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How would you describe the Chinese economy since the reforms and opening in 1978? Is it communist, capitalist, market-socialist – or something else?


The Chinese economy before 1978 had been characterised as communist[footnoteRef:2]. Under Mao Zedong, the state maintained an omnipotent rule over the economy. A communist himself, Mao believed the solution to economic success was rooted in Marxism, which is centred on the ideals of equal distribution of economic resources in a state[footnoteRef:3]. As such Mao established a centralised economy. However, his stringent focus on Marxist ideology, would see the failure of his economic strategy and thus sparked the 1978 reforms and opening. Scholars would mark this the start of China's slow economic transition from Marxism to capitalism. The reforms were somewhat kick-started on Deng Xiaopings observation of Lee Kuan Yew in Singapore, whose economy was found to be far more dynamic than China's. Deng realised the importance of decentralisation and free market economy. Subsequently, he would initiate the liberalisation of the Chinese economy, following in the footsteps of Adam Smith, the pioneer of free market economy[footnoteRef:4]. Despite this, Deng would not completely transition the economic system to a capitalist one. Research affirms that he was a pragmatic leader who understood that whilst China needed to decentralise its markets, it was important to retain the principles upon which the Chinese economy was built. This is shown in his comments made in the 1984 article released by The People’s Daily stating, ‘[By] Marxism we mean Marxism that is integrated with Chinese conditions, and by socialism we mean a socialism that is tailored to Chinese conditions and has a specifically Chinese character’[footnoteRef:5]. It is important to note that whilst Deng mentions an adherence to ‘Marxism’ and ‘socialism’, much of the reforms were rooted in capitalist ideals undoubtedly. In proposing an intense critique of China’s economic system, one could, as Eli Friedman suggest, start with determining the style of ideology that best describes it, in this case it is capitalism, specifically state-capitalism. This essay will explore the ways in which the Chinese economy has been characterised by a multitude of different ideologies since the reforms and opening of 1978, but ultimately conclude that the economy is state capitalist. [2:  Chu-yuan Cheng and Zhuyuan Zheng, The Economy of Communist, China 1949-1969: With a Bibliography of Selected Materials on Chinese Economic Development, (United States: University of Michigan, 1971), p. 57.]  [3:  Khalid Butt and Sarah Sajid, ‘Chinese Economy under Mao Zedong and Deng Xiaoping’, 25. 1(2018), 169-178 (p. 172).]  [4:  Adam Smith, His Life, Thought, and Legacy, ed. By Ryan Patrick Hanley (Spain: Princeton University Press, 2016), pp.138-142 (p. 149).]  [5:  Maria Hsia Chang. ‘The Thought of Deng Xiaoping’, Communist and Post-Communist Studies, 29.4 (1996), 377–94 (p. 398). http://www.jstor.org/stable/45301989> [9/10/ 22].
] 


When it comes to the topic of describing the Chinese economy since 1978, most can readily agree that much of China’s rapid economic growth is owed to its embrace of capitalist dogma like profit motive and private ownership. Mao’s Marxist ideals of shared ownership of the means of production within the Chinese economic system were somewhat dismantled by Deng’s agricultural reforms post 1978. For a long time, the Chinese Communist Party had mismanaged the agriculture sector, causing production and food supply to become so insufficient that government officials warned that China would once again suffer the consequences of the Great Leap Forward, dubbed the Disasters of 1959. Deng decollectivized agriculture and placed emphasis on the household responsibility-system, that would see communes and collectives divided into private plots and then leased back to peasants who were urged to develop crops to sell in private markets. This would allow peasants to exercise formal control of their land if they sold a contracted portion of their crops to the government. As a result, agricultural production increased by 25% by 1985[footnoteRef:6]. By the 1980s, the north of China would also see an increase in labour productivity by around 50%[footnoteRef:7]. Deng’s agriculture reforms were reminiscent of the USSR’s 1921 New Economic Policy (NEP)[footnoteRef:8] that would include the return of most agriculture to private ownership and management. The USSR would allow the peasantry, like that in Deng’s reforms, to own and cultivate their own land allowing managers and small businessmen would flourish in this period. Certainly, Deng’s reform would demonstrate the invisible hand theory[footnoteRef:9], a concept cultivated by Adam Smith. Smith deplores ideas of government intervention, and instead advocates for individuals, in a free market economy, to operate through a system of mutual interdependence rather than the government.  In the case of the Chinese economy, the peasants (the individuals), are given the opportunity to control the price of their crops at market and earn a profit without the interference of the Chinese state. As such, one can form the opinion that Deng’s policy would move China away from Mao’s communist ideals of shared ownership and state intervention, and instead allow capitalists ideals of private equity and limited government intervention to exist within the realms of the Chinese economy.   [6:  Zhun Xu, From Commune to Capitalism: How China’s Peasants Lost Collective Farming and Gained Urban Poverty, (United States: Monthly Review Press, 2018), p. 169.]  [7:  Kent G. Deng, China's Political Economy in Modern Times: Changes and Economic Consequences, 1800-2000 (United Kingdom: Taylor & Francis, 2011), p. 76.]  [8:  R. W. Davies, From Tsarism to the New Economic Policy: Continuity and Change in the Economy of the U. S. S. R (United Kingdom: Palgrave Macmillan UK, 1990), p. 338.]  [9:  Renee Prendergast, ‘The Concept of Freedom and Its Relation to Economic Development’, A Critical Appreciation of the Work of Amartya Sen, 29. 6 (2005), 1145–1170 (p. 1159).] 


Furthermore, since the Open-door policy and reforms of 1978, China would once again demonstrate the acquisition of capitalist principles of a free-market economy and limited government intervention. China’s introduction of Special Economic Zones (SEZs) has developed over time, with Deng establishing the first SEZs in the 1980s. They are often seen as the beginning of China’s foreign trade. The first zones were in four provinces, Xiamen, Shantou, Shenzhen, and Zhuhai[footnoteRef:10]. The objective of the SEZs differs in scope and role[footnoteRef:11]. Some areas were designated as geographical areas where economic functions were supported by special policies and measures. Free-trade zones, technical innovation parks, and bonded zones, among others, enabled a wide range of industries to experiment and innovate. The zones were given greater flexible governing methods and free market-oriented economic policies, in comparison to the planned economy implemented elsewhere. Following the success of the initial four zones, the government then decided to increase the number of zones to thirteen. By 2007 China had exceeded its entire GDP in 1979[footnoteRef:12]. In 2010, China had outpaced Japan to become the world’s second largest economy[footnoteRef:13]. The SEZs have since contributed to 22% of China’s GDP, 45% of total foreign direct investment, and 60% of exports[footnoteRef:14]. They are estimated to have created over 30 million jobs and lifted more than 400 million people out of poverty and accelerated industrialisation, agricultural modernisation, and urbanisation[footnoteRef:15]. China in the post-1978 economic era, significantly benefitted from SEZs as it strengthened China’s descent into capitalism. By attracting international capital and technology, SEZs stimulated development and hurried China’s integration into the global economy.  Capitalist ideals of self-interest, in which people act for their own benefit regardless of socio-political pressure, were allowed to flourish in these areas, encouraging local entrepreneurship, thus perpetuating the label of capitalism that many scholars have assigned the Chinese economy. [10:  Studies on China's Special Economic Zones 3, ed. by Yiming Yuan (Germany: Springer Singapore, 2019), pp. 57-69 (p. 64).]  [11:  Wei Ge, Special economic zones and the economic transition in China (Singapore: World Scientific, 1999), p. 155.]  [12:  Xuguang Song, Understanding Chinese GDP (Singapore: Springer Nature Singapore, 2019), p. 245.]  [13:  Douglas Zhihua Zeng, ‘Building Engines for Growth and Competitiveness in China’, Experience with Special Economic Zones and Industrial Clusters, 3.3 (United States, World Bank: 2010), 174-210 (p. 188).]  [14:  Zeng, ‘Building Engines for Growth and Competitiveness in China’, Experience with Special Economic Zones and Industrial Clusters, 3.3 (2010), 174-210 (p. 188).]  [15:  Zeng, ‘Building Engines for Growth and Competitiveness in China’, Experience with Special Economic Zones and Industrial Clusters, 3.3 (2010), 174-210 (p. 188).] 


However, whilst much of the reforms and opening could certainly serve the argument that China’s economy is capitalist, Chinese leaders such as Deng Xiaoping and Xi Jinping have maintained that it is in fact socialist[footnoteRef:16].  A socialist economy offers ‘collective ownership, usually through a state-controlled agency […], socialist market economies generally discourage private ownership’[footnoteRef:17]. David Faure, contextualises the thoughts, of policy makers during the period of the reforms and opening stating, ‘back in 1978, no- one foresaw the extent to which privatisation might go’[footnoteRef:18]. Faure offers insight into the idea that the Chinese Communist Party did not intentionally try to shift the economy to a capitalist one, rather, its success on the world stage exceeded their expectations and inspired further adoption of capitalist ideals. Why would it wish to return its economy to a dogma that did not serve its citizens or its reputation on the world stage? However, to retain ‘Chinese characteristics’ within the economy, China did not wholly adapt the capitalist principles of private ownership. In 1956, Mao abolished private property ownership and it has never been returned, not even under Deng’s leadership. All land, natural resources, and a great deal of the means of production belong to the Chinese Communist party. According to article 10 of the Chinese constitution, ‘land within suburban and rural areas are owned by the state or collectives; land in cities is owned by the state’[footnoteRef:19]. Chinese legislation simply does not allow individuals to privately own land, but instead allows them to obtain transferable land-use rights at a fee for several years.  Such policies are somewhat in line with the ideals of Georgism, closely linked to socialist ideals, that argued that private ownership contributed to inequality and poverty within society and thus the state should own all natural resources[footnoteRef:20]. China’s laws contradict capitalist ideals of limited government intervention, as the state essentially still owns the land that an individual’s property is built upon. Political editor Zhou Xin agrees when he writes, ‘it is tempting to claim China has embraced a raw form of […] capitalism or it has even become more capitalist than the West. It has not’[footnoteRef:21]. Whilst one can agree that China has not embraced a ‘raw’ form of capitalism, it is impossible to conclude that its economy is socialist, but rather it has adopted state-capitalism, a mixture of capitalist ideals with some state intervention.  [16:  Stephen McDonell, ‘Changing China: Xi Jinping’s effort to socialism’, BBC, 23 September 2021. < https://www.bbc.co.uk/news/business-58579831> [accessed 7 October 2022].]  [17:  Shobhit Seth, Socialist Market Economies: How China, Cuba, and North Korea Work (2021) https://www.investopedia.com/articles/investing/081514/socialist-economies-how-china-cuba-and-north-korea-work.asp [accessed 6 October 2022].]  [18:  Raymond Lotta, ‘China’s Rise in the World Economy’, Economic and Political Weekly, 44.8 (2009), 29–34 (p. 31) <http://www.jstor.org/stable/40278526> [accessed 9 October 2022].]  [19:  Lotta, ‘China’s Rise in the World Economy’, p.32.]  [20:  Chris Tame, The Land Question in Classical Liberal Thought and the Georgist Contribution: A Bibliography, (London: CreateSpace Independent Publishing Platform, 2016) p. 345.
]  [21:  Xin Zhou, ‘Why the socialist element of China’s economy is important’, South China Morning Post, 26 April 2021. < https://www.scmp.com/economy/china-economy/article/3131151/why-socialist-element-chinas-market-economy-important> [accessed 6 October 2022].] 


Further to this, the rule of law is a crucial principle to decipher whether an economy can be classed as a sustainable capitalist economy, as well as limited government intervention. A capitalist economy is dependent on long-term agreements and contracts being upheld. John Marshall states that the rule of law implies that ‘every person is subject to the law, including persons who are law makers, law enforcement officials, and judges’[footnoteRef:22]. In this sense, it stands in stark contrast to authoritarian states, where rulers are often held above the law. The right to own property and the right to not be deprived of it arbitrarily, were fundamental to the ‘interests fought for in the first generation of civil liberties and political rights in the American and French revolutions and the rise of Capitalism’[footnoteRef:23]. Arguably, land and businesses in China are not safe from the arbitrary hand of the state because local government can and do seize property, evict the nominal owners, and create new infrastructure projects, effectively compelling the previous owners to agree with whatever the outcome. Government involvement would become far more prominent in 2012, when Xi Jinping rose to power. He would extoll the importance of the state’s involvement in the economy and engineer a shift in policy to drive the Chinese economy towards a far more state-controlled institution. At the time that he took office, private firms were responsible for around 50% of all investments in China and 75% of economic output[footnoteRef:24].  Nicolas Lardy, a US economist, highlights Xi Jinping’s efforts to reintroduce greater state control, by concluding in his study that, ‘since 2021, private market driven growth has given way to a resurgence of the role of the state’[footnoteRef:25].  A notable example of China’s hand in a private business can be seen in that of the Chinese telecommunications company, Huawei. In early 2019, US officials launched an investigation into the Chinese telecommunications company Huawei, for allegedly facilitating the Chinese government in spying on the United States and its allies, citing, ‘the party’s systematic infiltration of private companies, and second with the introduction of a new national intelligence law in 2017’[footnoteRef:26]. The law states that any ‘organisation and citizen shall support and cooperate in national intelligence work’[footnoteRef:27]. When asked about entrepreneurs in China, the director of the US National Counterintelligence and Security Centre, referenced the policies in asserting that the relationship between Chinese companies and the Chinese government ‘aren’t like private sector company relationships with governments in the west’[footnoteRef:28]. Capitalists can, of course, establish businesses; however, they do so at the pleasure of the Chinese Communist State. Their businesses can indeed be seized arbitrarily, and in some instances are, with no recourse. Certainly, this prompts questions such as is the Chinese economy capitalist, and if so, then where are the capitalist? Whilst we can acknowledge that the Chinese economy has some elements of market socialism, it simply does not adhere to enough of its principles. Instead, this makes a viable case for China’s economy to be described as state-capitalist as whilst it has some government intervention, it does comply with core capitalist principles.  [22:  John V. Orth, ‘John Marshall and the Rule of Law’, South Carolina Law Review, 49.3 (1998), 633–649 (p.653) <https://scholarcommons.sc.edu/cgi/viewcontent.cgi?article=3280&context=sclr> [accessed 9 October 2022].]  [23:  Burns H. Weston, Britannica, Liberte: civil and political rights (2022) < https://www.britannica.com/topic/human-rights/Human-rights-in-the-early-21st-century> [accessed 3 October 2022].]  [24:  Richard McGregor, ‘How the state runs business in China’, The Guardian, 25 July 2019. <https://www.theguardian.com/world/2019/jul/25/china-business-xi-jinping-communist-party-state-private-enterprise-huawei> [accessed 5 October 2022].]  [25:  Nicholas R. Lardy, The State Strikes Back: The End of Economic Reform in China?,  (United States: Peterson Institute for International Economics, 2019), p.157.]  [26:  McGregor, ‘How the state runs business in China’, 2019.]  [27:  McGregor, ‘How the state runs business in China’, 2019.]  [28:  McGregor, ‘How the state runs business in China’, 2019.] 


In conclusion, the Chinese economy has received a multitude of ideological labels since the reforms and opening of 1978. There is certainly a case to be made about describing it as socialist with its slight disregard for the rule of law, as seen in the case of Huawei and the states ownership of all resources, namely private property. However, there is simply no doubt that it is state capitalist.  Opening the country for transnational trade and foreign investment through the implementation of SEZs and the de-collectivisation of agriculture, amongst other thing, serves as excellent examples. Perhaps the best way to describe the Chinese economy is as a veneer of market economics[footnoteRef:29] or a capitalist economy with a government that claims to be communist. One could draw the conclusion that it is both state capitalism with a framework of Communist party rule. Deng was a pragmatic leader himself; in fact, he once said, ‘It doesn't matter whether a cat is black or white, as long as it catches mice’[footnoteRef:30]. It was evident that if the economy was functioning, then it was a good economy. He was a leader far more focused on results than retaining the once ‘communist’ dogma or doctrine. [29:  Lotta, ‘China’s Rise in the World Economy’, p.32.]  [30:  Lotta, ‘China’s Rise in the World Economy’, p.32.] 
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