Price Reform in
China, 1979-86

Jiann-Jong Guo

Associate Professor

National Taiwan University, Taipei, Taiwan
and Executive Secretary General

Institute of International Affairs, Taiwan

M

St. Martin’s Press




Contents

List of Figures and Tables ix
Preface Xiii
List of Abbreviations and Publication Titles XV
1 Historical and International Context 1
1.1 Introduction . 1
1.2 Socialist pricing 1
1.3 East European experience 6
1.4 Chinese experience to 1978 14

2 From Adjustment towards Liberalisation 24
2.1 Goals of price reform - 24
2.2 Positions on price reform 27
2.3 Price reform package debates 29
2.4 Three stages of price reform 35
2.5 Price reform in five commodities 39
2.6 Summary 42

3 Administrative Prices in Theory and Practice

3.1 Price formation principles

3.2 Pre-1978 practice

3.3 Practice during 1979-86

3.4 Institutional conflicts and problems
3.5 Summary

4 Price Regulation in Intersectoral Total Output

4.1 Effects of direct and indirect planning on output
4.2 Case study - cotton

4.3 Case Study — coal

4.4 Summary

§ Price Regulation in Intrasectoral Output

S S 883% & 2xTEE K

5.1 Coexistence of shortage and surplus

vii



viii

5.2

- 53

54
5.5
5.6

Contents

Production and consumption
Price influence

Non-price factors

Evolution of new policy
Summary

Evolution of Dual Pricing

6.1
6.2
6.3

6.4
6.5
6.6
6.7

Objects and purposes

Development of dual pricing

Respective scope of fixed and free pricing
regulation

Short-term effects

Problems of administrative management
Theoretical debates and new policy
Summary

Price-responsiveness of State Enterprises

7.1
7.2
7.3
7.4
1.5

7.6

7.7

Theory

Pre-reform reality

Development of dual dependence firms after 1979
Theoretical post-reform models

The mixed market model: applied to BBF

and CZSCFF

The sellers’ market model: applied to CZCFF,
WCFF, AISM, SZISM, BCM, DCM, TBF

and SISM

Summary

Summary and Conclusions

8.1
8.2
8.3

Characteristics of Chinese Price Reform
Achievements and problems
Future development and obstacles

Notes and References

Bibliography

Index

96
100
104
108
109

111

111
113

115
121
129
132
132

134

135
137
141
144

145

152
156

158

159
160
165

167
187
201



List of Figures and Tables

Figures

4.1

Production costs and procurement prices in cotton,
1950-80

4.2 Cotton output against cotton price, 1976-86

43 Cotton output : China, India, the USA and the
USSR, 1978-84

44 Sown area, output per mu, total output in cotton,
1966-84, Dezhou area

Tables

1.1 Price index, 1965-76

2.1 Three different theoretical and political positions on
price reform

2.2  Three stages of price reform

2.3  The first stage : adjustment

2.4 The second stage : adjustment parallel with
liberalisation )

2.5 The third stage : a combination of adjustment and
liberalisation

2.6 Application of reform methods to five commodities,
1979-86

3.1 Cost and procurement price of Grade 3, 27cm
ginned cotton, 195283

3.2 Procurement price of ginned cotton in Pinghu,
Hangzhou and Tinhua, Zhejiang Province, 1950-79

3.3 Cost structure of Grade 3, 27cm ginned cotton,
Pinghu area, 1973-80

3.4 Price—cost structure of coal in China, 1952-80

3.5 Producer price index of industrial goods, 1953-7

3.6 Wholesale price index of iron and steel, 1952-7

3.7 Producer prices of different types of steel, 1952-7

3.8 Cost—price relationship of four types of bicycles,
1982

3.9 Producer prices of urea, 1962-84

3.10 Producer price of ammonium carbonate, Zhejiang

ix

72
76

77

79

20
30
35
36
38

39

53
53

54
55
56
56
57

58
58



311

4.1
4.2

4.3
4.4

4.5

4.6
5.1

5.2
5.3

5.4

5.5°

6.1

6.2
6.3
6.4
6.5
6.6
6.7

6.8

List of Figures and Tables

Province, 1966, 1967 and 1979-82

Producer price of ammonium carbonate, Hebei
Province, 196985

Cost—price relationship for cotton, 1976-9
Distribution of sown area between grain, cotton and
oil seeds, 1977-83

Production and consumption of coal, 1974-84
Output and price changes, 1958, 1962, 1965 and
1979

Relationship between price stagnation and output,
1969-78 and 1980-5

Raw coal production by mine type, 1978-85

Growth rates of production and consumption in the
bicycle industry, 197985

Output, imports, exports and inventory of finished
steel, 1977-86

Wholesale prices and retail prices for two types of
bicycles in five factories, 1983

Output, growth and profitability of the bicycle
Comparison of production costs, producer prices and
output for the PA12 bicycle in two factories, 19804
Three stages of development of the dual pricing
system of five producer goods, between 1979 and
1987

Output shares of the five commodities subject to
free pricing, 1979-87

Proportion of market determination of five
commodities, Shanghai and Tianjin, 1984-5

Ratio of State supply to market allocation for five
commodities, Nanchong District, 1984

Ratio of State supply to market allocation for three
commodities, Jiangsu Province, 1984

Market price index of producer goods, August 1984
September 1985

Price ratios between fixed and market prices for
seven producer goods in major cities, 1984-6
Percentage of fulfilment of quotas for four

—-commodities from State-owned enterprises to the

6.9

State, 1983-5
Total price increase of five commodities, Shanghai,
1985

59

59
73

74
82

86

87
89

99

103
103

105

113
117
118
118
119
121

122

125

127



71
7.2

73

7.4
1.5

7.6
1.7

78

List of Figures and Tables

Sample firms

Profit retention rates for eleven State-owned iron
and steel mills, 1979 and 1984

Different characteristics of the dual dependence of
the firm, China and Hungary

Types of enterprises in China after 1979

Cost, price, total output and total profit, BBF,
1979-84

Cost, producer price, retail price, profit and total
output, CZSCFF, 1972-86

Distribution of retained profits, BBF and CZSCFF,
1983 and 1984

Cost structure of coal, DCM and BCM, 19834

138
140

142
143

147
148

151
153



