUE OUIPUT, 1952-59

(1952 = 100)
Year iculture Consumer goods
1952 100,0 100.0
1953 103.1 126.7
1954. 106.6 144.7
1955 114.8 1447
1956 12044 173.3
1957 125.0 18340
1958 15549 2k 7
1959 17145 327.7

Hotes: 1956 and 1959 were originally given in 1957 prices,

Sources: SSB, Ten Great Years.
Jen~min Jih-pao, August 27, 1959.
Peliing Review, April 5, 1960.
Peking Review, April 21, 1357,

New China News Agency, Jenuary 23, 1960.




B=3 GROSS VALUE OUTPUT OF CONSUMER GOODS
AT 1952 PRICES, 1952-62

Year Production (million yuan) Index (1952 = 100)
1952 22,110 100.0
1953 28,020 126.7
1954 31,980 a7
1955 31,980 14ke7
1956 384320 17343
1957 404250 183.0
1958 54,080 2bha7
1959 72,460 32747
1960 96,610 43649
1961 36,550 165.3
1962 11,720 188.7

Notes:s 1958 and 1952 deta were originally in 1957 prices. They have been
converted into veluses in 1552 prices using the conversion factor
of 1.081.
1960-62 vaiue output ere estimated by means of regression line
of consumer goods on egriculturel output using the regression co-
efficient of 1.67/1. ©See text.

Sources: 1952=57: 85B, Ten Greal Years.

1958=-59: based on SSB, Communigue 1959.
1960=62: Estimated. See text.
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B=-9 GROSS VALUE OUTPUT OF PRODUCER AND CONSUMER GOODS AT 1952 PRICES

(1,000 million yuan)

Year Producer goods gross value output  Consumer zoods gross value oubput
Total Excluding Handicraft Total Excluding Handicraf't
handicraflt manufactured handicraf't manufactured
manuf actured nanufactured
(1) (2) =(1)=(2 (&) (5) (6)=(1)~(5)
1952 12422 10473 149 22411 16028 5483
1953 16.68 14467 2401 z8.02 2091 711
1954 19.99 17.60 2439 31.98 2349 840L
1955 22.89 2058 2.31 5198 24617 781
1956  32.04 29417 2487 38432 29450 8482
Sources: Col. and Cole 42 SSB, Ten Great Years.

1952=55:
19562

Coles 2 and Col. 52

5B,

w. Dol
Commnique 1956, ppe 28=29.
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B=10 NET VALUE ADDED OF HANDICRAMTS

AT 1952 PRICES, 1952-56

(million yuan)

Year Producer goods Consumer goods
1952 43241 1,690,0
1953 537.8 2,114.0
1954 72845 2,451.0
1955 70441 2,381.0
1956 916.8 2,818.0

Notes: Derived by applying the following net-gross
ratios to Cols. 3 and 6 in Table B-9:

1952 «29

1953 « 2974
1954 « 5048
1955 3048
1956 « 3194

Sources: See Table B-9.
For ratios, see C. M. 1i, Economic Develcvment
of Communist China, Table XIX, p. 9%




1952
1953
1954
1955
1956
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B-11 VALUE ADUED OF PRODUCER GOCDS
AT 1952 PRTICES, 13952-56

(million yuan)

Pactory manufactured Handicraft manufactured Total

(1) (2) (3)=(1)-(2)
5,468 ' 432 5,900
133 598 7,989
8,76k 729 9,493
10,131 70k 10,835
14,191 917 15,108

Sources: Col, 1: C. Y. Li, Economic Development of Communist
China, Table XVIII, p. 91.
Col., 2: Table B-10.
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B=12 INMPLICIT NET-GROSE RATIOS OF VALUE

OF PRODUCER GOODS AT 1952 FPRICES, 1952=56

Year Net velue added Gross value output Implicit net=-gross ratios
million yuen
(1) (2) (3) = (D/N2)
1952 55200 12,220 1,828
1953 7,989 16,680 4789
1954, 2s4:33 19,990 47kl
1955 10,835 22,890 4737
1956 15,108 32,040 4718

Sources: Cole. 13 Table B-i1
Cole 2¢ 3535B, Ten Great Ysars
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B-13 VALUE ADDED OF CONSIMER GOODS
AT 1952 FRICES, 41952-56

(million yuan)

Year Factory menufactured  Handicraft msnufactured — Total

(1) (2) (3)=(1)+(2)
1952 3,257 1,690 by 97
1953 4,181 2,114 6,295
1954 4,787 2,451 7,238
1955 4,834 2,381 7,215
1956 5,898 : 2,818 8,716

Sources: Col. 1: C. M. Li, Economic Development of
Communist China, Table XVIIT, p. 91,
Col. 2: See Table B-10,




1952
1953
1954
1955
1956
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B=1) THPLICIT NET-GROSS RATIOS OF VALUE

OF CONSUMER GOODS AT 1952 PRICES, 1952-56

(1)

Ly 947
6,295
7,238
7,215
8,716

Sources: Cole it
Col. 2:

Het value added Gross wvalue output
(willion yuen)

(2)

22,110
28,020
31,980
31,980
38,320

See Table B=13
S3B, Ten Great Years

Implicit net-gross retiocs
(3) = (1)/(2)

2238
o227
2263
+2256

+2275



B-15 PROPORTIONS OF FRODUCERS GOODS AND CONSUMER GOODS IN

Year

1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962

Notess

Sources:

GROSS VALUE OUTPUT OF INDUSTRY AT 1952 FRICES, 1952«62

1958-59:

19603

Producer gcods Consumer goods
« 356 o Bhly
o373 «627
« 385 615
417 »+583
o455 545
o 48k 516
«588 42
604 *396
<551 U3
551 o249
«551 oLy

The figures are first converted into 1952 prices from 1957
prices using the respective conversion factors. These when
added up do not agree with the total gross value of industry
converted from 1957 prices by its own conversion factor.
Therefore, instead of using the gross value output of indus-
try as the denominator, the sum of the gross value of producer
goods and consumer goods converted into 1952 prices by their
respective conversion factors is used instead. The published
proportions are 573 and 427 for producer goods and consumer

goods respectively.

The dencminator is arrived at by multiplying 1.185 to the gross
value output of industry at 1952 prices. The ratio is derived
from the information that 1958~60 period saw a growthof LO per
cent annume

Gross velue of consumer goods is arrived independently (See Table
B=8). Gross value output of producer goods is residue of the
total gross output of industry less that of consumer goods.

1961=62:

1952=572
1958=59:

Assumed to be the same as for 1960.

SSB, Ten Great Years
Based on S5SB, Ten Great Years, and 5SB, Communique 1959.
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B-16 GROSS VALUE OUTFUT OF PRODUCER GOODS AT 1952 PRICES, 1952-62

Year Production (million yuan) Index (1952 = 100)
1952 12,220 100.0
1953 16,680 13645
1954 19,990 16366
1955 22,890 18743
1956 32,040 26242
1957 375940 31065
1958 77,050 63043
1959 110,400 90343
1960 118,590 970.7
1961 81,410 66642
1962 92,920 76043

Notes: 1960: Derived on the basis that during the period 1958-60, the annual
rate of inecrease of industry in terms of gross value output
being 40 per cent, the gross value output of indusiry is
derived for 1960 from which the gross value output of consumer
goods (which is independently estimated) is subtracted to
arrive at the gross value output of producer goods.

1961=62: Derived from data on gross value output of consumer goods
and its proportion in the gross value cutput of industry.
See Tgble B=i5 and text.

Sources: 1952=58: 3SSB, Ten Great Years.
1959: SSB, Communique 1999.
1960-62: See texte
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B=17 VALUE ADDED OF CONSUMER GOODS AT 1952 PRICES, 1957=62

-
L]

Net value azdded Gross velue output Implicit net-gross ratios
million yuen)

(1) (2) (3) = (1)/(2)
1957 9,207 40,450 2276
1958 12,385 51,080 «2291
1959 16,670 72,460 «2300
1960 22,502 96,610 «2309
1961 8 5440 36,550 2309
1962 9,632 11,720 <2309

Notes: Net value added is derived from application of regression line of value
added on gross value output on 1952-56 data for 1957-60. The regression
coefficient is 23351 and the mean of the net value added for the period
1952=56, €,682 million yuan at 1952 prices.

Net value added for 1961=62 is based on the implicit net-gross
ratic derived for 1960 and is the product of the implieit ration and
the gross value output for the particular year.

Sourcest Cole 2¢ See Table B=8.



B=~18 VALUE ADDED OF FRODUCER GOODS AT 1952 PRICES, 1957-62

Tear Net wvalue added Gross value output Implicit net=-gross ratios

(million yuan)
(1) (2) (3) = (1)/(2)
1957 17,85k 57,940 o470k
1958 36,035 77,050 4677
1959 51,555 110,400 4671
1960 555345 118,5% <4666
1961 37,980 81,410 « 4666
1962 43,350 92,920 21666

Notes: Net value added derived from application of regression line of net
value added on gross velue cublput on 1952-56 deta for 1957=60. The
regression coefficient 1is o465 and-the meap of the net value added
for the period 1952-56 is 9,865 million yuan &t 1952 prices.

Net valve asdded for 1961-62 is based on the implicit net=gross
retio drived for 1960 and is the product of the implieit ratio and
the gross value output for the particular year.

Sourcess Cole 2: See Table B=16.
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B-19 HESTTMATED CROSS VALUE QUTFUT OF INDUSTRY AND AGRICULTURE
AT 1952. PRICES, 1960-62

Year Gross value Gross value
output of output of
agriculture consumer

goods
(1) (2)

1960 47,030 96,610

1961 50,120 36,550

1962 56,430 41,720

Sources: Col. 1: Table B-4
Col., 2: Table B=8
Col. 3: Table B-16.

Gross value

(million yuan)

Gross value of

output of output of industry
producer and agriculture
Loods
(3) (&) = (1)+(2)+(3)
118,590 262,230
81,410 168,080
92,920 191,070



Year

1952
1953
1954
1955
1956
1957
1958
1959
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B-20 ESTIVMATED RETAIL SALES AT 1952 FRICES, 1952-59

(million yuan)

Retail sales  Retail price  Retail sales Retail sales at

at current index at 1952 1952 prices index

prices (1952=100) prices (1952=100)
(1) (2) (3)=(1)/(2) (%)
27,680 100 27,680 100
34,800 10ke 2 33,730 121,68
38,110 105.5 36,120 13045
39,220 10643 36,900 133.2
46,100 106.3 13,370 15647
47,420 108.6 13,660 157.7
5L.,800 108.3 50,600 182.6
63,800 108.3 58,910 212.8

Hotes: Retail
as fer

Sources: GCol.
Col.,

price index for 1959 is assumed to be the same

195C.

1: 888 Ten Great Years.
2: S4B Ten Great Years.
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B~21 ESTIMATED RETATL SALES AT 1952 PRICES, 1960-62

Year Retail sales (million yuan)
1960 58,190
1961 45,310
1962 48,750

Notes: EKetail sales for this period sre derived from
the epplication of regression line of retail
sales on gross value output of industry and
agriculture of 1952=59 at 1952 prices. The
regression coefficient is «1496 and the mean
value of retail sales: for the period is 141,780
million yuan et 1952 pricese.

Sources: See Tables B=i, 2=3 and B-16.
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B~23 ESTIMATED NET VALUE ADDED COF TRADE AT 1952 FRICES, 1960-62

1960
1961
1962

Wotes:

Sourcass

Net value added (million yuan)

18,340
144290
15,370

Raszed on the product of 3152 (which is the ratio of
net value added of “rede to retail sales in 1956) sand
the retail sales of the given year.

For basic data, sce Teble B=21.
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B-25 FREIGHT TURNOVER AND VOLUME OF GOODS CARRIED BY HODERN

MEANS OF TRANSPOKT, 1952=-58

Tear Freight turnover Volume of goods kilometers carried
= .- (million ton-iam.) (willion tons)

(1) (2) (3) = (1)/(2)
1952 71,540 168459 L2442
1953 93,010 21227 43841
1954 113,830 26040 67 42949
1955 125,120 278643 bhDe3
1956 152,060 37215 L0847
1957 172,930 yii.71 420.0
1958 236,400 €33.76 3730
195258 4205
average

Notes: 1952-58 average is computbed.

Sources: 53B, Ten Great YTears.




B~26 NET VALUE ADDED OF TRANSPORT AND COMMONICATIONS

AT 1952 PRICES, 1960-62

Year Value added (million yuan)
1960 9,305
1961 5,441
1962 6,364

Notes: Derived from multiplying the estimated freight
turnover by the net velue added per ton-kilcometer
for 1956, that is, «02567 yuan at 1952 prices.



B=27 ESTIMATED FREIGHT TURNOVER FOR 19€0-62*

Volume of goods

ne kilometers per Freight turnover
Yeoar gerried, (m. tons) Ton. garried {million ton-kilometers)
(1) (2) (3) = (1)=(2)
1964 50h.1 H20el5 211,500
1962 59145 42045 248,700
“ by modern mcaus of transport
Notess

Volume of goods carricd is estimated by applying the regression line

of wvolums of gonds caxried on gross value of industry acd agriculture
of 1952-58. The regresszion coefficient is 3807 and the mean value
of volume of goods carried is 3345 million tonse.

Freight turnover is derived by multiplying the volume of goods

carried by the average kilometer per ton of goods carried during the
period 1952-584

Sources: Col. 1: S585B, Ten Greet Years ror 1952-58 data.
Cols Z2: See Tabls B~25.
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B=29 ESTINMATED NET VALUE ADDED OF CONSTRUCTION

AT 1552 PRICES, 1960-62

Year det value added (million yuan)
1960 14,070
1964 18,100

Notes: DBased on the assumption that the anmual rats of
increase of value added in construction during
1952=56 (29 per cent) epplies to 1960-62. The
net value added of construction in 1952 was
1,834 million yuane



B-30 NATIONAL TNCOME AT 4952 FRIC!

1360
Agriculture 35,310
Industry:
Consumer goods 22,502
Producer goods 55,345
Construction 14,070
Transport &
Communications 9,305
Trade 18,340
NERP 154,662

1961
57,330

8,440
37,980

18,100

5,41
14,2390
121,684

e
g
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1960=62

(million yuan)

1962

9,632
43,350

23,410

6,364
15,370

139,616

Sources: Tables B-5, B-17, B~-18, B-23, B-26, B-29,
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See C,M, Li, Economic Development of Communist China,
Table XI, ps 58 and Appendix Table 17, p. 2L2., in which
crop growing and animal husbandry were shown to contribute
a steady proportion to the gross value cutput over the
years 1952-5G. Subsidiary occupations alseo formed a
fairly constant proportion of the gross value output,
although handicraft work dome for other consumers who
supply the raw materials showed some slight variation as

a component of the gross value cutput of subsidiary
occupations. See Table below:

=28

1952 1953 1954 1955 195
(in percentage of total)

Gross agricultural
value output of

whichs: 100.00 100,00 100.00 100.00 100.00
Crop growing 79.5 78.6 78.8 7847 68.2
animal husbandry 11.0
Subsidiary
occupations 20.5 21.4 &1.2 21.53 20,8
l, For own use 15.7 16.6 1603 15.9 s
2, For other
consumers h.8 h.8 L,9 5.4 b e

Also, (a) according to a survey of 228 typical agricultural

producer cooperatives in 24 provinces and regions in
1957, the proportion of net income originating from
family subsidiary occupations has been estimated as

follows:
Region 1956 1957
(% of net income)
NW & IM 137 18.6
NE 17.4 25,2
Central 18.4 20,1
South 2.1 33.6

Net income formed 70 per cent of the total income,
This means that the proportion of subsidiary occupa-
tionts contribution to total income is as Tollows:
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Region 1956 1957
% of total income)

NV & IM 9.6 13.0
NE 12.2 17.6
central 12,9 14,1
South 19.0 23.5
Weighted

average 16.6

The extent to which these figures are representative
of the 700,000 agricultural producer cooperatives in
1957 is an opeun question,

(NW & IM: Northwest and Inmner Mongolia - 2 provinces
and 2 autonomous regions, 34 co-ops.

NE: Northeast = 3 provinces,; 31 co=-ops.
Central - 5 provinces, 55 co-ops.

South - 10 provinces, 107 co-ops.)

(b) According to a survey of a rural peoplet!s commune in
Shansi, percentage of income from crops production
declined from 92,3 in 1952 to 74.6 in 1956, 73.0 in
1957, and 70.0 in 1958.

(c) All these do not necessarily point to the fact that
subsidiary occupations are not a constant proportion
of the gross value output of agriculture. There are
instances of variations apart from the above. With
the amalgamation of the agricultural producer coopera=-
tives into rural peoplets communes in 1958, rural
occupations might well have expanded in scope. But
these activities would be classified as mnon~agricul-
tural activities, hence the decline in the share of
income would have little bearing on the propoertion
of subsidiary occupations in gross value output,

It seems therefore that we are much safer in taking the
offiecial data.
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See, for (a) Statistical Research Data Office, "Income
and Distribution of Agricultural Producer Cooperatives," Tung-.
chi Yen-chiu, August 23, 1958, For (b), Li Lin, "Vast Changes
in ilsikon Ts'un (Shansi) in Recent Ten Years," Peking Ta-Kung
Pao, September 2, 1959.

2, See Far Fastern Economic Review Yearbook 1962, p. 58.
This source reported that "some 150 million acres or
nine-sixteenths of the cultivated area were affected by
one kind or another of natural disaster, ninety million
tseriougsly®,

3. An American Jjourmalist Edgar Snow, interviewed Chou
En=lai on November 15, 1960. Chou was quoted to have
salid that the 1960 harvest was less than 1959 and 1958
level, but more than the 1957 level., See A.R, MecGuire,
"Chinats Food Shortage and its Repercussions," Far
Eastern BEconomic Review, February 9, 1961. S

4, Field Marshall Lord Montgomery visited Communist China
in 1961, and in his articles which appeared in the
Sunday Times in September 1961, he gave the grain produc-
tion figures. See also Far Nastern Economic Review,
November 2, 1961, p. 259.

B Ibid.
6 Jen-min Jih-pao, Peking, January 1, 1963,
7 a In the Peking Kuange-ming Jih-pao, it was reported that

the chance of fulfilling the 1962's task of purchasing
farm and sideline products was favourable. This was
surmised on the basis that agricultural production had
inereased during that year. See Kuang-ning Jih-pao,
December 6, 1962,

8. Field-Marshall Montgomery, op. cit.
9. See Niu Chung-huang, Accumulation and Consumption in

China's National Income (in Chinese), p. 25.

10. Compare the figures compiled by C.M, Li in his ¥Xconomic
Developmwent of Communist China, Table XVII, p. 88. The
straight line method on the basis of 1952 and 1956 data
put Li's figures for 1953 and 1954 below ours, and 1955
and 1956 data above ours., The 1952, 1953 and 1956 of
Lits were taken from Chinese sources. He assumed a

ro rata decline in the ratio for 1954 and 1955. His
1056 (actual) figure was based on the ratio for the 1956
expected gross value output and final value added, Qur
ratio for 1956 is different from Li's in that it is
derived from final gross value output and final value

added.
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See Doak Barnett, Communist Economic Strategy:

The Rise

of Mainland China, pp. 17-18.

Such as cotton, oil seeds, tobacce, flax, sugar, fruits,

medicinal herbs, etec.
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ECONOMIC MODELS
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The Harrod model

Capital is the most scarce factor in most developing
countries, hence the model best suited for planning purposes
in these countries is the Harrod-Domar model, The Harrod model

may be depicted as follows:

S, =ol¥, (1)
I, = p[Yt - Yt-1—7 (2)
S (3)

In the above system of equations, the variables are savings
(s), national income (Y), and investment (I). The parameters

are oL and 3 , the conditions of which are:

L > 0
R 7 0O

and the initial condition of the wvariable Y is
Y

o

The system can be solved for Yt thus:

oL Y, = QYt w th_]_ (&)
Y, = ( -é'(%:: ) Yoy (5)

The solution of the difference equation (5) is therefore

R L ()
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since it expresses Y, in terms of oL and {9 (the parameters)

%

and the initial value of Y, It gives the growih path of T,

through time, which depends on the constant A

1l ml g (7)

B-oL

The final solutions for I and for § are as follows:
t
Bomdyr Lo )0, (8)

The general behavior of Yt over time, as has been indi-
cated, depends onr the value of A. The constants oL and @
are respectively the saving ratic and the capital coeffiecient,

The following are the possible cases of the behavior of Y.z

1. A=1 ¥, equals Y for all future periods,
viz. a stationary economy

2. A 71 Y, inereases without limit by ever
ingreasing amount

3. 0 <A< 1 Y, decreases by ever decreasing
amounts approaching zero as its
limit

4, =1 La<K 0 Y, oscillates but these socillations
dampen in the course of time

5+ A < =1 Yt experiences explosive oscillatioeans

6, A = =1 : 49 is altermatively —%}and Y. peried

after period

The Domar model

The eguations are

s(t) = oL ¥(%) (9}
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x(t)

s(Y)

Bye(t) (10)
I(t) (11).

where the variables, all functions of time are savings (S),
investment (I), and national income (Y). Y' is the rate of
change of income with respect to time (t), the parameters are

« and (@ » the conditions for them being

o> 9

B>o
The solutiomn of equations (9) to (11) gives
Yr(t) - ig- Y(t) = 0 (12)
The solution of this differemtial equation is

oZ
Y, = Y, exp ( 3 t) (13)

The notation of ;% in Domarts original model is 4 , which
is the potential social average produetivity of investment.

Hence equation (13) becomes

¥(t) = Y, o olo™ (14)

The solutions for I and for S in the model are accoidingly given

a8

I(t) = s(t) = L¥(t) = Y. e “°F (15)

o

or

I(¢) =TI, e ° (16)
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ILechimura model

The models of Harrod and Domar are simple aggregate
models in so far as economic planning is concermed, Ichimurats
model considers alse the consumption and investment activities
of the private and goverument sectors, and the influence of
other economies through exports and imports of goods and ser-
vices. His medel 1ls one of the many extenslions which can be

derived from the models of Harred and Domar.,

=+ +cf+12f 4 (8- (17)
™=y it (18)
¥ Y e (19)
¢ = 4 1° (20)
™ =Y o+ Y8 (21)
A =M-B (22)

These are the balance egquations, where the variables arve

CP private consumption

c® government consumpilion

Ip private ianvestument

Ig government investment

E exports oi goods and services

M imports of goods and services
Y national income at market prices
Yf national income at factor cost
Ti indirect tax net of subsidies
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Td direct tax nét of transfer payments
¥P disposable private income

b disposable govermnment income

A foreign loan and grant

The following are the parameters:

gF = rmwecae average propensity to save in the
P private sector
d Td
t = ;f ratico of direct tax to income
i Ti
2 = ratio of indirect tax to income
Y
m = gf average propensity to import
> 4
g> 3 I%
g = emee——— ratio of government expenditure to
Yg disposable govermnment income
i = ==Sece- ratio of government investment to
c® 4+ 1€ government expenditure
g
s& = !f-:_g_ average propensity to save in the
Yg governaensc sector
P i
3 < BAN TR
Y (t+1) - ¥ (¢t) increment capital-output ratio
By definition,
€ =1-(1-1) (23)
t% = ti + " where t° is total (24)
taxes as a ratio
to income
Denoting
£ £
Y_(t21) = ¥ (£) . . (25)

Y (¢)
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the following

r =¢s?(1 - bd) + 61 - (1L-1)g7 (2 + ti) ¥ o(m - Ef) (26)
. Y
= sV (1 - td) + 6858 & oflm 2 gf) (27)
Y
oT
r = gs® » Gi_(sg - sp)td + sgt%;7 +  6(m =- EP) (238)
e

is deriveﬁ.

Two=-sector model

Instead of a system of equations in terms of natioual
income and related aggregates, a model can be derived in terms
of agricultural and industrial value added, or in terms of
outputs of any two seectors, however defined, composing the
cconomy. The following is a model for an sconomy divided into

agricultural and industrial sectorsi

Y =¥ .y (29)
Y= caaYa + caiYi (30)
Y= e, ¥ + "uYi + b AY" + b, At (31)
where Y national income
5y inecome {rom agricultural production
Yi inceme from imdustrial preduction
e n-tht's sector's propensiiy to consume the m-th's
sectorts output
s saving ratio in agricultural sector
Sy saving ratio in industrial sector
ba capital-output ratio in agricultural sector
b capital-output ratio in industrial sector
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It is assumed that the output of the agricultural sector is not

invested, By definition,
gy =X S e e (32)

8y = i =~ cia - cii (33)

From the equations, we can get the growth rate of the indus-

trial sector

Ayt (1wog,) 8y + Cayfa (34)
YI (1 - caajsi * caiﬁa

Three-sector model

If a three-sector model is devised, matrices will have
to be employed in the solution, In the model below, we talke
into account of the intersectoral relations which have been left
out in the previous examples., Assuming that there are three
sectors, namely, agrieulture, heavy industry, and light industry,

the balance equations are given as:

3 &
T - “‘11“1 4 "‘-‘*1::Y2 Wy * Bpaly ¥ Siady (35)
2 : Z :

Y =a,,Y + aQEYL + ast3 + €y ¥y + Cup¥, ﬁlhz (36)
. 1 . .
Y = ajlY + aj;‘%Yz + aijJ + ¥y + €quV, 4 AKB (37)

X 4
¥y = Y (38)
Ya ~ ahayz d a&BYB (39)

= 3
2 bzlYl - bng” - bZBY (40)
1 2 3 o
3 bBIY + bBEY” + b33Y (41)
where Yi level of production in the i-th sector

y income accuring the i=-th sector
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2y 4 ratio of factor payments to level of production
“ ih j-th sector (j = i,2,..3)

amount ef i~th sector's ocutput used in production

i of one unit of j=th sectorts ocutput
bi' intersectoral capital~ocutput ratio of the j-th
J  sector for i-th sectorfts output
cij j~th sectorts average praopensity te consuuwe i-th

‘sectort's output

Ki stocks of capital goods of the type 4
From equationsz (35) to (39), we have
> . 3
(1 -ay, "cllahl)yl = (agp + e32345)Y =(a;5 + 0552,5)Y =0

A K,.(k2)

il

, A 2 3
= (agy +ep33, )Y + (1 = a,, =ey08,,0Y =(ay, + e,58,,)Y

I

2 3
- (ajl °31a41)Yl - (a32 + c3za42)Y + (l—a33 - °32“h3)Y [&Kﬁ

By denoting

}

a determinant consisting of the elements of (42)

U
U;; cofactor of (ij) element in the matrix U
Uy
1lj = A
E_i ij

the system in (L42) becomes

1

R Y A K, + Agq AK3

Y_ = 1122 &K2 + A32 AKS xew (11'3)
3 _

Y = Anq AI{E + Agq AKB

By substituting (43) into (%40) and (41), we have
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=
r -
W
o~
2
L
et
o
o
i
+
UJ
v
N
=
n
t'\.
e
=

23t25) A Ky +(by aq, +b,08, +0,5445) A Ky

K37 (Pyphay + Paghas + Dyshas) ARy #(byhy; #byphgy sbyshs,) AX,
sew (44)
or
K, Z By, AK, + By AXK,
LY (hs)
Ky 7 Bgy AKX, + By AK,

If welghts are attached to A K, and A K, at a future date, say,

3
o,y {(t+1), pj(t+l), optimal path of capital accumulation can be

Feund by maximiging
pa(t+1) K, + pj(t+1).A K3 (46)

But the optimal path depends on the weights used in (46), The
varying rates will give a set of optimal rates of capital accu=-
mulation of each capital stock called the effiecient locus, on
which choice of investment decisions must be made, Obviously,
this locus is unot always the one of full ecapaecity of both stocks
of ecapital. The maximal rate of steady growth of capital
acecumulation ecan alsec be found, and the problem becomes one of

linear programming,

Input-output model

A simple static input-output model may be expressed as

follows:

il
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vhere Xi total output of indusiry i

i3 input from industry 1 used in productiom process of
J  industry j

Ay net output of industry i flowing fto autonomous
sector (final bill of goods for industry i)

The amount of imput from industry i for the production process
of industry J (xij/xj) being coustant, it then follows that
444 (= xij/xj) represents the techmnical (or imput) coefficients,

and formula (47) can be rewritten:

n L
i3 = .jgl - R (L = 1,0004n) (8)

or in matrix form

= ]
X, = AXy + Xy : (%9)
or, when defining Eay

The structural interdependence in the system may be expressed
in terms of cests of fTactor inputs plus value added, in whiech

case, the value of total output may be defined by the formmlag

n
= e ) 51
pjxj ggi pialaxg LR (51)

where pjxj value of output eof industry J

P324 5% (= pixij) j's purchases from other f%rms
P3¥3y ¥ Pa¥ipy ¥ ek Peg

Y. value added accruing to industry j (that is,
4 wages, profits, taxes, etfe.
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The fimel bill of goods x; may be divided into groups by use,

for example,

where

And 4if

saystem

where

Again,

o &
Xy =05 + €5 +1; #+J; + By = N, (52)

ci household consumption

i government consumption

Ii fixed capital formation
Ji net increase in inventories
Ei exports

Hi imports

capital coefiicients are given, a dymamic inputeoutput

may be expressed as follows:

(1 + mg )X, - zﬂaijxj -XI; =€) + C? + B, (53)

S <
)_bij:«c‘j + .Eij < K,

my (= mi/x;) ratlo of imports to domestie output
o of competing goods in industry i
by =Ax, /Ax, capital coefficient
ij ( 1Jf J) .
b. . constant
ij

in order to determine the optimal path of capital accu-

nulation, it is necessary to introduce some criterion for the

choice

of a particular combination of Ii among all the possi-

bilities, which thus requires the use of linear programming

technigue.
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Marxts simple and expanded reproduction schena

The physical output of the econeomy X is divideé inte
two categories according to whether the goods are produced by
producer goods industries (sector I) or by consumer goods indus-
tries (sector II), that is, into X; and X, respectively, FEach
output is equal to depreciation plus raw materials used (c),
wage bill (V), and surplus value (S). he model attempts ts
show the mutual interdependerice of the components of each oute-
put and the demand and supply of produecer and counsumer goo(s
in simple reproduction and expanded reproduction, the former
unider conditions of zero met invesiment awnd the latter undewr
condltions of positive net investment, The model i1s expressed

by the following equations:

p 3 (54)

-

C, +V, + 8, = X

n

€ #V # 8 =X

In each stationsary situatiom, the output of seetor I must be
equal to the capital consumption and raw materials used up in
both sectors I and II, that is, cl + cg, while the output of
sector II must be equal te the wage bill and surplus of both
sectors I and II. The necessary and sufficient econdition for
simple reproduction is therefore when the demamd Tor producer
zoods of sector II is eguated with the demand for consumer goods

of sector I, that is, on the supply side we have
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sector I C1 + Vl - Sl

sector IX C, + V, + So

1[5]

and on the demand side, we have

producer goods Gl from sector I
c, from sector II
consuner goods Vl * Sl from sector I
V.’é -+ 82 from sector II

And equating demand and supply we get

€, #Cy =C; +V; +8; (55

V; +8; +V, +8, =C, +V, + 8, (56)

1 1

oxr

In order to have expanded reproduction, the first condi-
tion is that output of sector I must be larger than C;, + C,s
wvhiech in turn means that ocutput of sector II will be smaller
than Vl + V, + Sy S, This cam be realized whoemn part of the
surplus from sector I is used for consumption of goods from
secter II; while the rest is invested in buying additional
producer goods and labour power, that is, Sl is divided into

S

S and Slk representing respectively surplus for buying

1e* “iv?
additional producer goods, labour power, and consumer goods

for consumption of sector I. Similarly, the surplus of sector
IXY may be divided into S,00 8 and Sok* Then, on the supply

3V

side we have,
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sector I Cl + Vl + 519 + Slv - slk

sector I1 02 4+ V2 + S,

“e 1 SZV ;3 SEk

and gn the demand side we have

producer goods C, + slc from sector I
02 * Sgc from sector II
consumer goods Vl p Slk + Slv from seetor I
= Y, + S?k ¥+ Szv from sector II
Boguating demand and supply wve get
€1 + 83, +C3 +8;,, =6€; # Vi + 83, *+ S5, + S;p (57)
Vi # 8qp # 83, + Vs + 85, +8,. =€y +Vy + S, (58)
or
Vi # S3c * 83, =€y + S5 (59)

whieh is the necgessary and sufficlent condition for expanded

reproduction,

The model assumes constant returns %o scaley; the ratio
between C and V (organic composition of capital) remains unchanged;
the ratio between V and 5§ also remains unchanged, Thus, given
the expansion of € amd ¥V by an lnecrement of each, the total
output of both secvors I and II in the second round will in
turn inecrease in fixed proportion according te $/V, so that the

expanded output at the second round will be equal to

C! + V' & SY = XJ + X§ = X (50)
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It will be noted that givem the definition of natiomal income

to be NDMP, it is equal to wage bill plus surplus:
NDMP = V 4+ S (51)

while X in (54) is the gross social value output or gross
social product, The model shows that given the initial condie-
tions for expanded reproduction, the allocation of an increwent

of investment Slk + slv cut of total surplus S, generates net

3
income to the amount of

(l + sl)slv ;o (1 + Ba)Szv (62)
where 8 is a constant ratio (S/V) of each sector,

Fal'dman_g;owth model

The Feltv'dman growith model is ildeoclogically based on
Marx's xeproduction schema, In the model, only Tfinal output is
c:nsidered, There are two sectors: investment goods sector and
consumer goods sector, The assumptions are that output of the
investment goods sector serves te increase productive invest=-
ments and that output of the consumer geods sector is directed
entirely toward consumption., The consuuwer goods sector is
further assumed to be completely independent of the other sector
as far as simple reproduction is concerned, The mvodel is to
show the different growth paths which will be generated when
the Traction of investment goods allocated to investment goods

sector itself varies, but at certain eritical level, which will
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not be reached until after a long time accorvding to Feltdmants

numerical demonstration, the inecrease in the ratio between the

capital stoeks of the two sectors will not push the total iucome

growth rate beyond a certain liwmit, givem the assumption of

constant capital coefficients,

The basic equations 1n the model are;:

where I

V..

I, =X (14 ;L)t (63)
1
= A1 L.k
ct = Co + (—-;—')vg Io JI + VI) - _7 (611)

a8 |
Y, =¥, 4 ﬂ'-—"—:(_f-)% wd7 X, L e ?E)t - 27 (65)

annual Tate of net investment
annkal rate of cutput of consumer goods
annual rate of nsutput of the whole econowmy

fraction of total investment allocated to sector I
(investment goods sector)

the marginal ecapital coeffieient of sector I

the marginal capital coefficient of sector II
(comsumer goods sector)
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The Harred model: R.P. Harrod, “"An Egsay in Dymamic Theory," Hconomic
Journal, March 1939.

The Domar models E.D. Domar, "Expansion and Employment," American
Economic Review, March 1947; "The Problems of Capital
Accumulation," op.cit., December 1948.

Ichimura model: United Nations, Pro Techniques for Economic
Development, Appendix to Chapter IIL.

Two-sector model: Ibid., Appendix to Chapter III.
Three—-gector model: Ihid.

Input-cutput model: Ibid., Appendix %o Chapiter V3 P.G. Clark & H.B.
Chenery, Interindusiry Fconomics, Chapler 2.

Marz's simple and expanded reproduction schema: N. Spulber, The Soviet
Economy: Structure; Principles, Problems; S. Tsuru,
"Weynes versus Marx: The lMethodology of Aggregates,”
in Post-Keymesion Economics, ed. Kemneth X. Kmrihara.

Fel'dman growth model: E.D. Domar, "A Soviet Hodel of Growth," in Essays
in the Theory of Fconomic Growth, ed. E.D. Domar.
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INTRODUCTION

1, 'China' refers to 'Communist China', 'Chinese Mainland', '"Mainland
China', or 'People's Republic of China' excluding Taiwan (Formosa).

2. Professor Eckstein's estimate of China's national income for 1952
has been the result of five year's work. Professors Iiu and Yeh's
study for the RAND Corporation on China's national income 1933,
1952-59 was plenned as early as 1955 or thereabout and was not
released as a FAND research memorandum until 1963. (These information
were supplied by Professors Eckstein and Liu.)

3e The following are estimates of Net Material Product at 1952 prices
released by Professor Romald Hsia in (121), p.26:

1960 154,310 million yuan
1961 104,930 nmillion yuan
1962 139,350 million yuan

Our own estimates of Net Domestic Material Product are given in
Appendix B, Table B-30.

I. A SURVEY OF AVATIABLE ESTINMATES OF CHINA'S NATIONAL INCOME

1. The estimates of China's national income covered by the survey .re
divided into two groups: ‘'official' or 'Chinese! and "non-Chinese’.
By official or Chinese estimates we mean national income estimates
which are published on the Chinese mainland. By non-Chincse egt—
imates we refer to those estimates made by individuals or research
ingtitutions outside China. Non-Chinese thus desimates the place
where the work is dome or being done rather than the nationality or
race to which the individual belongs. or the natiom +to which the
institution is affiliated. Hence, a national income estimate made
by a Chinese scholar in the United States is regarded as non~Chinese
by virtue of the fact that it has been estimated outside China.

2. Studenski (246). See particularly Part I on History,and Part II on
Theory and Methodology which presenis & detailed a detailed account
of the different national income concepls, especially in Chapters 11

%o 15.

3. In addition to these production concepts; there are the modified
versions of these concepts, for example, the lMarxian produection
concept, etc. See Studenski (246); pPp.183-187.

4. TIn order to aveid confusion, 'national income' in small letters
donotes national income generally and *National Income® or NI
denctes national income aggregate estimated by the income method.

5, The coverage of 'domestic' and that of 'ceographicalt are the sgme .
For the use of 'geographical’; see Reddaway (216).
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See note 1.

See inter alia Nove (200) for the Soviet case. Yueh Wei's descrip—
tion of the method was reproduced by Li in (156) and summarized

in Iuey (179). See also (194) and Su Shao-chih and Hu Chien-mei(248).
Yueh Wei (297), pp.52-56.

1i (156),; Dpe56.

Ibid, p.76.

Yueh Wei (297), ».60. See also Su Shao-chih and Hu Chien-mei (248).
Yueh Wei (297), p.48.

There is no reason to suspect that this 'refugee' has been trying to

provide the answer to my gquestion in the way I wanted it. The
informetion was given voluntarily.

See inter dlia Wove (200); Kaser (141), (142); Jackson (134), Holesovky
(107) for national income accounting in the Soviet Union and the
Eagtern Puropean countries. TFor Chinese criticism of VWestern national
income accounting and applications, see Lo Chih=~ju (176). Lo was one
of those VPestern~trained econonists who were oulspoken about the
status of economics in Chima in 1957. See Cheng (39), p.252 and
Ch'en Cheng~fan et 2l (36).

Lo Chib-ju (176), p.17. See also Su Shao-chih and Hu Chien-mei (248).
Lo Chibh-ju (176); p.17.

Iu Kuang (178), De9.

Yueh Wei (297).

Kuo—chia yu—susn shou—ju is officially translated as 'financial
Tovenue'. For 'budget revenue' and kuo—chia yu-suan shou-ju, see (52).

Miah (186), p.62.
Po I-po (210).

See (214).

Ho Vei 5104), Ma Yin-ch'u (182), Wiu Chung-hueng (198), and Yang Po
(286), (287), (288) and (289).

sSB (239)-

Lu Xuang (178), p.8.
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26. Yang Po (289) and Niu Chung-huang (198), p.23.
27. Hsu Ti-hsin (124), p.249.

28. 85B (238) and Hsueh lu-ch'izo et al (129), p.154.
29. 1i Fu-chun (159).

30. S5B (242).

31. S55B (243), p.20.

32. Po I-po (213).

33. ILu Kuang (178), p.9.

34. Liu & Yeh (174) ana (175).

35. Wiu Chung-huang (198), p.51.

36. Cheng (38), Vol. I, Chapter 3.

37. Loc. cit. Table XIII.

38. Loc. cit. Table XIV.

39. Loc. cit. Table XVII.

40, Vu (281), p.246.

41. Szezepenik (250).

42. TUnited Nations (260).

43. United Nations (261).

44. 1i (156), Chapter IV.

45. Iuey (179).

46. Ibid., pp.120-121.

47. Hollister (109).

48. Ibid., p.xxiii.

49. Tekstein (68), p.53 and Hollister (109), pp.61-68.

50. Hollister (110) was not available to me at the time of writing. See
cross reference in Wu et al (282).

51. Eckstein (68) and (72).
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52. Liu & Yeb (174) and (175), and Iiu (173).

53. Wu et al (282).

54. Wu (280).

55. Hollister (110).

56. Tor Liu & Yeh, the most recent estimates from (174) are employed.

57. bSee Appendix A. Table A-6.

58. Official figures ave derived from data given in Lu Kuang (178),
p.8. Other figures are taken from Appendix A, Table A-6,
Liu & Yeh (174), and Wu g% al (282).

59. Yor labour force in trade, see S5B (236). For net valuve added
per worker ongaged in trade see Niu Chung-huvang (198).

60. ILu Kuang (178), p.8.

61. Chion Hua (43), pp. 52 and 123,

62. Po I-po (212), GAC (83) and see also Chao (35), Vol.I, p.184.

63. Chao (35), Vol.I, p.185.

64. 1i (156), Chapter IV.

65. Under Hollister, compensation of employees and self-employed
exclude consuuer services, which accounis for the difference
between the Pigures for this item and for the GNP at market
prices given bere and those in Appendix A.

€€. It hes sinee been found that K. Chao concurs with our view.
See Chao (32).

67. 14 (157)s

68, luch depends on the data available to the individual estimators.
Vhere there are no official data available, an estimator would
have to use whatever fragmentary information he could lay his
hands on. Oftentime such fragmentary price data refer only to
local rather then national average prices.

69. Wu et al (232), Vol.I, Chapter 8.

70. Liu & Yeh (174), Vol.I, Tables 70 and 9%4.

T1. ¥u et al (282), Vol.I, p.158.

72. Ibid.
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73. Ibid., pp.161-163.

T4. Vu (246), p.246; Cheng (38), Vol.I, Tebles XIII, XIV, and XVIT: and
Vah (186), Dp.72-T4s ’ : e :

75+ Beeic population figures for 1952-57 are given in (45).

T6. See Wu et al (282), Vol.I, p.28, Table 3. The figures are based
on the assumption of a severe, prolonged food deficiency, approaching
femine, for the period 1957 and after.

77. Ibid., Chapter 5.
78. Wu et 21 (282), Vol.II, pp.18-20.

7. Derived from Luey (179), p.127, Table V.

II. PRICING Il THEORY AND PRACTICE WITH REFERENCE TO CHINA

1. However; Eckstein did discuss in general terms the problems of
veluation and impuiation with reference to an "underdeveloped
Soviet-type economy”. See his (68), pp.18-27.

2, See Liu & Yeh (174), Chapters II and III. The characteristics
of the Chinese price system were brought out indirectly through
their discussion of the usefulness of the Chinese official price
indexes.

3. It appears that Hollister was more concerned with constructing
a set of national income accounts than with the finer points of

concepts.

4., Tsia did attempt to exsmine the formstion of price during that
period. See lisia (120).

5. Perkins (206). Gven then, he did not examine the nature of
price system in China nor did he show how prices were fixed.
However, his doctoral dissertation for IHarvard University
was on price formation in China, which we have so far not been
able to obtain a copy.

6. Bergson (19) sim; Balassa (7), Chapter 4; Dobb (58), Chapter Ij
Jasny (136); Nove (199), Chapter 4; Montias (187); Wiles (275),
Chapters 5 and 6. See also Coldman (84); Bergson (18); Granik
(87); Holzman (112); Montais (188); Spulber (229); Wellisz (273);
Hirsch (98); Wiles (274), (276), and (277); and Zauberman (299).

7. See Baleesa (7), pp.99-101 and Bormstein (25).

8. Bve (27), Chapter I.

9«  Ibid.
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Wiles (274), Chapter 4, and Balassa (7), Chapter 4.
For example, Halm (90).
See any basic texts on microoconomics. For example, Dorfmen (63)

or J.M. Henderson and R.E. Quandt, Microeconomic Thoory = a
Vathomatical Approach (New York 1958).

See Barone (11).

For an excellent analysis of functions of price in a centrally
planned economy, see Montias (187) psssim and Balassa (7), Chapter
4.

The Chincse on the mainland a2dmit that their society is still mot
a communist societdy.

Hsuel Mu~ch'iao ot al (128).

See Li (156),; p.24.

But sometimes they are being forced to save. See Perkins (206).
i (154)5 pe3.

See Yang Po (285).

Hsizo Lin and IIsu T'ing-fang give a very clear picture as to the
types of goods to be sold on the free market in their (123).

Ho Chiang (99), Pp.19-20 on the basis of which most of the present
section is written.

Hsiao Lin and Hsu Tting-fang (123).
Chao (34), p.229.

Donnithorne (60), p.112.

Ho Chiang (99).

Yang Chien-p'ai (283).

See inter alia Ho Chien-chang et al (100) which vas published in
April 1962.

For Marx's law of value, sce The Capital , especially, Vol.I, Chapter 1,
ppe 1-3; Chapters 3, 6, T and 3; and Vol.III, Chapter 10.

Yu Lin (296).
Chin Ii (46) and Yu Lin (296).
Yu Lin (296).

Ibid.
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34. 3Balassa (7), pp.99-100. See also Bornstein (25).
35. Yu Lin (296).

36. Balassa (7), pp.100-101. See also Bormstein (25). This should
not be confused with the Chinese concept of production price
which is based on the capital-profit ratio method.

37. 7Yang Chien-p'ai (283) and Yu Lin (296). The most recent dsicussion
related to this method can be found in the Economist, February 26,
1966, pp.782-786. e

39. Huang Chih-hsien (130) and Ts'ai Chien-hua (255).

40. Ch'ai Yen (30), Chiang Ch'uan-kuei and Li Shih Ch'uan (40), Ch'en
Chi-yuan et 2l (37), Ho Kuei-lin (102), and many others.

41, Yang Chien-p'ai (283), pp.47-48.
42. Ibid.
43. Chin Ii (46) gives a resume of the two schools of thought.

44. Cheo (35), Vol.I, D.194.

45. Actually the "work" principle is applied to industrial wage systen.
An excellont treatment of wage policy is given by Schran in (224).

46. This was also applied to a few enterprises, but apparently with
disastrous results. See Schran (224), pp.250-251.

47. sc¢ (233).

49. The last official reference to wholesale price index was given in
S5B (243).

48. Hsueh Mu-ch'iao (127), DeTe

50. The structure of official prices is constructed on the basis of
scattered sources on pricing. It is not clear whether the Chinese
ex~factory price corresponds to the Soviet wholesale price of industry
or to the Soviet wholesale price of enterprise, or to neither. The
ex~factory price and wholesale price of indusiry are counmon in‘that
production costs, industrial profif; and fax constltu?e the price.
Ex-factory price has been defined by Tan Ku as the price at which
an industrial enterprise sells its products to commercial organs,
but we fa2il to see the correspondence between the Chinese ex~factory
price and the Soviet wholesale price of enterprise because the latter
excludes tax. Ten Ku stated further that there were two sales prices:
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61.
62.
63.
64.
65.
66.
67.
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ex~factory price and retail price. While his statement might be cone
strued as that there are only two sales prices, this does not necessarily
mean that there is no wholesale price. On the contrary one could argue
that the ex~factory price is also the wholesale price, but the guestion
woul then be: whether ex-factory price is a wholesale price of industry
or of enterprise. See Ixhov (75), p.65; Nove (199), Pp.128-134 and Tan
Ku (251), p.l.

Jen Po (138) and Yu Kuang-yuan (295).

"New" products may well be simply priced at cost.

Tan Ku (251).

Ibid. See also Hsueh Mu~ch'iazc (127).

Yang Po (285), p.7; Heueh Mu~ch'iao (127), p.8.

Heiao Lin and Heu T'ing-fang (123).

Wang Ch'ung-kuang (269) and (270), and Hsueh Mu-ch'iao (127).
Hsizo Lin and Hsu T'ing-fang (123).

Donnithorne (61) and (62) give the best account available.

Goods in the first category were those placed under the plammed purchase
and plammed supply system, those in the second calegory were those placed
under the unified purchase systen. Goods in the third category were those
not included in either of the above systems. The firet two categories
vary from time to time. Dut according to the Hegulations on Certain
Agricultural and Other Products Subject to Planned Purchase or Unified
Purchese by the State and not Permitted to be Sold on Free lariket

in llsin-hua Pan—yuel-kan (llew China Semi~monthly), Ho.1l6, 1957,

ppe 207-208, zoods in the first category included foodgrains, edible

oils and raw cotton, cotton yarn, cotton cloth, and those in the

second category incluited a wide range of agricultural products such

as sugar, tobacco, coarse fibres, live pigs, silk cocoons, wool,

hides and skine, verieties of medicinal herbs, etec.

Fen Jo-i (77).

Ibid.

Ibid. See also Ii (156), p.232.

Fan Jo-i (77)-

Fan Jo=i (77), Lo Keng-mo (177), Nen Ping and Soh Chen (192).
Yang Po (285), DeTo

sc (232).
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Chao (35), Vol.II, p.3.
Tovid.

%226%?5g:g§§.398 55B (243), p.172. For 1959, see Liao Hsiu~feng

Yang Po (285), p.7.

Heia (116), p.49, Table 15.
Chizo Yu-po (42), p.31.
Ibid.

Ibid.,;pe32.

SsB (243), p.173.

Yang Po (285), p.Te

Link index:

Retail price Purchasing price
for agricultural

produce

1853 103.2 1i0.1

1954 105.5 113.8

1955 106.3 113.2

1956 106,3 116.6

1957 108.6 122.4

1958 108.3 125.1

From SSB (243), p.173.
Liu Shih-pai (172).

Tor an analysis of the ecomomies of "priwvate plot", see lalker

(267).
Chiang Muai (41), ».18.
Yen Ku~hsing (292).

VALUATIONS OF NATIONAL INCOME FOR ACCOUNTING PURPOSES WITH REFERENCE
TC CHINA

(79) » Pe 16.
Schwartz (225), pp.9-1l.
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3. Kuznets (145).
4. U.S. Department of Commerce (265) and Kuzmets (145), pp.181-184.
S5« Studenski (246), pp.194-203. |
6. Kusznets (14%), pp.184-192.
7. Joffe (139), pp.55.
8. Ibid., p.58.
9. Ibide; Pe5T7.
10. For an amalysis of the role of militia, see Tang (252), pp.349-352.
11. Walker (2638), Chapter 3.
12, Ibid., p«75 and also Tang (252), pp.107-113.
13. Tang (253), p.13 and also Tang (252), 9.107 and Walker (268), p.51.

14. The six principal themes were: unimportance of individuel by hinmself,
ocnly as part of an organization which he accepts does he have strengthj
the Party knmows all; the past is always bad, and only future under the
Party is bright and good; service %o the coumtry; the Party alw.ys
wins; reorgenization of class struggles. See Walker (268), pp.62-64.

15. Studenski (246); pp.196=-197.

16. Subsistence output would reguire imputation of prices. With the
state control of sales of agricultural produce through the planned
purchase and planned supply and also the unified purchase systen,
the imputation of subsistence output does not present too much of a
problem, for actual prices of the portion which muct be sold to the
state can be obtained. The goods in the third category can be sold
on the free market and thus actual market prices cen be obtained
for the portion of these goods reifained by the households. Of course,
the imputation of prices would still lead to cutting across the
secondary distinction belween factowm cost and merket price valuations.
But this is less serious than in the case where no market analogue
at all is found for the pubsistence output.

17. Frankel (80).

18. Bergson (19), pe26. See also his other studies on Soviet national
inceme.

19. Hicks (93), (94), and (92); Hicks and Hicks (96); Studenski (246);
Ruggleé and Ruggles (220); Xuznets (148); Clark (48); Frisch (82;;
Rolph (218); Musgrave (191); Colm (50); Haberler and Hagen (89);
Tindahl (168); Ohleson (202)3 Wicholson (197). See also Bergsen
(18); Borgson and Heymen (22); Wiles (274), (276); Robinson (217);
Hodgman (105); Cranik (87); and Holzman (112).

20, Clark (48), Chapter 3 et passim.
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21. Bergson (19),; p.105.
22. Little (169), Appendix D.
23. Rolph (218).

24. Tor the basis of inveriant argument, sce Iaberler and Hegen (89),
Husgrave (191), Zolph (218).

25. TFriseh (82).

IV. NATIONAL INCOMS AND ECONOMIC WELFARE WITH REFERENCE TO CHINA
1. Studemski (246), pp.27-28.

2. Ibid., pp.30-36.

3. Hicks (93),; pp.106-107.

4. Pigou (209), p.ll.

5. Ibide, p.31. Italics are ours.

6. Hicks (93), (94); Kuznets (148); ILittle (171); Samuelson (222);
Apramovitz (1); aud Bergson 195.

T Little (171), ».14.

8. O it corresponds 1o an economy which adopts Bazlassa's blueprint for
centralized market solution with (without) sovereiznty. See Balassa

(7), Chapter 4.
9. Compare Baumol (14), p.25 and Bergson (20), pp.310-311.
10. ZIerner (152), pp.128-131.
11. Baumol (14), Chapter 3.
12. Pigou (209), Part II, Chapters 2, 3, 4 and 9; and Baumol (14), pp.32-36.
13. Pigou (209), Dp.196~200 and Baumol (14)s; Dpe36-47.
14. Baumol (14), Dpe33.
15. See Chapter II, section on pricing in theory: Chinese discussions.

16. This is based on an (optimistic) assunption that marginal cost
prineiple is being used.

17. Heizo lin and Hesu T'ing-feng (123).

18. Compare Bergson (19), pp.31-34. Ho made use of production possibility
curves.
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Pigou (209), 1.49.

Jbid., p.52.
Ibide, pP.53~54.
Loc. cite.

Loc. cit.

Toid., p.65.
Ibid.y pp.68-69.
Ibid., ».T0.
Tbid.y peT1.
Ibid., ppe.T70-T73.

This will be discussed further in Chapter V where we distinguish between
the different forms of plamming.

Bye (27), p-43.

See Chapter II, section on prices of producer goods.

Little (171), p.25.

This may be exzplained by the fact that decisions to invest rest
mainly with the state. See Chapter II, section under centrally

plammed economy of the communist type.

Kuznets (145).

It should be noted that production and allocation decisions based
on planners' preferences are inplied here.

Hollister (109), Dexxiie.
Ibid., p-134.
Ibid., p.130.
Perkins (206).

Hollister (109), Chapter 7.
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V. HNATIONAL INCOME ACCOUNTING AND ECONOMIC PLANNING
l. Tinbergen (254), Appendix.
2, (Govermment of Imdia (85), p.ll.
3. For Yugoslav plamning, see Bicanic (23).

4. A at(sholz;r]g evaluation of China's statistical system is given in
Ii (157).

5¢ Clark and Chemery (49).
6. Tinbergen (254).

Te The only references to them have been the rates of investment
(or consumption).

8. Bicaniec (23), p.63.
9. Tinbergen (254), pe5e.
10. Walker (267).

11, W Chia~-pei (278).

12. Seec Chapter II, section under centrally planned ecconony of the
comnunist € pe.

13. Beach (15), Chapters 1 to 3 passin.
14. Conpare Bdey and Peacock (73).
15. Yueh Wei (297).

16. While the gquality of iron, steel; and coal was specified in terms
of method of production in 1960, the revision in method of reporting
physical oubput date was not accompanied by any changze in the
value output figures for industry as a wiole in so far 2s 1959
wes concerned. See Contemporary Chima, Vol.IV, section IIT on
Statistics.
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VI. CHINA'S NATIONAL INCOME ACCOUNTING AND ECONOMIC PIANNING

1. See inter alia Liu & Yeh (174), Vol. I, pp.55-60; Hsia (117);
Gekstein (60), pp.ll-16. i

2. Li (157), pp.63~64.

3. Li (157), p.64.

4. Ii (157)s p.64.

5e Hsueh Mu-ch'iso (126).

6. (196).
T See Contemporary China, Vol.IV, section IIT on statistics.
8. For the relevani directive, see State Council, "Directive on

Unification of Veights and lNeasures," June 25, 1959
9. Survey of Chino Hainland Press (American Consubte Gemeral, Hong Kong),No.
. 2746, Dp+3.

10. Ii (157), Chapter XIII.

11. Ibid., p.149.

12. Dee notes 3 and 4, Appendix B.
13. Liu & Yeh (174); VoleI, D.74.

4. VWu et al (282), Vol.I, Chapter 9.
15. Loc. cit.

16. Luey (179), p.126, Table V.

17. Hsia (114), p.298; Wu ot al (282), Vol.I, Chapter 9; Liu & Yeh
(174), ‘JOIOI’ c}lap‘bel’ 2.

18. Liu & Yeh give 6 per cent per annum while Wu ef al give 6.6 per
cent per amnum. The official rate is 8.9 per cent per annum.

19. Hsia (114), p.298.

20. See C.Y. Cheng, DBeonomic Relations Between Peiing and Moscow:
1949~63 (Vow York 1964), Chapter 3. .-

21. Hsia (114), p.303.

22, Ibid., p.301.

23, Liu & Yeh (174), ».138.

i : i11i for 1952
24. Derived #n the basis of NDMP of 61,130 nillion yuan
and a 3.2 per cent incrcase over the period 1952-5T.
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See (214), p.12. The figure is derived on the basis of a 50 per cent
increase over the 1957 level.

Osia (114), p.303.

Li (154); Hsia (99); Bekstein (57); Buck (26)5 (44); Dawson (54);
(56); and Freeberne (81).

The exercise was attenpted before any information on the date of
comnencenent of the Third Five-Year Plan was availsble.

Hedia (114).
Hollister (108), p.51.
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