CHAPTER I 

THE DEVELOPMENT OF

 THE CAPITALIST RELATIONS OF PRODUCTION IN CHINA

Marx (1978a, 172) said: “The ideas of the ruling class are in every epoch the ruling ideas.” The idea of “reform” is exactly the ruling idea of the contemporary Chinese society. 


What is the “reform?” Why do we have the “reform?” And whose interest does the “reform” serve? According to the official explanation, the “reform” is to build the “socialist market economy,” to be the self-perfection of socialism, rather than the rejection of socialism. According to Deng Xiaoping: 

Having more plan, or more market, is not the essential distinction between socialism and capitalism. The planned economy is not the equivalent of socialism, capitalism also has plan; and the market economy is not the equivalent of capitalism, socialism also has market. Both plan and market are economic instruments (Deng Xiaoping, 373).

And in the official opinion, the “reform” is to replace the planned economy with the market economy which is a more advanced economic instrument, so that the development of productive forces can be promoted.


An instrument is what human beings can use to act upon certain objects so that certain purposes can be realized. But what objects does the market economy act upon? Unlike common technical instruments, market acts upon not things but human beings. Thus, market is not simply a kind of  “economic instrument,” but also a set of relations between people, that is, a set of social relations.


If market is no less than a set of social relations, then (1) for any class or social group, whether it is for or against the market economy, depends not only on whether or not the market economy is an advanced “economic instrument,” or the market economy helps to develop productive forces, but also on whether the market economy is in or against its own interest; (2) only under certain social relations it is right to say that the market economy is a proper instrument for promoting the development of productive forces. 


If market is a set of social relations, then what kind of social relations is it? Briefly speaking, in a market economy, on the one hand, every producer objectively produces for social needs (his or her product can be sold only if the product satisfies certain social needs), and on the other hand, every producer is a private producer, that is, the means of production are his or her private property, the production is his or her private business, and the products are his or her private products. The socialized production is thus in conflict with the system of private production and appropriation. This conflict leads to the following results:


(1) As a result of the conflict, there is the conflict and competition between private producers, and as a result of the conflict and competition between private producers, the poor becomes poorer, while the rich becomes richer, leading to ever-increasing polarization of society. The rich ascends to the capitalist who makes fortune by exploiting other people’s labor, while the poor declines to the proletarian who has to sell labor power to make a living. Thus, the market economy has an inherent tendency to evolve into capitalism.


(2) The socialized production objectively requires the free movement of labor force and means of production. But under the market economy, the movement of labor force can happen only if there is buying and selling of labor power, and the movement of means of production can happen only if there is investment of “capital.” Thus, under the socialized production, a market economy must be a capitalist market economy. There is not and will never be a “socialist market economy.”


Thus, to say that the “reform” is to build “the market economy,” is the same as to say that the “reform” is to develop capitalism.

What Is the “Capitalist Relations of Production,” and How Is It Different from the Relations of Production in the Chinese State-Owned Enterprises?

What is the “capitalist relations of production?” Under capitalism, those people who work do not own means of production, and those people who own means of production do not work. This is the fundamental dilemma of capitalism. Thus, it is the primary condition for capitalist production that the capitalists buy “labor” from the workers.


According to Marxist theory, what the workers sell to the capitalists is not “labor,” but “labor power.” Is it simply playing with words? It is not. As early as in the 18th century, a student of labor relations pointed out: “you may oblige persons to labour certain hours for certain wage, you cannot oblige them to work properly (see Perelman, 1991, 59).” In the decision on the Holden vs. Harding case, the Supreme Court of the United States concluded: 

That the proprietors of . . . establishments and their operatives do not stand upon an equality, and their interests are, to a certain extent, conflicting. The former naturally desire to obtain as much as labour as possible from their employees, while the latter are often induced by the fear of discharge to conform to the regulations which their judgement, fairly exercised, would pronounce to be detrimental. . . . In other words, the proprietors lay down the rules and the labourers are practically constrained to obey them (see Perelman, 1991, 98).


If it is “labor” that can be bought and sold, why do the capitalists lay down the rules to “obtain as much labour as possible?” Thus, what is bought and sold is not “labor,” but “labor power.” What the workers earn is not the equivalent of their “labor,” but the price of their “labor power.” If the workers have to do “as much labour as possible,” then they are exploited by the capitalists. However, whether the capitalists are really able to exploit the workers, and how much they exploit the workers, are determined not only by the buying and selling of “labor,” but also by the practical struggles between the workers and the capitalists in the production process. As Marx said:

He [the capitalist] must see to it that the work is performed in an orderly and methodical fashion and that the use-value he has in mind actually emerges successfully at the end of the process. At this point too the capitalist’s ability to supervise and enforce discipline is vital. Lastly, he must also make sure that the process of production is not interrupted or disturbed and that it really does proceed to the creation of the product within the time allowed by the particular labour process and its objective requirements (see Perelman, 1991, 60).


Thus, for the capitalists, to make sure that the workers work efficiently, responsibly, and properly, they must rely upon a coercive management system. For the workers who are wage laborers exploited by the capitalists will not voluntarily work as expected by the capitalists. As Michael Reich said:

By entering into the employment relation, workers surrender to capitalist not only authority over the tasks they will perform, but also most of the political and civil rights they enjoy as citizens of the state. When they walk into the factory or office, they are on the private property of the capitalists, where the guarantees provided by the Bill of Rights do not apply. Freedom of speech and assembly, the presumption of innocence until proven guilty, due process, equality before the law, and other rights protect citizens from action by the state (see Perelman, 1991, 98).


Only by coercion can the capitalists have the workers be exploited. But coercion by itself cannot guarantee that the capitalists can effectively exploit the workers. For it is the workers rather than the capitalists who really participate in the production process, and consequently the relevant information (about the production process) is largely held by the workers rather than the capitalists. Without the relevant information, the capitalists are not able to effectively exploit the workers.  Therefore, with the development of the capitalist relations of production, the production process has been constantly reorganized to reflect the needs of the capitalists.  In this way, the capitalists have managed to get more control over the critical information of production, and thus weaken the workers’ control over the production process.

This can be illustrated by the numerical-control machine-tools which are used in the metal-cutting process in the machine-building industry.  The operation of these machine-tools are not manipulated manually by skilled machinists, but are automatically controlled by the program on the tape.  The program can be designed to improve the efficiency without preventing the machinists from exercising their control over the production and practicing their techniques.  For metal-cutting knowledge which is needed for designing the program is a part of the techniques that the machinists hold . . . But under capitalist relations, it provides the opportunity to depress the price of labor power by dividing the work into many simple procedures that require no skills and techniques.  This is exactly what capitalists dream of (Aaronovitch, 397). 


The process of capitalist technological development is thus at the same time a process in which the workers suffer from spiritual and intelligent degeneration.  The workers who have lost control over the production process, have increasingly become mere auxiliaries of the machine system, performing simple and repetitive work.  While the most advanced scientific and technological knowledge has been embodied in the capitalist machine system, the majority people are deprived of the possibility of mental development.  But in the long run, individuals’ comprehensively developed productive power and their understanding of the world are more important a productive force than the physical wealth in which the advanced technologies have been embodied.


Therefore, the capitalist relations of production are the relations of exploiting and being exploited, dominating and being dominated, and oppressing and being oppressed between the capitalist class and the working class.  The development of productive forces under capitalism is thus based on the alienation of human beings.  But since the workers are human beings, and are living social subjects, when they “feel exploited, they take measures to try to get even.”  According to a study by the U.S. Department of Justice, more than two thirds of American workers engage in counterproductive behavior.  In a sample investigation, one third of the investigated workers admitted stealing from their employers.  “In-depth interviews with a small sample revealed that the workers were responding to a feeling of being exploited rather than direct economic necessity (Perelman, 1991, 114).” 


The capitalist relations of production result in the alienation of the workers, and thus have to try to find ways that can help to alleviate the destructive impact of workers’ alienation on production.  F. M. Scherer found that large plants usually paid the workers higher wage as payment for the higher alienation that workers experience in such environments (Perelman, 1991, 113).  But higher wage alone cannot completely offset the destructive impact of alienation.  To reduce workers’ counterproductive activities, there must a system of coercion.


Under capitalism, there are mainly two types of coercion system.  First there is the internal coercion, meaning the coercion inside the capitalist enterprises.  By imposing labor disciplines, providing relevant punishments, and placing supervisory workers at production site, the capitalists directly force the workers to work in accordance with capitalists’ requirements.  In the U. S. the ratio of supervisory workers to production workers in the non-agricultural workforce rose from 13.7 percent in 1948 to 20.0 percent in 1966, and rose again to 22.4 percent in 1979 (Perelman, 1991, 94).  But there is a limit to the internal coercion.  For the workers can avoid the capitalist coercion by leaving the enterprises where they work.  Therefore, for the internal coercion to work, it must be facilitated by the external coercion.  



What is the external coercion?  First, in a capitalist society there is always a large unemployed population that provides a reserve army of labor for the capitalists.  The workers, fearing unemployment, have to tolerate capitalists’ oppression.  On the other hand, while modern capitalist societies have established social welfare institutions to prevent workers’ rebellion, social welfare must not guarantee the workers a socially recognized normal standard of living, otherwise the workers will not be forced to sell their labor power to the capitalists to earn a normal standard of living.  Thus, both the internal and the external coercion are indispensable for the normal operation of the capitalist relations of production.


Now let us make a comparison between the capitalist relations of production and the relations of production of the (pre-reform) Chinese state-owned enterprises.  In the Chinese state-owned enterprises, did the workers own the means of production?  No.  Did the workers have control over their labor products?  No.  Without punishment and supervision, would the workers self-consciously work efficiently, responsibly, and properly?  No.  Had the Chinese state-owned enterprises developed the technical processes that are qualitatively different from the capitalist technological processes, providing the workers the conditions for free spiritual and intelligent development?  No.  Therefore, like the capitalist enterprises, the Chinese state-owned enterprises were the institutions with oppressive and exploitative relations of production.


But the Chinese state-owned enterprises were not simply the replicate of the capitalist enterprises.  Instead, the Chinese state-owned enterprises were the product of the revolution, born of the struggle of the oppressed people against the oppressors.  Historically, the Chinese state-owned enterprises were on the one hand the negation of capitalism, and on the other hand the affirmation of the historic victory of the working class.  The Chinese state-owned enterprises were thus closely associated with the social and economic rights that the working class won as a result of the victory of the socialist revolution.


First, in the state-owned enterprises, the workers enjoyed inalienable right to employment.  The workers’ labor power was not sold to the state-owned enterprises, but had to be accepted by the state-owned enterprises.


Secondly, the state-owned enterprises must provide the workers cheap housing, free health care, and guarantee their living after retirement.  As long as a worker did not break the law, he or she had the right to enjoy a socially recognized normal standard of living, no matter whether the enterprise where he or she worked made money or not, and no matter how the demand of labor force was compared to the supply.


Thirdly, the revolution had brought about tremendous spiritual liberation to the oppressed people.  The official scholars complained: “In this country it is popular to say: workers are the masters of enterprises, and cadres are the servants of people.  Now there is much misunderstanding of this saying among the workers.  Workers say: how can it be the case that masters are ruled by the servants, and how can it be the case that masters cannot control their servants (Li Qiang, 178)?” It was not so easy for the Chinese state-owned enterprises to have the workers accept exploitation and oppression as the capitalist enterprises.    

Why the “Reform?”


Why does the ruling class want the “reform?”  What are the problems that can be solved by the “reform?”  On the one hand, like the capitalist enterprises, the Chinese state-owned enterprises were essentially the institutions that expressed the relations of exploiting and being exploited, dominating and being dominated, and oppressing and being oppressed between the ruling class and the working class, and the institutions in which workers suffered from alienation.  On the other hand, the Chinese state-owned enterprises were very different from the capitalist enterprises.  Given China’s level of economic development, it was impossible for the ruling class to alleviate the resentment of the working class by paying them high wage as in the developed capitalist countries.  In this case, the normal operation of the state-owned enterprises relied even more upon effective coercion than the capitalist enterprises in the developed capitalist countries.  However, given workers’ inalienable right to employment, and given the extensive guarantees to workers’ basic needs, in pre-reform China there was virtually no external coercion as is in capitalist society.  On the other hand, the revolution had brought about great change in the spiritual conditions of working people.  As a result, the internal coercion could not be easily carried out either.     


According to the official scholars:

Our large and medium state-owned enterprises do not run well.  This is mainly a problem of the system . . . This is most obviously reflected by the problem of the “three-irons,” namely, the iron rice bowl, the iron wages, and the iron chairs
 . . . Apparently, this is a wonderful system which guarantees the living and the employment of staff and workers.  But in fact, under this system, the staff and workers in the state-owned enterprises, being fed by the state, become lazy and sluggish, and depend upon the state for every thing  (Li Qiang, 150).

They suggested a system of “limited unemployment and competitive employment” be established:

Limited unemployment and competitive employment guarantee the rational operation of enterprises.  The enterprise can dismiss superfluous persons, and improve production efficiency . . . Under the pressure of unemployment, the laborers have to work hard . . . otherwise they will be regarded as superfluous persons (Zhao Xiaomin and Jia Lurang, 330).   


What is the “rational operation?”  There has never being an universally “rational operation” which is “rational” everywhere and in every historical era.  What is the most rational within one type of relations of production, can be the least rational within another type of relations of production.  If as the official scholars told us, in the state-owned enterprises, the workers, “being fed by the state, had become lazy and sluggish, and depended upon the state for everything,” the Chinese economy should have stagnated long ago.  But the Chinese economy did not stagnate, and had actually developed rapidly.  From 1952-1978, the per capita national income grew at an average annual rate of 3.9 percent (PRC, 1985).  By comparison, from 1950-1973 when world capitalism was in its expansionary stage, among 85 developing countries with a population more than one million, only 12 countries had a growth rate higher than China.  Four of them ( Libya, Saudi Arab, Iran, and Iraq) were oil exporters, the other four (Israel, Taiwan, Korea, and Greece) were the countries that had received the most U. S. assistance on per capita basis, and Puerto Rico was the U. S. colony.  None of the 12 countries had a population more than thirty million (Wilber, 198).  As American historian Maurice Meisner said: “Beginning with an industrial plant smaller than that of Belgium in the early 1950s, the China that was so long scorned as the ‘sick man of Asia’ emerged at the end of the Mao period among the world’s half-dozen largest industrial producers (Meisner, 1986, 438).”


Is it illogical?  Is it against the principle of economic science?  How can the economy be developed with a system in which people “being fed by the state, become lazy and sluggish?”  Either the “three-irons,” or the guarantee of employment, or the guarantee of basic needs, do not by themselves constitute an obstacle to the development of productive forces.  On the contrary, to make it possible for every one to fully release his or her creative potential, these are the necessary conditions.  The internal and the external coercion are indispensable for the normal operation of the capitalist relations of production, for capitalism is an alienating and oppressive social system.  If this is the case, then in a society without or with much less alienation, such things as unemployment, competition, “supervision,” and “disciplines” which are considered indispensable for the capitalist prosperity and to be the source of the capitalist development of productive forces, are not only unnecessary, but actually fetterings of social progress.


It is not for no reason that the guarantee to employment and the “three-irons” could work effectively in China for a fairly long period.  This was possible only under certain historical conditions.  That is, with the victory of the Chinese revolution, the oppressed people, by overthrowing the domestic and foreign oppressors, for the first time became active historical creators, and were greatly liberated in physical as well as spiritual terms.  Consequently, the Chinese society which was born of the revolution was a more liberating and less alienating society than the capitalist society.  The Chinese working class enjoyed much more extensive social and economic rights than the working class in the capitalist countries.
  However, these rights were conditioned by temporary social balance of power that could not sustain in the long run.  Either the working people were able to further expand their social and economic rights, to such an extent that society was really under their control and the development of productive forces was really based on the universal liberation of human beings.  Or the development of productive forces continued to be based on the alienation of human beings, and consequently, like in the capitalist society, the corresponding coercion systems that are indispensable for the development of productive forces in an oppressive context must be established.  
The historical condition for the “reform” is as follows: the working people failed to destroy the emerging oppressive system, the oppressive system thus became a fait accompli; on the other hand, compared to the capitalist system, this oppressive system lacked the necessary oppressive mechanisms and could not effectively oppress and exploit working people.  Thus, the “reform” would necessarily lead to the development of the capitalist relations of production.  Only by establishing the capitalist-style oppressive mechanisms, could the existing oppressive system be consolidated and sustained.

The Development of the Capitalist Relations of Production

The development of the capitalist relations of production is first indicated by the fact that the capitalist and semi-capitalist economic sectors have developed more rapidly than the state economic sector.   First, foreign direct investment directly brings the capitalist relations of production into China.  Secondly, a large number of private and individual enterprises have emerged.  These are also the officially admitted capitalist economic components.  Thirdly, there is the rapid expansion of the so-called rural enterprises.   


Officially the rural enterprises are classified as “collective enterprises.”  But according to one investigation made by the Chinese Academy of Social Science in 1990, half of the registered rural enterprises were virtually private enterprises (Han Mingxi, 97).  Even for those enterprises that are actually owned by the rural town and village governments, “the characteristic method of management is to lease the firm to a director whose compensation is tied primarily to enterprise results (Lippit, 1992, 133).”  This is not really different from the private enterprises.  According to one study of the World Bank, in the rural enterprises investigated, 60 percent of the workers were not entitled to housing and subsidies from the enterprise, 41 percent did not receive financial aid for medical care, 52 percent were not covered by insurance on the job, 60 percent did not get pensions on retirement (see Smith, 1993, 88).  Apparently, the rural enterprises are much more like the capitalist enterprises than the state-owned enterprises.  As is shown by TABLE 1.1, in the “reform” period the capitalist and the semi-capitalist economic sectors have developed much more rapidly than the state economic sector.  By 1991 about half of the total industrial production and three-fifths of the retail trade were contributed by the capitalist and the semi-capitalist economic sectors, in which the capitalist economic sector had developed even more rapidly.

TABLE 1.1

The Composition of China’s Total Industrial Product and Retail Trade by Ownership

(percent)

------------------------------------------------------------------------------------------------------------------







1979



1991

------------------------------------------------------------------------------------------------------------------

Industry:

State


78.5



52.9




Collective*

21.5



35.8




Other**

  0



11.3

Retail Trade:

State


54.6



40.2




Collective

43.3



30.0




Individual and Private   2.1



29.8

------------------------------------------------------------------------------------------------------------------

*In 1990, 93 percent of the “collective” industrial product came from the rural enterprises.

** “Other” includes the private enterprises, the individual enterprises, and the foreign-owned enterprises.

Source: ZGJJWT, number 1 1993, p.3.


The development of the capitalist relations of production is also indicated by the capitalistization of the state-owned enterprises.  First, “New workers are usually employed according to the contract system . . . The key of the contract system is to break the system of permanent employment and the ‘iron rice bowl.’  After being employed, staff and workers are still faced with the possibility of unemployment.  Thus, every one is forced to do his or her job and work hard (Zhao Xiaomin and Jia Lurang, 323).”  By September 1991, there were 14.06 million contract staff and workers in the state sector, accounting for about 20 percent of the total staff and workers in the state sector (ZGLDKX, number 1 1992, p.13).


Secondly, there are the “reforms” of the housing system, the medical care system, and the pension system, so that “welfare is to be monetarized and service is to be socialized (Li Qiang, 152).”  The “monetarization of welfare” and the “socialization of service”
 are actually intended to push the workers in the state-owned enterprises into the labor market to compete with the workers in the rural enterprises and the private enterprises.  If this turns out to be the case, then the workers in the state-owned enterprises will find their price of labor power falling sharply, with their “welfare” and “service” being taken away.  


Thirdly, efforts have been made to intensify the internal coercion.  The official scholars admitted: “Since 1980s our enterprise management has followed a rigorous and punitive system.  Fining is usually considered to be the primary method of management (Li Qiang, 173).”  According to one investigation of the All China Federation of Trade Unions: 

In a factory at Zhengzhou, there are 124 regulations (made by the management), in which only 4 are about rewards, while all the others are on fining.  This factory also requires that in every month, every shop and team chief find three to five events, and every group chief find at least one event, in which the workers break the regulations.  If they cannot find any such events, they will be fined.  If they find less than required, their bonus will be reduced.  In a weaving shop in a factory in Shaanxi, the regulations on fining for all working procedures adds up to more than thirty thousand words (Chinese characters).  According to the staff and workers in some enterprises in Shanxi, Dandong, Shanghai, Nanchang, Zhengzhou, and Zhejiang, their pay will be cut if they take a leave to see doctors, or (if they take a long-term leave) for illness or injuries.  If they take a leave for illness without the approval of the superior, it will be considered to be absence which shall be fined heavily (see Li Qiang, 171).


According to the official scholars: “the more strict and rigorous management system that has been established since early 1980s did play an important role in restoring the normal order of production (Li Qiang, 171).”  According to the logic of bourgeois economics, workers are born to be lazy.  Workers will not work unless they are threatened by unemployment and punishment, which are said to be able to increase the “cost of laziness.”  However, workers are living human beings.  Consequently, they will not allow others to abuse them at will and will in every possible way manifest their existence as living human beings. 

Some workers say: “you fine me, all right.  I do not have other rights, but I have the right to hold a slow down, and the right to waste . . . you fine me five bugs, I will make you pay me back by ten times, a hundred times.” . . . The workers are depressed and frustrated, working with low spirit.  Some even hold a slow down.  These have adverse impacts on the production.  At a coal mine in the Yangquan city, Shanxi province, the workers’ turn out and the production had always been very well.  But because there was too much fining, for a time, the workers’ turn out fell, more accidents happened, and the output also fell (see Li Qiang, 174).


Even under the capitalist relations of production, it is still necessary for the workers to have some minimum commitment to production.  If workers do not want to be responsible for their work at all, then no coercive means can have productive forces be developed under capitalism.  However, it is exactly the capitalist relations of production that deny the workers the appropriation of means of production and the products of their labor, and turn the labor process into a process in which labor degenerates.  Under the capitalist relations of production, a worker is simply a passive “thing,” who will not work unless being coerced. In this case, class conflicts are inevitable, and these conflicts certainly have negative impacts on the development of productive forces.     


In the opinion of the official scholars: “sometimes punishment is necessary, because for those people with the lowest moral level or without morality at all, other methods do not work (Li Qiang, 174).  It is the capitalist relations of production that turn people into someone “with the lowest moral level.”  For under this kind of relations of production, human beings are not regarded as human beings, but simply “commodities,” and an item of cost in production that has to be saved as much as possible.  

On the Problem of Property

The fundamental contradiction of the Chinese society from 1949-1979 was as follows: on the one hand, the socialist revolution failed to abolish all forms of oppression, and instead replaced the old oppressive society with a new oppressive society; on the other hand, the revolution did not simply passed power from one ruling class to another ruling class, but as a result of the revolution, a part of social power temporarily fell into the hands of working people.  Thus, on the one hand, the new society remained an oppressive society, and on the other hand, it lacked the necessary oppressive means for maintaining an oppressive society.  This contradiction is most obviously reflected by the fact that this society had to treat Marxism--the theory for the liberation of the oppressed people, and a theory that endangers the survival of any ruling class--as its official ideology, which was expected to play an apologist role.      


The contradiction of idea would not be fully exposed, be fully intensified, and thus be smashed into pieces, as along as the contradiction of reality had not yet been fully developed.  However, as soon as the capitalist relations of production began to develop, and the contradiction of reality thus began to be exposed, the contradiction of idea could no longer be left unsolved.  How can one on the one hand encourage the development of exploitation, and on the other hand denounce exploitation, while trying to prove exploitation is in the interest of the exploited?  How can one on the one hand flirt with capitalism and on the other hand claim that capitalism is doomed to perish?  Either the reality must deny the idea, or the idea must deny the reality.  The development of the capitalist relations of production objectively demands the apologist theory that serves its interest, demands the “scientific” explanation of the eternity, the rationality, and the indispensability of capitalism, demands “scientifically” explaining that all the social and economic systems opposed to it are ridiculous and irrational systems, and demands “scientifically” explaining that any attempt to overthrow the capitalist system and to go beyond the capitalist economic laws is against human nature and historical trend, and thus must be ephemeral and is doomed to fail.  From the ruling class’s point of view, only with such a “scientific” theory, can the above contradiction be solved.


The development of the official theory is thus always one step behind the development of the practice of the ruling class.  Not until the antagonistic nature of the existing relations of production and the relations between the ruling class and working people had become obvious and undeniable, did the official theory conceded that the “socialist” economy was actually a commodity economy, although this was completely against the logic of the theory to which it claims to adhere.  Not until the antagonism had become so intensified that the contradiction could not be solved if the social and economic rights won by working people in the revolution were not to be completely taken away, did the official theory declared that “the problem of property” was the fundamental problem, although this meant totally rejecting the theory on which it was said to be based.  Nevertheless, with “the problem of property” being put forward, the official economics has finally admitted, more or less honestly, though covered by the last piece of fig leaf, that it is nothing else but bourgeois economics, and the objective of the “reform” is nothing else but developing “the capitalism with Chinese characteristics.”  


According to the official scholars, “the fundamental problem” of public ownership is “the absence of property right.”

First, means of production are given by society to enterprises free of charge.  The enterprise thus treats the means of production as birthday gifts for which it pays nothing.  Society, on the other hand, exercises its property right by doing nothing more than distributing means of production to enterprises for them to use.  Secondly, while the enterprise has the right to use the means of production, it does not have the property right.  But since it is easy to get access to the use right, which is, moreover, separated from the property right, the enterprise has no reason to cherish its use right, nor does it really bear any responsibility for the exercising of its use right.  When workers use the means of production, they use the means of production as if these were their own property.  But on the other hand they do not take care of the means of production, as if these were others’ property.  Thus, there is a problem of ambiguous boundaries of property . . . These dilemmas and problems have concentratedly expressed the problem of ambiguous property right and responsibility.  “Every one is the master of the means of production, but no one is responsible for them.”  This saying gives us a live picture of the problem.  The reason for which the enterprise does not behave properly lies exactly in this problem.  Property right is the foundation of microeconomic operations and thus is a necessary condition for the enterprise to behave rationally.  If this problem is not solved, it is difficult to make further reforms, the enterprise will not behave properly, and economic disorder and inefficiency are thus inevitable (Song Yuan and Gong Jinguo, 95).    


The official scholars fail to see or have intentionally ignored the fact that the so-called “every one is the master of the means of production” is not more than the official legal language, and in reality workers are separated from the means of production.  Means of production are not used by the workers to realize their own purposes, but used by “society” to oppress the workers.


The “property right” is actually an exclusive right.  That is, the owner of the property has the right to exclude others from using the property for the interest of society. “The property right and the use right must not be separated.”  That is, the owner of the property is allowed to abuse social wealth for his or her private interest.  In the developed capitalist societies, to pursue super profit, monopoly capitalists let a large part of production capacity lying idle, no matter how many people are unemployed and how much social productive forces have been wasted (see TABLE 1.2). 

TABLE 1.2

The Waste of Productive Forces under American Monopoly Capitalism

------------------------------------------------------------------------------------------------------------------






1950-1959      1960-1969      1970-1979      1980-1986

------------------------------------------------------------------------------------------------------------------

Capacity Utilization Rate of 

Manufacture (%)                                    83.6                 84.9                80.8                77.4

Unemployment Rate (%)                          4.4                   4.7                  6.1                  7.8

------------------------------------------------------------------------------------------------------------------

Source: Chen Baosen, 367.

[In Latin America, the] large estates, which encompass most of the arable land, are not farmed efficiently . . . Further more, much of the large estate acreage is allowed to stand idle.  A 1960 study of Colombia showed that . . . the largest farmers, who own 70 percent of the arable land, cultivate only 6 percent of their holdings.  In Latin America as a whole, it is estimated that only 270 million of the 2.2 billion acres of arable land are worked full-time.  This obsolete landholding system together with the extremely high rate of population growth has resulted in declining per-capita agricultural output (Stavrianos, 1981, 681).

In this sense, productive forces can only be freely developed in a society where all the bars of “property right” have been removed.  In this sense, the fact that “means of production are given by society free of charge,” is not a defect, but a virtue of public ownership.


“These dilemmas and problems have concentratedly expressed the problem of ambiguous property right and responsibility.”  How can the “unambiguous property right” be established?  The modern socialized production objectively requires the means of production be used collectively by many workers.  In this case, can we establish a system in which every piece of means of production is used only by its owner, and is owned only by its user?  If not, how can we avoid “ambiguous property right and responsibility?”


According to the official scholars, “the fundamental problem” of public ownership is “the absence of property right.”  The official scholars may think that capitalist private property is very reliable and “unambiguous.”  The capitalist certainly cares much about his or her private property.  However, under the modern socialized production, to make effective and profitable use of his property, he must allow the means of production to be collectively used by many worker.  The question is--why do the workers, who are the actual users of the means of production, care about the private property of the capitalist? Of course, the capitalist can try to supervise the workers.  But are the supervisors also employed workers?  Then why do they care about the private property of the capitalist as much as the capitalist himself or herself?


Capitalist private property is “ambiguous,” but the productive forces that it has released are infinitely greater than that under small private property which is certainly “unambiguous.”  If the modern society satisfies everywhere “the necessary condition for enterprises to behave rationally,” then modern production must have disappeared long ago.  In this sense, under the modern socialized production, “property right” is not much more than a imaginary idea. 


Jin Liyang, who is a disciple of Li Yining (a leading official economist, and a member of the standing committee of the National People’s Congress, who is famous for his suggestion of the “corporatization” of the state-owned enterprise, which will allow individuals and foreigners to buy and own the assets of the state-owned enterprises) made following arguments in his contribution to a liberal intellectual publication. 

Public property certainly has problems.  First, there is the problem of free rider.  Under public ownership every one eats out of one big pot (Da Guo Fan).  Every one wants others to work, allowing himself or herself to enjoy the fruits without working.  The result is that nobody works.  “One monk carries water to drink.  Three monks have no water to drink.”  To solve the problem, people must try to make an agreement, deciding how to measure every one’s contribution and how to make distribution according to their contribution.  This is a job that costs much time and energy.  And those people who do this job must be supervised by some other people who must spend some more time and energy.  A lot of transaction cost thus arises.  Secondly, under public property, before any external transaction can be made, the internal opinions must be coordinated, involving high cost of coordination (of the short-term and long-term interests).  Thirdly, as Williamson said, private persons pay more attention to the coordination of the short-term and the long-term interests, and never forget to leave some heritage for their descendants.  But under public property, this generation often does not care about the next generation, without long-term horizon.  Fourthly, it results in the exhaustion of resources.  If you do not take publicly-owned goods, others will take them.  If you do not take advantage of public resources, others will do it.  There are fishes in the sea. You do not catch them, others will catch them.  The result is overfishing , with fishery resources exhausted (BIANYUAN, 14).  


The modern socialized production objectively requires associated labor by many workers.  Only with associated labor, can we have the large-scale modern means of production serve our purposes, can the collective and associated productive forces be fully released, and can the division of social labor be taken of full advantage.  If the modern production is based on collective labor and associated labor, then is it true that no matter it is under “private property” or “public property,” the problem of “how to measure every one’s contribution and how to make distribution according to their contribution” must be solved anyway, and thus some “time and energy” must be spent on supervision anyway?  American economist Samuel Bowles found that the ratio of supervisory workers to productive workers in American non-agriculture sectors was 13.7 percent in 1948, and rose to 20 percent in 1966, and reached 22.4 percent by 1979.  Moreover, under the capitalist system, for supervision to work, there must be a large reserve army of labor, effectively threatening the workers being employed.  In 1950s and 1960s, the unemployment rate in the U. S. was between 4-5 percent.  In 1970s it rose to 6 percent and in 1980s it was between 7-8 percent.  If we only take into account the unemployed labor force and the labor force that is employed as supervisory workers, then one-fourth of the total social labor force is wasted!  Is this “a lot of transaction cost?”


With so much transaction cost paid, has the problem of free rider been solved by capitalism?  An American scholar on labor research told the following story:

From their personal experience workers know that if they show their creativity in raising productivity, it is very likely that they will end up with more work with the same pay, or even less pay.  Thirty five years ago, I once worked in a steel plant.  Most of the machinists there that I knew personally could operate 15-30 percent faster than the speed required by the management.  But they were no fool.  They kept the secret.  They did not help to increase the armament production, but left themselves more leisure time . . . Great intelligence and creativity have been stored in American workers.  But the management of private corporations have no way to exploit this potential ( “Zai Man Chang De Lao Dong Ri Zhong Xiao Mo Yi Sheng (Spend the Life in Endless Working Days),” ZHAIYI, number 22).  


Economists like to criticize the soviet-style centrally planning, arguing that the planning authority is unable to collect adequate and correct information.  But they fail to realize that the capitalist enterprises are faced with exactly the same problem.  The capitalist needs the workers to run production. Thus, to acquire the information on production, the capitalist depends a lot on the workers.  But why do the workers, who are employed by the capitalist, provide adequate and correct information to the capitalist?  Why do not they take advantage of distorted information?  If this is the case, then how can “private property” help to solve the problem of free rider? 


“Secondly, under public property, before any external transaction can be made, the internal opinions must be coordinated, involving high cost of coordination.”  If a private land owner sells his or her land, he or she certainly does not need to “coordinate” with the residents on the land.  If the former residential area is to be rebuilt as business area, and the former residents are forced to leave home and wander about, their losses certainly cost the land owner nothing.  If a capitalist fire some workers, making the life very difficult for them, the capitalist certainly does not need to pay any “cost of coordination.”  By the way, in today’s China, in the craze of estate speculation, who has paid anything to “coordinate” with the local residents?  To say that under private property there is no “cost of coordination” beforehand, is to say that the cost is to be transferred to other people.  That is, the cost appears as social conflicts.     


“Thirdly . . . private persons pay more attention to the coordination of the short-term and the long-term interests, and never forget to leave some heritage for their descendants.  But under public property, this generation often does not care about the next generation, without long-term horizon.”  This really stands facts on their heads.  Why in all capitalist countries, such activities as education, science, and culture must be undertaken by the state?  Besides such enterprises as road, airport, port, communication, water conservancy, and electrical power, the investment of which usually takes a long time, with low rate of return, depends much on the investment by the state.  Is this exactly because of the “short-term horizon” of private enterprises?  While the private property owner may want to leave some heritage to his or her descendants, only society considers what to be left to the decendants of the whole society, taking into account not only the next generation, but also the next several generations. 


“Fourthly, it results in the exhaustion of resources.  If you do not take publicly-owned goods, others will take them.  If you do not take advantage of public resources, others will do it.  There are fishes in the sea. You do not catch them, others will catch them.  This results in overfishing , with fishery resources exhausted.”  This is actually the same problem as that of free rider.  It is unfair to attribute the problem to public property.  Is the exhaustion of “fishery resources” exactly a result of the profit-pursuing activities of the private producers?


In the opinion of Jin Liyang, the Chinese state-owned enterprises did not run well because they failed to solve the principal-agent problem.

Some people think that the defects of the state-owned enterprises are rooted in ambiguous property.  This is not really the case.  The property of the state-owned enterprises belongs to the whole people. Is not the property holder very clear?  The key problem, instead, is the principal-agent problem . . . While all citizens commonly own the state-owned enterprises, they cannot do everything by themselves.  Instead, they can only act as the principals, and entrust the state-owned enterprises to some agents who will actually run these enterprises . . . I think that it is necessary to identify the triple-level principal-agent relations of the state-owned enterprises.  At the first level, the whole people entrust the enterprises to the government, actually, to the government officials.  At the second level, the government entrusts the enterprises to the directors and the managers of the enterprises.  At the third level, the directors and the managers entrust detail works to the workers.  Supervision is required at each level.  For example, at the first level, it is really not clear who is the principal.  There are 1.2 billion people in this country.  Every one of them is a principal, and a holder of the state property.  Thus all of them are entitled to share what is earned on the state property.  Every one of them has the motive to be free rider, expecting others to take care of the state property, so that he himself or she herself can enjoy the fruits without working.  This is actually the common problem of public property . . . Moreover as Buchanan and his “public choice” school point out, the government is not the god.  The government is made up of common people with flesh and blood.  The government officials will not self-consciously and whole-heartedly work for the interest of people.  They are economic men too, and thus must be supervised by some one else.  At the second level of the principal-agent relations, the government officials as principals need to acquire the information about the behavior of the directors and the managers, and make rewards and punishments based on the information that they have acquired.  But the government officials cannot stand besides the directors and the managers all the time, staring at them like a tiger eyeing its prey, to see whether they work hard or not.  There are some obvious criteria of business performance, such as sales value, profitability, that can be used to evaluate the work of the directors and the managers.  But some times falling profitability may be not the fault of the directors and the managers, but due to slumming market condition, or a result of the arbitrary intervention by the government . . . The third level of the principal-agent relations is usually overlooked by some economists, who think it is not more than the internal affairs of the enterprises.  In fact, in the Chinese state-owned enterprises, the directors and the managers are not property owners, and are not subject to effective supervision.  In this case, it is very likely for the directors and the manages to collude with the workers at the expense of the interest of the state.  This is evidenced by the widespread short-sighted behaviors of the state-owned enterprises and the severe loss and erosion of the state property.  The government appears to be very incompetent.  It is too difficult for one government to deal with about one hundred and ten thousand state-owned enterprises.  Whatever the policy the superior has, the inferior always has the countermeasure.

The directors and the managers have to make compromise with the workers in the class struggle.  In the language of the official scholars this is called “to collude with the workers.”  Jin Liyang continued:       

Under the present conditions it is really too difficult to solve the principal-agent problem of the state-owned enterprises.  As a result, the property right of the state-owned enterprises is not effectively protected.  The state-owned enterprises suffer from inefficiency and make enormous losses.  For this reason some people suggest that the share of the state property in the whole economy is too high . . . Whether it is high or not should be judged by market . . . Let the state-owned enterprises and the private enterprises make fair competition in market.  Let all types of enterprises have the same tax burden, the same conditions for loan, and are subject to the same degree of legal protection.

On the one hand, in the state-owned enterprises the workers are still more or less guaranteed the right to employment; on the other hand, in the private enterprises, the workers can be denied their right to employment at any time for any reason.  On the one hand, the state-owned enterprises must take care of the workers’ health care and pay pensions to the retired workers; on the other hand, the private enterprises do not have this kind of “cost” at all.  On the one hand, the state-owned enterprises must practice eight-hour working day and allow the workers to have rest on holidays and Sundays; on the other hand, the private enterprises can extend the working time to the maximum limit and the workers in the private enterprises never have holidays.  On the one hand, the state-owned enterprises must provide the necessary labor protection; on the other hand, the private enterprises have no problem to make profit at the cost of the workers’ life and health . . . Therefore, if judged by market, the system which is more humanitarian, must be the system that has the higher “labor cost,” and consequently the system which is less efficient.  Jin Liyang concluded:      

We should allow the state-owned enterprises to be taken over by the private or the collective enterprises (BIANYUAN, 16-17).

That is, privatization.


According to Jin Liyang, “the key problem is the principal-agent problem.”  However, do the directors and the managers of the state-owned enterprises have the right to run the enterprises because they are entrusted by the workers?  Does the government become the owner of the state-owned enterprises because it is entrusted by the 1.2 billion people?  “While all citizens commonly own the state-owned enterprises, they cannot do everything by themselves.  Instead, they can only act as the principals, and entrust the state-owned enterprises to some agents who will actually run these enterprises.”  That is, the workers, who also act as the collective capitalist, are opposed to themselves.  As the collective capitalist, the workers first appoint “government officials” as their general manager, and then appoint “the directors and the managers” as their department or subsidiary managers, only to exploit the employed workers who are exactly themselves.  On the one hand, the “1.2 billion people” are all capitalists, and only act as capitalists, caring only about their capital and profit.  On the other hand, they are all wage laborers, and only act as wage laboreres, thinking only about working less and earning more money.  Only those people who are filled with too much bourgeois legal ideas to understand the real social relations can imagine this kind of double personality and mental split.  These people, with their poor imagination, cannot think of any type of property other than modern capitalist property, the property under which the people who own means of production and the workers are separated from and opposed to each other, as if the workers must always be alienated from means of production, and even if they were combined in the legal term, they must be separated in reality. 


Either the state is the state as what it has always been, and consequently the problem does not lie in that “every one is a principal, and a holder of the state property,” but lies in that the majority people are not “the holders of the state property” at all.  Or the state is society itself, and the state property is thus the social property, and consequently the principals are also those people to whom the property is entrusted, and thus there is no need for the agents.


Under social property, all workers as a whole actually control and thus “actually run” the means of production that they use.  Of course, when an individual worker is concerned, he or she can only directly control and use a very small part of society’s means of production, and can not have direct control over all of society’s means of production.  This is not more than the “free rider” problem.  Under the modern socialized production, the final result of production depends not on the effort of any individual worker, but on the collective efforts of many workers.  On the other hand, under the small production, the individual worker owns the means of production he or she uses, and the result of production completely depends on his or her own effort.  In this case, the “free rider” problem certainly does not exist.


The official scholars and the liberal intellectuals always follow the following logic.  Workers are necessarily lazy and will by no means take care of the property that they use.  Thus, to prevent the workers from being lazy and abusing the property that they use, there must be supervision.  However, to have effective supervision, there must be adequate information.  But the bureaucracy always find it cannot acquire adquate information.  The official scholars and the liberal intellectuals have thus entered a dead end.


If this is the case, then to replace “publich property” with “private property,” and the bureaucracy with the capitalist, will do no help to solve the problem, although the players of the game are changed.  It is exactly because the “private property” is private, it can by no means solve the antagonistic contradiction between the “enterprise” and the workers, and thus can by no means solve the problem of free rider.  On the other hand, while under the bureaucratic system, one government is deceived by one hundred thousand more enterprises, under the “private property” the one hundred thousand more enterprises will be deceived by one another (motivated by private profit and compelled by market competition).


Therefore, the question is not whether “public property” or “private property” in the abstract, legal term.   Instead, the real point, the whole point is what attitudes that the workers--the eternal subjects of all production activities--have towards production.  If the relations of production are oppressive relations of production, the production process is thus the process in which workers are oppressed and exploited, and the means of production are thus the means of oppression over the workers,  then why is not “working less and earning more money” the most natural and reasonable attitude that the workers should have towards production?  And in this case, why do the workers “cherish,” “take care of,” and make responsible use of the means of production?  If, on the other hand, the production process is not more than the process for the workers to realize their own purposes, and the means of production are thus not more than the means by which the workers can realize their own purposes, the attitudes of the workers towards production and the means of the production will certainly be qualitatively different.  Is this a very logical conclusion?


Only in this way can we understand the “free rider” problem.  Under the capitalist system or the bureaucratic system, acting as the “free rider” is the workers’ completely rational behavior by which they try to protect themselves from being exploited.  Otherwise the “free rider” problem simply does not make sense.   


“Every one wants others to work, allowing himself or herself to enjoy the fruits without working.  The result is that nobody works.”  But if nobody works then nobody enjoys the fruits.  If this is the case, then why do not people “all work hard, and thus all enjoy the fruits?”  “One monk carries water to drink.  Three monks have no water to drink.”  This is, anyway, a parable story.  If the three monks really have no water to drink, they certainly will not fail to find a solution before they are thirsty to death.  Does economics always assume the “rational man?”  The result of acting as the “free rider” is that nobody enjoys the fruits.  This is apparently irrational, why do people fail to behave rationally on this point?


Secondly, under the capitalist system and the bureaucratic system, it is impossible to solve the “free rider” problem, even if the capitalist and the bureaucracy try to solve the problem by exercising supervision.  For without adequate information, there will not be effective supervision.  But a large part of the information has to be offered by the supervised people who certainly do not have the incentive to offer adequate and correct information to their supervisors.  The supervisor thus will never acquire adequate information.  On the other hand, in the case where workers themselves have control over production, the supervised can do little to deceive the supervisor.  For in this case the supervisor is also the supervised.  Every worker has an incentive to oppose others to act as the “free riders,” and thus every worker is also a supervisor.  These supervisors, who have direct access to the information about the protection process, and thus know very well why and how some people act as the “free riders,” will not have much difficulty to establish an effective supervision system.  


What is “the problem of property?”  On the one hand, under the modern socialized production, means of production must be collectively used by many workers, and thus it is no longer possible for a worker to individually own the means of production that he or she uses.  On the other hand, the workers do not collectively own the means of production and thus are alienated from the means of production, and consequently they work for the interest of the oppressors and the exploiters rather than that of their own and thus certainly will not behave properly and responsibly in production.  This is “the problem of property” that makes much trouble for every ruling class of the modern society.

�		In the opinion of the official scholars, “Although due to the operation of the law of value, those people who have rich endowments tend to become richer, while those people who have poor endowments tend to become poorer, if we take the following steps: first, trying to make the primary distribution more equal; secondly, imposing progressive income tax and high-rate heritage tax, facilitated by other tax measures, and providing welfare to the low-income stratum, then the polarization of income can be prevented, as has been proved by practice (Wu Jinglian, 172).” According to the official scholars, economic laws can simply be abolished by taking some administrative or legislative measures. However, the market economy is based on the system of private production and appropriation, and both “imposing progressive income tax and high-rate heritage tax, facilitated by other tax measures” and “providing welfare to the low-income stratum” infringe upon private appropriation, the “tax measures” and “providing welfare” are therefore, in the context of a market economy, in conflict with the development of productive forces. A society cannot afford this kind of conflict beyond certain limit. The so called “as has been proved by practice,” is referring to the fact that since the Great Depression, the disparity between the rich and the poor in the western countries has been more or less moderated. But first, the polarization in the world-wide has not been moderated at all and has been worsened instead. In fact, the limited improvment of the income distribution in the developed countries is to some extent conditioned by the worsening of the income distribution in the entire world. Secondly, as for the developed countries, since 1970s it has become increasingly difficult for the so-called “welfare state” to be sustained. Consequently, bourgeois economists have to talk a lot about the “dilemma” between “efficiency” and “equality.”


�		As the readers will find later, these are simplified descriptions without considering the actual historical evolution of the post-revolutionary relations of production.  Nonetheless this paragraph and following paragraphs are intended to describe the fundamental contradiction of the post-revolutionary relations of production at the most general and abstract level.  These descriptions thus serve our purpose at this stage.


�		"The iron rice bowl” refers to that workers cannot be fired, “the iron wages” refers to that workers’ wages cannot be changed unless being raised, and “the iron chairs” refers to that the cadres cannot be removed from their positions unless being raised.


�		When I was in Xian, I had some opportunity to talk to the workers in the state-owned enterprises.  Many old workers told me that in 1950s workers were really enthusiastic, very different from today.  At that time, they did not need material incentives, nor the supervision of the superior management.  When there were problems, the workers managed to overcome the problems  by themselves.  These were facts rather than official propaganda.  Today’s economists certainly cannot understand this.  In their opinion, at that time there was a mysterious “powerful collectivist ideology,” which was simply exceptional in history and could not sustain for a long time.  But how could such an “ideology” prevail in China for more than twenty years without any serious reason?  In fact, the workers certainly did not


work enthusiastically for no reason.  Instead, as the old workers told me, at that time, the cadres took care of the workers, being the first to bear hardships and the last to enjoy comforts.   “The party members are really like party members.”  This was  the real reason for which the workers work with enthusiasm.  What the old workers said suggested that at that time we did have a type of relations of production which was completely different from the present.


�		This should not be confused with the “socialization” in the Marxist term.  Here the official scholar is arguing that social services should be provided by market on the basis of monetary transaction rather than directly provided by the state-owned enterprises to their own workers on the need basis.
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