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A. Failure of Maoism

• 1. Alleged fast growth in Mao’s China

• 2. Alleged fact growth of the economy

• 3. Mao’s three growth models

• 4. Growth failure: growth cycles and 
decline



1. Alleged fact growth under Mao

South Korea Taiwan Hong Kong Singapore China

1960–9 8.4 9.2 10.0 8.8 –

1966–70 – – – – 9.3

1970–9 7.4 9.7 9.2 8.3 –

1971–5 – – – – 7.3

China under reforms

1976–80 8.3

1980–90 (World Bank) 5.9

1990–9 (World Bank) 8.2



Problem of ‘data spin’

• If Mao’s China had grown so fast, why was 
China so poor in 1978 (less than US$200 per 
year per capita)?

• If Mao’s China had grown so fast, why did 
China’s employment pattern not change 
compared with the Qing (c. the 1880s)?



China’s Employment Structure, 1978

Agriculture   Industry & services

Qing 80% 20%

1978 77% 23%



Datum inflation, censorship and 
inconsistence

• There was a nation-wide practice of datum inflation in all sectors in 
1958 to 1961 encouraged from the leaders at the highest level. 
China’s official growth rate are very close to the Asian Tigers, and 
higher than China’s reform period.

• Original data were patchy for the Maoist period either because they 
were too politically sensitive or because they did not existed. All the 
currently available economic statistics from 1966 to 1976 were the 
result of back-dating in 1983.

• Data for Mao’s period are often inconsistent. The following official 
figures are for Maoist era of 1952–77:

“Social total output value” National income GDP
7.3 %/year 6.2 %/year            6.4 %/year 



2. Mao’s three growth models

• ‘Waste in the name of planning’

• ‘Exploitation of the peasantry’

• ‘Politics overruling the economy’



• Basic facts: (1) technology contribution to 
Mao’s economy was but negative at –1.2 
percent a year; 

• (2) Mao’s modern industrial workforce was 
frozen below 70 million when China’s 
population was multiplying;

• (3) diminishing returns to investment; 

• (4) accumulation of junk capital assets.



First model: 
‘Waste in the name of planning’

• Under Mao the amount of state investment was a quarter 
of China’s annual GDP each year.

• It is known that the state capital assets to GDP ratio 
(hence the asset’s GDP yield level) was about unity after 
1957.

• It means that after each round of re-investment of a 
quarter of China’s GDP would increase China’s GDP by 
a quarter, ceteris paribus. 

• If so, after 25 years (1952 to 1977) China’s capital stock 
should have grown to an equivalent of 264.7 times of its 
starting size. China should have been completely 
industrialised many times over. But that did not happen.

• The aggregate compounded waste was about 19 years’
total GDP of China at the starting level (1952).



Forced savings (% GDP)

• Forced savings        Consumption 

1961 19.2 80.8

1966 30.6 69.4

1971 34.1 65.9

1976 30.9 69.1

1978 36.5 63.5



Annual growth rates: 
heavy industry vs. light industry

Heavy industry (A) Light industry (B) A:B

1953–7 36% 7% 5.1

1958–62 54% 7% 7.7

1963–5 46% 4% 11.5

1966–70 51% 4% 12.8

1971–5 50% 6% 8.3

Average 47% 6% 7.8



Data problem

• With 47% per year growth, the heavy 
industrial sector would triple its size every 
three years. 

• Maoism ruled China for 29 years, the 
heavy industrial sector would increased 
71,150-fold. If so, by 1978, China would 
have been an industrial super-power.



Decline in investment returns

• Annual investment return rate (%)

1963–5 57 (100)

1971–5 15 (26)



Second model: 
‘Exploitation of the peasantry’

• Replacing private landholding with forced collectivisation

• Replacing the market with state planning

• ‘Scissors pricing’ for the primitive capital formation and 
accumulation. Maoist state used 4.5 percent of the real 
value of an industrial output to obtain 30 percent of the 
value of the agricultural output. This is unequal 
exchange under the state monopolistic arbitrage to gain 
over 500% returns.

• Several studies indicate that the real amount from 
scissors pricing was likely to be 582.4–949.5 billion yuan. 
This amount matched the total assets of the Maoist state.



Maoist alteration of factors of production

• State ownership replaced private ownership.

• State economic planning replaced market signals. There was no 
realistic costs and returns to guide production and investment 
decisions.

• There was a looming issue of principle-agency problem and 
coordination problem in the bureaucracy.

• The entire working population (including workers and farmers) 
became proletariats.

• Material rewards were minimal for producers which in turn removed 
incentives to produce. 

• The Maoist state resorted to coercion to incentivise the economy. 
But coercion did not work in the long run.

• Then, Mao launched his full-scale attack on human nature. He was 
doomed to fail.



Third model: 
‘Politics overruling the economy’

• Mao’s nationalisation caused 60 to 90 percent of 
Chinese-owned factories and workshops to 
close down and urban unemployment to rise by 
150 percent.

• Mao’s Great Leap Famine cost 30-60 million 
lives. During the famine, Mao’s government 
exported amount of food enough to sustain at 
least 38 million people for a year.

• The 10-year long Cultural Revolution cost China 
800 billion RMB yuan, equivalent to China’s 10 
years’ total GDP at the 1953 level 



In particular, Mao’s purges destroyed 
China’s best human capital

• 1950–3 Suppression of Anti-revolutionaries, 710,000 
were hastily executed.

• 1951–2 Three-Anti and Five-Anti Movement, 1.2 million 
were purged.

• 1955 Purge of the Hu Feng Anti-Party Clique and 1957 
Anti-Rightist Movement, a total of 552,900 best-qualified 
Chinese intellectuals (10 percent of the educated) were 
persecuted.

• 1966–76 Great Cultural Revolution, over 100 million 
were persecuted (1/9 of the total, equivalent to the entire 
Chinese urban population).



3. Maoist growth failure

1. Growth cycles

2. Agricultural recession

3. De-industrialisation

4. A low-level equilibrium trap: low 
productivity and high poverty



1. Growth cycles under Mao1. Growth cycles under Mao

• % growth of the previous year 
Cycle I (5 years) 1950 19.0

1955 5.3 
Cycle II (2 years) 1956 11.9

1957 2.9
Cycle III (4 years) 1958 23.1

1961 –18.4
1962 –7.2

Cycle IV (5 years) 1963 8.2
1967 –0.5
1968 –0.3

Cycle V (7 years) 1969 12.4
1976 –1.8





• Within a growth cycle, the economy 
dropped as much as 42 % (1958–62). 

• Negative growth was not uncommon. 

• Clearly, the Maoist economy was unstable 
to say the least



2. Agricultural stagnation and 2. Agricultural stagnation and 

declinedecline

• Total Output, 1952–77

1952 price index 

Gross annual growth 1.4%

Net annual growth –3.4%



China’s food crisis (surplus for 
export, in 10,000 Tonnes )

• South China North China

• 1953–5 688.5 204.3

• 1956–65 2,620.0 –2,485.5

• 1966–75 1,894.5 –1,955.5

• 1976–8 –22.8 –1,106.4



3. Industrial performance

• Basic facts: (1) technology contribution to 
Mao’s economy was but negative at –1.2 
percent a year; 

• (2) Mao’s modern industrial workforce was 
frozen below 70 million when China’s 
population was multiplying;

• (3) diminishing returns to investment; 

• (4) accumulation of junk capital assets.



‘‘IndustrialisationIndustrialisation’’ slower than slower than 

population growthpopulation growth

Mao’s modern industrial workforce grew slower than 
China’s population growth:

Workers (mln) (I) Total population (II) I/II

1959 45.5 672.1 6.8%

1964 36.4 705.0 5.2

1969 40.9 806.7 5.1

1974 59.1 908.6 6.5

Annual (%) 1.76 2.03



China’s Employment Structure, 1978

Agriculture   Industry and services

1978 77% 23%

Qing 80% 20%

India (1901) 65% 35%

USSR (1939)         54% 45%

Japan (1940) 42% 58%



4. Universal poverty

• China’s planned economy meant ‘planned 
universal poverty’: 1960s to 1970s, 
China’s overall Engel’s coefficient was as 
high as 70%. In the urban sector (16 per 
cent of China’s total) the reading was 
58%. In the rural it was 72%. 



Poverty Rate in China, the USSR and India

% of all population

• China (1978) 49.3%

• China (1988) 15.9%

• USSR(1967) 33.0%

• India (1968) 24.2%



Rural food rationing (South China, raw Rural food rationing (South China, raw 

grain): a famine dietgrain): a famine diet

Age Per year After processing

2–5 60 Kg 40 Kg

6–10 90 60

11–15 190 127

15+ 210–40 140–60



Urban food rationing (kg cereals per Urban food rationing (kg cereals per 

month per person): month per person): a famine dieta famine diet

Shanghai Beijing

1955 1979 1955    1979

0–3 years 3.5 3.5 4.0 4.3

10+ 12.5 12.5 13.8 15.0

University students 16.0 16.0 17.5 17.0

Office clerks 14.0 14.0 15.1 15.0

Heavy physical workers 20.0 20.0 22.0 22.5



NonNon--grain rationing (urban)grain rationing (urban)

The following non-grain items and quantities 
were rationed for each calendar month:

Eggs Pork    Sugar    Bean-curd Bean noodles
4 250g    100g        300g             50g



Consumption decline compared with the Consumption decline compared with the 

1930s (1)1930s (1)

Daily calories   2,009 klc = 100 (Mao)

China-wide average 2,537 126

Beijing wage-workers 2,670 133

Shanghai wage-workers 3,008 150

Wuhan wage-workers 3,500 174



Consumption decline compared with the Consumption decline compared with the 

1930s (2)1930s (2)

• Grain Oil Meat Fish Housing (U) Housing (R)

(Kg) (Kg) (Kg) (Kg) (M2) (M2)

1937 307.0 – 13.6 0.5 – –

1957 203.1 2.4 1.6 4.3 4.5 11.3

1966 190.5 1.8 7.1 – – –

1978 195.5 1.6 1.2 3.4 3.6 8.1 

2000 366.0 23.4 38.3 33.9 20.3 24.8



Decline in urban wagesDecline in urban wages

Nominal wage       Index Real wage Index

1957 637 100 637 100

1961 537 84 493 77

1965 652 102 539 85

1970 609 96 429 67

1976 605 95 327 51

1978 644 101 310 49



Decline in wage purchasing power (1)Decline in wage purchasing power (1)

• Average family (persons) Dependents (persons)

Pre-1949 6.9 (100) 4.0 (100)

1957 4.5 (65) 3.3 (83)

1964 5.8 (84) 3.4 (85)

1970 – 2.5 (63)

1977 4.5 (65) 2.1 (53)



Decline in wage purchasing power (2)Decline in wage purchasing power (2)

Retail prices =Starting wage

“Phoenix” bicycle 156 yuan 5.0 months

“Shanghai” wrist watch 120 4.0

“Butterfly” sewing machine 187 6.0

Total 463 15.0

Savings after food bills 37.5



Poor welfare provision

– By 1965, China’s infant mortality rate was 165 per 1,000.
The same level of infant mortality applied in 2004 only to 
the poorest countries on earth with low life expectancies of 
around 40: Afghanistan, Angola, Liberia, Niger, Sierra 
Leone and Somalia.

– By 1976  30% of the population were illiterate.

– By 1978, 80% of the population did not have state pension 
or public health care.

– In 1980, China had 5 hospital beds every 10,000 population, 
the same level as current-day Afghanistan (4 hospital beds 
for per 10,000 population, in 2001), Cambodia (6 beds for 
per 10,000, in 2004), Guatemala (5 beds for per 10,000, in 
2003), Myanmar (6 beds for per 10,000, in 2000), Somalia 
(4 beds for per 10,000, in 1997), and Yemen (6 beds for 
per 10,000, in 2003).



The true legacy of Mao

– The Chinese population were fed up with empty 
promise of the communist paradise which was not 
delivered.

– 700 million landless peasants had no incentive to stay 
in collective farming. They were ready to leave the 
countryside for cities if possible. This made the 
dynamics of Arthur Lewis dualism deadly easy during 
Deng’s reforms.

– Largely redundant industrial technology and junk 
assets which had no comparative advantage over their 
foreign counterparts. This made foreign technology 
(even out-dated in the West), foreign firms and foreign 
capital to invade China without any resistance and 
make money.



B. The market as communist 
China’s saviour

New growth model with the market:

• 1. When did China’s economy really take 
off?

• 2. What has been China’s new growth 
engine?

• 3. The market as communist China’s 
saviour



Changes under Deng Xiaoping

– New ideology of ‘Chinese characteristics’

– Priority was now given to all the areas that 
Maoism rejected or ignored.

– People’s consumption was no longer considered a 
‘bourgeois’ topic.

– The market was no longer viewed as the ‘hot bed’
for capitalism.

– Private economy and capitalism were no longer 
viewed as evil.



1. When did China’s economy 
really take off?

• If anything, China’s growth took off only 
after 1978.

• To map out China’s long-term trends with 
consistency, we can establish two 
expectant benchmarks: GDP index and 
population index. 

• These benchmarks are based on the real 
growth records in China’s past.



GDP benchmark

• From 1750 to 1936, China’s economy 
(GDP) grew on average 1.05 % a year. 
This 1.05 % growth rate can be used as 
China’s expectant benchmark rate.

• From 1766 to 1833 China’s population 
grew on average 0.85 % a year.

• Hence, China’s per capita GDP  growth at 
a rate of about 0.2 % a year. 



Actual per capita growth     Benchmark per capita

1830/3 1.00 1.00

1887 0.98 1.91

1911/4 1.32 2.61

1936 1.39 2.53

1946 0.67 2.95

1952 1.16 2.49

1962 1.67 2.35

1972 1.43 2.03

1977 1.66 1.95

1982 5.11 1.92

1992 22.30 1.85

2000 67.99 1.85



ChinaChina’’s recent growth successs recent growth success



Overall assessment of the Maoist economy

By 1978,

China’s per capita GDP growth was at least 
30 percent below the benchmark. 

And, ordinary people’s food intake was 1/3 
short of the UN famine relief standard.



B. The market as a saviour

• 1. Grassroots economic rebellion: household 
farming under the communes system of ‘public 
land ownership’.

• 2. Grassroots entrepreneurship seen from the 
rise of village and township enterprises.

• 3. Top-down, state-owned enterprises free-riding 
on the growth of the private sector: market 
arbitrage with dual-track pricing.

• 4. Going back to the past: ‘restraining private 
commerce’ via state monopoly.



1. Grassroots economic rebellion: de-collectivisation

• The much celebrated ‘household farming’ (or household 
responsibility) under the communes system of ‘public land 
ownership’ was illegal till 1978. Those who dared to try it faced 
severe punishment.

• It emerged independently in 1978 with no input from any official in 
one of the poorest provinces Anhui where 18 farmers in Fengyang
Village split the farming between them. In legal terms, this was no 
more than subdivision of tenancy among state serfs. Even so,  this 
ushered in a renaissance of China’s high-yield agriculture.

• China’s rural labour productivity increased 50 percent; and land
yield increased 200–300 percent.

• According to the rural survey in 1988, the share of collective 
activities accounted for just a quarter of all China’s rural household 
income. Three quarters the income came from private undertakings.

• Private capital investment boomed. From 1978 to 2000, cultivated
acreage increased by just 7 percent; but irrigation acreage was 
doubled. There was also a 7-fold growth in the total machine power 
in farming, and, the input of chemical fertilizers increased nearly 10-
fold.



• In January 1985, the most hateful state 
compulsory monopsonic procurement system 
was finally scrapped. As a result, 80 percent of 
farming produce was sold to the market.

• China’s agriculture began to repeat its old glory 
of crop outputs (20-fold from its1980 level) and 
crop sales (20-fold from the 1985 level).

• It is now agreed that de-collectivisation was by 
far the single greatest contributor to the 
revitalising of China’s agricultural productivity: 
up to 87 percent. Technology contributed only 
half of that: up to 40 percent.



2. Grassroots entrepreneurship seen from the rise 
of village and township enterprises

• Peasant new incomes pushed up the aggregate demand for manufactures 
and services (such as transport and catering) that the peasantry were 
unable to afford under Mao. 

• But the Maoist state-owned urban sector, still with command-economy 
shackles and heavy industry bias, responded to that the peasant demand 
shock too slowly during much of the 1980s. 

• This created opportunities for the rural sectors to produce their own 
manufactures and services, and hence a rise in village and township 
enterprises. Local governments and communities began to act like
entrepreneurs to exploit the new market fortune both inside the rural sector 
and beyond.

• These enterprises were the first completely market-oriented businesses on 
China’s soil since 1957.

• From 1980 to 2000, the number of township and village enterprises 
exploded 14-fold (14.4 percent increase a year) to 21.1 million; the number 
of workers these enterprises hired was more than trebled (6.2 percent a 
year) to 128.2 million. The most impressive aspect was the value-adding 
capacity of these enterprises. From 1980 to 2000, their total revenues grew 
18 times (29.7 percent a year, current prices) to 1,078.3 billion yuan; and 
their net profit increased nearly six times (22.2 percent a year, current 
prices) to 648.2 billion yuan.

• From 1989 onwards, rural enterprises began to export. The total value of 
their exports reached 887.0 billion yuan in 2000 which was over 18 times of 
their 1990 level.



• By 1984, about 100 million rural workers had engaged in 
manufacturing and services. Most of them, 70 percent, 
stayed in rural regions but worked for township and 
village enterprises.

• Rural worker began to be employed by these new 
enterprises. the number of full-time farmers dropped by 
about 50 percent in 2000, while the share of income from 
farming dropped to about a third in the same time. This 
was the Golden Age of the village and township 
enterprises.

• Although village and township enterprises decline 
eventually due to their obvious growth limits. But, they 
prepared a generation of rural population who was 
geared towards non-farming jobs for the next step of 
market growth.



City-bound workforce migration

• Village and township enterprises had its limits in 
technology and management, and its expansion 
gradually slowed down in the 1990s. Also, the lack of 
property rights and workers’ rights began to take its toll. 

• Maoist control over city-bound migration by ‘household 
registration’ was relaxed. In the 1990s, rural industrial 
workers left in large numbers to cities where workers’
rights were better defined and respected. This led to 
most visible change of city-bound migration that was 
persistently restricted during the Maoist era. 

• There were both a “pull factor” and a “push factor” to 
make rural people so willing to leave land: (1) higher 
incomes in cities, and (2) a lack of private ownership over 
land in the farming sector. 

• These workers overwhelmingly joined the private sector 
in cities.

• China’s urbanisation rate increased from 12% 
(involuntary, 1978) to 51.3% (voluntary, 2011).



Post-1978 China: 
moving towards rapid urbanisation



3. China’s exports and integration into the 
capitalist world

• China has to sell to the rest of the world to 
complete its loop as the ‘Workshop of the 
World’: it exported 40% of GDP and about 
70 of the GDP is related to export.



Secret of China’s success: 
worldwide traffic cuts

China’s share in world market



China’s contribution to globalisation

• The real contribution of China has been its 
‘counter-cyclical growth’ with the rest of the 
world.

• So, as the rest the global economy has been 
slowing down since 2008, China’s growth has 
contributed around ¼ of growth globally. This is 
not because China’s superior in TFP, but its 
counter-cyclical nature in catching up with the 
developed world.

• So, in nature the TFP gap with the developed 
world has been the advantage,  an advantage of 
backwardness.



4. Ailing state-owned enterprises under Mao

• After the 1978 reform, it became clear that 30-50% Maoist state-owned 
enterprises lost money. Another 30% only managed to break even. Only 
about 30% actually made money.

• Much of the forced savings for re-investment was wasted. This was a 
failure.



State-owned enterprises free-riding on the private 
sector since 1985

• Free-riding on the private sector by the SOEs was done through market arbitrage 
with dual-track pricing.

• The dual-track pricing system (i.e. one set of prices for the same items were 
determined by the state, and the other by the market) officially began in 1985. Before 
1985, the price differences between the state sector and market sector were 3-5% (in 
favour of the state sector).

• The state-controlled ‘planned prices’ were consistently lowered than the market 
prices by 16% (1985) to 39% (1989). The price gap was met by state subsidies. The 
idea was to support the SOEs under the pressure of market competition.

• The dual-track system was also establish for the capital market. Banks provide SOEs
with cheaper loans but hardly any to the private sector.

• In doing so, the market was distorted. The door for inefficiency and official corruption 
opened: state officials made a kill twice from the same item. Once in the form of state 
subsidies and then from market profiteering. One study suggests that the rent from it 
was about 10 percent of China’s annual GDP (Wei Li, 2002, p. 15).

• To reflect this rent-seeking. In 2009, SOES employed about 8 percent of China’s non-
farming workforce but commanded disproportionately 55 percent of China’s total 
wage bill. The point is that the SOE sector has been far less efficient that the private 
sector and hence had no reason to command such a large wage bill.

• This dual-track system was abandoned only on 1st January 2013.



Going back to the past: ‘restraining private 
commerce’ for more state monopoly

• Under Wen Jiabao, the state rent-seeking was openly 
stated by a 2006 decree of the State Council to single 
out seven ‘key sectors’ under the absolute control of the 
state. The private sector has been fenced out, known as 
‘advancing state sector forcing the private sector to 
retreat’ (guojin mintui).

• Meanwhile, to calm the peasantry in stress since the 
1990s, all the agricultural taxes were exempted from 
2006.

• This is a reincarnation of the age-old Confucian policy of 
‘promoting farming and restraining private commerce 
(business)’. As a result, there is a increasing number of 
private capital flight out of China.



C. Final remarks: impact of the 
market reforms

• Results: Mao’s damage to the Chinese economy 
has been effectively redeemed by

– Huge income from foreign trade

– Huge foreign reserves

– Rapid industrialisation

– Urbanisation boom

• Purpose: To maintain and strengthen the one-party 
rule by the CCP.



• China’s challenges

– However, in post-Mao China, the market has not been as open and free as one 
may imagine. The state has systematically distorted and milked the market to 
support the ailing SOEs, the economic basis of the one-party rul. Thus, it is hard 
to argue that China is ‘a market economy in itself’, not yet ‘a market for itself’. 
This is clearly seen from the continuous flight of private capital from China.

– Social inequality China’s Gini coefficient has been nearly doubled from 1980 
(0.28) to 2010 (over 0.5), meaning that the main beneficiaries of China’s growth 
is no longer the general public

– Environmental sustainability: It is an input-driven growth model (land, capital, 
labour and materials including energy) with little contribution from new 
technology. It needs 5% annual GDP growth just to maintain its current 
employment level. As the rule of thumb, China’s labour costs 1/10 of the G7 
countries’ but uses 4 times more energy to produce per unit of GDP. It is 
basically a model to compensate energy inefficiency with cheap labour. After 
certain point, this compensation will stop.

– The legitimacy of the ruling party: if China has taken the developmental path of 
capitalism, it does not need communism and the CCP.



China’s inequality

• Gini Coefficient

• A. Mao’s era 1952 0.25 100

• 1958 0.37 148

• 1978 0.31 124

•

• B. Post-Mao period 1983 0.28 112

• 1992 0.33 132

• 1994 0.40 160

• 2000 0.46 184

• 2010 0.50 200




