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Dear P h i l  : 

The Chinese Coiii~r~unists have r e c e n t l y  proclaiiiled a 
new " g e n e r a l  l i n e  of t h e  s t a t e  d u r i n g  t h e  p e r i o d  of t r a n s i t i o n t t  
which marks a n o t h e r  phase of t h e i r  program t o  s o c i a l i z e  i n d u s t r y  
and commerce i n  China. Under t h e  s l o g a n  of "encouraging  p r i v a t e  
c a p i t a l  t o  develop  toward s t a t e  cap i t a l i sm, ! '  t h i s  new d e f i n i t i o n  
of economic p o l i c y  o u t l i n e s  t h e  p rocess  by which p r i v a t e  e n t e r-  
p r i s e  i n  China is t o  be changed and l i q u i d a t e d ,  s t e p  by s t e p ,  
"over  a c o n s i d e r a b l y  l o n g  p e r i o d  of t ime?  The new p o l i c y  
proposes  t h a t  t h e  remaining  p r i v a t e  e n t e r p r i s e  i n  t n e  count ry  
p a s s  th rough  s e v e r a l  s t a g e s  of " s t a t e  ~ a p i t a l i s m , ~ ~ '  each  of 
which r e p r e s e n t s  a n  i n c r e a s e  of d i r e c t  government c o n t r o 1 , t o  
p r e p a r e  t h e  way f o r  u l t i m a t e  s o c i a l i z a t i o n .  

The number of p r i v a t e  e n t e r p r i s e s  i n  Cbmmunist China is 
s t e a d i l y  s k i n k i n g ,  and c u r r e n t  government p o l i c y  ruakes c l e a r  
t h a t  t h o s e  which cont inue  t o  e x i s t  d u r i n g  t h e  " p e r i o d  of  
t r a n s i t i o n v  t o  socia%sm w i l l  l o s e  a l l  of t h e i r  independence 
as t h e y  go th rough  t h e  v a r i o u s  s t a g e s  of " s t a t e  c a p i t a l i s m ."  

S i n c e r e l y  yours ,  

A, Doak 3 a r n e t t  
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A M E R I C A N  U N I V E R S I T I E S  FIELD S T A F F  
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THE METMORPHOSIS OF PRIVATE ENTERPRISE 
I N  COUUNIST CHINA 

A, Doak Barnet t  

D i a l e c t i c a l  materialism, according t o  Emile .Burns i n  
h i s  book What i s  Marxism?, is  t h e  view. which holds " t h a t  ( r e a l i t y )  
is n o t  s t a t i c ,  but i n  mot'ion, developing and dying away; t h a t  
t h i s  development i s  gradual  up t o  a  poin t ,  when t h e r e  i s  a  sharp 
break and something new appears; t h a t  t h e  development takes  
p lace  because of i n t e r n a l  c o n f l i c t ,  and t h e .  sharp break i s  t h e  
v i c t o r y  of t h e  r i s i n g  f a c t o r  over t h e  dying factor , I1 

R e a l i t y  is c e r t a i n l y  not s t a t i c  i n  CommtLnist China 
today, The d i a l e c t i c  of s o c i a l ,  p o l i t i c a l  and economic revolu t ion  
continues t o  unfold,  a s  Chinese s o c i e t y  goes through the  process 
of "developing and dying away." 

In t h e  economic sphere, t h e  s teady development of a  
s ta te- cont ro l led  f l s o c i a l i s t l t  economy continues,  and a s  a  r e s u l t  
of t h e  i n t e r n a l  c o n f l i c t s  involved i n  t h i s  process,  t h e  p r i v a t e  
economy i s  slowly but  s u r e l y  dying, e spec ia l ly  i n  urban areas. 
And t h e  ves t iges  of t h e  p r i v a t e  economy a r e  undergoing a  b a s i c  
t r a n s f  onnation. 

The Chinese Comunists  have recen t ly  proclaimed a  
new "general  l i n e  of t h e  s t a t e  during t h e  per iod of t r a n s i t i o n t 1  
which marks another phase of t h e i r  program t o  s o c i a l i z e  indus t ry  
and commerce i n  China, Under t h e  s logan of 'lencouraging p r i v a t e  
capi t  a 1  t o  develop toward s t a t e  capi ta l i sm,  t t  t h i s  new d e f i n i t i o n  
of economic pol icy o u t l i n e s  t h e  process by which p r i v a t e  en ter-  
p r i s e  i n  China i s  t o  be changed and l iqu ida ted ,  s t e p  by s t ep ,  
"over a  considerably long period o f  time, I' 

Although t h e  Chinese Comunists  have always maintained 
t h a t  they would s o c i a l i z e  China's economy a s  soon a s  it became 
f e a s i b l e ,  and have f rank ly  s t a t e d  tha t  t h e  present  coexis tence 
of s t a t e  and p r i v a t e  e n t e r p r i s e  is temporary and t a c t i c a l ,  a 
s u b s t a n t i a l  change has taken place i n  the  treatment of p r i v a t e  
s e c t o r s  of the  economy during t h e  p a s t  f o u r  years,  

I n  1949, the  Common Program, a  genera l  o u t l i n e  of 
government p o l i c i e s ,  made c l e a r  t h a t  state-owned e n t e r p r i s e s  
would be  " the leading f o r c e  of  t h e  e n t i r e  s o c i a l  economy," but  
i t  a l s o  s t a t e d  t h a t  " the  People's Government & a l l  encourage 
t h e  a c t i y e  operat ion cf a l l  p r iva te  economic e n t e r p r i s e s  benefi-  
c i a l  t o  t h e  n a t i o n a l  welfare and t o  the people 's  l ive l ihood  and 
s h a l l  a s s i s t  i n  t h e i r  development,'' Many, i f  not  most, Chinese 



businessmen i n t e r p r e t e d  t h i s  t o  mean t h a t  i f  t h e i r  p r i v a t e  
f a c t o r i e s  and s M p s  were not  l iqu ida ted  or na t ional ized ,  they 
wauld be a b l e  t o  continue t o  funct ion ,  f o r  an  undetermined but  
f a i r l y  long period o f  time, a s  p r i v a t e  en te rp r i ses ,  Despi te  
the  s teady inc rease  of government con t ro l s  over t h e  e n t i r e  economy, 
th.e optimism of some businessmen continued u n t i l  1952, Then, 
suddenly, p r i v a t e  e n t e r p r i s e  was subjected t o  severe a t t a c k  i n  
t h e  Five Anti Campaign aga ins t  b r ibe ry ,  t a x  evasion, s t e a l i n g  
o f  s t a t e  property,  cheat ing on government con t rac t s ,  and s t e a l i n g  
s t a t e  economic in te l l igence ,  ( see  AsDsB.  -1952-2 through 6, which 
descr ibe  t h i s  cavpaign. ) The Five Anti  Campaign in t imidated  
t h e  bus iness  c l a s s ,  took away much of i t s  c a p i t a l ,  and g r e a t l y  
increased government con t ro l  over p r i v a t e  en terpr i se .  By the  
end of t h e  campaign, i n  t h e  summer of 1952, t h e  independence of 
p r i v a t e  businessmen had been undermined t o  such an extent  t h a t  
i n  many cases a  process  of p a r t i a l  s o c i a l i z a t i o n  had taken 
place without a c t u a l  na t iona l i za t ion ,  Chinese businessmen woke up 
t o  the  f a c t  t h a t  t h e  immediate a l t e r n a t i v e s  fac ing  them were not  
clear- cut.  It was not a  mat ter  of p r i v a t e  e n t e r p r i s e  or complete 
s o c i a l i z a t i o n ,  They r e a l i z e d  t h a t  l i k e  tadpoles  they might go 
through a  s teady metamorphosis and end up being toads without 
q u i t e  knowing what had happened. 

This metamorphosis has,  i n  f a c t ,  been going on f o r  some 
time, bu t  n e i t h e r  t h e  Comunist  l eader s  i n  China nor t h e i r  
bus iness  vict ims have been c l e a r  about the s t a g e s  involved i n  
t h e  process, i h i c h  t o  da te  has  been r a t h e r  haphazard, Now, t h e  
newly-proclaimed "general l i n e  of t h e  s t a t e  during t h e  per iod 
of t r a n s i t  ion" out l i n e s  seve ra l  d i s t i n c t  s t ages  by which the  
Chire s e  Communists plan t o  s o c i a l i z e  what remains of p r i v a t e  
e n t e r p r i s e  i n  the  Chinese economy, 

This c l a r i f i c a t i o n ,  needless  t o  say, has not  pleased 
c h i n a ' s  businessmen, Recent a r r i v a l s  from Shanghai r epor t  t h a t  
d e s p i t e  genera l  a u s t e r i t y ,  food shor tages  and ra t ion ing  of gra in ,  
t h e  n igh t  clubs and expensive r e s t a u r a n t s  i n  t h a t  metropol is  a r e  
experiencing a  p e c u l i a r  boom a s  businessmen, pdth an "ea t ,  drink 
and be merry" a t t i t u d e ,  spend t h e  money they have l e f t ,  The 
prospect  of los ing  t h e i r  tadpolehood and tu rn ing  i n t o  toads 
through severa l  s t ages  o f  " s t a t e  capi tal ism" is  un insp i r ing  f o r  
Chinese businessmen, t o  say t h e  leas t .  

"S ta te  capi tal ism,"  s a i d  t h e  o f f i c i a l  Peking People 's  
Daily i n  explaining t h e  new "general  l i n e  of t h e  s t a t e f t  on 
November 11, "is t h e  economic a l l i a n c e  between s o c i a l i s t  elements 
and c a p i t a l i s t  elements under t h e  d i r e c t  l eader sh ip  of t h e  
s o c i a l i s t  economy. S t a t e  c a p i t a l i s t  e n t e r p r i s e s  a r e  those 
c a p i t a l i s t  e n t e r p r i s e s  which, under the  con t ro l  of t h e  People's 
Government, and employing v a r i o u s  forms, l i n k  themselves and 
cooperate wi th  t h e  state-owned s o c i a l i s t  economy, and accept 
t h e  supervis ion  of t h e  working c l a s s ,  S t a t e  c a p i t a l i s t  economy 
i s  s t i l l  not  s o c i a l i s t  economy, but  i t  i s  no longer  p r i v a t e  . 
c a p i t a l i s t  economy i n  i t s  genera l  sense,  and i s  an economy of a  
t r a n s i t i o n a l  nature,"  



On the  previous day, L i  Wei-han, a  leading Comunist  
Par ty  member who i s  Vice-chairman of t h e  Peking regime's 
C o m i t t e e  of F inanc ia l  and Economic Af'fairs, had made a  major 
speech o u t l i n i n g  t h e  "general  l i n e  of t h e  s t a t e t '  ' t o  the f i rs t  
National Congress of the All-China Federat ion o f  I n d u s t r i a l  and 
Comerc in l  Circles .  The two main economic tasks  a t  present  i n  
China, L i  s t a t e d ,  a re  t h e  development of t h e  s o c i a l i s t  s e c t o r s  

' of t h e  economy and "reform o f  t h e  non-Socielist  sectors. t1 The 
governmnt ' s  pol icy toward p r i v a t e  indus t ry  and commerce, he 
sa id ,  i s  one of " u t i l i z a t i o n ,  r e s t r i c t i o n  and reform" - reform 
meaning " the  leading of d i f  repent  en te rp r i ses ,  i n  accordance 
with t h e i r  d i f f e r e n t  condi t ions,  on t o  t h e  p a t h  of' s t a t e  capi-  
ta l i sm,  so a s  t o  f a c i l i t a t e  t h e  f i n a l  r e a l i z a t i o n ,  when t h e  
condi t ions e x i s t ,  f o r  t h e i r  s o c i a l i s t  reform." 

Li Wei-han's November 10 speech t o  t h e  organized 
" representa t ives"  of Chinese indus t ry  and c m e r c e  w i l l  un- 
doubtedly remain a  landmark i n  the development of one important 
phase of Chinese Cofmunist economic policy. He began by s t a t i n g  
t h a t  the  first s t age  of ch ina ' s  two-stage revolu t ion  ("new 
d m o c r a t i c  revolut ion"  and llsboc i a l i s  t revolution") ended with the 
founding of t h e  Peking reg ive  i n  1949, and tha t  China is  now i n  
a  t r a n s i t i o n a l  per iod leading t o  s o c i a l i s t  i n d u s t r i a l i z a t i o n ,  
He went on t o  say t h a t  i n  this t r a n s i t i o n  both a g r i c u l t u r e  and 
p r i v a t e  indus t ry  and corrlmerce must be  "ref onned,? The prescr ibed 
s t a g e s  f o r  t h e  metamorphosis of a g r i c u l t u r e  - mutual a i d  teams, 
a g r i c u l t u r a l  producers'  cooperatives and f i m l l y  c o l l e c t i v e s  - 
a r e  not  new (see A.D.B. -1952-9, The Road t o  ~ o l l e c t i v i z a t i o n ) ,  
and i n  t h i s  f i e l d  ~ i ' s  statement merely marked a  dec is ion  t o  
proceed according t o  plan. ( ~ f t e r  a  r ap id  s t a r t  i n  t h e  d i r e c t i o n  
o f  c o l l e c t i v i z a t i o n  i n  1952, the  Chinese Comunists  slowed down 
considerably on t h i s  program i n  1953.) L i ' s  d e f i n i t i o n  of severa l  
s t a g e s  f o r  t h e  transformat ion of p r i v a t e  indus t ry  and commerce 
i n t o  s o c i a l i z e d  e n t e r p r i s e  i s  nevi, however, and throws a d d i t i o n a l  
l i g h t  on the road t o  ~ c i a l i z a t i o n  i n  China, 

A l l  p r i v a t e  en te rp r i se ,  L i  implied, must pass through 
s t a g e s  of " s t a t e  capi tal ismt1 i n  preparat ion f o r  u l t ima te  
soc ia l i za t ion .  There a r e  s e v e r a l  d i f f e r e n t  forms of " s t a t e  
capi tal ism,t1 he said.  F i r s t  of a l l ,  t he re  a r e  t h e  "lower forms1' 
i n  which the s t a t e  merely purchases t h e  products of p r i v a t e  
indus t ry ,  a c t s  a s  s e l l i n g  agents f o r  industry,  or  dea ls  with 
p r i v a t e  merchants who must s e l l  a t  o f f i c i a l  r e t a i l  pr ices .  More 
advanced " intermediate  f ormstt include those i n  which t h e  s t a t e  
i n  dea l ing  with p r i v a t e  industry p laces  orders  f o r  processing 
jobs, orders  a l l ,  of an indus t ry ' s  production of f i n i s h e d  goal s, 
o r  underwrites t h e  marketing of an indus t ry ' s  e n t i r e  output. 
I n  commerce, the  " intermediate  formt' i s  one i n  which merchants 
b e c ~ m e  purchas ing o r  marketing agents f o r  government organizat ions,  
The "highest  formf

1 of " s t a t e  capi tal ism" i n  both indus t ry  and 
commerce i s  t h e  " joint  s t a t e- pr iva te  en terpr i se .  l1 



These various forms of " s t a t e  capi tal ism" ("new f o m s  
may y e t  b e  created,"  L i  s a i d )  represent ,  of course, merely d i f f e r -  
en t  degrees of d i r e c t  con t ro l  by s t a t e  economic organiza t ions  
and agencies, In  " j o i n t  s t a t e- pr iva te  en te rp r i ses ,"  government 
r ep resen ta t ives  a c t u a l l y  take  p a r t  i n  management and themselves 
make a l l  important dec is ions ,  But even t h e  ttlowertt forms 
involve a  high degree of government control .  "We know," s t a t e d  
t h e  Peking people 's  Dai ly i n  an e d i t o r i a l  on n'ovember 14, " tha t  
p r i v a t e  en te rp r i ses ,  once they have accepted at. ders  fronl the  
s t a t e  f o r  processing jobs and f i n i s h e d  products,  cease t o  be  
p r i v a t e  c a p i t a l i s t  e n t e r p r i s e s  i n  t h e  general  sense,  and become 
a kind o f  s t a t e  c a p i t a l i s t  en te rp r i se ,  Such e n t e r p r i s e s  c a r r y  
n o t  only a  moral obl iga t ion ,  but  a l s o  a  l e g a l  r e s p o n s i b i l i t y ,  , 
f o r  t h e  f u l f i l l m e n t  of t h e  s t a t e ' s  plans, Furthermore, t h e  
re la  t ionship  a r i s i n g  out o f  p lac ing  of orders  f o r  processing jobs 
and f i n i s h e d  products i s  not t h e  genera l  r e l a t i o n s h i p  between buyer 
and s e l l e r ,  nor  is i t  merely a  r e l a t i o n s h i p  bound by a  con t rac t ,  
but  r a the r  i t  i s  the r e l a t i o n s h i p  between a  l eader sh ip  pa r ty  and 
t h e  pa r ty  led,  Accordingly, such a c t s  a s  t h e  undermining of 
orders  pla ced f o r  processing jobs and f i n i s h e d  goods i n  the attempt 
t o  c r e a t e  d is turbances  and hold  sway i n  t h e  small  world provided 
by the  f r e e  market, a r e  obviously not  to le rab le  t o  the  government 
and t h e  people, 'l If p r i v a t e  businessmen r e s i s t ,  t h e  e d i t o r i a l  
warned, " they w i l l  be  heading on the  road of d e s t r u c t i o n  of  t h e i r  
own vo l i t ion .  

The funct ions  of p r i v a t e  e n t e r p r i s e  during th$s  t r a n s i t i o n  
period, according t o  the Chinese Communists, is  simplywto supply 
f in i shed  products t o  t h e  s t a t e "  (i, e,, produce on cont rac t  t o  

overnment organiza t ions) ,  a s s i s t  i n  the  " in ter f low of suppl ies"  
f i  , e,, t ake  p a r t  i n  domestic t r a d e  under t h e  control  of s t a t e  
t r ad ing  aqencies) , ''accumulate c a p i t a l  f o r  t h e  s t a t e t t  ( i ,  e., t u r n  
over surp luses  and p r o f i t s  t o  the s t a t e ,  through t axa t ion  and 
o the r  lev ies) ,and  ' ' t ra in  t echn ica l  and management cadres f o r  
industry t1 ( i ,  e,, pass on t h e i r  knowledge and s k i l l s  t o  government 
workers who w i l l  eventual ly  supercede p r i v a t e  en t repreneurs) ,  
P r o f i t s  a r e  t o  be  s t r i c t l y  regulated - a s  a r e  a l l  o the r  a spec t s  
of business  operat ions - and t h e  ne t  i n c m e  of p r i v a t e  enter-  
p r i s e s  i s  t o  be divided between the  s t a t e  income tax,  t h e  
operat ing reserves of e n t e r p r i s e s  themselves and welfare bonuses 
t o  employees, with t h e  remainder, which cannot exceed 25 per  cen t  
of n e t  i n c m e ,  going t o  managers and owners, Businessmen remain 
under a p a l l  o f  suspicion i n  which t h e i r  p o t e n t i a l  subversiveness 
is cons tant ly  emphasized, L i  Wei-han s t a t e d  tha t  "the b a s i c  
n a t u r e  of t h e  bourgeois c l a s s  t h a t ,  seeks s o l e l y  i t s  own p r o f i t s  
w i l l  i nev i t ab ly  produce an undermining inf luence  aga ins t  t h e  
s t a t e  and the people 's  l ivel ihood. . , . . i f  t h e r e  a re  no appropr ia te  
r e s t r i c t i o n s ,  o r  i f  the r e s t r i c t i o n s  a r e  n o t  adequate, t h e  e v i l  
na tu re  of t h e  bourgeois c l a s s  i n  seeking only p r o f i t  w i l l  a s s e r t  
i t s e l f , "  



To those  not  f a m i l i a r  wi th  Comunist  jargon, many of 
t h e  recent  s ta tements  on " the  genera l  l i n e  of the  s t a t e v  sound 
l i k e  gobbledegook* Why a r e  t h e r e  so many F ine  d i s t i n c t i o n s  
between d i f f e r e n t  "highertt and "lowerM fomns? Why don' t  t h e  
Chinese Communists n a t i o n a l i z e  a l l  economic e n t e r p r i s e s  completely 
and g e t  i t  over with? The answer i s  t h a t  t h e  Chinese Communists 
would l i k e  t o ,  but  recognize t h a t  they s t i l l  a r e  not  capable of 
tak ing  d i r e c t  con t ro l  o f  t h e  e n t i r e  economy, Economic planning . 
i s  i n  the  m a t  rudimentary s t a g e  in China, Even a s  f a r  a s  s t a t e -  
owned e n t e r p r i s e s  a r e  concerned, i t  i s  evident  tha t  although 
t h e  Chinese Communists have completed t h e  first year of t h e i r  
Five Year Plan, they s t i l l  do n o t  have any e f f e c t i v e  o v e r a l l  
p lan  o r  planning mechanism, Yet t h e  Peking regime be l i eves  i t  i s  
e s s e n t i a l  t o  subjec t  p r i v a t e  e n t e r p r i s e  t o  t h e i r  p lans  and con t ro l s  
a s  much a s  possible ,  Perhaps m a  t important, the Chinese Commun- 
ists s t i l l  have a  long way t o  go before  they can t r a i n  the  
bureaucra ts  who can t a k e  over the  managerial funct ions  of p r i v a t e  
businessmen. A t  p resent  they s i~np ly  cannot dispense with these  
businessmen, so  they a r e  t ry ing ,  by devious means, t o  convert 
a s  many businessmen a s  poss i b l e  i n t o  p a r t i a l  o r  conlplete eaployees 
o f  t h e  s t a t e  i n  t h e  var ious forms of " s t a t e  capitalism." Under 
" s t a t e  capi tal ism,"  t h e  entrepreneur funct ions  of businessmen 
slowly disappear,  but  they continue t o  manage e n t e r p r i s e s  under 
g w  ernment cont ro l  and d i rec t ion .  The problem of r e l a t i o n s  between 
t h e  government and t h e  business  c l a s s  i n  China is  c e r t a i n l y  one 
of t h e  most complicated problems which the Peking regime f a c e s  
i n  the  present period, because the  government d e s i r e s  both  t o  
use p r i v a t e  businessmen and t o  destroy them, and the  program 
f o r  var ious s t ages  of " s t a t e  capitalism" i s  t h e  means by which 
it  hopes t o  achieve these  two cont radic tory  aims. 

The increase  of s t a t e  ownership and control  over t h e  
Chinese economy has proceeded s t e a d i l y ,  without h a l t ,  during t h e  
pist f o u r  years, By t h e  end o f  1952 ( the re  a r e  no sumnlary 
f i g u r e s  ye t  ava i l ab le  f o r  1953), 70 t o  80 per cent  of heavy indus- 
t r y  and 40 p r cent af l i g h t  indus t ry  i n  China was state-o-med, 
Of t h e  t o t a l  i n d u s t r i a l  output of large- scale  i n d u s t r i a l  
en te rp r i ses ,  60 p e r  cent came from state-owned en te rp r i ses ,  6 
per  cent  from lt j o in t  s t a t e- pr iva te  en te rp r i ses ,"  3 per  cent from 
sta te- cont ro l led  cooperatives,  and only 31 per  cent from pr iva te  
indus t r i e s .  I n  s h o r t ,  l e s s  than one- third of China's indus t ry  re-  
mained i n  p r i v a t e  hands, The s i t u a t i o n  was n o t  very d i f f e r e n t  
i n  commerce, During 1952, s t a t e  t r ad ing  agencies and cooperatives 
handled over 50 per  cent  of t h e  t o t a l  business  turnover i n  
domestic markets in China; i n  the  wholesale f i e l d  the f i g u r e  was 
c lose  t o  100 pe r  cent f o r  many commodities, and i n  t h e  r e t a i l  
f i e l d  i t  was roughly 30 per  cent i n  China's major c i t i e s ,  I n  
shor t ,  the  p r i v a t e  s e c t o r  of the  economy - t h e  sec to r  subjec t  t o  
t h e  forms and cont ro ls  envisaged i n  t h e  current  program t o  
develop " s t a t e  capitalismH,- has s t e a d i l y  shrunk. 

A t  t h e  same t i n e ,  " s t a t e  c a p i t a l i s t t t  r e l a t i o n s  between 
government agencies and remaining p r i v a t e  e n t e r ~ r l s e  has rapid ly  



increased, By t he  end of the t h i r d  quar ter  of 1953, s t a t e  
t rading agencies (which employed 400,000 workers and had 
established 13 specia l ized companies wi th  branches a l l  over 
the  country) monopolized 65 per cent of a l l  wholesale t rade  i n  
China and purchased mas t of the  products of pr ivate  industry, 
For example, i n  Tientsin, pr incipal  i n d u s t r i a l  center  of North 
China, three-quar.ters of the  output of p r iva t e  indus t r ies  i n  
t h i s  period was purchased by s t a t e  'companies, I n  Canton, l a rges t  
economic center  i n  South China, 64 per cent  of p r iva te  indust ry ' s  
output i n  t h e  l a s t  quarter  of 1953 was produced on government 
contract ,  while in Peking over one-hal? the  production of p r iva te  
industry i n  t he  f irst  two quar ters  of 1953 was so ld  t o  s t a t e  
agencies, "Joint s ta te- pr ivate  enterpr ises ,  tt which' a r e  considered 
the  "highest formv of " s t a t e  capitalism," hove progressed fu r thes t  
i n  Shanghai, where over 60 l a rge  f a c t o r i e s  have already undergone 
t h i s  transformation, These f igures  i nd i ca t e  t ha t  " s t a t e  capi- 
t a l i s t "  forms of government control  over p r iva te  en te rpr i se  had 
developed considerably even before the  new "general l i n e  of t he  
s ta te t1  was proclaimed l a s t  November, This process is  now t o  
be accelerated,  and applied t o  a l l  p r iva te  enterpr ise ,  i n  a 
regularized step-by-step program, 

The way in which t h i s  program f o r  fu r ther ing  " s t a t e  
capitalismw was announced l a s t  November is typ i ca l  of the  means 
by which the  Chinese Communists use representa t ives  of victimized 
groups i n  China t o  sponsor onerous policies.  The first exposition 
of the  new "general l i n e  of t h e  s t a t e t t  was made not by a Communist 
o f f i c i a l  but  by a businessman t o  t h e  opening sess ion of the f irst  
National Congress of t h e  All-China Federation of Indus t r ia l  an8 
Commercial Circ les  on October 23, It was chten ~hu- t t ung ,  78- 
year-old founder of t he  Commercial Press (formerly one of the  
leading business organizations i n  China) and now a mouthpiece 
f o r  Chinese Communist policy, who proclaimed tha t  "we i n d u s t r i a l i s t s  
and merchants have,, . , ,changed our features:' and "only by sincerely 
accepting the leadership of the  s t a  te-owned economy and super- 
vis ion of t h e  working masses may pr iva te  i n d u s t r i a l i s t s  and 
merchants manifest t h e i r  pos i t ive  ro l ee f t  The most important 
speech, of course, was tha t '  by L i  Wei-han, who l a i d  down the  
party l ine ,  But the  Congress closed on November 12 with a speech 
by L i  Chu-chen, manager of a  leading Chinese s a l t  company ( a l so  
over 70 years old), who said,  "We s h a l l  say here f irst  tha t  we pr i-  
vate  i n d u s t r i a l i s t s  and merchants w i l l  joyously and enthusiast i-  
c a l l y  support t he  general  l i n e  of t h e  s t a t e  during the  period 
of t r ans i t i on  and a r e  prepared t o  accomplish, through s t a t e  
capitalism, our reform from capitalism t o  socialism.. . . , A t  t he  
same time, we must a l so  exercise serious vigilance, and r e f r a i n  
from repe t i t i on  of the  ' ~ i v e  poisons',11 H i s  audience was compoaed 
la rge ly  of representat ives of pr ivate  en te rpr i se  from a l l  over  
China, In  shor t ,  t h e  u l t imate  death kne l l  of p r iva te  en te rpr i se  
i n  China' was t o l l e d  by businessmen, speaking t o  businessmen, 
But t h e  s t r i n g s  were r e a l l y  being pulled from behind the  scenes 
by the  Communists themselves, 



Since t h e  summer of 1952, t h e  Chinese Communists have 
been r e l a t i v e l y  qu ie t  i n  regard t o  t h e i r  pol icy toward p r i v a t e  
en te rp r i se ,  The Five Ant i .  Campaign shook business  to  i t s  
foundation, and recovery was slow, Furthermore, the shake-up of  
t h e  campaign had t o  be followed by o rgan iza t iona l  consol idat ion,  
For wel l  over a year ,  t h e r d o r e ,  l o c a l  pedera t ions  of  Indus t ry  
and Commerce have been organized throughout China a s  important 
instruments  of d i r e c t  con t ro l  over businessmen, These f e d e r a t i o n s  
include n o t  only rep resen ta t ives  of organized business  groups, 
b u t  a l s o  r ep resen ta t ives  o f  s t a t e  e n t e r p r i s e s ,  cooperatives and 
" j o i n t  s t a t e- p r i v a t e  en te rp r i ses ,"  A t  t h e  c i t y  and county 
(hs ien )  l e v e l ,  the  f e d e r a t i o n s  organize t h e  businessmen under them 
i n t o  g u i l d s  or t r a d e  committees, they s e t  up branches i n  subor- 
d ina te  d i s t r i c t s  (ch 'u) ,  and i n  ' the d i s t r i c t s  even handicraftsmen, 
s t a l l  merchants and t r a v e l l i n g  merchants a r e  organized i n t o  
a s soc ia t ions  under t h e  f ede ra t ions ,  A prov inc ia l  and n a t i o n a l  
h ierarchy ,is superimposed aboye t h e s e  loc a 1  organizat ions,  The 
whole network, which i s  a channel f o r  t r ansmi t t ing  Comunist  
d i r e c t i v e s  and implementing government con t ro l s  over businessmen, 
has been thoroughly organized during t h e  p a s t  year ,  and t h e  f irst  
National Conaress i n  October-November merely s ~ m b o l i z e d  t h e  - - 
success fu l  cEmpletion of t h i s  process,  It was an appropr ia te  
p lace  and t ime f o r  t h e  Communists, thr'ough t h e i r  u n o f f i c i a l  p r i v a t e  
agents  f o r  deal ing with China's businessmen, t o  annolmce t h e i r  
new pol icy  decis ions,  

Although t h e  "new genera l  l i n e  of the  s t a t e H  represents  
an a c c e l e r a t i o n  i n  Communist China of government at tempts  t o  
con t ro l  t h e  v e s t i g e s  of p r i v a t e  e n t e r p r i s e ,  t h e  l i q u i d a t i o n  o f  
indus t ry  and commerce w i l l  undoubtedly s t i l l  t ake  some time, 
Li Wei-han s t a t e d  t h a t ,  "The s t a g e  of t r a n s i t i o n  c a l l s  f o r  t h e  
passing of a considerably long per iod  cf' time, The ac tua l  l eng th  
w i l l  depend on the  e f f o r t s  and accmplishments  of t h e  people of 
t h e  whole country i n  s o c i a l i s t '  i n d u s t r i a l i z a t i o n  and s o c i a l i s t  
ref o m ,  Gradual t r a n s i t  ion  mews advancing s t ead i ly .  It c a l l s  
n e i t h e r  f o r  s t agna t ion  nor f o r  has ty  advance," 

The d i a l e c t i c  of r evo lu t ion  has n o t  y e t  reached t h e  
poin t  of  t h e  f i n a l  sharp  break hera ld ing  t h &  t tv ic to ryw of 
socialism over cap i t a l i sm i n  China, b u t  t h e  metamorphosis of 
p r i v a t e  e n t e r p r i s e  goes on and t h e  economy i s  d e f i n i t e l y  " i n  
mot ion, developing and dying away, " 




