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THIS PAPER EXAMINES THE COMPARATIVE ECONOMIC DEVELOPMENT OF THE TWO CHINAS.  IN DOING THIS WE FIRST LOOK BRIEFLY AT CHINA’S HISTORY, NOTING:

FEN CHIU PI HE; 

HE CHIU PI FEN

LONG SEPARATED, MUST UNITE;

LONG UNITED, MUST DIVIDE

SO IT IS WITH CHINA, FROM THE MANY CHINAS DURING THE WARRING STATES ERA TO UNIFICATION UNDER THE REPUBLIC OF CHINA (ROC) in 1912; TO NOW, TWO DISTINCT CHINAS … THE PEOPLE’S REPUBLIC OF CHINA (PRC) ON THE MAINLAND AND THE REPUBLIC OF CHINA ON TAIWAN.

THAT’S GEOPOLITICS, BUT WE ARE PRIMARILY CONCERNED ABOUT THE COMPARATIVE ECONOMIC DEVELOPMENT OF THE TWO CHINAS.

IN SUM WE FIND THAT THE ROC, SMALL CHINA, HAS HAD THE WORLD’S FASTEST ECONOMIC GROWTH IN THE 50 YEARS BETWEEN 1952 AND 2001.  THE PRC, BIG CHINA, CLAIMS TO HAVE HAD THE WORLD’S FASTEST GROWING ECONOMY SINCE 1978, BUT IN REALITY IT IS STILL TRYING TO FIND THE ROCKS TO CROSS THE RIVER.  MO CHE SHI T’OU KUO HE.

ON DATA, WE FIND THAT THE ROC’S OFFICIAL DATA OF 8.12% PER YEAR IN REAL ECONOMIC GROWTH FROM 1953 TO 2001 IS CONSISTENT WITH, among other things, THE RISE OF ITS PER CAPITA INCOME FROM $50 IN 1952 TO $14,000 IN 2001.  

IN CONTRAST, PER CAPITA INCOME IN THE PRC IS OFFICIALLY AT ABOUT $900; THIS, AMONG other things, IS RADICALLY INCONSISTENT WITH THE GOVERNMENT’S CLAIM THAT IT HAS BEEN THE WORLD’S FASTEST GROWING ECONOMY FROM 1978 TO 2001, averaging 8.8% growth/year in real gdp.  

THE ROC HAS HAD AN ECONOMIC MIRACLE, AND THE PRC’S ECONOMIC ENDEAVORS seem even more spectacular … if … the prc’s official data were only true.

big china’s official data is, to put it diplomatically,  more than slightly exaggerated.  

BECAUSE PRCC OFFICIAL DATA IS LIKELY UNRELIABLE, WE take SOME untraditional approachES IN evaluatING the TRUTHFULNESS of BIG CHINA’S OFFICIAL DATA.

ONE APPROACH IS TO EXAMINE THE DATA FOR 5 DIFFERENT PERIODS OF TIME. 

FOR EXAMPLE,  IN THE PERIOD 1959-1961, in the AFTERMATH OF THE GREAT LEAP FORWARD, ESTIMATES OF THE NUMBER OF PEOPLE WHO STARVED TO DEATH RANGE BETWEEN 13 TO 43 MILLION PEOPLE.   

HOW CAN SUCH AN ECONOMIC AND HUMAN DISASTER FOLLOW 1958’S SUPPOSED 21.3% INCREASE IN REAL GDP?

INDEED, NOBODY INSIDE MAINLAND CHINA  BELIEVES ANY OFFICIAL DATA OF THE GREAT LEAP FORWARD ERA.

BUT,  EDGAR SNOW, AUTHOR OF RED STAR OVER CHINA, SAID IN HIS 1970 BOOK THAT HE FOUND NO EVIDENCE THAT EVEN ONE PERSON DIED OF STARVATION IN BIG CHINA IN THE 1959-1961 PERIOD. 

THE 10-YEAR CULTURAL REVOLUTION WAS VIRTUAL CIVIL WAR, YET, OFFICIAL PRC DATA STILL SHOW THAT REAL GDP GROWTH AVERAGED 5.63%/YEAR.

THIS IS AS HIGH AS JAPAN’S GROWTH RATES WHEN THAT COUNTRY WAS LEADING THE WORLD’S LARGEST ECONOMIES IN ECONOMIC GROWTH.

IN ASSESSING THE CREDIBILITY OF THE  PRC’S OFFICIAL DATA I ALSO RELY ON MY PERSONAL OBSERVATIONS AND FORMER US GOVERNMENT STUDIES.

HERE I WILL JUST CITE ONE EXAMPLE FROM A 1984 REPORT THAT I WROTE FOR THE US GOVERNMENT.  

IN 1984, OFFICIAL PRC DATA CLAIMED THAT THE SHENZHEN SPECIAL ZONE ATTRACTED $1.2 BILLION IN INVESTMENT FROM JUNE 1978 TO JUNE 1983.  IT TURNS OUT THAT THIS WAS APPROVED RATHER THAN ACTUAL INVESTMENT.  ACTUAL INVESTMENT WAS ONLY 17% OF THE TOTAL; AND OF THE ACTUAL INVESTMENT, ONLY 20% WERE IN MANUFACTURING-RELATED JOINT VENTURES.

THAT IS, OF THE PUBLISHE $1.2 BILLION INVESTMENT, 96.6% WAS EITHER NOT THERE OR IN INVESTMENT PROJECTS – SUCH AS ROADS AND HOTELS -- NOT RELATED TO THE INVESTMENT PROJECTS THAT THE PRC GOVERNMENT WANTED FOR ITS FOUR MODERNIZATIONS STRATEGY.

IN ASSESSSING THE VALIDITY OF PRC OFFICIAL DATA PROFESSOR RAWSKI TESTED THE CONSISTENCY BETWEEN CHANGES IN REAL GDP AND CHANGES IN THE FACTORS OF PRODUCTION.  HE ASKED, “IF THE PRC ECONOMY GREW MORE THAN 8%/YEAR IN 1997 AND 1998, WHY WAS ENERGY USE DOWN BY MORE THAN 2% DURING THESE TWO YEARS?”  

HE QUOTES A FORMER HEAD OF THE STATE STATISTICS BUREAU AS SAYING,

 “"Haven't we learned enough lessons about false statistical reporting from the Great Leap Forward?" 

RAWSKI’S 2000 ARTICLE IS THE BEST ANALYSIS OF THE QUESTIONABLE ACCURACY OF OFFICIAL  PRC DATA THAT I HAVE SEEN TO DATE. 

WE FIND THAT EVEN IN THE REFORM ERA THE DATA IS STILL BLOATED.  IT WOULD  BE FOLLY FOR ECONOMISTS TO BASE THE ASSESSMENT OF MAINLAND CHINA’S ECONOMIC DEVELOPMENT PURELY ON ITS OFFICIAL DATA.  

KE HSUEH CHUA YANG … IT IS TOUGH TO SCRATCH AN ITCH THROUGH A BOOT.

MANY FAMOUS CHINA HANDS’ MISTAKENLY BASE THEIR ANALYSIS OF THE PRC’S ECONOMIC ACHIEVEMENTS ON OFFICIAL DATA.  G

GARBAGE IN 

GARBAGE OUT 

BECAUSE OF THE TIME CONSTRAINT, I WILL BRIEFLY STATE SOME OTHER CONCLUSIONS OF THIS PAPER.  FIRST, A POLITICAL COMMENT  THAT THERE ARE TWO CHINA’S, SINCE THE ROC GOVERNMENT -- ACCORDING TO ROC VICE PRESIDENT LU HSIU LIEN -- DOES NOT DANCE TO THE PRC GOVERNMENT’S MUSIC.

THE US GOVERNMENT’S ONE-CHINA DEFINITION -- BASED ON A REALITY CHECK THAT DOESN’T CHECK OUT, AND A SOVIET THREAT THAT DOESN’T EXIST – IS WRONG.

SECONDLY, THE PRC HAS A COMMUNIST ECONOMIC SYSTEM.  COMMUNISM IS PHILOSOPHICALLY FLAWED, ECONOMICALLY INCOMPLETE AND MANAGERIALLY IMPOTENT.  

15 YEARS AGO, THERE WERE ABOUT 40 COMMUNIST COUNTRIES; NOW THERE ARE FOUR.  

HOW MANY COMMUNIST COUNTRIES WILL THERE BE IN 10 YEARS?

AS FOR THE FUTURE, THE ROC ACHIEVED AN ECONOMIC MIRACLE BY PUSHING EXPORTS; NOW IT NEEDS TO ALSO USE ITS DOMESTIC MARKET AS ITS ENGINE OF GROWTH.

AS FOR BIG CHINA, SOONER RATHER THAN LATER, COMMUNISM WILL IMPLODE IN MAINLAND CHINA .  WHEN THAT HAPPENS MAINLAND CHINA AND THE CHINESE PEOPLE WILL PROBABLY BECOME EVEN MORE POOR. 

WHY WILL THAT HAPPEN AND HOW CAN THAT BE PREVENTED?  THE ANSWERS TO THOSE QUESTIONS ARE THE SUBJECT OF AT LEAST ONE OTHER  PAPER.


THANK YOU.
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THE ECONOMIC DEVELOPMENT
OF

THE TWO CHINAS

By

George Lee*

I. INTRODUCTION

In its 5000-year history, China has been split and united many times.  The historical novel Romance of the Three Kingdoms (Luo about 1400 AD) begins with these words:


FEN CHIU PI HE [DIVIDED LONG MUST UNIFY]


HE CHIU PI FEN [UNITED LONG MUST DIVIDE]

In recent years, China was united under Ch'ing Dynasty (1644-1911), then the Republic of China (ROC, 1912 -1949), and was split into the Republic of China (ROC, 1949 - ) and the People’s Republic of China (PRC, 1949 - ), the former governing Taiwan, and the latter governing mainland China.  

The economic development of these two Chinas is of particular interest, because the viability of the unification of today's two Chinas depends crucially on their future economic development, and the two Chinas’ past economic development holds important clues to the economic future of the two Chinas.  

Some say that the economy of Taiwan of the Republic of China has had the world’s fastest economic growth rate in the past 50 years; others claim that the economy of Mainland China, the People’s Republic of China, has had the world’s fastest economic growth rate in the past 20 years.  This article compares the economic development of the economies facing each other across the Formosa straits and questions whether the official data of Taiwan and Mainland China are reliable.  

The ROC’s economic success is corroborated by the consistency of its economic growth rates and the economies growth in per capita income, and by personal observations of the sustained rises in the people’s living standards in the past 50 years.  In contrast, the PRC, like all other communist nations, has had a record of exaggerating its economic success to legitimatize its continuing rule.  Based on my personal observations and my studies while in the US diplomatic service in Taiwan, Hong Kong and Mainland China, I believe that, for the 1952-2001 period, Taiwan’s economic growth was much higher than that of Mainland China.

*Professor of International Business, San Francisco State University:  the views expressed in this paper are not necessarily those San  Francisco State University.  I am indebted to George Lee, Jr., for his correction of my statistical analysis.

If indeed the ROC’s economic performance is decidedly better than that of the PRC, it is because the two China’s have radically different economic systems; the ROC has had a mixed economic system while the PRC has had a communist economic system.  Since the fall of communism in the former Soviet Union and all the other countries of the former Soviet block, it has become abundantly clear to most analysts that communism is not efficient as an economic system. Thus, in order to maintain their legitimacy to rule, national leaders of communist countries, including Mainland China, have methodically and frequently exaggerated their countries’ economic performance.

In this article, we discuss our unconventional methodology in the assessment of official PRC and ROC statistics in part II.  Then we pose the question of whether there is really one China or two in part III. In part IV we examine the reasons why the ROC’s mixed economic system worked so much better than the PRC’s communist economic system. In part V, we compare the economic performance of the two economies. We end with part VI, in which we discuss the possible future of the two economies: the PRC economy could have serious problems even after communism falls and the ROC economy, if it is to resume its past robust economic growth must build in some flexibility in the use of exports vis a vis domestic market as its engine of growth, and it should increase domestic demand by building the infrastructure software and hardware, and, at the same time, increase research and development efforts, to boost its ability to complete with the world’s more advanced economies.     

ii. methodology in assessment of PRC official statistics

Because of the notorious inaccuracy of the statistics of communist countries, I will first discuss our methodology in assessing Mainland China’s official statistics.  Based on my personal observations, my conversations with more than 3000 individual US business people, and my studies for the US government in Taipei, Hong Kong and Pei P’ing, I believe that:

Using standard statistical or economic analysis to assess the economic development of the People's Republic or any other communist countries is, to put it politely, "a waste of time and effort."  To paraphrase the man from Missouri, "You've got to see it to believe it; and even then, you might want to check your glasses.”

First we list some official PRC statistics.  Table 3-1 of the 2002 China Statistical Yearbook contains the PRC government’s official data on nominal GDP from 1952 to 2001, and Table 3-3 of the 2002 China Statistical Yearbook contains the PRC government’s official data on real GDP from 1952 to 2001.

Since: 

(EQ 1) %change in Nominal GDP – inflation rate = real %change in GDP,

Then

(EQ 2) Implicit GDP deflator = %change in Nominal GDP – real %change in GDP.

The data in these two tables the 2002 edition of the China Statistical Yearbook make it it possible to calculate the GDP deflator of Mainland China from 1953 to 2001.  These calculated values of the GDP deflator are in Table 1.

	Table 1 – PRC GDP DEFLATOR, 1954-2001

YEAR
	GDP 

DEFLATOR

	1954
	0.05%

	1955
	-0.86%

	1956
	-2.03%

	1957
	-1.21%

	1958
	1.08%

	1959
	1.30%

	1960
	1.55%

	1961
	11.03%

	1962
	-0.20%

	1963
	-2.89%

	1964
	-0.40%

	1965
	1.03%

	1966
	-1.85%

	1967
	0.66%

	1968
	1.24%

	1969
	-4.43%

	1970
	-3.16%

	1971
	0.71%

	1972
	-0.02%

	1973
	0.15%

	1974
	0.24%

	1975
	-1.27%

	1976
	-0.19%

	1977
	1.17%

	1978
	1.49%

	1979
	3.83%

	1980
	4.08%

	1981
	2.43%

	1982
	-0.21%

	1983
	1.18%

	1984
	5.64%

	1985
	11.51%

	1986
	5.01%

	1987
	5.65%

	1988
	13.49%

	1989
	9.17%

	1990
	5.89%

	1991
	7.35%

	1992
	9.02%

	1993
	16.52%

	1994
	22.41%

	1995
	14.56%

	1996
	6.49%

	1997
	0.89%

	1998
	-2.60%

	1999
	-2.39%

	2000
	1.03%

	2001
	-0.04%


Source: Calculated from Table 3-3 and Table 3-4 of the China Statistical Yearbook (2002) 

Official PRC statistics show that from 1954 to 2001, the average annual rate of inflation was 3.0%.

However, since standard statistical analysis is not appropriate for rigorous assessment of PRC official data, I outline some alternative methods, including:

1. Examination of the data for specific periods in light of other information about political, demographic, etc. developments during those periods;

2.  The Rawski Approach -  Rawski(Rawski 2000), by linking energy consumption and other factors to economic growth, reasoned that higher economic growth should be accompanied by higher energy consumption. 

3.Review of some of my personal experience and my US government studies of PRC statistics.

Each of these methods are discussed below.

a.  Examination of PRC statistics of specific periods

In what follows I comment on the statistics of five periods of the Chinese Communist Party’s management of the Mainland Chinese economy.


Period 1: 1954-1956 – The Early Years


Period 2 1957-1959 – Great Leap Forward


Period 3 1960-1963 Post Great Leap Forward


Period 4 1966-1976 Cultural Revolution


Period 5 1978-1988, Open-Door Policies

Period 1: 1954-1956- The Early Years 

According to the PRC's official data (China Statistical Yearbook 1984 and 2002), Real National Income grew by 3.78% in 1954, 3.65% in 1955 and 11.93% in 1956 (Table 2).  

While price indices were not available in the first 3 years of the Chinese Communist Party's reign, nominal growth rates were 18.99% in 1950 and 16.67% in 1951 (China Statistical Yearbook 1984).  Assuming that the inflation rates for these years were the same as the average annual inflation rate in 1952-1956, then the real economic growth rates for the first four years of the Chinese Communist Party's reign (1950-1953) would have been 17.99%, 15.67%, 19.4% and 15.87%, respectively.  If these official data are reliable, then, as some analysts inside and outside of Mainland China claim, the Chinese Communist Party's management of the economy would have been better than any other political party's economic management in the history of the world.

Yet, many things happened during this period, including the wanton execution of anyone identified as a land owner.  And, if the economy had grown so fast during these years, why would Mao Ze Dong have told the Politburo of the Chinese Communist Party in 1957 that Mainland China had to catch up with the rest of the world with a "great leap forward"?

	Table 2 – PRC NATIONAL INCOME AND PRICE, 1954-1956



    PRICE    YEAR %CH PRICE   NATIONAL %CH      %CH NI   

    INDEX                     INCOME   REAL NI           

                              [NI]                       

       118     54     1.72       748      3.78     5.50  

       120     55     1.69       788      3.65     5.35  

       120     56      .00       882     11.93    11.93  

Source: China Statistical Yearbook (1984) 

Period 2: 1957-1959 – Great Leap Forward

According to the PRC's official data (China Statistical Yearbook 1984), Real National Income grew by 2.11% in 1957, 22.30% in 1958 and 8.48% in 1959 (Table 3). In light of the 13 to 43 million people that starved to death in the 1959-1961 period(The PRCG publicly acknowledged 13 million starved to death, since population dropped by 13 million in the 1959-1961 period; Lin (Lin 1990) estimated 30 million deaths or forgone births; the 43 million approximation is based on decrease in population plus the population growth trend in the 1949-1961 period.). Given what is known about the Great Leap Forward (the author’s conversations with China scholars 1983-2004; Lin 1990), the China Statistical Yearbook’ (1984 and 2002) figure of 21.3% for real economic growth for 1958 seems much too high, and 1958’s 1.08% in the implicit GDP deflator seems much too low.
	Table 3 – PRC income and price statistics, 1957-1959




    PRICE    YEAR %CH PRICE   NATIONAL %CH      %CH NI   

    INDEX                     INCOME   REAL NI           

                              [NI]                       

       121     57      .83       908      2.11     2.95  

       122     58      .83       1118    22.30    23.13  

       123     59      .82       1222     8.48     9.30  

Sources: China Statistical Yearbook (2002 and 1984) 

Period 3: 1960-1963 Post Great Leap Forward

According to the PRC's official data (China Statistical Yearbook 1984), Real National Income fell by .16% in 1960,18.36% in 1961 and 7.23% in 1962, and increased by 8.23% in 1963(Table 4).  However, the indices in Table 3-3 of the 2002 China Statistical Yearbook indicate that the Real GDP fell by 8.36% in 1960, and 27.08% in 1961 but rose by 29.85% in 1962 and 16.74% in 1963 (Table 6).

	Table 4 – PRC REAL INCOME AND PRICE STATISTICS, 1960-1963


    PRICE    YEAR %CH PRICE   NATIONAL %CH      %CH NI   

    INDEX                     INCOME   REAL NI           

                              [NI]                       

       126     60     2.44       1220    -2.60     -.16  

       147     61     16.67      996     -35.03   -18.36 

       152     62     3.40       924     -10.63   -7.23  

       143     63     -5.92      1000    14.15     8.23  

Source: China Statistical Yearbook (2002 and 1984) 

Period 4 – 1966-1976 Cultural Revolution

The 10-year cultural revolution in Mainland China was like a civil war.  In the southwest province of Sichuan, opposing factions were fighting each other with tanks.  Most universities and many factories were closed; children were shooting at each other with guns.  One high-level PRC official told me that he went to the factory everyday for 10 years, doing nothing but reading Mao’s Red Book. Yet, according to the 1984 China Statistical Yearbook, real economic growth averaged 4.5%/year (Table 5).  Considering  that many factories were completely shut down during this period, the real GDP growth rates in the 1984 and 2002 China Statistical Yearbook are obviously too high; the 2002 China Statistical Yearbook’s statistics show that Mainland China’s economy grew by 16.9% in 1969 with inflation at -4.43% and real GDP growth at 19.4% with inflation at -3.16%, at the height of the Cultural Revolution.
	Table 5 – PRC REAL INCOME AND PRICE STATISTICS, 1966-1976


    PRICE    YEAR %CH PRICE   NATIONAL %CH      %CH NI   

    INDEX                     INCOME   REAL NI           

                              [NI]                       

      134    1966     -.74       1586    15.09    14.35  

       133     67     -.75       1487    -5.50    -6.24  

       133     68      .00       1415    -4.84    -4.84  

       132     69     -.75       1617    15.03    14.28  

       132     70      .00       1926    19.11    19.11  

       130     71     -1.52      2077     9.36     7.84  

       130     72      .00       2136     2.84     2.84  

       131     73      .77       2318     7.75     8.52  

       132     74      .76       2348     .53      1.29  

       132     75      .00       2503     6.60     6.60  

       132     76      .00       2427    -3.04    -3.04  

Source: China Statistical Yearbook (1984) 

	Table 6 – PRC GDP Deflator, GNP, GDP %Change in Nominal GDP and %Change in REAL GDP, 1966-1976


	 
	GDP 
	Gross
	Gross
	%CH
	% Change

	Year
	DEFLATOR 
	National
	Domestic
	NOMINAL
	REAL GDP

	 
	
	Product
	Product
	GDP

	1966
	-1.85%
	1868.0 
	1868.0 
	8.85%
	10.70%

	1967
	0.66%
	1773.9 
	1773.9 
	-5.04%
	-5.70%

	1968
	1.24%
	1723.1 
	1723.1 
	-2.86%
	-4.10%

	1969
	-4.43%
	1937.9 
	1937.9 
	12.47%
	16.90%

	1970
	-3.16%
	2252.7 
	2252.7 
	16.24%
	19.40%

	
	
	
	
	
	

	1971
	0.71%
	2426.4 
	2426.4 
	7.71%
	7.00%

	1972
	-0.02%
	2518.1 
	2518.1 
	3.78%
	3.80%

	1973
	0.15%
	2720.9 
	2720.9 
	8.05%
	7.90%

	1974
	0.24%
	2789.9 
	2789.9 
	2.54%
	2.30%

	1975
	-1.27%
	2997.3 
	2997.3 
	7.43%
	8.70%

	1976
	-0.19%
	2943.7 
	2943.7 
	-1.79%
	-1.60%


Source: China Statistical Yearbook (2002) 

Period 5 – 1978-1988, Reform Era

During this 10-year period, Deng Xiao Ping and company finally began to open up the Mainland economy to interact with the rest of the world’s economies.  Most notably four Special Economic Zones were opened up as economic laboratories to test non-communist ideas and methods, and to attract foreign investment to bring in foreign financial and real capital; the foreign joint ventures were also used to enable Mainland China to increase its exports.   

According to the real GDP indices in Table 3-3 of the 2002 China Statistical Yearbook, five of the 10 years had positive growth, while five of the 10 years had negative growth, and the economy changed by only 0.3% in 10 years (Table 9).  In the first six years of this reform era, from 1978 to 1984, real GDP increased by 3.1% or an average of 0.52%/year. The data in Table 3-4 of the 2002 China Statistical Yearbook tells a completely different story, showing 10 consecutive years of strong economic growth in real GDP, averaging 10.5%/year (Table 9).  

	Table 7 – PRC GDP Deflator, GNP, GDP and %Change in Nominal GDP , 1978-1988



	

	 
	 
	Gross
	Gross
	%CH

	Year
	GDP 
	National
	Domestic
	Nominal

	 
	DEFLATOR
	Product
	Product
	GDP

	 
	 
	 
	 
	 

	1978
	1.49%
	3624.1 
	3624.1 
	13.19%

	1979
	3.83%
	4038.2 
	4038.2 
	11.43%

	1980
	4.08%
	4517.8 
	4517.8 
	11.88%

	 
	0.00%
	
	
	

	1981
	2.43%
	4860.3 
	4862.4 
	7.63%

	1982
	-0.21%
	5301.8 
	5294.7 
	8.89%

	1983
	1.18%
	5957.4 
	5934.5 
	12.08%

	1984
	5.64%
	7206.7 
	7171.0 
	20.84%

	1985
	11.51%
	8989.1 
	8964.4 
	25.01%

	1986
	5.01%
	10201.4 
	10202.2 
	13.81%

	1987
	5.65%
	11954.5 
	11962.5 
	17.25%

	1988
	13.49%
	14922.3 
	14928.3 
	24.79%


Source: China Statistical Yearbook (2002)

b.  the Rawski approach

Rawski, in analyzing about the PRC's claim that real GDP grew by 17% in 1997-1978 (Rawski 2000), states that the official data are riddled with inconsistencies.  He pointed out that:  

1.  energy consumption during this period decreased by 2.1%; 2.  real output in industry is supposed to have grown by 10.75% in 1998, even though 53 of 94 major products showed negative growth.

But he did not stop there.  In fact, Rawski checked the consistency of other factors, such as the relationship between ex-factory prices and floods and economic growth.  He also corralled many quotes from the Chinese press, which indicate much less robust economic growth in 1997 and 1998 than that claimed by PRC officials.  Rawski quoted officials who complained about the Mainland’s poor economic performance in 1997 and 1998 and questions how agricultural output could have increased by more than 4% during this period when China had some of the worst floods ever.  He quoted a former head of the State Statistical Bureau was quoted as saying, "Haven't we learned enough lessons about false statistical reporting from the Great Leap Forward?" 
c.  us government studies and Personal observations

Because of the questionable credibility of the PRC’s official data, I will list three examples from my experience while I was stationed with the US government in Hong Kong and Mainland China (1983-1987) to help the reader get some perspective on the nature of Mainland China’s official statistics.

1)  Shenzhen special economic zones

In 1978, China opened up four Special Economic Zones (SEZ), the largest of which 327 square kilometers in Shenzhen.  An American Consulate General’s assessment of the 5-year experience of the SEZs (Lee, 1984), found the claim by the PRC government that the Shehzhen had attracted US$1.2 billion in foreign investment from 1978 to June 1983.  It turns out that this was approved rather than actual investment.  Another PRC source showed that actual investment was 17% of this figure or US$204 million, of which 20% or US$40.8 million was in manufacturing joint ventures (jv) while the other 80% were in hotels, roads or other non-manufacturing related ventures.  Thus, of the reported $1.2 billion in foreign investment, only 3.4% was in actual manufacturing joint ventures; specifically identifying foreign investment in manufacturing joint ventures was important because manufacturing jvs were an essential element of the Mainland’s open-door and modernization policies.

Years later the author was told by a former Shenzhen Special Economic Zone official that people of this SEZ had many “paper” jv’s with relatives or friends in Hong Kong.  After the contracts were signed, the Shenzhen resident would use the contracts to import tariff-free equipment that they sold in the Shenzhen market.  The amount of “investment” in these paper contracts were recorded in the official statistics as foreign investment.

2) BEIJING JEEP JV

Another example is the Beijing Jeep joint venture between American Motors and the PRC government; this US$51 million jv was, in 1986, the largest manufacturing joint venture in Mainland China.   In early 1986, many US government officials, including the State Department's Director of the China Desk, officers from the General Accounting Office and the American Embassy's Commercial Attaché visited the factory.  A key Chinese official of the jv told the delegation that of the US$51 million, one-third or US$17 million was foreign investment from American Motors, of which one-half or $8.5 million was in equity and the other half was in technology transfer.  In 1988, when an executive of a prominent US NGO -- paid by the US State Department to do a study on the investment climate in the Mainland -- was told that the actual US cash investment only US$8.5 -- million, he said that he would still use US$51 million as the total foreign investment of the Beijing Jeep JV.

3)  TAIWAN BUSINESSMAN JV IN MAINLAND CHINA

In 1990, a Chinese businessman from Taiwan took some old manufacturing equipment (valued at about US$200,000 when new) as his part of a joint venture in one of the SEZs in the Mainland.  When asked the value of the equipment, he said, “US$400,000.”  The Mainland Chinese official then told him that the factory space he was allowed to use was also valued at US$400,000. 

More statistical discussions follow in the section on the comparative economic growths of Mainland China and Taiwan.  We next turn to a political issue.

iII. two chinas or one?

An important political question is, "Are the two Chinas or is there only one China?" According to the United States government, and virtually all other governments in the world, there is only one China.  That is, China consists of Mainland China, Hong Kong, Macau and Taiwan and the PRC government is the only legitimate government of China.  Not only does the United States government define China in this way, but so do the United Nations and every other economically or politically significant country in the world.  The US government describes this as its "one-China" policy.

Flying into the face of world opinion and with all due humility, 

I disagree.  Permit me to first quote a scholar arguably better in his field than Keynes in economics and Newton in physics, the peerless intellectual that the western world knows as Confucius and the Chinese know as K'ung Fu Tzu. 

Tzu yue, "Ming Cheng Yen Shun," (Confucius says, “If the name is correct, the words will flow.” (Confucian Analects (Lun Yu), 450 BC:).  We may directly deduct from this, "Ming Pu Cheng, Yen Pu Shun,(“If the name is incorrect, then the words will not flow.”)”  Since the commonly accepted definition of China is wrong, much of the diplomatic actions being taken by most embassies, the PRC and the ROC are strange.

There are two main rationalizations for the US government’s one-China policy.  The first reason, the one publicly given, was the so-called "reality check."  From 1912 to 1949 and also from 1949 to 1979, the US government's definition of China was, "China is Mainland China and Taiwan, and the only legitimate government of China is the government of the Republic of China." On or about 1972, some officials inside the US government, including, notably Michel Oksenberg, began to mutter, "Let's get real; the ROC has not ruled Mainland China since 1949."  In 1972, just before the United Nations voted to replace the Republic of China with the People's Republic of China, the ROC government resigned from the UN. 

These murmurs gathered momentum until 1979, when the United States government formally recognized the PRC government.  Yet, the US government did not stop there.  Pressured by the PRC government, the US government not only stopped recognizing the ROC government as the legitimate government of all China, but stopped recognizing the ROC government as a government at all, calling the ROC government the Authorities in Taiwan.  

Setting aside geopolitical considerations for the moment, the reality check works something like this:  "Let's get real, does the ROC or the PRC control most of China?  

The answer is, “The PRC, of course!”  

“Therefore,” US and PRC government concluded, “the PRC controls all of China."  The fallacy of this logic -- that whichever government controls most of China also controls all of China -- is obvious.  The reality check does not check out.

In fact, this simplistic and fallacious logic merely uses the facade of a pseudo-intellectual argument to justify the US government's one-China policy.  Moreover, the reality check was not the real reason for the US government's one-China policy; the real reason was geopolitics in the form of “China Card.”  From 1945 to now, all of the US government's foreign policies were driven by the danger that the Soviet Union would start a nuclear war that could annihilate both the Soviet Union and the United States.  So, on or about 1972, then US Secretary of State and former Harvard Professor Henry Kissinger, with help from Michel Oksenberg, designed the "China card," to befriend the PRC government in the hope that that government would harass and bother the Soviet Union so much, that the Soviet Union would be too busy to attack the United States.  

In 1972 and even in 1979, the China card or the US government's one-China policy was consistent with the US government deep concerns about the Soviet threat.  Now, in 2004, this policy makes no sense, since the Soviet Union is no longer a threat to the United States or any other country in the world; the Soviet Union has not existed since 1992.  Thus, the reality check doesn't check out, and the Soviet Threat is no longer relevant; the US government's definition of China, based on its one-China policy, is wrong, but it is very much alive today.  

There are in truth two Chinas, Mainland China, governed by the People's Republic of China's communist government, and Taiwan, governed by the Republic of China.  Both the PRC and the ROC have their own political and economic systems; both the PRC and the ROC have their own military; both the PRC and the ROC have their own governments, including executive, legislative and judicial branches.  In sum while Taiwanese independence has been and continues to be a controversial issue, the ROC is, in fact, independent of the PRC; whether this should be openly discussed now is controversial, but world governments will, sooner or later, openly and officially admit that there are now two Chinas.

We now return to economic development, the question is:  since both Taiwan and the Mainland are populated and governed by Chinese people, why have the economic development of the two economies differed so much?  The answer, in a word, is: different systems.

iV. two countries, two systems

As we have seen, the economic development of the two Chinas has differed radically, one has had the highest economic growth rate in the world for the past 50 years, and the other has probably had one of the world's lowest economic growth rates in the world in the past 50 years.  Interestingly, the China with arguable one of the worst economic growth rates in the past 50 years, has touted long and loud its economic success, while the China with the world's highest economic growth rate in the past 50 years has remained almost silent on this subject.  At the least, in the three years that I worked in small China, no official or civilian ever told me that their country was the world's fastest growing economy.  To be fair, in the four years that I worked with the US government in Hong Kong and Pei P’ing on Mainland Chinese economic/commercial issues no official in big China ever told me personally that his country was doing even adequately economically.  

Some people, Chinese and non-Chinese, often claim that the Chinese people are responsible for strong economic performance in most economies.  I am no fan of anthropological explanations of the successes of failures of societies; they come close to being racist and are usually wrong.  In our present study, it is obvious that the peoples of the two Chinas are primarily Chinese.  The most important difference between the two Chinas is that they have different political and economic systems.  In this section we explore the differences in the economic systems of the two Chinas.  

Taiwan's economy has shifted from having the majority [56.6%] of its output being manufactured by state-owned companies in 1952 to an economy dominated [86.4% of manufacturing output] by privately-owned firms in 1986. The PRC’s management of Mainland China's economy began with that government's Robin-Hood promise of giving the wealth of the rich to the poor. In 1949, three years after assuming power, the PRC government owned 100% of all manufacturing facilities and all of Mainland China's land; the PRCG, China’s Robin Hood, kept all the loot. In 1986, 34 years later, 98% of all output was still manufactured by government-owned factories.  

By 2002, the word on the street was that 50% of the PRC's output was being produced by state-owned enterprises, getting people to easily leap to the conclusion that the other 50% is produced by private firms.  By state-owned enterprises, however, the PRC government means those firms owned by the central government and excludes those owned by provincial, municipal, county and village governments.  According to Table 5-1 of the 2002 China Statistical Yearbook, 730,250,000 people were employed in 2001, of which 27,140,000 people (3.72% of the employed) worked in private enterprises.  Most of the people in private enterprise are working in retail stores rather than in manufacturing factories.  For example, in 1984, during a trip to the Shantou Special Economic Zone, the author was shown street after street filled with privately-owned retail stores. 

As for economic controls, Taiwan has guided economic planning, with the Council of Economic Planning and Development publishing projections of the likely economic developments in the coming year.  It is a government publication that all private firms can use as a guide, but no firm has to obey.  In the Mainland, the government has 5-year plans with target outputs that all state-owned organizations must try to achieve.  The government also controls all international trade and foreign investment.

Despite having radically different economic systems, the two Chinas' economic performances actually seem quite similar.  While it is plausible -- with per capita income at about US$14,000 in 2001 up from US$50 in 1952 -- that Taiwan has had the world's highest economic growth rate in the past 50 years, many people, even outside of the PRC, believe and say that the PRC has had the world's highest economic growth rate in the past 20 years.  

For many years, many analysts, including Professor Rawski of the University of Pittsburgh, have questioned the validity of this claim.  Perhaps some clues about the comparative economic developments of PRC/ROC can be obtained by observing the comparative economic developments of North/South Korea and East/West Germany.  Why is it that while South Korea has had one of the world's fastest growing economies, North Korea had over one million people starve to death in 2000 and 2001?  East Germany had such bad economic results that it had to build the Berlin Wall to keep East Germans from "escaping" to West Germany. A even more pertinent question is, "What exactly has the PRC done, even with communism, to enable its economy to become the world's fastest growing economy in the past 20 years?"  

That is a difficult question to answer.  We can describe in detail the PRC's economic reforms since 1978; yet of all those reforms only the “Household Responsibility System,” which linked farmers’ rewards to their contribution, was successful.  It may be more instructive to make the observation that the official data of the former Soviet Union under communism showed it was the world's second strongest economy; now it is possible to analyze the Soviet Union's data and also to see first hand the poverty-stricken economy that was touted as the world's second strongest economy.  For example, in 1992, one retiree in Moscow told the author that she was getting US$9/month, about enough to buy two Big Mac value meals in the nearby, world's largest McDonald's.  In Rostov-on-Don, an area with miles and miles of Kansas-like wheat fields, a woman kept one burner of her gas stove always on because she could not afford to buy matches.  The former Soviet Union, like all other communist economies, was just another basket-case economy with highly-inflated official data.

North Korea is yet another example of a communist system’s economic failure.  North Korea's official data had showed for many years that its economic growth was higher than that of South Korea.  Now, having allowed the outside world a peek into its country, North Korea -- with mass starvation and people so poor that they eagerly line up to receive the beef that West Germany had taken off the market a decade ago because of mad cow disease (PBS program 2003) -- has turned out to be yet another communist country with bloated economic claims.  The PRC, like North Korea, is still under communism.  If all other communist systems have had disastrous economic performances and all other communist systems have grossly exaggerated their economic performance, is it not likely that the PRC has had and is still having problems trying to realize viable economic results?  Indeed, it is worth asking again what the PRC government has done to enable it to become the only communist country in the world that has ever had any economic success.

Having cast some serious doubts about the reliability of most of the PRC's official data and claims of rapid economic growth, permit me to assess the philosophical, economic and managerial foundations of communism.  The 1848 Communist Manifesto defined Communism as "no private ownership," and then goes on to say:

Freeman and slave, patrician and plebeian, lord and serf, guild-master [3] and journeyman, in a word, oppressor and oppressed, stood in constant opposition to one another ...

Thus, philosophically, communism describes a yin-yang world in which yin and yang try to destroy each other.  Fourth Stage Black Sect Tantric Buddhism interprets the Tao of Taoism in this way:

Everything is composed of a ying element and a yang element; in other word, the Tao is the nature of everything.  In the sky, there is the moon (yin) and the sun - this is the Tao of the universe.  

The universe exists and continues to exist because the moon and the sun have attained equilibrium, not because they try to attack and destroy each other. If that were the case, as in a supernova, then the universe would be destroyed; in 1986, we observed a supernova that happened 40,000 light years away -- astronomers say that everything within 1000 light years of the supernova was destroyed.  A family with a man (yang) and a woman (yin) cannot long exist if the husband and wife try to kill each other.  A country with mountains (yin) and rivers (yang) cannot have continuous prosperity if there are constant earthquakes or floods.  In a word, Communism, which pits the proletariat (yin) against the bourgeoisie (yang) is philosophically flawed, and cannot long exist -- even if the ruling factions have the only guns.  Philosophically, Communism is flawed.

Economically, Communism is one equation short: Communist governments produce unilaterally without asking the people what they want or need.  That is, they produce what they think the public needs rather than first finding out what the people need and then producing to meet those needs.  It is no accident that the former Soviet Union produced thousands of nuclear war heads while its peoples stood in lines for hours and hours waiting to buy basic staples.  It is not a coincidence that for decades in Mainland China, there was so little food that the food had to be rationed by the government in the form of food coupons. And it is no happenstance that the North Korean government is building nuclear war heads when more than one million of its people have starved to death in the past several years.  In a word, Communism has a supply-side only economic systems; it is not playing with a full economic deck.

Managerially, Communism has no link between contribution and reward.  For example, the distribution of food is based, not on an individual's contribution to output, but on how many people are in that individual's household.  The linking of contribution to reward is the underlying basis of all incentive systems.  It should be no surprise that in the former Soviet Union, the productivity of private lots was at least 30 times that of communal land.  

In Taiwan, the economic system had shifted from state-owned firms producing 56.6% of its total manufacturing output in 1952 to only 14% of its manufacturing output in 1986. That is, Taiwan has shifted from an almost socialist economy to a mixed economy dominated by the private sector.  In contrast, the Mainland had 100% of its output being produced by government-owned firms in 1952, that portion decreasing to 98% by 1986.  So, 34 years after 1952, the Mainland was still essentially a socialist/communist country.  It is worth noting that 1986 was 8 years after Mao’s successor Deng Xiao Ping began China’s Open-door policy.  In the PRC today only 3.72% of total employed workers are in private enterprises.

In sum, communism is philosophically flawed, economically incomplete and managerially impotent.  To my knowledge, Communism has never worked -- witness the experiences of the former Soviet Union and Eastern Europe -- does not work today -- note economic conditions in Cuba, Vietnam, North Korea and Mainland China, and will not work in the future -- every republic of the former Soviet Union and every country in Eastern Europe, when given the chance, chose to immediately drop Communism.  Twenty years ago, there were at least 30 Communist countries; today there are four; in 20 years how many Communist countries will be left?

Of all the differences between the ROC and PRC economies, THE major difference is that the PRC economy is Communist and the ROC is not. One other very important, yet less consequential factor is the direction of economic development of the PRC and ROC economies, partly because both Taiwan and the Mainland have tried to use exports as their engines of economic growth.  The Mainland, however, should vitalize its domestic market and use that as its engine of growth; more on this later.

As for the engine of economic growth, in the early 1960's, Taiwan implemented its export-push policies, carried out by then Economic Minister, Kuo Ting Li.  In 1952, Taiwan, being a small economy with poor people – 8 million people with GNP/N/year of $50, had a domestic market of US$400 million.  With world GNP/N/year then at around $1000 and a world population of about three billion people, the world had a $3000 billion market, or 7500 times the size of Taiwan’s domestic market.  So, export-push immediately increased the potential market for Taiwan’s products by 7500 times.  Moreover, with low domestic wages and high international prices, Taiwan firms’ profits and sales rose; rising profits and increasing sales stimulated investment, which boosted domestic demand for Taiwan’s products, and, as the capital/labor ratio increased – bringing with it some improved technology -- Taiwan firms’ productivity increased, further expanding their profits and sales, and stimulating even more investment.  This reinforcing process continued for many years before large world economies even began to notice Taiwan.  Furthermore, because Taiwan was such a small player in international exports, there was no political backlash against its 15% plus per year growth in exports.  The result?  Taiwan pushed exports to become the world’s fastest growing economy in the past 50 years.

The Mainland has also tried to use exports as its engine of growth after it opened its economy to international trade and international investment in 1978, and it seems at first glance that this strategy has been successful. According to the PRC government’s official data, its real economic growth averaged 8.82%/year from 1978 to 2001 (Table 3-3, 2002 China Statistical Yearbook).  

During this period, Taiwan – mainly because of the slowdown in economic growth from 1997 to 2001 -- had an average economic growth of only 6.85%/year.  It seems, at least according official PRC official data that, in recent years, the Mainland has been more successful than Taiwan in using exports as its engine of economic growth.  

Logically, because of the huge potential size of its domestic economy, the Mainland should be trying to makes its domestic economy rich, so that it can be used as its main engine of economic growth that can sustain strong economic growth for two to three decades.  Yet -- perhaps because the PRC government has seen Asia’s four NICs, Asia’s four new tigers and Japan all achieving some of the world’s highest economic growth rates by pushing exports, and because the Mainland has has such dismal economic achievements when shut off from the outside world -– the Mainland has also tried to use exports as its engine of economic growth.

In order to push exports, the Mainland has kept labor wages very low.  In February 1984, during a 9-day inspection trip for the American Embassy through Shan Tung China, the author was told by many factory workers that their monthly wages were rmb30/month or about US$15/month; in 1986, a young lady pushing luggage carts in the Beijing international airport told the author that she was paid US 0.28/day.  Today, even assuming that the official per capita income of US$920/year is correct, on average per capita income is only less than US$80/month.  Keeping about 700 million workers’ wages low has kept the PRC’s domestic market from realizing its huge potential as the Mainland’s engine of growth.  

The Mainland has also tried to push exports by depreciating its currency.  In late 1983, when the country was still testing its unsure legs on dealing with the outside capitalistic world, the exchange rate of its currency was rmb1.98/US$1.  On March 14, 2004, its exchange rate was rmb8.3/US$1, a 76.1% depreciation. (In contrast, the exchange rate of the new Taiwan dollar was NT36/US$ in 1983 NT41/US$ in 2003, a depreciation of 13.9%.)  The PRC currency's huge depreciation has sharply worsened its terms of trade, which also keeps its 1.3 people poor.  Thus, by keeping wages low and by depreciating its currency, the Mainland has not made good use of the huge potential economic engine that could be its domestic market.

In pushing exports, Taiwan used, among other means, its export processing zones (EPZ) in Kaohsiung, Nantze and Taichung, while Mainland China used its special economic zones (SEZ) in Shenzhen, Zhuhai, Xiamen and Shantou. In 1984, 14 east coastal cities were also opened, with economic/technology development zones (EDTZ) in Shanghai, Guanzhou, Dalian and Tianjin.  Attracting manufacturing joint ventures was one of the key objectives of the Mainland’s SEZs and EDTZs, as part of the country’s Four Modernizations – agriculture, industry, military, and science and technology – policy; requiring that at least 30% of the output of the joint ventures had to be exported was part of the PRC’s export-push strategy.  Of these economic zones, the TEDZ in Tianjin was surprisingly successful, mainly because of its superb management. 

Another main objective of the Mainland’s SEZs and EDTZs was to use them as small-scale economic laboratories to experiment with market and capitalistic concepts at a time, 1978, when the words “markets or capitalism” could not even been publicly spoken or written in the rest of the country.  While the SEZs concept was superbly conceived, its implementation was less than ideal.   A key problem was that the assessment of the achievements of the SEZs was left to the administrators of the SEZs.  In a country where exaggeration of accomplishments has been so prevalent that Deng Xiao Ping and company created the slogan, “Seek truth from facts,” in a futile effort to get government officials to be honest, letting SEZ administrators to assess their own achievements was a key drawback of the SEZs’ experiment.  

There were, however, some notable accomplishments in the SEZs.  For one, the Shantou SEZ, in smallest of Mainland’s first four SEZs, had some impressive achievements, the most important of which was that this zone’s officials did not exaggerate their accomplishments.  The zone’s claims of foreign investment were consistent with the numbers and types of joint ventures that the author visited.  Of particular interest was a factory manufacturing carpets, which based pay on the number of square yards of carpet produced; above a threshold, the pay/square yard was increased.  In a factory of 500 people, there was only a small table provided for tea breaks, and only two people were seated at the table when the author visited the factory; this factory had linked reward to contribution.     

While the most serious problem with the Mainland’s economic development is that it is communist, if we make the reasonable assumption that the Mainland does, sooner or later, will get rid of communism, what can it do to develop that economy?  It should design policies that would enable its domestic economy to expand enough to become its main engine of growth.  We are talking about yet another round of economic reforms in a country that has gone through many different forms of political and economic reforms, including:

The Anti-rightist movement, great leap forward, cultural revolution, communes, open-door policy, anti-spiritual pollution movement, household responsibility system, experimental factories, special economic zones, economic/technology development zones, and the factory responsibility system.

In terms of the direction of economic development, then Mainland China’s should try to use its domestic economy as its main engine of economic growth, and even Taiwan should now put more emphasis in expanding its domestic market.

V.  COMPARISON OF THE ECONOMIC DEVELOPMENT OF THE TWO CHINAS

A. prc

Today, few people in or out of Mainland China, question that the PRC’S past economic performance has been less than sterling.  Data from Table 3-1 of the 2002 China Statistical Yearbook claim that nominal economic growth in the Mainland averaged 10.63%/year from 1953 to 2001, and data from Table 3-3 show real economic growth averaged 7.3%/year for this same period.  Inflation averaged 3.0%/year, consistent with the Chinese Communist Party’s “campaign promises” during the Chinese Civil war from 1947 to 1949 that if they got into power, then they would control inflation.  It is this inability to keep inflation down in 1988, and likely for many years before that, which gave college students the seemingly-politically acceptable excuse to demonstrate against the PRC government in 1989.  

The issue -- whether the PRC economy has had robust economic growth since the end of the Cultural Revolution in 1976 -- has been vigorously debated within and outside of the Mainland for at least two decades now.  Many analysts, in and out of Mainland China, have only had access to official PRC data.  In light of the exaggerations and inaccuracy of official PRC data, using only official PRC data to analyze this issue or most other economic questions is naïve and pointless.  Yet, there are few viable alternative sources of information other to official PRC data, since virtually all information in the PRC is treated like state secrets.  

The analyst could go to the Mainland and see for himself how much progress has been made in that economy.  But while seeing is supposedly believing, to the economically-untrained eye, what you see is not always the complete or the true picture.  For example, those going to the Shanghai-Pudong or Beijing areas will see high rises which rival those of New York and the “Hammer” mountain buildings in Moscow, if not in number yet, certainly in impressiveness.  However, as the Wall Street Journal reported (WSJ 1992?), most of those buildings have vacancy rates of 80% or more.  In 2000, I had lunch in the revolving restaurant in the International Trade building in Pudong, and there were only four other people in the restaurant besides my business contact and me.

Analysts can and should ask questions of everyone they meet in and out of Mainland China.  Most non-Mainland Chinese business people have accurate information about their particular area of business, and they are, at the least, objective about their observations and opinions.  In rare instances, even PRC officials can be candid about the country’s data.  During a dinner in Mainland China, I was asked by a high-level PRC official why everyone in the US was raving abuot 4% economic growth, while with 8% economic growth in Mainland China, most Chinese people were complaining.  I said that perhaps the problem is that PRC data has some problems.  For the next 20 minutes, every official around the table had at least one story about how statistics were being manipulated in the PRC. While rigorous assessments of the overall performance of the Mainland economy cannot rely only on such information, the information gathered is, nevertheless, useful in giving the analyst some perspective on such assessments.

Rawski’s analysis (Rawski 2000), which has already been discussed, is a must read.

Lastly, when analyzing data of extant communist countries, analysts should search for statistics from at least several different sources.  Learning to deceive or telling half truths -- whether in our discourses or in economic data -- results in complicated webs which are difficult to keep consistent.  Finding these inconsistencies can help us discover some gems of accurate, or at least believable, statistics in extant communist countries.

B. Roc

According to official ROC data, now being published by the Council of Economic Planning and Development, Taiwan’s real GDP has grown by an average of 8.06%/year from 1952 to 2001 (Table A-7).  This makes Taiwan the world’s fastest growing economy in the past 50 years, despite having grown by only 5.95%/year on average from 1987 to 2001 and because of the average of its 8.92%/year real economic growth from 1952 to 1987.  

In 2001, Taiwan’s real GDP dropped by 1.94%, the first shrinking of the economy since 1952.  The only other time that Taiwan came close to having negative growth was 1981, when growth was just barely positive at .01%.

Perhaps even more impressive than its economic growth data are Taiwan’s unemployment rate statistics, which dropped to 0.96% in 1982.  Even people in Washington, including ROC aficionados, questioned the veracity of this data.  They were told that the method for calculating the unemployment rate was the same as those used in the US.  In 1980, RCA drove trucks around cities, with loudspeakers asking people to apply for jobs at their factories; the turnover rate in the companies in the Nan Tze Export Processing Zone ranged around 6% to 10%/month (interviews of Nan Tze Export Processing Zone officials).  These examples tend to corroborate the credulity of Taiwan’s incredibly low unemployment rates.

Even though Taiwan’s per capita income in 1980 was only about $2000, its income distribution, with the poorest 40% of the people having 22% of total income, was comparable to that of the US.  One likely cause of Taiwan’s relatively even income distribution was its consistently low unemployment in the last 50 years.  While the popular economic mantra today is to achieve “stable economic growth,” a better objective might be to achieve strong economic growth, accompanied by full employment, which in turn would result in improving the country’s income distribution.  This is a lesson that many rich and poor economies have yet to learn.

The key difference of Taiwan’s actually having the world’s strongest economic growth in the past 50 years, and Mainland China, touting but not backing up its claim that it is now the world’s fastest growing economy is that the two economies have different political and economic systems.  Taiwan has a nascent democracy versus the Mainland’s one-party communist system; Taiwan has a mixed economy, dominated by the private sector, while Mainland China is still dominated by government-enterprises, especially in the manufacturing sector.  In two words, the difference between the two China’s economies, like the difference between North/South Korea and former East/West German, is different systems.

vi. The two chinas’ economic future

a. Prc

The easiest and fastest way for national leaders to show that they are doing well in their economic management of the country is to just think of what growth rates would look good and order their statisticians to put those numbers into the records.  This may be why that one of the toughest and most complicated jobs in such countries is that of the statistician.  The job of the PRC’s number crunchers -- to keep consistent all the data in of the 1.3 billion people Mainland Chinese economy that is being reported to them -- is gargantuan.  

The PRC’s national leaders have been trying many economic reforms to make the country rich.  Unfortunately, during Mao’s reign, political movements overshadowed every attempt to improve economic efficiency; the disastrous Great Leap Forward and the 10-year Cultural Revolution are cases in point.  After Mao’s death Deng Xiao Ping and company, attempting to remove the shackles of communism, invented this slogan, “White cat, black cat … as long as it catches mice, it’s a good cat.”  Yet, as the 1989 massacres in and around Tian-An-Men square and recent public announcements by current Premier Wen Jia Bao sharply illustrated, in the final analysis, political considerations usually take precedence over economic reforms.  

Today, the “Four cardinal principles” – including the principle that the people must follow the leadership of the Chinese Communist Party – still form the cage within which the PRC economic bird must fly.  John Kenneth Galbraith said, “Every revolution is like kicking in a rotten door” (“Age of Uncertainty” – 1970’s television series).  The Chinese Communist revolution will, like Russia and Eastern Europe before it, end sooner rather later; the question is not if but when communism will implode in Mainland China.  Economically, the real issue is what will happen after communism is gone.  The prognosis is not bright.  

One of the Chinese Communist Party’s current party lines is:  China must first have economic reforms; only then can it have political reforms; Russia tried to have both at the same time, look how miserable its economy is now. It is true that Russia’s republics and all East European nations’ economies dove into deep recessions after communism fell in those countries. It is also likely that Mainland China will drop into an intense economic recession after communism falls.

It is not true, however, that Russia, et al. failed economically because they got rid of communism.  Getting rid of communism, after all, removed the cage that had trapped those economies for decades.  Having been trapped in the communist cage for so long, the economic policy makers had forgotten how and where to fly; so they asked for advice.  International monetary organizations like the World Bank and the International Monetary Funds jumped in to offer advice and offer interest-earning loans to help with these countries’ reformation.  Professors from famous universities such as Harvard and Stanford leaped into the fray.  One Harvard professor promised to get Russia $30 billion a year and dropped graduate students in Eastern Europe and Russia to lead them in their economic reforms.  

The problem is that the advice Russia, et al. got turned out to be wrong.  In Poland, where shock therapy – to completely and quickly change from a communist economy to a market economy -- was tried, the people said, “We got the shock; where’s the therapy?”  After Poland, these advisors went to Russia where they again tried to fight inflation and inflationary tendencies in a dirt-poor country that desperately needed to have some solid economic expansion.  Now that Russia et al. are in economic ruins, many of these same advisors have been going to Mainland China.  And if the PRC’s policy makers take their advice, they will confirm the prediction of the Chinese Communist Party: that after communism falls in the Mainland, its economy will fail miserably.  And that is the likely dismal prognosis for Mainland China.  After more than five decades of living in abject poverty and political repression, the Chinese people will finally get some basic freedoms, such as freedom of speech; most of them will, however, very likely also have the freedom to be unemployed to become even poorer than before.  It seems that economists’ reputation as dismal scientists is well earned.  

What has been described is the most likely, but not the only economic scenario for post-communist Mainland China.  I recommend that the current or next supreme leader of Mainland China announce, “Communism has not brought prosperity to the Chinese people, so let’s try something else.”  That leader, like Gorbachev, will immediately become world famous and will solidify and strengthen his political power in China.  Then, this national leader should form a team of economic policy makers to make the Mainland rich by privatizing correctly (i.e. economically efficient and equitable for all the Chinese people), increase domestic demand -- by upgrading infrastructure hardware, e.g. transportation and software, e.g. education – so much that everyone willing to work can find a job.  Once this is done, 1.3 billion Chinese people will become richer, increasing the purchasing power of the huge economic potential of the domestic market.  That huge domestic market will start a reinforcing cycle that can stimulate the Mainland Chinese to expand by 6-10%/year for 30 to 50 years.

b. Roc

The ROC’s economic performance in Taiwan has been often and correctly characterized as an economic miracle. It is an economic performance that is tough to follow, even for the well-educated bureaucrats of the ROC government.  The slowdown in economic growth in recent years and the shocking decrease in real GDP in 2001 seem to indicate that the economic miracle has reached its inevitable end.  It is not necessarily so.

Right now, it is probably true that Taiwan cannot rely on increasing exports as its engine of economic growth.  After all, trying to sell more and more goods to the stagnant export markets in the US, Europe, Japan and the rest of Asia is not viable.  Moreover, continuing to rely only on exports to stimulate economic growth makes Taiwan’s economy too vulnerable to the economic ups and downs of the rest of world.  

What Taiwan needs to do now is to increase domestic demand by improving its infrastructure to build the foundation for a future economy dominated by high-tech industries and led by first-rate science and engineering personnel produced in an improved education system.  The identification of viable and useful projects should be an ongoing process so that the projects can be implemented as necessary when exports decelerate or decrease because of economic downturns in Taiwan’s export markets.

I recommend that the ROC government form a group within a major research organization to prepare viable economic reforms for post-communist Mainland China.  Once the Mainland discards communism, it is in the interest of the ROC government and the people in Taiwan to help the Mainland become a viable and prosperous economy.  A more prosperous Mainland economy can only improve the economic and political relations between the two Chinas.

APPENDIX – PRC-ROC STATISTICS

	Table A-1 – PRC GDP and %Changes, 1952 to 2001.



	Year
	Nominal GDP, in 10,000 Yuan 
	%CH in Nominal GDP

	1952
	679
	

	1953
	824
	21.35%

	1954
	859
	4.25%

	1955
	910
	5.94%

	1956
	1028
	12.97%

	1957
	1068
	3.89%

	1958
	1307
	22.38%

	1959
	1439
	10.10%

	1960
	1457
	1.25%

	1961
	1220
	-16.27%

	1962
	1149.3
	-5.80%

	1963
	1233.3
	7.31%

	1964
	1454
	17.90%

	1965
	1716.1
	18.03%

	1966
	1868
	8.85%

	1967
	1773.9
	-5.04%

	1968
	1723.1
	-2.86%

	1969
	1937.9
	12.47%

	1970
	2252.7
	16.24%

	1971
	2426.4
	7.71%

	1972
	2518.1
	3.78%

	1973
	2720.9
	8.05%

	1974
	2789.9
	2.54%

	1975
	2997.3
	7.43%

	1976
	2943.7
	-1.79%

	1977
	3201.9
	8.77%

	1978
	3624.1
	13.19%

	1979
	4038.2
	11.43%

	1980
	4517.8
	11.88%

	1981
	4862.4
	7.63%

	1982
	5294.7
	8.89%

	1983
	5934.5
	12.08%

	1984
	7171
	20.84%

	1985
	8964.4
	25.01%

	1986
	10202.2
	13.81%

	1987
	11962.5
	17.25%

	1988
	14928.3
	24.79%

	1989
	16909.2
	13.27%

	1990
	18547.9
	9.69%

	1991
	21617.8
	16.55%

	1992
	26638.1
	23.22%

	1993
	34634.4
	30.02%

	1994
	46759.4
	35.01%

	1995
	58478.1
	25.06%

	1996
	67884.6
	16.09%

	1997
	74462.6
	9.69%

	1998
	78345.2
	5.21%

	1999
	82067.5
	4.75%

	2000
	89442.2
	8.99%

	2001
	95933.3
	7.26%

	SOURCE: TABLE 3-1, CHINA STATISTICAL YEARBOOK, 2002

Note: %Change Calculations by author




	Table A-2 – PRC REAL GROSS DOMESTIC PRODUCT INDICES AND % CHANGE IN REAL GDP, 1952-2001


	
	REAL
	%CH

	Year
	GDP INDEX
	REALGDP

	1952
	 
	 

	1953
	115.6 
	15.60%

	1954
	104.2 
	4.20%

	1955
	106.8 
	6.80%

	1956
	115.0 
	15.00%

	1957
	105.1 
	5.10%

	1958
	121.3 
	21.30%

	1959
	108.8 
	8.80%

	1960
	99.7 
	-0.30%

	1961
	72.7 
	-27.30%

	1962
	94.4 
	-5.60%

	1963
	110.2 
	10.20%

	1964
	118.3 
	18.30%

	1965
	117.0 
	17.00%

	1966
	110.7 
	10.70%

	1967
	94.3 
	-5.70%

	1968
	95.9 
	-4.10%

	1969
	116.9 
	16.90%

	1970
	119.4 
	19.40%

	1971
	107.0 
	7.00%

	1972
	103.8 
	3.80%

	1973
	107.9 
	7.90%

	1974
	102.3 
	2.30%

	1975
	108.7 
	8.70%

	1976
	98.4 
	-1.60%

	1977
	107.6 
	7.60%

	1978
	111.7 
	11.70%

	1979
	107.6 
	7.60%

	1980
	107.8 
	7.80%

	1981
	105.2 
	5.20%

	1982
	109.1 
	9.10%

	1983
	110.9 
	10.90%

	1984
	115.2 
	15.20%

	1985
	113.5 
	13.50%

	1986
	108.8 
	8.80%

	1987
	111.6 
	11.60%

	1988
	111.3 
	11.30%

	1989
	104.1 
	4.10%

	1990
	103.8 
	3.80%

	1991
	109.2 
	9.20%

	1992
	114.2 
	14.20%

	1993
	113.5 
	13.50%

	1994
	112.6 
	12.60%

	1995
	110.5 
	10.50%

	1997
	108.8 
	8.80%

	1998
	107.8 
	7.81%

	1999
	107.2
	7.20%


 2000         108.4                8.40%

 2001        107.0                7.0% 

SOURCE: Table 3-3, China Statistical Yearbook, 2002

Note: %Change Calculations by author

	Table A-3 – PRC data on National Income and Prices, 1952-1980


    PRICE    YEAR %CH PRICE   NATIONAL %CH      %CH NI   

    INDEX                     INCOME   REAL NI           

                              [NI]                       

              1949               358                     

               50                426              18.99  

       112     51                497              16.67  

       111     52     -.89       589     19.40    18.51  

       116     53     4.50       709     15.87    20.37  

       118     54     1.72       748      3.78     5.50  

       120     55     1.69       788      3.65     5.35  

       120     56      .00       882     11.93    11.93  

       121     57      .83       908      2.11     2.95  

       122     58      .83       1118    22.30    23.13  

       123     59      .82       1222     8.48     9.30  

       126     60     2.44       1220    -2.60     -.16  

       147     61     16.67      996     -35.03   -18.36 

       152     62     3.40       924     -10.63   -7.23  

       143     63     -5.92      1000    14.15     8.23  

       138     64     -3.50      1166    20.10    16.60  

       135     65     -2.17      1387    21.13    18.95  

       134     66     -.74       1586    15.09    14.35  

       133     67     -.75       1487    -5.50    -6.24  

       133     68      .00       1415    -4.84    -4.84  

       132     69     -.75       1617    15.03    14.28  

       132     70      .00       1926    19.11    19.11  

       130     71     -1.52      2077     9.36     7.84  

       130     72      .00       2136     2.84     2.84  

       131     73      .77       2318     7.75     8.52  

       132     74      .76       2348     .53      1.29  

       132     75      .00       2503     6.60     6.60  

       132     76      .00       2427    -3.04    -3.04  

       135     77     2.27       2644     6.67     8.94  

       136     78      .74       3010    13.10    13.84  

       139     79     2.21       3350     9.09    11.30  

       147     80     5.76       3688     4.33    10.09  

SOURCE: China Statistical Yearbook, 1984

	Table A-7:  ROC GDP, 

IN 1981 PRICES, 1952-2001



	YEAR
	1000 NT$

	1952
	145856

	1953
	159438

	1954
	174693

	1955
	188816

	1956
	199214

	1957
	213925

	1958
	228324

	1959
	245761

	1960
	261289

	1961
	279255

	1962
	301222

	1963
	329441

	1964
	369638

	1965
	410863

	1966
	447597

	1967
	495235

	1968
	540552

	1969
	588513

	1970
	655280

	1971
	738989

	1972
	836865

	1973
	944559

	1974
	955209

	1975
	1000993

	1976
	1137703

	1977
	1251297

	1978
	1419934

	1979
	1535843

	1980
	1749258

	1981
	1749447

	1982
	1797845

	1983
	1936281

	1984
	2121377

	1985
	2208138

	1986
	2569094

	1987
	2896525

	1988
	3123624

	1989
	3380775

	1990
	3563167

	1991
	3832329

	1992
	4119273

	1993
	4408190

	1994
	4721526

	1995
	5024769

	1996
	5331465

	1997
	5687439

	1998
	5947378

	1999
	6269962

	2000
	6637280

	2001
	6510560


SOURCE: Taiwan’s Statistical Yearbook, 2002, Council of Economic Planning and Development
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