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Chinese Experiments in

Socialist Modernisation
Editorial Board

Karl Marx and Friedrich Engels never left the socialist movement with a blue-
print for building a new society out of the contradictions of capitalism. They
merely provided a concrete analysis of the movement of capital, that too based
on their access to resources outlining the development of capitalism primarily
in Europe. In fact, they were adamant that ‘Communism is for us not a state
of affairs which is to be established, an ideal to which reality will have to ad-
just itself’. For them, communism is ‘the real movement which abolishes the
present state of things’.

'The breaking of the ice in Russia by Lenin and the Bolsheviks challenged
many of the assumptions of the orthodox Marxists of the Second International.
‘Through the process of revolution at the weakest links of capitalism, from Rus-
sia to China and Vietnam to Cuba, a new way of thinking about socialism arose.
Rather than being the culmination of the contradictions of capitalist modernity,
socialism itself could provide the darker nations of the Global South with a path
to modernity. Such a path could eschew military expansion, preserve the collec-
tivist spirit of the countryside, resist socioeconomic polarisation, and avoid eco-
logical crises. But as the history of the Soviet Union and modern China show,
this process is not without profound challenges and contradictions.

It is notable that in many official documents or statements made by Chi-
nese leaders, socialism is not necessarily seen as some transcendental ideal to
be achieved for its own sake. Rather, socialism is the path chosen to achieve
concrete goals, including the rejuvenation of the Chinese nation and fulfilling
the Chinese people’s aspiration for a good life. In various speeches, President
Xi Jinping has emphasised two points. First, in a report to the 20th National
Congress of the Communist Party of China in 2022, he emphasised that ‘Chi-
nese modernisation is socialist modernisation’, which ‘contains elements that
are common to the modernisation processes of all countries, but it is more
characterised by features that are unique to the Chinese context’. Later, in a
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keynote address to world political parties in March 2023, Xi said, “We must
uphold the principle of independence and explore diversified paths towards
modernisation”. This is to say that there can be no cookie-cutter approach to
the process of modernisation, which must adjust to national realities.

'This issue of Wenhua Zongheng is about China’s experiments in socialist mod-
ernisation. This is not the first time that this journal explored the theme of
socialist modernisation. In fact, our second issue was on ‘China’s Path from
Extreme Poverty to Socialist Modernisation’. The editorial for that issue de-
scribed socialism as a historical process linked to industrial modernity. While
that issue honed in on China’s lifting 800 million people out of poverty in the
process of modernisation, the essays in this issue explore the ‘real movement’
of the experimentation, institution building, and fierce ideological struggle in
China’s process of socialist modernisation. This issue represents China’s mod-
ernisation as a world-historic process, replete with idealistic leaps, pragmatic
retreats, and many contradictions that are yet to be resolved.

'This issue begins with an essay by Chinese writer and literary critic Li Tuo,
who reminds us of the experimental nature of socialism. Li argues that China’s
1978 reform and opening up process is the historical heir of a long series of
experiments, from the Paris Commune (1871) to Red Vienna (1918-1934)
to the New Economic Policy (1921-1928). Li Tuo points to the profound
contradictions at the heart of the reform and opening-up process: the fact that
while private property, the market, and the profit incentive have been allowed
to thrive, the greatest feats of this era include state-driven experiments such
as the construction of high-speed railways and the west-to-east power trans-
mission line. Whether these feats are attributed to the socialist nature or the
capitalistic elements of China’s modernisation constitutes a significant ideo-
logical debate. As Li emphasises, ‘Competing ideological tendencies struggle
to realise themselves through the reform process’.

Next, Fudan University economists Meng Jie and Zhang Zibin provide a
meso-level analysis of the institutional structure of China’s modernisation. In
Western development economics, the literature on industrial policy has expe-
rienced a resurgence since the 2009 financial crisis. This essay draws from both
the Western canon on developmental and entrepreneurial states and Marxist
literature on markets and state formation to provide an original analysis of
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Chinese industrial policy. For Meng and Zhang, China’s leadership system
makes it an ideal ‘entrepreneurial state’ that is capable of resisting capture by
private and foreign interests. As the authors emphasise, ‘whenever industrial
development faces fundamental strategic choices, the CPC’s ideology will
guide policies back to the direction of independence’. Most significant is their
analysis of the institutions of the Chinese state, which, under the leadership
of the CPC, engage in fierce competition to drive forward the development
of the productive forces. These mechanisms of local government competition
keep the bureaucracy engaged with the fundamental goals of the development
process, forcing experimentation at the local level, which in turn generates
knowledge and innovation throughout the national economy.

Finally, Wenhua Zongheng co-editor Xiong Jie reviews Neoliberalism or Neocol-
lective Rural China, a book by the President of the International Communi-
cation Research Institute at East China Normal University, Lu Xinyu. The
book delves deep into the agrarian question and the fate of the peasantry in
the process of modernisation. The review highlights the intense intellectual
debates that have taken place inside China since the beginning of the 21*
century. These debates relate to China’s policies in the reform and opening-up
process and the extent to which the resulting incursion of neoliberal capital-
ism might or should be allowed to completely overtake China’s political and
economic structure. Highlighting the decade-long debate between Lu Xinyu
and Chinese liberal Qin Hui, Xiong highlights the extent to which important
debates with vast political implications are conducted openly and fiercely in
Chinese intellectual circles. The agrarian question and the fate of the peasantry
loom large in these debates, as right-wing forces seek to complete the process
of capitalist primitive accumulation in China, while the left fights to find ways
to ensure continuity of the collective structure of the countryside.

'The essays collected in this issue provide an outline of experiments in social-
ist construction in the context of China. They are a reminder that the social-
ist path to modernisation is filled with contradictions and class struggles. As
China marches towards its second centenary goal to build a modern socialist
country by 2049, it is now more than ever finding itself in new territory. Hav-
ing achieved a level of industrialisation and development that is unprecedent-
ed for a country under communist leadership, there are no clear manuals for
how to (or how not to) proceed from the present. Experimentation will be the
only way forward.






8 | WENHUA ZONGHENG

On the Experimental Nature of
Socialism and the Complexity

of China’s Reform and
Opening Up

Li Tuo (£%) is a writer and liter-
ary critic. He has written screenplays
and authored numerous essays on
Chinese literature, cinema, and art.
His works have won major awards,
including the first National Short
Story Award (1978) for 'T Hope
You Hear This Song' BARYT 23X %
% and the Ministry of Culture Best
Film Awards for Li Siguang v
% (1979) and Sha Ou ¥ H (1981),
which he co-wrote. Li has also edited
several major Chinese literature an-
thologies, including Beijing Literature
in the 1980s, and Shijie (Horizons) in
the 1990s-2000s. He is currently the
editor of Jintian (Today).

To understand the complexity of social-
ism, it is best to take a broad historical
perspective on the actual development
of socialist movements.! Particular at-
tention should be paid to an often-
overlooked aspect of this development
— the continuous experiments that have
accompanied the history of the socialist
movement. Some of these experiments
have succeeded, while others have failed.
In retrospect, it is clear that these ongo-
ing experiments were an integral part of
socialist practice.

From the very early stages of the so-
cialist movement, the period of utopi-
an socialism, such experiments already
existed. For example, in 1824, Robert
Owen travelled to the United States
and purchased 1,214 hectares of land
along the Wabash River in southern

! This article is based on a speech by the author at an
academic seminar titled “The “Two Movements” of the
1980s and the Socialist Issues in Contemporary China’,
hosted by Beijing Cultural Review (Wenhua Zongheng)
on 16 March 2024.



CHINESE EXPERIMENTS IN SOCIALIST MODERNISATION | 9

Indiana. There, he launched the New Harmony commune experiment, which
caused a global sensation. Although this dream of an idyllic utopia only lasted
four years before failing, it was the first attempt to construct an ideal society
amid the capitalist world system. As such, this experiment should be regarded
as a remarkable opening of a new historical era.

Half a century later, the Paris Commune carried out an even greater experi-
ment. The victory of the Paris Commune on 18 March 1871 lasted only 72
days. During this brief period, the Parisian proletariat not only established the
first workers’ government but also introduced a series of political, economic,
and cultural reforms.? These included the abolition of the standing army and
state bureaucracy, the elimination of high salaries for officials, the abolition of
parliamentary governance, and the implementation of democratic universal
suffrage for electing public servants at all levels. Such measures were unprec-
edented in the historical development rooted in private ownership. From the
perspective of human social practice, all revolutionary initiatives of the Paris
Commune were inherently experimental in nature.

Although this experiment was short-lived and drowned in blood due to brutal
repression, Marx argued that it was ‘...the dawn of the great social revolu-
tion which will forever free the human race from class rule’.’ Illuminated by
this dawn, subsequent socialist movements aiming to overthrow the capitalist
system, though fraught with twists and turns, carried on the revolutionary
experiments initiated by the Paris Commune. These experiments have never
ceased, and this continuity is one of the most valuable legacies left by the Paris
Commune to the socialist revolution.

I1

'The famous Rofes Wien (Red Vienna) urban development proposals serve as
another example of a revolutionary experiment. Between 1918 and 1934, the

2 For more on the Paris Commune, read: Karl Marx, V.I. Lenin, Bertolt Brecht, Tings Chak and Vijay Prashad,
Paris Commune 150 (LeftWord Books, 2021).

* Karl Marx, ‘Resolutions of the Meeting Held to Celebrate the Anniversary of the Paris Commune’, in MECW
Vol. 23 (1872).
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Social Democratic Workers’ Party of Austria (SDAP) governed the Austrian
capital city of Vienna in a period known as Rotes Wien.* During this time, the
SDAP seized the opportunity to conduct a democratic socialist experiment
through the implementation of a series of reforms. Among these reforms, the
most remarkable was the construction of public housing to address the poor
living conditions of Vienna’s working class. By 1934, nearly 65,000 public
housing units had been built in Vienna, forming 348 new residential complex-
es imbued with strong socialist ideals. One of the most famous of these com-
plexes is the Karl-Marx-Hof, completed in 1924. This massive public housing
unit not only provided 1,400 apartments housing over 5,000 residents but
also included numerous public facilities such as large laundries, public baths, a
dental clinic, an obstetrics hospital, a public library, and a pharmacy. Designed
with careful consideration of the balance between public and private spaces,
the workers living in these apartments enjoyed both excellent living conditions
and comprehensive public services.

However, like the Paris Commune before it, this experiment too came to an
end. In this case, it was because the SDAP was a party committed to parlia-
mentary politics and reformism. The socialist experiment, which was largely
confined to urban development, came to an abrupt halt in 1934 when the Nazi

Party rose to power and banned the SDAP.

I11

Looking back at the reformist social experiment of Rofes Wien, it serves as a
reference point that allows us to re-examine Vladimir Lenin’s ‘strategic retreat’
in the spring of 1921, when he abandoned war communism in favour of the
New Economic Policy (NEP). This shift not only fundamentally altered tra-
ditional Marxist understandings of socialism but also provided the socialist
movement with a new direction.

'There were major shifts in Lenin’s thinking towards the latter part of his life,
when he declared, “‘We have to admit that there has been a radical modifica-

* Otto Bauer, The Austrian Revolution (Haymarket Books, 2021).
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tion in our whole outlook on socialism’.’ For many reasons, Lenin seemingly
abandoned the immediate transition to socialism in favour of a more circuitous
route — retreating to a position of state capitalism and transitioning from a tac-
tic of assault to siege. What is worth noting today is that while these historical
experiences offer a wealth of insights and interpretations, they often overlook
one key issue: for a Soviet government that had existed for barely three years
and was still struggling to find its footing, implementing such a dramatic shift
in revolutionary strategy was highly experimental in practice. Lenin’s series of
retreats aimed at achieving a circuitous transition to socialism can, to a signifi-
cant extent, be seen as a series of experiments.

Taking a broader view, the October Revolution of 1917 was itself a revolution-
ary experiment. Carrying out a proletarian revolution in a backwards agrarian
country that was unindustrialised and still rooted in serfdom was considered
impossible from the perspective of classical Marxist theory. This experiment
deviated entirely from the revolutionary experiences of the European pro-
letariat since the 19th century. This theoretical divergence explains why the
theorists of the Second International dismissed Lenin’s theory that the revo-
lution should begin at the weakest link in the global capitalist system. These
theorists always held a negative attitude toward Lenin and the Bolsheviks.
Even among Marxists who broadly supported Lenin’s strategy, many adopted
a critical stance due to uncertainties about his specific practices. The ideologi-
cal and theoretical debates sparked by these issues have persisted for over a
century. In China, similar debates have flourished, especially since the begin-
ning of the reform and opening up era, when discussions about the history of
the October Revolution became a vibrant field of study. Yet even in the discus-
sions in China, the experimental nature inherent in Lenin’s leadership of the
Russian Revolution has received limited attention. This oversight has limited
our understanding of Lenin’s tactical shift in 1921. As a result, the difficulties
and dangers of this tactical retreat and the profound theoretical and practical
challenges it posed are often underestimated or overlooked.

5 V.I. Lenin, ‘On Cooperatior, in Collected Works Vol. 33 (Progress Publishers, 1965).
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IV

Lenin provided clear expositions about these challenges in key works written
during his later years (1921-1923). In these writings, Lenin reviewed the his-
tory of the implementation of the NEP with serious introspection and self-
criticism, drawing lessons from past failures. He also repeatedly warned that
the Soviet government would face even greater difficulties and challenges in
the construction of socialism.

In 7he Tax in Kind, a particularly critical document regarding the NEP, Lenin
explicitly stated that nobody ...ever expected to bring about “complete” social-
ism smoothly, gently, easily and simply’.® Moreover, he sharply criticised the
argument that Russia’s economic and political conditions lacked the histori-
cal prerequisites for a socialist revolution, and that therefore the Bolsheviks
should not have seized power. To this, Lenin retorted that, “...it always exists
in the development of nature as well as in the development of society that only
by a series of attempts — each of which, taken by itself, will be one sided and
will suffer from certain inconsistencies — will complete socialism be created by
the revolutionary cooperation of the proletarians of all countries’.

Lenin’s insights, when combined with his other writings on the overarch-
ing theme of achieving a circuitous transition to socialism, form a rich and
complex body of thought. On a practical level, one key point stands out: the
construction of socialism must abandon the dream of immediately realising
a ‘complete socialist’. This notion of avoiding dogmatic attempts at a direct
realisation of a ‘complete socialism’ represented a significant leap in Lenin’s
approach to socialist revolution and construction.

A systematic review of Lenin’s series of retreats in the 1920s reveals a tacti-
cal variety — ranging from the implementation of a tax in kind for farmers,
restoration of small-scale industries and smallholder peasant businesses, re-
introduction of commodity exchange and monetary circulation, and encour-
agement of market economies and free trade. However, these tactical retreats
can be understood as part of a broader strategic compromise. They accom-
modated the spontaneous forces of smallholder peasant economies and ele-
ments of commercial capitalism, both private and state capitalism. Collectively,

¢ V.I. Lenin, “The Tax in Kind’, in Collected Works Vol. 32 (Progress Publishers, 1965).
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these retreats were concrete steps in implementing the overarching strategy of
avoiding the idealistic and premature realisation of ‘complete socialism’.

These retreats had serious political consequences, eliciting criticism and op-
position from all sides, including the Second International and its affiliates,
the Mensheviks, and the Socialist Revolutionaries. SDAP leader Otto Bauer
charged that the Bolsheviks were ‘retreating to capitalismy, and that the Octo-
ber Revolution ‘was a bourgeois revolution’.” The journal Smena Vekh accused
the Bolsheviks of ‘sinking into the usual bourgeois mire’.* Even within the
Bolshevik Party, there was a lack of unity, as many members resisted these
retreats. Some veteran members protested directly to Lenin: “‘Why talk about
state commerce? No one ever taught us business in prison!” In the Central
Committee, there were fierce debates over theory and strategy between Lenin,
Trotsky, Bukharin, and Zinoviev. These internal conflicts created significant

challenges for implementing the NEP.

Compounding these internal challenges was Russia’s dire state, which, after
the Civil War, was ‘like a person beaten half to death’. Domestic crises abound-
ed, including industrial stagnation, decline in agricultural output, severe fam-
ine, and growing peasant unrest triggered by opposition to the Prodraverstka
system, which in some regions even escalated into uprisings.” Meanwhile, the
proletarian revolutions in Europe that Lenin and many Marxists had pinned
their hopes on had failed, leaving the Russian Revolution isolated. Amid these
severe circumstances, Lenin and the Bolsheviks made the bold decision to
implement a series of major economic reforms that were unprecedented in tra-
ditional Marxist theory and socialist movements. This posed significant theo-
retical challenges and practical risks.

'The experimental nature of this circuitous approach to forging a new path
to socialism, marked by its extraordinary risks and difficulties, should not be

7V.I. Lenin, ‘Eleventh Congress of the Russian Communist Party (Bolshevik)’, in Collected Works Vol. 33 (Progress
Publishers, 1965).

8 Smena Vekh was a journal published by Russian émigrés who were formerly loyal to the conservative White
movement in the Russian Civil War. Led by N.V. Ustrialov, this tendency later viewed the Bolsheviks as an
expression of Russian national will. See: Yu Pushchaev, “The Smenovekhovtsy Movement as the First Historical
Attempt to Reconcile the Reds and the Whites: Achievements and Failures’, Orthodoxia (2023): 246-265.

° Prodraverstka refers to the policy of requisitioning grain from the peasantry at a fixed price, which the Bolshe-
viks adopted as a measure of war communism. See: Silvana Malle, Tbe Economic Organization of War Communism
1918-1921 (Cambridge University Press, 1985).
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overlooked. Lenin was fully aware of the immense risks involved and even
toresaw the possibility of failure but was able to unite the party to address
these challenges and navigate the crises of practically implementing policies.

v

On 21 April 1921, Lenin wrote in 7he Tax in Kind that ‘It was not without
reason that the teachers of socialism spoke of a whole period of transition from
capitalism to socialism and emphasised the “prolonged birth pangs” of the new
society. And this new society is again an abstraction which can come into be-
ing only by passing through a series of varied, imperfect, and concrete attempts
to create this or that socialist state’.

On 14 October 1921, in his speech on the Fourth Anniversary of the October
Revolution, Lenin outlined the link between the bourgeois-democratic and
proletarian-socialist revolutions, explaining that “The first develops into the
second. The second, in passing, solves the problems of the first. The second
consolidates the work of the first. Struggle, and struggle alone, decides how far
the second succeeds in outgrowing the first’.!°

Two weeks later, on 3 and 4 November 1921, in his Report on the New Eco-
nomic Policy at the Seventh Moscow Gubernia Conference of the Russian Com-
munist Party, Lenin further emphasised the non-linear path to victory in war:

This applies to ordinary wars, but what about wars which decide the fate of
a whole class, which decide the issue of socialism or capitalism? Are there
reasonable grounds for assuming that a nation which is attempting to solve this
problem for the first time can immediately find the only correct and infallible
method? What grounds are there for assuming that? None whatever! Experience
teaches the very opposite. Of the problems we tackled, not one was solved at
the first attempt; every one of them had to be taken up a second time. After
suffering defeat, we tried again, we did everything all over again."

10 V.I. Lenin, ‘Fourth Anniversary of the October Revolution, in Collected Works Vol. 33 (Progress Publishers,
1965).

11 V.I. Lenin, ‘Seventh Moscow Gubernia Conference of the Russian Communist Party’, in Collected Works Vol.
33 (Progress Publishers, 1965).
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A year later, on 27 March 1922, at the Eleventh Congress of the Russian
Communist Party (Bolshevik), Lenin reiterated:

On the question of state capitalism, I think that generally our press and our
Party make the mistake of dropping into intellectualism, into liberalism; we
philosophise about how state capitalism is to be interpreted and look into old
books. But in those old books, you will not find what we are discussing; they
deal with the state capitalism that exists under capitalism. Not a single book has
been written about state capitalism under communism. It did not occur even
to Marx to write a word on this subject; and he died without leaving a single
precise statement or definite instruction on it. That is why we must overcome the

difficulty entirely by ourselves.

In January 1923, as Lenin’s health deteriorated, he dictated On Cooperation,
a significant text discussing the need for institutional innovation. Here, he
stressed, ‘Our opponents told us repeatedly that we were rash in undertaking
to implant socialism in an insufficiently cultured country. But they were misled
by our having started from the opposite end to that prescribed by theory (the
theory of pedants of all kinds), because in our country the political and social
revolution preceded the cultural revolution, that very cultural revolution which
nevertheless now confronts us’.

Revisiting Lenin’s argumentation today, we cannot help but link it to the his-
tory of the socialist movement after his death. We must re-examine the spe-
cific practices of that historical period and consider how many of the twists,
turns, and failures in that history are tied to Lenin’s repeated assertion that
a direct transition to ‘complete socialism’ is unfeasible. If the construction of
socialism embraces detours and retreats, avoids chasing the ‘only correct and
infallible method’, and refrains from, ‘looking into old books’, to determine
the path and direction, but instead undertakes, ‘a series of varied, imperfect,
and concrete attempts’, then in practice, many of these ‘concrete attempts’ are
inevitably experimental in nature. This means that uninterrupted social experi-
mentation is an inseparable component of socialist construction.
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VI

In the socialist history of New China after 1949, the connections and relation-
ships between Mao Zedong’s and Lenin’s theories and practices have been
an important area for Marxist research. While considerable literature already
exists on this topic, there is room for more detailed explorations of issues such
as the transition to socialism. Specifically, a deeper investigation is needed to
study how Mao creatively expanded and developed Lenin’s idea that ‘complete
socialism’ cannot be simply and directly realised.

For example, suppose the direct realisation of a ‘complete socialism’is not pur-
sued; this inevitably raises a core issue of ownership under socialism — how
should Lenin’s concept of ‘state capitalism under communism’ be understood?
How should it be implemented in concrete practice? What should its institu-
tional form look like? While Lenin discussed these questions in works such as
The Tax in Kind, he did not have the opportunity to implement, test, or resolve
them in practice before his death in 1924. Subsequently, Stalinism completely
deviated from Lenin’s ideas and approach. Stalin crafted an entirely different
script, ultimately directing the tragedy of the Soviet Union’s complete failure,
while also leaving behind monumental challenges for the socialist movement.

To understand the Chinese Revolution, it is necessary to analyse how Mao,
as Lenin’s most steadfast successor, addressed and resolved the challenge of
socialist construction. A close reading of Mao’s writings — especially On #he
Ten Major Relationships (April 1956), On the Correct Handling of Contradictions
Among the People (February 1957), and Talks on Reading the Soviet Political
Economy Textbook (December 1959 — February 1960) — along with documents
written under his leadership, such as On the Historical Experience of the Dicta-
torship of the Proletariat (1956) and More on the Historical Experience of the Dic-
tatorship of the Proletariat (1956), and other historical accounts like Bo Yibo’s
Reflections on Several Major Decisions and Events (1991), provide significant
insights.

However, while Mao’s theories and practices clearly inherited Lenin’s own
strategy from the NEP, the two revolutions were vastly different. Socialist
construction in New China faced broader difficulties and challenges, engaged
in more complex practical activities, and accumulated both the most successes
and failures. The Chinese Revolution was not only more creative in the history
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of the socialist movement but also emphasised the dynamism and flexibil-
ity that characterise such a movement. More importantly, it preserved greater
possibilities for the future of socialism. This perspective is essential when ex-
amining the continuity between the two revolutions. Therefore, understand-
ing how to solve the challenges Lenin left behind naturally becomes a vital
aspect of comprehending both the Chinese Revolution and China’s reform
and opening up.

VII

In March 1949, at the Second Plenary Session of the Seventh Central Com-
mittee of the Communist Party of China, Mao proposed a structure of owner-
ship comprising five components: state-owned economy, cooperative economy,
individual economy, private capitalist economy, and state-capitalist economy.?
He said, “The state-owned economy is socialist in character and the coopera-
tive economy is semi-socialist; these plus private capitalism, plus the individ-
ual economy, plus the state-capitalist economy in which the state and private
capitalists work jointly, will be the chief sectors of the economy of the people’s
republic and will constitute the new-democratic economic structure’.

'This was the first time that Mao comprehensively articulated the idea that
multiple forms of ownership could coexist and operate in a socialist system — a
concept that has often been referred to in recent years, in the context of reform
and opening up, as ‘mixed ownership’ by economists. However, this term lacks
the theoretical rigour and precision of Lenin’s terminology, ‘state-capitalism
under communism’. Mao’s clear articulation of a social ownership system with
five coexisting economic components at the very founding of New China was
a significant event. Even within the broader history of the socialist movement,
this was a momentous development with far-reaching implications. However,
this idea did not emerge out of thin air — its seeds can be traced back to experi-

mental practices by the Communist Party of China (CPC) during the period

12 Mao Zedong, ‘Report to the Second Plenary Session of the Seventh Central Committee of the Communist
Party of Ching, in Selected Works of Mao Tse-tung Vol. IV (Foreign Language Press, 1961).
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of the Chinese Soviet Republic (1931-1937). One particularly notable source

is Zhang Wentian’s long-standing research on this issue.’

In 1922, while studying in the United States through a work-study programme,
Zhang came across an article titled 7be Development of Soviet Russian Policy in
an English publication. The article, personally approved by Lenin, carefully
explained the background and theory behind the implementation of the NEP.
Recognising its significance, Zhang immediately translated the article into
Chinese and sent it back to China, where it was published in 7he Republican
Daily News in Shanghai. This was possibly the earliest introduction of Lenin’s
NEP to China, even as the policy itself was just beginning to take shape in
the Soviet Union. Zhang continued to study Lenin’s NEP throughout China’s
protracted Land Reform Movement and the Liberation War (1945-1949) and
even after stepping down as the CPC’s General Secretary. He conducted nu-
merous investigations and wrote essays such as On the Development of New-
Style Capitalism (1942). He repeatedly proposed to the CPC Central Com-
mittee the idea of vigorously developing rural capitalism under a revolutionary
regime. In Bo Yibo’s book Reflections on Several Major Decisions and Events, the
section titled The Blueprint for New China’s Construction Drafted at the Second
Plenary Session of the Seventh CPC Central Committee highlighted that Zhang,
then a member of the Political Bureau of the CPC Central Committee and a
standing member of the Northeast Bureau of the CPC Central Committee,
submitted a document to the CPC Central Committee before the plenary ses-
sion. Titled, Outline of Northeast China’s Economic Composition and Basic Eco-
nomic Policies, it was subsequently revised by Liu Shaoqi and further refined by
Mao, who clearly stated, ‘In terms of overall economic policy, private capital
should be restricted, but it should also be guided onto the track of serving the
“national economy and the people’s livelihood”.*

In 1956, Chen Yun presented a report at the Eighth CPC National Congress
titled New Problems That Have Arisen Following Basic Completion of Socialist

13 Zhang Wentian (1900-1976) was a CPC leader and theorist born in Nanhui (now part of Shanghai). He was
a veteran of the Long March and served in various leadership roles including as general secretary of the CPC,
China’s vice minister of foreign affairs, and principal of the Academy of Marxism and Leninism. For more of his
work, read: Zhang Wentian, Selected Works of Zhang Wentian [ ik 8 X it 4&] (People’s Publishing House, 1985).

4 Liu Shaogqi (1898-1969) was a leading CPC theorist and statesman born in Ningxiang, Hunan Province. He
played a leading role in the Jiangxi Soviet and the Long March and later served as the President of the People’s
Republic of China and Chairman of the Standing Committee of the National People’s Congress.
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Transformation, where he introduced the concept of ‘three main components,
three supplements’.”” He argued that under the framework of public owner-
ship and a planned economy, the development of self-employment and free
markets could supplement the socialist economic system. After the Second
Five-Year Plan was finalised, Zhou Enlai also proposed establishing free mar-
kets within the broader framework of state leadership in certain regions. These
discussions underscored the fact that the concept of ‘mixed ownership’ within
a socialist system underwent prolonged incubation, deliberation, and debate
within the CPC. This was formally affirmed at the Second Plenary Session of
the Seventh CPC Central Committee and later revisited at the Eighth CPC
National Congress. However, the realisation of this idea in practice encoun-
tered numerous twists and turns.

Looking back today, the agricultural ‘cooperativisation’ of the early 1950s, the
effort to unite with the national bourgeoisie during the Three-anti Campaign
(1951) and Five-anti Campaign (1952), the peaceful transformation of indus-
try and commerce through public-private partnerships around 1956, and the
subsequent transformation of national handicrafts all followed the principle of
mixed ownership. These policies achieved considerable success and addressed
significant challenges in socialist construction. In contrast, such challenges
were poorly resolved in Soviet socialist practice, sowing the seeds for the Sovi-
et Union’s tragic collapse. Yet, by the late 1950s, Chinese socialism faced severe
setbacks. After the second session of the Eighth CPC Congress in May 1958,
the Party adopted the general line of ‘going all out, aiming high, and striving
for greater, faster, better, and more economical results in building socialism.™
'This set the stage for the nationwide campaign of the Great Leap Forward
and the setting up of people’s communes. These sweeping campaigns, accom-
panied by mass movements, momentarily convinced the CPC and the people
that Communism was imminent. However, in a little over a year, these efforts
failed one after another. During the Cultural Revolution, Mao attempted an-
other experiment by establishing Revolutionary Committees modelled after

15 Chen Yun (1905-1995) was a CPC leader who played a key role in shaping China’s economic policies under
the leadership of both Mao Zedong and Deng Xiaoping. Born in Qingpu (now part of Shanghai), he served as
head of China’s Central Financial and Economic Commission. For more of his work, read: Chen Yun, Selected
Works of Chen Yun Volume III (1956—-1994) (Foreign Language Press, 1999), 13-26.

16 The Institute of Party History and Literature of the Central Committee of the Communist Party of China,
Chronicle of the People’s Republic of China (October 1949-September 2019) (Cengage Learning Asia, 2020), 42-244.
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the Paris Commune, such as the Shanghai Commune and Beijing Commune.
However, this final effort also ended in failure.

VIII

Understanding the intertwined successes and failures of this historical period,
exploring their causes, and analysing their long-term impact on the socialist
movement have become major points of debate in the history of the Chinese
Revolution and the global socialist movement. Research on this subject spans
numerous theoretical and academic fields across both left-wing and right-wing
perspectives. Among these debates, the failures of the Great Leap Forward
and the people’s commune movement have attracted the most discussion and
sharpest criticism. However, these interventions often overlook the fact that
the earliest critiques and reflections on these failures originated from within
the CPC itself. At the renowned Zhengzhou Conference in 1959 — barely a
year after the launch of the Great Leap Forward — Mao condemned the ‘com-
munist wind’ that had emerged after the establishment of communes in the
autumn of 1958.17 Subsequently, from early 1959 to early 1962, Mao conduct-
ed around ten rounds of self-reflection and self-criticism at various levels and
in different contexts within the CPC. Particularly noteworthy is that during
this period, Mao carefully studied Stalin’s Economic Problems of Socialism in the
USSR and the Soviet publication Political Economy: A Textbook to re-examine
earlier practices in socialist construction. He then proposed an original theo-
retical framework: ‘It is possible to divide the transition from capitalism to
communism into two stages: one from capitalism to socialism, which could be
called underdeveloped socialism; and one from socialism to communism, that
is, from comparatively underdeveloped socialism to comparatively developed
socialism, namely, communism’."® This formulation went beyond a mere reflec-
tion on the Great Leap Forward and signified a deeper theoretical reconsid-
eration of the trajectory of socialist development.

7 Mao Zedong, ‘Speech at Cheng-chow’, Marxist Internet Archive, 2004, https://www.marxists.org/reference/
archive/mao/selected-works/volume-8/mswv8_27.htm.

18 Mao Zedong, 4 Critique of Soviet Economics (Monthly Review Press, 1977).
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Similar to Lenin’s immediate strategic retreat and swift implementation of the
NEP following the setbacks of War Communism in 1921, the retreat after the
failure of the Great Leap Forward began as early as 1960. By 1962, the Draft
Regulations Concerning the Rural People’s Communes explicitly stipulated that,
‘the production team is the basic accounting unit of the people’s commune...
this system would remain unchanged for at least thirty years’."”

When reflecting on Mao’s thoughts and practices during the mid-1950s, par-
ticularly the much-criticised leftist errors, a more historicised perspective is re-
quired. During that period, Mao himself did not fully adhere to the approach
of developing the economy through the coexistence of the five forms of own-
ership proposed at the Second Plenary Session of the Seventh CPC Central
Committee. Instead, he sought to bypass detours by experimenting with the
people’s commune system as an alternative path to socialism. Can this solely be
explained as a leftist error, or does it need to be sufficiently distinguished from
other leftist errors in the history of the Chinese revolution? Since the time of
the Peasant Movement Training Institute in Guangzhou in 1924, Mao had
been deeply engaged in exploring the unique characteristics of the Chinese
Revolution.? These prolonged reflections and explorations inevitably extended
into the post-1949 period, influencing his understanding of socialism and, in
particular, the path that socialism should take in China. A closer examination
of the rash advance of the Great Leap Forward and the people’s commune
movement, as well as the theoretical considerations and complex deliberations
reflected in their implementation, requires connecting them to Mao’s intensi-
fied emphasis on ideological class struggle from the 1960s onward. His repeat-
ed reflections on how to prevent capitalism from undermining and subverting
socialism from within are deeply tied to his emphasis on the semi-colonial and
semi-feudal nature of Chinese society: his assertion that, ‘the peasant question
is the fundamental question of the Chinese revolution’, and that, ‘the essence
of the Chinese revolution is a peasant revolution’. ?! Furthermore, these ideas
were undoubtedly related to the ideological divergence between the commu-

1 ‘Chapter 4 Article 20’, in Draft Regulations Concerning the Rural People’s Communes (1962) http://www.reform-
data.org/1962/0927/6032.shtml.

20 Gerald W. Berkley, “The Canton Peasant Movement Training Institute’, Modern China 1, no. 2 (1975): 161-179
https://doi.org/10.1177/009770047500100203

2 Mao Zedong, ‘Preface to the Peasant Issue Series’, in Long Live Mao Zedong Though# (1968); Mao Zedong,
‘On New Democracy’, in Selected Works of Mao Tse-tung: Vol. II (Foreign Language Press).
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nist parties of China and the Soviet Union, that began in the 1950s and cul-
minated in open Sino-Soviet debates in the 1960s. All these historical factors
converged to create the historical environment in which the Three Red Ban-
ners and the Great Leap Forward emerged.

When we connect history and reality in this way, we cannot simply focus on
specific leftist errors but must also consider their inherent relationship with
Mao’s unique socialist thought and theory. Furthermore, we should place these
issues in the broader context of the history of the world socialist movement,
examining how they relate to the ongoing development of socialist theory and
practice. For example, when we look at the practice of the people’s commune
today, it is clearly connected to Lenin’s idea that, ‘this new society is again an
abstraction which can come into being only by passing through a series of
varied, imperfect, and concrete attempts to create this or that socialist state’.
Could the people’s communes be seen as an ‘imperfect and concrete attempt’,
or was it an attempt to directly transition to ‘complete socialism’> Conversely,
did the failure of the people’s commune prove that directly transitioning to
‘complete socialism’ was not feasible?

'These are questions worth deep reflection because it is not only the successes in
the history of the socialist movement that we must cherish; the failures are also
valuable experiences and milestones for future practice, carrying significant
meaning that can be unravelled through thorough review and self-criticism

When Lenin said that ‘Not a single book has been written about state capi-
talism under communism’, he wasn’t just pointing out that socialism had no
pre-designed blueprint. He was also warning those who came after the Oc-
tober Revolution that socialists must start from scratch, with no ready-made
answers. Practice has proven that neither Russia nor China could directly tran-
sition to ‘complete socialism’in an underdeveloped industrial environment but
had to go through ‘...a series of varied, imperfect, and concrete attempts to
create this or that socialist state’. Therefore, socialism is an inherently experi-
mental movement, and it could be argued that China’s reform and opening up
in the 1980s is an expression of this spirit of experimentation.
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IX

In 1985, Deng Xiaoping told visiting delegations from Algeria and Japan
that China’s entire open-door policy was a great experiment that could not
be found in books — whether the path taken was correct could only be deter-
mined over time.”? Henry Kissinger once told Deng Xiaoping, ‘No one has
ever attempted a reform on the scale of China’s. No other country has tried
to combine planned and market economies... If you succeed, you will raise
philosophical questions for both planned and market economies’.? In retro-
spect, it is now clear that the reform process that began in the 1980s — an
unprecedented experiment in human history — was not a sudden explosion of
Chinese wisdom or a simple forced search for a way out of crisis. Rather, it was
a logical development of the socialist movement. This is particularly evident in
the fact that after a series of explorations and experiments, China established a
basic economic system with public ownership as the mainstay and the coexist-
ence of multiple forms of ownership. This system has been repeatedly proven
successful in the decades-long economic miracle, thus marking the beginning
of a new phase in the history of the socialist movement.

‘Throughout the 20th century, many socialist countries undertook reforms.
From the mid-1950s onward, Poland, Hungary, the German Democratic Re-
public, Bulgaria, Czechoslovakia, Romania, Albania, Yugoslavia, and others all
implemented various reforms. Though the immediate goals of these reforms
were to break free from the Soviet model and enter the industrialisation pro-
cess already undertaken by Western capitalist countries, they all inevitably had
to experiment with new political and economic ownership systems. Most of
these core reforms ultimately failed, leading to the collapse of socialism in these
countries and an unprecedented low point for the world socialist movement.

'The question that then arises is why only China’s reform was successful. More
importantly, how did China enter global capitalist production relations in the
1990s without fundamentally changing the major characteristics of its ideo-
logical, political, and economic system? Instead, China continued as a new
form of socialism, experimenting with practices never seen before in the his-

22 Deng Xiaoping, Selected Works of Deng Xiaoping Vol. 3 (People’s Publishing House, 1993), 130-133.
g ping, g ping P g

3 Party Literature Research Centre of the CPC Central Committee ed., 4 Chronology of Deng Xiaoping (1975-
1997) (Volume II) (Central Party Literature Press, 2004), 1094.
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tory of the socialist movement, amid a broader historical era of division, tur-
moil, and restructuring.

X

Connecting the reform process that began in the 1980s to the experimental
nature of the socialist movement, replete with successes and failures, provides
a more complex perspective for analysis. For example, regarding the relation-
ship between the reforms initiated in the 1980s and Lenin’s NEP, China is
clearly the inheritor of Lenin’s thought. However, upon closer comparison,
China’s reforms differ significantly from Lenin’s approach. In practical terms,
how retreat was implemented, how detours were taken, and how reforms and
experiments were carried out to correct past mistakes naturally led to differ-
ences. These distinctions have profound historical causes. The revolutions led
by Lenin and Mao differed significantly in terms of paths, policies, methods,
and strategies. These differences historically contributed to the complexity of
the Chinese Revolution and are also integral to the complexity of contempo-
rary China’s reforms. Therefore, understanding this complexity must be con-
nected to the historical development of Mao’s thoughts and theories.

A detailed study is needed of the differences between Mao and Lenin’s
thoughts and strategies regarding socialist transition, as well as how each inte-
grated Marxism with their national revolution to create their unique contribu-
tions. For example, many have studied Mao’s On the Ten Major Relationships,
but the creative ideas expressed in this work are rarely analysed in the context
of the differences between the path of the October Revolution and the revo-
lutionary path that gradually developed in China. This difference had already
begun to emerge after the establishment of the first revolutionary rural base in
Jinggangshan in 1927.This difference was not just one of revolutionary strate-
gies and methods; it already implied differing understandings of socialism. It
could be argued that today’s reforms are either subtly or directly connected to
the ideas in On the Ten Major Relationships. However, this clarity is not simply
a relationship of inheritance but involves both acceptance and rejection, with a
dialectical complexity of affirmation and negation.
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XI

When examining socialism today, many intellectuals tend to overlook the
complexity of the Chinese Revolution and the subsequent reform and open-
ing-up process. Providing a direct and comprehensive study on this complexity
is beyond the scope of this intervention. However, in light of China’s current
reality, especially the fact that the reform (including its various experiments)
has not stopped and is still developing, it is worth discussing certain issues that
are more prone to error or misunderstanding.

One issue is that many people fail to recognise a key factor of China’s reform,
which was inherited from Lenin’s reform: the idea of not striving to achieve
‘complete socialism’ through a direct transition. Not only is this concept often
overlooked, but due to long-established biases, many still view the socialist
blueprint as a ‘complete socialism’ — an ideal socialism that can be realised
through reform, meeting standards in every aspect. As a result, the reforms
are seen as trimming an unruly, imperfect tree — difficult, but achievable if the
correct methods are followed, eventually restoring the vitality of the socialist
tree. Even though at the Seventh Plenary Session of the CPC’s Seventh Cen-
tral Committee Mao explicitly proposed the coexistence of multiple economic
sectors, many still fail to connect these ideas with the current reform process.
'They do not realise that today’s reform is essentially a return to the coexist-
ence and development of five economic sectors within a socialist system. They
also fail to recognise that this indirect transition to socialism involves detours,
likely large ones, which will inevitably require many experiments. It can be said
that many have not prepared for this path of reform or have not prepared at all.

As a result, in the face of various problems in society today that do not align
with the spirit and principles of socialism — such as the increasing class strati-
fication, income inequality (China’s Gini coefficient once surpassed that of the
US), uneven distribution of opportunities and resources, severe societal involu-
tion, and the continuous expectation of realising ‘complete socialism’— doubts
arise.”* People begin to question whether the direction of reform is correct, or
even if China is still a socialist country.

2 In the Chinese context, the term involution refers to fierce internal competition brought about by the market
economy.
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However, we cannot simply attribute these doubts to a misunderstanding. In
The Communist Manifesto, Karl Marx and Friedrich Engels said, “The bour-
geoisie, during its rule of scarcely one hundred years, has created more mas-
sive and more colossal productive forces than have all preceding generations
together’.?” This acknowledges the creative energy unleashed by such a trans-
formation. Therefore, when those who still seek to immediately achieve ‘com-
plete socialism’ see this release of creative energy in China but also notice the
serious contradictions between these new developments and the ideals and
values that socialism strives for, their confusion cannot simply be regarded as
an error. They are witnessing objective facts and the actual changes occurring
in Chinese society. On the other hand, for some intellectuals who are familiar
with Friedrich Hayek’s works or similar critiques of socialism, and who identi-
ty with their neoliberal theories and ideas of spontaneous order and individual
freedom, the situation becomes even more complicated. The ideological incli-
nations of these intellectuals determine what they see or don't see; for them,
facts are irrelevant.

XII

Without delving too deep into economic theory, it is worth asking some more
common-sense and practical questions about China’s reform process. Namely,
what has Chinese socialism after reform accomplished that capitalism today
could not or would not be able to? A common saying in China is, “To get
rich, build roads first’. In the practice of reform, the meaning of this phrase
has continuously evolved to encompass the implementation of various large-
scale infrastructure projects. Therefore, the implementation and maintenance
of large-scale infrastructure is a good benchmark to compare the differences
between Chinese socialism and free market capitalism.

'The United States currently operates a railway network of 293,564.2 kilome-
tres, nearly twice the length of China’s rail network.? However, China has
built approximately 36,100 kilometres of high-speed rail, whereas the US has

% Karl Marx and Friedrich Engels, 7he Communist Manifesto (Penguin Classics, 2002).
26 'The World Factbook 2024 (Central Intelligence Agency, 2024).
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zero kilometres of high-speed rail.*” On the surface it seems like there are
strengths and weaknesses on both sides, but there is one significant differ-
ence: US railways are predominantly privately owned, and one obvious result
of this is frequent accidents. According to data from the US Bureau of Trans-
portation Statistics, there was an average of 1,704 train derailments annually
between 1990 and 2021, meaning there is an average of 4.7 derailments every
day.?® The fact that US railways are so underdeveloped is due to specific na-
tional conditions — vast land and a sparse population, which have made air
travel the preferred mode of transportation. This partially explains why the US
had 19,627 airports, including 5,099 public ones, in 2018.* In comparison,
China had only 814 airports in 2018. Upon closer analysis, private airports
make up the majority of US airports, and only a few hundred airports have
facilities for online ticket purchasing. Moreover, most of these airports are
outdated and in dire need of renovation. The same applies to the equipment
and infrastructure supporting the airlines, much of which is also old and in
need of renewal. More troublesome is that since the COVID-19 pandemic,
the US aviation industry has been in crisis, with frequent accidents that have
made news headlines. These have become so commonplace that they are now
seen as the norm. But as with the railroad situation mentioned earlier, these
urgent issues are long overdue for resolution, yet they cannot be solved quickly,
and there is no clear path to resolving them. The situation is so bad because
most of the entities involved in the aviation industry are private enterprises.
Faced with pressures for profits, cost reductions, competition, and other mar-
ket forces, they don't have a comprehensive solution to these problems and are
often powerless to address them. As a country built around automobiles, the
US road system cannot escape criticism. Just one statistic is revealing: there
are 617,000 bridges in the US, 42% of which were built more than 50 years
ago — and most infrastructure has a lifespan of about 50 years. In addition to
bridges, the entire US infrastructure system needs repair or reconstruction be-
cause much of the equipment is outdated. According to the American Society

of Civil Engineers (ASCE), the infrastructure funding gap in the US will ex-

%7 'This may have been true when the author wrote this article. However, as of 2024, China has 45,000 kilometres
of HSR while the US has 735 kilometres.

% Joe Sommerland, How Many Ttain Derailments Have There Been in the US in 20232, Independent, 6 March
2023, https://www.independent.co.uk/news/world/americas/train-derailments-per-year-usa-b2294966.html.

¥ National Plan of Integrated Airport Systems (NPIAS), US Department of Transportation Federal Avia-
tion Administration, 2018, https://www.faa.gov/sites/faa.gov/files/airports/planning_capacity/npias/current/
NPIAS-Report-2019-2023-Narrative.pdf.
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ceed $2 trillion by 2025.%° An understanding of the US’s recent fiscal situation

should raise concerns over where this $2 trillion will come from.

'This account of recent issues in the US transportation system provides a com-
parative and contextual backdrop when discussing China’s ‘to get rich, build
roads first’ strategy. In this comparison, a key issue becomes clear: the inabil-
ity of so-called ‘advanced countries’ and wealthy superpowers like the United
States to build and maintain large-scale infrastructure. By comparing China’s
ambitious infrastructure projects, it becomes easier to understand why the US
cannot achieve these goals.

'The first example worth discussing is the construction of China’s high-speed
railway network. Not only does this require an enormous investment — the
cost of building the railways alone was between 120 million and 150 million
yuan per kilometre — but the operating costs are also high. Moreover, many
of the routes pass through economically underdeveloped regions, making it
impossible to expect quick and substantial returns. From the perspective of
pure market economics, the high-speed railway network appears irrational and
contradicts market principles. However, China has resisted such criticisms and
continued to invest in expanding the network despite limited prospects for

profit-making.

'The second example, and one that could possibly be considered even more ir-
rational, is the construction of bridges in Guizhou. Over the past few years,
Guizhou has built 28,023 road bridges, connecting 210,000 kilometres of
highways. Half of the top 100 tallest bridges in the world, and four of the top
ten, are in Guizhou. This region has long been known as one of the poorest
and most underdeveloped areas in China, with the saying ‘no flat land for three
/i, no clear skies for three days’ reflecting its harsh conditions.*! Perhaps there
could be a geopolitical justification for these bridges, given Guizhou’s strategic
proximity to Southeast Asia. However, this alone is not persuasive enough
given the size and scale of investment involved and the risk of no payoft.

% American Society of Civil Engineers, Bridging the Gap, May 2024, https://bridgingthegap.infrastructurere-
portcard.org/.

31 Li (2) is a traditional unit of measuring distance in China. One / is roughly five hundred metres.
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'The third example is the construction of the west-to-east power transmission
programme. This initiative involves three power corridors, which are thou-
sands of kilometres long, using ultra-high-voltage transmission technology to
cross mountains, deserts, and rivers, from the north to the south and west to
the east. This project required an investment of 4.4 trillion yuan over a period
of more than 30 years. A remarkable outcome of this project is that it has
enabled China’s vast rural areas, where hundreds of millions of farmers live,
to have access to electricity, water, and the internet. This is not only a great
accomplishment in modern history but also a testimony that utopia is not en-
tirely an ideal, and that ‘common prosperity’ can be achieved.

'The above examples present a profound contradiction: while developing the
market economy is the basic policy of China’s reform and a national economic
strategy, much of the practical work of development has not aligned with the
principles of a purely profit-driven market economy. At different levels and in
various spaces, these experiments have involved new combinations of econom-
ic, production, and resource factors. The objective effects of these experiments
have already spread far beyond the boundaries of these projects, reaching met-
ropolitan areas, industrial ecosystems, and even residential neighbourhoods.
Given that China plays a significant role in global economic development,
especially through the Belt and Road Initiative, these experiments acquire new
meaning: they provide a grand vision for the restructuring and reorganisation
of the world economy on a larger scale, in accordance with socialist principles.

XIII

In the analysis of China’s reform and opening up process, especially prior to
the ‘New Era’ marked by the 19th National Congress of the CPC in 2017,
state-led construction of large-scale infrastructure often did not receive the
same level of attention as private sector accomplishments such as Jack Ma’s
Taobao and Ant Financial (now Ant Group), or Pony Ma’s Tencent Gold-

ings.* This led to serious consequences: to many Chinese people, it was not

32 At the 19th Congress of the CPC in 2017, Xi Jinping Thought on Socialism with Chinese Characteristics for
a New Era’was adopted as a guiding ideology and written into the CPC constitution. This slogan reaffirmed the
goal of achieving socialist modernisation and national rejuvenation.
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clear what reform meant. It may be associated with the full development of the
market economy, or allowing some people to become well-oft first, or simply
a method to modernise China. These are purely economistic views of reform
which have become quite popular in China in recent years. The more suc-
cessful the reform process, the more popular this economistic view becomes.
China’s reform marks the beginning of a new historical phase for the socialist
movement. Integrating the market economy into the socialist economy and
then restructuring them into a new economic system is not a purely economis-
tic act. In practice, the reform process is rife with ideological contradictions.
Competing ideological tendencies struggle to realise themselves through the
reform process.

To criticise the economistic view of reform and recognise the ideological
struggle embedded in the reform process, the work of Louis Althusser can
serve as a valuable theoretical resource. Despite the work of scholars such as
Chen Yue and Wu Zifeng in translating and researching the works of Al-
thusser, his theories have still received insufficient attention in Chinese aca-
demia and even within left-leaning intellectual circles. From the perspective of
the development of contemporary Marxism, Althusser’s thought is distinctive:
while sharply criticising high-minded traditional philosophy that detaches it-
self from the masses and political practice, he has also consistently emphasised
the need to link theory with practice. This sets his theories apart from Western
Marxist research that emerged in the 1950s and especially from the left-wing
theories that developed out of postmodernism. This makes Althusser’s thought
relevant for gaining a critical perspective on the history of the socialist move-
ment while also focusing on the concrete practice of contemporary socialism.

In the map of contemporary Marxism, Althusser’s On the Reproduction of Cap-
italism holds an extremely important position.* This work reconstructs Marx-
ist theory on the state, fully presenting the theory of ideological state appara-
tuses and their inseparable link from the reproduction of production relations.
Compared to Marx and Lenin’s writings on the state, Althusser introduces the
key concept of ideology. After analysing, criticising, and reinterpreting vari-
ous traditional concepts of ideology, including the classical Marxist concept,
he presents an entirely new understanding — ideology is not purely a spiritual

3 Louis Althusser, On the Reproduction of Capitalism: Ideology and Ideological State Apparatuses (Verso,
2014).
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activity or an existence of ideas, but a material existence. Ideology always ex-
ists within institutions, particularly within the state or state apparatus, and
becomes an indispensable structural component that enables the operation of
the state apparatus.

XIV

In Althusser’s theoretical framework, the relationship between ideology and
economic production is not a dualistic division. On the contrary, it is argued
that economic production and ideology are not completely detached from
each other. This differs from various historical interpretations of ideology. Al-
thusser not only denies the spirituality of ideology but also challenges the view
that ideology is part of the superstructure. Ideologies are embedded in all the
activities of the state. He provides a famous metaphor for this: If we consider
the state and society as an edifice, ideology is the cement that holds them
together. No corner, layer, or space in this edifice can exist without cement.
Similarly, ideology permeates every part of the state’s edifice, including the
practical activities of the people within it. It even penetrates the relationship
between economic practice and political practice.

Althusser can help us view the reform from a fresher perspective than the
classical Marxist dichotomy of superstructure and economic base. Returning
to the question of large-scale infrastructure, the question remains as to why
the state, and not private capital, undertook these investments. The immediate
answer is that private capital is only interested in investment in return for a
profit. However, hidden behind this practical response is the notion of Aomo
economicus (man as an economic and rational being). This, in turn, rests on
an entire system of knowledge, including classical economics, sociology, and
modern philosophy — a system that is unambiguously ideological.

When Mao proposed the economic framework of New Democracy, he advo-
cated for the coexistence and development of five types of ownership systems.
‘These ownership systems represent distinct relations of production. In other
words, China’s reform is taking place within a network formed by five different
relations of production. This complexity has been understudied because, in the
history of socialist construction, it is rare for different production relations to
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be so intertwined for such a long time. However, if we adopt Althusser’s per-
spective and apply his theory of the reproduction of production relations, we
can find a way to explain and think through this complexity.

According to Althusser’s theory of the state, socialist China, having established
a revolutionary government with control over the state ideological apparatuses,
naturally uses these to ensure the reproduction of socialist relations of produc-
tion. However, since China’s economic policies allow for the coexistence of dif-
terent forms of ownership, it is only natural that these forms will also engage
in the reproduction of certain production relations. At the same time, these
respective reproductions of production relations will inevitably compete with
each other. This competition serves two functions: first, it stimulates the econ-
omy, creating new opportunities for development, dynamism, and structural
transformation; second, it also makes use of various state mechanisms, exclud-
ing the political apparatus (which is firmly controlled by the socialist state), to
achieve its reproduction. We can raise the following question: Is this multi-
layered, multi-spatial, and multi-directional reproduction an essential reason
for the complexity of economic development in the reform process? And is it
also an important reason for the existence of various opposing and conflicting
ideological and knowledge systems within the current reform process?

'The difficulty in understanding contemporary Chinese socialism often stems
from an insufficient understanding of the complexity of the current reforms
and the experimental nature of the socialist movement. However, China’s re-
form proves that confronting these complexities and recognising them within
the historical development of Marxist theory is needed to navigate the com-
plex realities of the ‘great changes unseen in a century’, thereby opening new
possibilities for achieving socialism.** China’s reform is certainly not a purely
economistic reform, but an unprecedented series of experiments in the history
of the socialist movement.

34 The phrase ‘great changes unseen in a century’is frequently used by President Xi Jinping and the CPC to refer
to shifts in the centre of gravity of global economic and political power.
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In this article, the term ‘industrial
policy’ refers to the aggregate of all
policies undertaken by the state to
influence the development, catch-up,
and innovation of specific industries.
According to this definition, industrial
policy is a selective policy that focuses
on specific industries, rather than a
universal or functional policy applied
broadly to most industries. The origins
of this definition can be traced at least
as far back as the theory of the de-
velopmental state.! In contrast to this
definition, some argue that industrial
policy encompasses universal or func-
tional policies such as strengthening
infrastructure, promoting human cap-

1 'Wan-wen Chu, a research fellow at Academia Sinica
in Taipei, can be seen as a contemporary theorist of the
developmental state whose understanding of selective
industrial policy is representative of the Chinese ex-
perience. As she puts it, ‘industrial policy means that
the government chooses certain specific industries to
foster’. For more, read: Wan-wen Chu, Zhe Develop-
ment Model of China’s Industries: Exploring the Role of
Industrial Policy [ % B /= 189 & Je A X—IK & /= b B
%49 4 &] (Social Studies Journal Press, 2020), 102;
and Wan-wen Chu and Alice Amsden, Beyond Late
Development: Taiwan’s Upgrading Policies (Peking
University Press, 2016).
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ital investment, maintaining fair competition, and creating an efficient market
environment. This alternative definition has two drawbacks: First, it tends to
blur the boundaries between industrial policy and other policies such as invest-
ment policy, export policy, human resources policy, and even macroeconomic
regulation. Second, it is susceptible to being co-opted by (neo)liberal econom-
ics, using the guise of universal policies to oppose selective industry policy.

In a 2023 working paper published by the US National Bureau of Economic
Research (NBER), several scholars, including the renowned economist Dani
Rodrik, defined industrial policy as ‘those government policies that explicitly
target the transformation of the structure of economic activity in pursuit of
some public goal... a key characteristic is the exercise of choice and discretion
by the public authorities, as in “We promote X but not Y”, though the latter
part of this statement is typically left implicit’.? In effect, what these scholars
highlight is the role of selective industry policy in reshaping the division of
labour within society. Similarly, in a speech delivered at the Brookings Institu-
tion in spring 2023, US National Security Advisor Jake Sullivan interpreted
the Biden administration’s industrial and innovation strategy through the lens
of selective industry policy: ‘A modern American industrial strategy identifies
specific sectors that are foundational to economic growth, strategic from a na-
tional security perspective, and where private industry on its own isn't poised
to make the investments needed to secure our national ambitions’.?

'The formulation and implementation of industrial policy are critical aspects
of economic governance in China’s socialist market economy. Industrial pol-
icy is essential in achieving socialist production objectives, addressing market
failures, and promoting high-quality economic development. On the surface,
industrial policy appears as a system that integrates specific goals and means.
However, a deeper examination reveals that this system consists of particular
institutional forms collectively comprising the institutional framework of in-
dustry policy. These institutional forms can be analysed from two perspectives.
The first perspective is the general institutional foundation, which includes

2 Réka Juhdsz, Nathan J. Lane, and Dani Rodrik, “The New Economics of Industrial Policy’, NBER Working Paper
31538, (2023): http://www.nber.org/papers/w31538.

3 Jake Sullivan, ‘Remarks by National Security Advisor Jake Sullivan on Renewing American Economic Leader-
ship at the Brookings Institution’, The American Presidency Project, 27 April 2023, https://www.presidency.ucsb.
edu/documents/remarks-national-security-advisor-jake-sullivan-renewing-american-economic-leadership-the.
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the fundamental leadership system (the leadership of the Communist Party
of China [CPC]) and the basic economic system during the primary stage of
socialism. The second perspective includes specific institutions, referred to as
intermediary institutions. Four intermediary institutions are particularly note-
worthy: constructive markets, the socialist capital market with Chinese char-
acteristics, intra-government competition, and inter-local government com-
petition. These four institutions are interconnected, with constructive markets
occupying the central position. The socialist capital market with Chinese char-
acteristics serves constructive markets, and the integration of the two markets
reflects the behavioural patterns of the state economy under the conditions
of a socialist market economy. Similarly, the two forms of competition — in-
tra-government competition and inter-local government competition — are
premised on and directed toward developing constructive markets.* Examin-
ing these intermediary institutions helps us understand how China’s industrial
policy has evolved into a nationwide system for mobilising resources while
tully leveraging the decisive role of the market.

I. Constructive Markets

Constructive markets represent a unique form of markets that emerge in stra-
tegic and foundational sectors. In theories of market formation, two contrast-
ing perspectives exist. The first is Friedrich Hayek’s view that markets emerge
through spontaneous evolution and cannot be rationally constructed by the
state. The second is the Marxist view that markets are created through the
state’s active intervention. Karl Polanyi further argued that although markets
have a tendency for self-expansion, the notion of a completely autonomous
and self-regulating ‘disembedded’ market has never existed in reality and re-

* 'This paper does not consider the symbiotic relationship between SOEs and other forms of ownership as an
intermediary system, because this is the content of the basic economic system itself. The role of SOEs in the
implementation of industrial policy is a poorly studied issue in the academic community. A related analysis can
be found in Xudong Gao, ‘Approaching the Technological Innovation Frontier: Evidence from Chinese SOEs/,
Industry and Innovation 26,n0.1 (2019): 100-120. For a theoretical discussion of this issue, see Jia Genliang, “The
New Mission of State-Owned Enterprises: The Vanguard of Core Technological Innovation’ [ E 7 4>k 69 #7 4%
e M H AR A H7 69 248 TK], Journal of Renmin University of China [ B A K, X 4 52 4k], no. 2 (2023) and
Jia Genliang, “The New Mission of State-Owned Enterprises: A Policy Tool for the National Will to Innovate’
[E A 469374 G RE R4 37 & & 69 BUR T A ], Teaching and Research[# % 5 #F 2], no. 2 (2023).
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mains a utopian ideal.’ This article adopts the latter perspective. In strategic
and foundational sectors, the state acts as the architect of the market, guiding
its developmental trajectory and coordinating the division of labour in society
through various means and to varying degrees.

Figure 1: The Dual Integration Within the Basic Economic System in the
Primary Stage of Socialism.

National economic governance Market mechanism

Public ownership Non-public ownership

Distribution based

Distribution according to work on production factors

Well-functioning government Efficient market

'The analysis of constructive markets must start from the basic economic sys-
tem in the primary stage of socialism. In previous research, the author of this
paper proposed that in the socialist market economy, state economic govern-
ance and market regulation are distinct yet interconnected mechanisms of
resource allocation and economic coordination, and their relationship forms
the core of the basic economic system at the primary stage of socialism. This
system comprises three dimensions: ownership, distributive relations, and the
socialist market economy to organise social labour. These three dimensions
are vertically integrated, interconnected, and mutually inclusive (Figure 1). At
the same time, a dual structure exists within each dimension, representing a
horizontal integration. This horizontal integration reflects the combination of
state economic governance — characterised by public ownership, distribution

5 Karl Polanyi, The Great Transformation (Zhejiang People’s Publishing House, 2007); Karl Marx, ‘Das Kapital
vol. 3, in The Complete Works of Marx and Engels 25 (People’s Publishing House, 1974), 884-885. For a related
commentary on Marx’s views, see Meng Jie, Socialist Political Economy with Chinese Characteristics as a Method [1§
A Ty kb P B 4 G4 £ UEUS 25747 ] (Fudan University Press, 2023), 175-176.
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according to work, and a well-functioning government — and market regula-
tion mechanisms — represented by non-public ownership, distribution based
on production factors, and efficient markets. Through this integration, both
state economic governance and market regulation combine, with the state op-
erating outside the market and also actively participating within it through
state-owned capital and state-owned enterprises (SOEs).

Scrutinising the state’s economic role requires further analysis of the principles
governing state economic behaviour. Under the socialist planned economy,
Stalin proposed that state economic behaviour is governed by the fundamental
economic law of socialism and the law of planned proportional development of
the national economy.® The fundamental economic law of socialism is the al-
location of resources according to social need. The law of planned proportional
development refers to state-defined strategic objectives to plan and adjust in-
tersectoral relationships. These two laws represent a relationship between goals
and means. Under market economy conditions, the fundamental economic
law of socialism continues to operate through mechanisms such as national
development plans. Meanwhile, the law of planned proportional development
evolves into two distinct dimensions.” The first dimension is state coordination
of markets, where the state engages in macroeconomic management to bal-
ance the national economy. This includes addressing supply-side bottlenecks
in areas such as population, land, environment, and knowledge production;
while on the demand side, it involves mitigating insufficient effective demand
to stabilise short-term growth and employment. The second dimension is state
construction of markets, whereby the state assumes the role of market creator
and leader by altering proportional relationships between targeted sectors or
creating new sectors through long-term investments to fulfil national strategic
objectives.

It is worth reflecting that when Stalin proposed the two aforementioned laws
of state economic behaviour, he also stated that the object of socialist political
economy is the relations of production. However, for Stalin, these relations of

¢ J.V. Stalin, Economic Problems of Socialism in the USSR (Foreign Languages Press, 1972).

7 Meng Jie, ‘A New Theory of Basic Economic Laws in the Primary Stage of Socialism’ [#-4 £ U1 & F-#
KRB F AT K], Academic Monthly [5 K A F1], no. 12 (2022); Meng Jie and Zhang Zibin, ‘Constructive
Markets, Intra-Governmental Competition, and Independent Innovation of China’s High-Speed Railway: Ex-
planation From the Perspective of Socialist Political Economy’ [##H 3. BUFAZHF 5P E G40 A £
B F—AL 2 £ X BUE & F-5F AL A 49 4%, Economic Perspectives [ 5% 3 ], no. 4 (2023).
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production were no longer the civil society or the free-market economy stud-
ied by Karl Marx in Das Kapita/but the state itself. In other words, by examin-
ing the laws governing state economic behaviour, Stalin regarded the state as
possessing a dual character. On the one hand, the state remains part of the su-
perstructure. On the other hand, it also constitutes part of the economic base,
becoming an object of political economy. Recognising this duality represents a
significant theoretical contribution by Stalin.® In the socialist market economy,
the law of state behaviour in constructing markets is a new manifestation of

this duality.

Viewing the constructive market as a product of the laws governing state eco-
nomic behaviour helps to conceptualise industrial policy as a subject of social-
ist political economy. Constructive markets in the socialist market economy
have two main characteristics. First, the state assumes the task of constructing
markets on both the supply and demand sides, often acting as a special agent
embedded in the market in various ways to continuously guide market devel-
opment and coordinate the division of labour. Second, the state’s development
strategy introduces a use value goal into the market which interacts with the
exchange value objectives pursued by enterprises, placing the former in a rela-
tively dominant position.” Such a constructive market embodies the integra-
tion of the state and the market, serving as a critical institutional intermediary
for achieving industrial policy objectives.

It should be noted that in the concept of a constructive market, the term ‘mar-
ket’ is derived from Volume II of Das Kapital.'® Unlike the mainstream view
of the market as merely a system of transactions, Marx defines the market (or
circulation) as the sphere of capital movement, characterised by the unity of
production and exchange. This market comprises the circuits of many indi-
vidual capitals (here limited to industrial capital), expressed by the formula:
M- C...P...C - M, where M — C (buying) and C’— M’ (selling) represent

the process of exchange, and P represents the process of production.!! Due to

8 Meng Jie, Socialist Political Economy with Chinese Characteristics as a Method [V 7y 75 ik &9 7 B 4F &4 & £ SUH
6 254 ] (Fudan University Press, 2023).

° Meng Jie, ‘A New Theory of Basic Economic Laws in the Primary Stage of Socialism’ [#4 £ SUin & M- ik
ARG FAIRF ], Academic Monthly [ 5 K A F1], 12, (2022).

10 Karl Marx, ‘Das Kapital volume 2’, in The Complete Works of Marx and Engels volume 24 (People’s Publishing
House, 1974).

11 Editor’s note: In this formula, M stands for money, C stands for commodity, and P stands for the production
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the repetitive nature of this circuit, the stages of production and exchange not
only condition and mediate each other but also occur sequentially in time and
coexist spatially. Marx’s formula simultaneously expresses the movement of
individual capital and, when abstracting factors such as differences in capital
turnover time, can also represent the unified movement of all capital within
the market. In other words, it can express the movement of capital in a con-
structive market. Since the circulation of capital of each market mediates that
of others, when the capital of one market is in the M — C stage, the capital
of other markets must be in the C’ — M’ stage and vice versa. This implies
that each individual market transcends itself through such interconnections,
joining the general market and becoming embedded in the overall division
of labour. In this sense, the state’s construction of markets is also a process of
reshaping the division of labour and its internal connections.

II. Intra-Governmental Competition

'The state is not an abstract concept but an entity comprising a series of insti-
tutions and their structural relationships. As British Marxist political scientist
Ralph Miliband suggested: “These are the institutions — the government, the
administration, the military and the police, the judicial branch, sub-central
government and parliamentary assemblies — which make up “the state”, and
whose interrelationship shapes the form of the state system. It is these institu-
tions in which “state power” lies’.?* This view leads to two conclusions.

First, the state system is defined by its internal relationships, which can be
roughly divided into two interconnected dimensions. The first is the vertical
dimension, which includes the central decision-making bodies at the top of
the socialist party-state pyramid, the various ministries, and the hierarchical
or administrative relationships between central and local governments. The
second is the horizontal dimension, which contains two types of relationships:
the relationships among various ministries within the central (or local) gov-

process. Furthermore, C’ stands for the new commodity with added value created after the production process,
while M’ stands for the increased quantum of money obtained after selling the produced commodity.

12 Ralph Miliband, The State in Capitalist Society (Weidenfeld and Nicolson, 1969), 54.
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ernment and the relationships between local governments. These different di-
mensional relationships delineate the state system.

Second, this state, defined by its internal relationships, undergoes various stag-
es of change in the course of reform. As a result, the state, as the main body
implementing industrial policies, is not a fixed entity. Not only does the ad-
justment of central-local relations affect internal relationships, but the changes
in the relationships between local governments and among government de-
partments also continually redefine the distribution of power and responsi-
bilities within the state, thus influencing the state system itself. Based on this
consideration, this article introduces the concepts of intra-government and
inter-local government competition to provide a more detailed analysis of the
state’s role in implementing industrial policies. This section briefly introduces
intra-government competition, while the next section will address inter-local
government competition.

A considerable body of literature in economics and political science that ex-
amines intra-governmental competition. These studies generally analyse intra-
government competition from the perspectives of resources and autonomy,
which influence the motivations behind government agency behaviour, result-
ing in two complementary viewpoints. One viewpoint suggests that govern-
ment departments, driven by the need to maximise power and resources (in-
cluding internal and external resources), will seek new functions and compete
with other departments over related resources. The other viewpoint posits that,
in addition to competing for more resources, government agencies’ motiva-
tions are also related to administrative autonomy (i.e., autonomy relative to
other government agencies, rather than the economic autonomy emphasised
by developmental state theory). This is because, in many cases, acquiring more
resources often leads to increased oversight or evaluation by higher-level de-
partments. In general, government agencies’ pursuit of autonomy is more in-
tense than their pursuit of resources.

Itis important to emphasise that while the above viewpoints help us understand
the motivations for intra-governmental competition, they also have limita-
tions. These viewpoints abstract the relationship between the government and
the market. In other words, they express the broadest common denominator of
different factions’ views on the issue. As a result, these viewpoints only define
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the motivations for intra-government competition in an abstract sense with-
out connecting the government’s relationship with the market to define these
motivations further or outline the behavioural patterns of intra-governmental
competition. To better understand intra-governmental competition, we need
to develop the above model to reflect both the particularity of the relationship
between the government and the market in the socialist market economy and
the specific content of intra-governmental competition in this context. To this
end, I have proposed that the intra-governmental competition that emerged
during the autonomous innovation process of high-speed rail has more direct
motivations — specifically, the pursuit of leadership and organisational power
within the industry. To obtain this power, relevant government departments
promote institutional reforms, implement corresponding industrial develop-
ment strategies, and, in doing so, achieve both decision-making autonomy and
resource maximisation.

Intra-governmental competition revolves around leadership and organisa-
tional power within the industry. This proposition implies the following: First,
this competition is ultimately a manifestation of the national coordination and
market construction laws discussed in the previous section. Intra-governmen-
tal competition does not occur solely within the political superstructure; it
spans both the political and economic domains. Second, this competition has
both deviation and constraint effects. On the one hand, due to the need for
departments to acquire resources and autonomy, the competitive behaviour
of individual departments may deviate from the development goals initially
set by the central decision-making bodies, which reflect the socialist produc-
tion purposes for the relevant industry. On the other hand, intra-governmental
competition also constrains this deviation effect, ultimately steering it back
toward the goals set by the central decision-making bodies.

In a previous article, I analysed the competition between the Ministry of Rail-
ways (China Railway Corporation) and the Ministry of Science and Tech-
nology, which manifested as competition between different government de-
partments through their respective strategies.” This competitive process of
differentiated strategies is also a process of autonomously ‘interpreting’ indus-

13 Meng Jie and Zhang Zibin, ‘Constructive Markets, Intra-Governmental Competition, and Independent In-
novation of China’s High-Speed Railway’ [# M1  %. BUFA 55+ B %4509 A 24137], Economic Per-
spectives [ 255 1 %], 3, (2023).
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trial policy, and therefore, it may trigger corresponding knowledge production.
Therefore, this competition can be viewed as a mechanism for the produc-
tion of ‘local knowledge’. This local knowledge is in contrast to the ‘collective
knowledge’ which is possessed by the state and underpins all industrial policy.
During the evolution of industrial policy, if this local knowledge can be ef-
tectively coordinated and used to produce new collective knowledge, it will
become an important factor influencing industrial policy performance.

III. Inter-Local Governmental Competition

In a socialist market economy, local governments are critical economic entities
and, together with enterprises and the central government, form the ‘three-
dimensional market economy’.!* Local governments have become economic
entities with independent behaviours and goal-setting models, based on the
devolution of fiscal and administrative powers between the central and local
governments in the reform process. Under the socialist system, fiscal and ad-
ministrative powers often have dual characteristics, serving as political power
in the superstructure and economic power within the economic base. There-
fore, the fiscal and administrative devolution inherent in China’s tax-sharing
system implies the political and economic power of adjusting production re-
lations.” This adjustment in the vertical dimension of production relations
turther changes how local governments acquire and use surpluses, shaping
horizontal competition between local governments. From an income perspec-
tive, non-tax revenue, such as land transfer fees, has become an important form
of local government revenue. From an expenditure perspective, local govern-
ments provide public goods while engaging in regional strategic investment
and formulating and implementing industrial policies, the latter two of which
overlap. This overlap means that the rules governing market construction by
the state are not only a central government phenomenon but also apply to local
governments. However, at the local level, this rule is often mediated through
local government competition.

14 Shi Zhengfu, Extraordinary Growth: The Chinese Economy 1979-2049 (Shanghai People’s Publishing House, 2013).

15 Editor’s note: The tax-sharing system refers to the way in which fiscal responsibilities are divided between local
and central government in China. The essence of the 1994 tax-sharing reform was to re-centralise fiscal control,
taking most revenue from the provinces back to Beijing. In exchange, Beijing allowed local governments to sell
the rights to use land for a certain period of time in order to raise revenue.
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Local governments’ strategic investments have two implications. First, local
governments engage in strategic investments, under the banner of operating
cities, to attract investment. The costs incurred by local governments for at-
tracting investment can themselves be seen as investments. On the one hand,
government spending has a significant incentivising effect on fixed capital in-
vestment by enterprises. On the other hand, it increases government revenues
through methods such as tax growth, equity appreciation, and land value in-
creases. In this sense, local government spending is an investment to obtain
expected returns. Second, beyond operating cities, local governments also play
a more direct role as strategic investors. This refers to local governments using
local state-owned capital and enterprises to invest in strategic, foundational
industries. Local governments have certain advantages in making such strate-
gic investments because, compared to higher-level governments, they possess
more knowledge and information relevant to local development, and com-
pared to non-public investors, they are more willing to bear investments with
higher uncertainty and longer time horizons.

Given the above roles of local governments, industrial policy must be examined
in conjunction with central-local relations and local government competition.
Wan-wen Chu has pointed out that, unlike the two-tier system of East Asian
developmental states such as Japan and South Korea, China’s industrial policy
system is a multi-tier system. The so-called two-tier system refers to the cen-
tral government as the maker and implementer of industrial policy, with local
governments typically not involved in the industrial policy process. As a result,
officials from central government economic departments directly engage with
the industrial sector. This relationship between the central government and
the industrial sector is often referred to as ‘embedded autonomy’.’* On the one
hand, decision-making departments have relative autonomy when engaging
with the industrial sector or enterprises, while on the other hand, they main-
tain channels of communication with enterprises to gain timely information
on the actual situation of industrial development, thus having the ability to
formulate and implement feasible policies. Due to China’s large scale, imple-
menting a two-tier industrial policy system is difficult. China’s system can be
described as a multi-tier model where the central government sets the policy,
and local governments implement it. Since local governments have their own

16 Peter B. Evans, Embedded Autonomy: States and Industrial Transformation (Princeton University Press, 1995).
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strategies for implementing central policies, modifying or even violating these
policies to varying degrees, this creates an experimental space for assessing
industrial policy performance. Without sufficient market information at the
central decision-making units, the practices of different regions enrich the
policy’s content and expand its potential options. In response to the experi-
mental results from local governments, the central government will actively
or passively select the best practices, leading to a multi-tier industrial policy
system characterised by ‘local experimentation and central selection of the best

results’.’”

'The policy changes in China’s automotive industry around 2004 were an im-
portant empirical foundation for the formation of the above concepts. In 1994,
China introduced its first Automobile Industry Policy, encouraging large state-
owned automobile enterprises to form joint ventures with foreign automobile
companies. The policy also strictly defined the qualifications of automobile
manufacturers and models through a production catalogue, focusing on sup-
porting the ‘Big Three’ (China FAW Group, Dongfeng Motor Corporation,
and SAIC Motor Corporation) and the ‘Small Three’ (BAIC Group, Tian-
jin Automotive Industry Group, and Guangzhou Automobile Group), all of
which are state-owned. Under this industrial policy, models like the SAIC-
Volkswagen Santana, FAW-Volkswagen Jetta, and Shenlong’s Fukang domi-
nated the domestic car market in the 1990s. Enterprises outside the produc-
tion catalogue could only produce cars labelled as micro-cars. Therefore, some
companies sought ways to enter the production catalogue to grow, with Chery
Automobile being a typical example.

Chery Automobile Co., Ltd. was established in March 1997 as a state-owned
enterprise invested in by the Anhui provincial and Wuhu municipal govern-
ments. In December 1999, the first Chery Fengyun sedan rolled off the pro-
duction line. By 2000, Chery’s production had exceeded 2,000 vehicles. How-
ever, despite the production of cars, Chery faced a major issue: it lacked a
car production licence and could not be listed in the national passenger car
production catalogue, meaning it could not legally sell cars nationwide. To re-
solve this issue, Chery affiliated itself with SAIC Motor. In early 2001, Chery
transferred 20% of its registered capital (approximately 350 million yuan) to

7 Wan-wen Chu, The Development Model of China’s Industries: Exploring the Role of Industrial Policy [ 1B /= ik
09 B JEARE X—48 & /= L BUR A9 A €] (Social Studies Journal Press, 2020).
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SAIC Motor without compensation, officially joining SAIC Motor through
a share transfer and obtaining a car production licence. The company was
renamed SAIC Chery. After the partnership with SAIC, Chery’s Fengyun
quickly gained market acceptance, rapidly entering mass production and com-
peting at a price one-third lower than that of older models like the Santana.
In 2001, Chery’s sedan sales reached 28,200 units (3.9% market share), with
a sales revenue of over 2 billion yuan. By 2002, sales had increased to 50,200

units (4.45% market share), with revenue exceeding 4 billion yuan.

'The development of domestic brands like Chery and Geely has played a signif-
icant role in promoting the evolution of national industrial policies. In 2004,
the National Development and Reform Commission introduced a new Auto-
mobile Industry Development Policy to support the growth of domestic, in-
dependent automotive brands. Prior to this, in June 2003, Chery exited SAIC
Motor; in September, the National Development and Reform Commission
announced its approval for SAIC-Chery Automobile Co., Ltd. to produce all
products listed in the Announcement on Road Motor Vehicle Manufacturers
and Products, and the company name was changed from SAIC-Chery Auto-
mobile Co., Ltd. to Chery Automobile Co., Ltd.

'The changes in the national automotive industry policy exposed significant
flaws in previous policies. Chu pointed out that using the catalogue to limit
automobile manufacturers reflected the planning mentality of policymakers.
Achieving economies of scale for production efficiency was the policymakers’
primary goal at the time. As a result, factors such as the number of manufac-
turers and industry concentration became key policy constraints, and approval
rights became the main policy tool. However, as Chu correctly emphasised, the
number of manufacturers and the high concentration of industries are charac-
teristics that emerge in a mature market. For an emerging industry that is still
developing, restricting the number of manufacturers before market competi-
tion has fully taken effect is ineffective.'®

'The shift in China’s automotive industry policy around 2004 highlighted the
important role of local governments in implementing and formulating indus-
trial policies. Central-local interaction in the multi-tier industrial policy sys-

'8 Wan-wen Chu, The Development Model of China’s Industries: Exploring the Role of Industrial Policy [ F 8 /= 169
B EAE X —I & 5 kK F 49 A €], (Social Studies Journal Press, 2020), 134.
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tem can largely be seen as a collective knowledge production and coordina-
tion mechanism. Under the constraints of old planned-economy thinking and
policy tools, central government decision-makers often lacked the necessary
knowledge to formulate rational industrial policies. This gap has now been
filled by the practices of local government competition. The diversity of new
phenomena or behaviours within the industry brought about by local gov-
ernment competition is accompanied by the production of ‘local knowledge’.
If this knowledge is respected and utilised, it can help overcome subjectivity
in industrial policy formulation. From this perspective, the recent debates on
the effectiveness of industrial policies between Lin Yifu and Zhang Weiying
are largely irrelevant, as both sides fail to incorporate the multi-tier industrial
policy system and the intra-governmental competition discussed in the previ-
ous section into their analysis."”

IV. Socialist Capital Market with Chinese Characteristics

A constructive market refers to a market where production and exchange are
unified. Correspondingly, the capital market serves the constructive market. As
early as 2010, China’s State Council issued the Decisions on Accelerating the
Cultivation and Development of Strategic Emerging Industries, which en-
couraged the government to establish industry-guided funds (such as special
funds and industrial investment funds) to support the development of strate-
gic emerging industries, including new electric vehicles (NEVs). This decision
emphasised the role of multi-tier capital markets in expanding investment in
emerging industries and directing social funds to innovative enterprises in the
early and middle stages of entrepreneurship. The Outline of the 12th Five-Year
Plan for the National Economic and Social Development of the People’s Re-
public of China, released in 2011, reiterated these policy directions.?

1 “The Great Industrial Policy Debate Between Lin Yifu and Zhang Weiying [#R £ k. 3K g0 7 W BUR K 9%
&7 52 3], The Paper [ % # #7141 ], 21 November 2016, https://www.thepaper.cn/newsDetail_forward_1565467.

20 Xinhua News Agency, ‘Outline of the Twelfth Five-Year Plan for the National Economic and Social Devel-
opment of the People’s Republic of China’ [E K & F it & XK & + A ZF X %], Central People’s
Government of the People’s Republic of China, 16 February 2011, http://www.gov.cn/20111h/content_1825838.
htm#.
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From its inception, China’s capital market has been tasked with financing basic
strategic industries. After multiple major reforms, especially the establishment
of the SSE STAR Market (Shanghai Stock Exchange Science and Technol-
ogy Innovation Board) in 2019 and the pilot implementation of the regis-
tration-based system, the focus of China’s capital market has further shifted
towards innovative enterprises related to the new technological revolution. The
development of new finance capital forms, such as venture capital, private eq-
uity, and state-owned capital investment platforms, has attracted and encour-
aged more entrepreneurs and innovators to engage in foundational industries
aligned with the country’s major strategic goals. This has played a crucial role
in promoting the development and innovation of these industries. As Yi Hui-
man, chairman of the China Securities Regulatory Commission, pointed out
“The capital market’s mechanism of shared risk and shared benefits not only
provides financing support but also plays an important role in improving cor-
porate governance and motivating entrepreneurial spirit’.!

It is important to emphasise that the development of China’s capital market in
recent years is closely linked to the reform of state-owned capital and SOEs.
'The Third Plenary Session of the 18th Central Committee of the CPC, held
in November 2013, marked the beginning of a new stage in deepening SOE
reform. The related reforms mainly include: promoting the classification of
SOEs based on function, improving the state-owned asset management sys-
tem with a focus on capital management, reforming the state-owned capital
authorisation system, and reorganising state-owned capital investment and
operating companies. Moreover, these reforms also aimed to strengthen the
comprehensive leadership of the CPC over SOEs, integrate CPC leadership
into all aspects of corporate governance, clarify and implement the statutory
status of Party organisations in the corporate legal structure, and ensure the
implementation of national policies and major decisions.

Following the 2013 reforms, SOEs were divided into two categories: commer-
cial SOEs and public welfare SOEs. Commercial SOEs were further divided
into two subcategories: Category I includes enterprises operating in competi-
tive sectors and Category II includes enterprises operating in strategic sec-

21'Yi Huiman, ‘Efforts to Build a Modern Capital Market with Chinese Characteristics’ [ %/ &%+ B 45 & 3L
R K AT 9], Qiushi [ £52], no. 15 (2022).
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tors related to national security and the national economy. The category-based
reform of SOEs was necessary for clarifying the role of China’s SOEs. In a
socialist market economy, state-owned capital and SOEs are tools for econom-
ic governance, helping the nation achieve the following important functions.
First, SOEs provide public goods and services that meet societal needs. Sec-
ond, SOEs coordinate the relationships within the national economy to over-
come market failures such as overproduction or insufficient effective demand,
thereby maintaining economic stability and full employment. Third, SOEs
make strategic long-term investments in foundational industries to build and
lead the development of the market. This function is especially necessary for
latecomer nations to achieve economic catch-up and ensure national economic
security. The category-based reform of SOEs was significant as it helped to
optimise the organisation of state-owned capital and establish a modern cor-
porate system with Chinese characteristics.

'The 2013 guidelines also proposed improving the system for state-owned asset
management and supervision. To that end, it encouraged establishing state-
owned capital investment and operating companies, which would exercise
shareholder responsibilities and bear limited liability up to the amount of their
investment. These companies would be responsible for improving the distribu-
tion of state-owned capital, improving the performance of state-owned capital
operations, and maintaining and increasing the value of state-owned assets.
Essentially, these guidelines were about using the operating principles of mod-
ern finance capital operation principles to strengthen and optimise the state-
owned economy.

'The implications of drawing from and using the principles of modern finance
capital to promote reforms in the management of SOEs and state-owned as-
sets have profound consequences for China’s capital market. From a political
economy perspective, finance capital is the capital of financial institutions op-
erating in the capital market and a special form of capital arising from the fu-
sion of finance capital with functional capital (such as industrial, merchant, and
platform capital).?? Finance capital represents a power relationship in control-

ling social production. According to Rudolf Hilferding and Vladimir Lenin,

22 Editor’s note: Platform capital refers to platform-based business models in the digital economy. These platforms
typically act as intermediaries in the process of buying and selling and make revenue through commissions. Plat-
form capital could be considered as a new form of merchant capital.
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finance capital tends to dominate functional capital.” In the institutional en-
vironment of the primary stage of socialism, the state uses state-owned finance
capital to influence or even control production and achieve major national
development goals. The Chinese capital market is, in essence, a socialist capi-
tal market with Chinese characteristics. Through this market, the relationship
between the government and an effective market is deepened, the position of
SOE:s in strategic foundational sectors is consolidated and strengthened, and
the basic economic system in the primary stage of socialism is reproduced in
a new form.

As the focus of China’s capital market shifts to technologically innovative
enterprises and the capital management-oriented reform of SOEs, this will
inevitably transform state-owned finance capital into a bridge linking indus-
trial policy with the capital market. Through the capital market, state-owned
finance capital integrates with functional capital to form a new type of state-
owned finance capital, which plays a significant role in guiding the develop-
ment of constructive markets and shaping industrial chains and the social divi-
sion of labour. However, a capital market dominated by state-owned finance
capital also has dual implications. On the one hand, this market can become
a tool for national economic governance, playing a significant and positive
role in driving the development of constructive markets. On the other hand,
developing a capital market with Chinese characteristics must also address
and prevent the new contradictions and issues it might bring. One prominent
issue in finance capital operations is that the circulation of functional capital,
such as industrial capital (M — C ... P... C’'— M), is integrated into the cycle
of finance capital (M — M’). The former becomes a means of maintaining and
increasing the latter’s value. In this context, finance capital may focus on boost-
ing the short-term profitability of functional capital, potentially harming its
ability to conduct long-term collective learning or innovation, which would
hinder the realisation of national development plans and strategic objectives.**
To address this, it is necessary to guide and regulate the behaviour and goals of
state-owned finance capital to ensure that it serves national development and
socialist production goals effectively.

# Rudolf Hilferding, Finance Capital (Commercial Press, 2011); V.I. Lenin, Imperialism, the Highest Stage of Capi-
talism), in Selected Works of Lenin 2 (People’s Publishing House, 1972).

2 Meng Jie, ‘On State Capital in the Socialist Market Economy’ [#-i&44& £ L F %2 F P oA A F A,
Marxism and Reality [ % 5%.% £ X 5 3.52], no. 2 (2023).
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In works such as Extraordinary Growth: China’s Economy from 1979 to 2049,
published in 2013, the author Shi Zhengfu analysed the role of state-owned
finance capital.® He argued that in a socialist market economy, promoting
long-term growth and overcoming economic crises is achieved by leverag-
ing the state’s macro-strategic investments. These macro-strategic investments
focus on strategic foundational industries and related production factors that
benefit long-term national economic development. The state can coordinate
and deploy such investments through medium- and long-term development
strategies and plans, with the government and state-owned capital investment
companies jointly establishing national development strategic funds to carry
out these investments. The National Development Strategic Fund is backed by
national credit, with various specialised sub-funds under its umbrella operat-
ing in a market-oriented manner.

Figure 2: Number and Scale of Industry Guidance Funds Set Up by All
Levels of Government (2013-2022)
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» Shi Zhengfu, Extraordinary Growth: China’s Economy 1979-2049, (Shanghai People’s Publishing House,
2013); Shi Zhengfu, ‘Functional Monetary Theory and the High-Quality Development of China’s Economy’ [}
et TS P B 250 &R = R, Wenbua Zongheng [ AL H A, no. 4 (2020).
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Over the past decade, we have witnessed the role of state-owned finance capi-
tal and the capital market in implementing industrial policies for strategic
foundational industries (Figure 2). The state’s role in utilising the capital mar-
ket to construct markets is a common feature in the history of global industrial
development. British evolutionary economist Mariana Mazzucato has studied
practices in developed capitalist countries and noted that the role of public
sector investment goes far beyond fixing market failures. By being more will-
ing to participate in Knightian uncertainty and invest in the early stages of
technological development, the public sector can actually create new products
and related markets.? Here, Mazzucato deliberately distinguishes between the
state’s role in overcoming market failure and its role in constructing markets,
emphasising the latter’s importance. The state’s role in constructing markets
means that the state itself takes on the functions of an entrepreneur. Maz-
zucato calls this an ‘entrepreneurial state’, whose role includes: making choic-
es about the direction of technological innovation, being willing to bear the
investment risks and uncertainties related to market creation, and building
a reasonable distributional relationship between bearing risks and obtaining
rewards. Mazzucato particularly emphasises the last point, stating that public
investment in innovation must also obtain public returns. However, under the
capitalist system, this distributional relationship is often difficult to achieve,
thereby weakening the role of the entrepreneurial state.?” The socialist capital
market with Chinese characteristics, as an institutional intermediary serving
industrial policy, has largely validated Mazzucato’s views.

'The successful operation of state-owned finance capital outlined above can
be summarised using the relationship between finance capital and functional
capital mentioned earlier. When these two types of capital combine, the fol-
lowing cyclical formula emerges:

M-{M-C...P...C-M}-M(1)

2 Editor’s note: Knightian uncertainty is a term which refers to the lack of quantifiable knowledge. This kind of
uncertainty is different from the economic concept of risk, which refers to the probability of a given outcome.
While risk implies action taken knowing the probability of an outcome, uncertainty describes a total lack of
information. This concept of uncertainty was articulated by University of Chicago economist Frank Knight. See:
Frank Knight, Risk, Uncertainty and Profit (Cosimo Inc., 1921).

27 Mariana Mazzucato, The Entrepreneurial State: Debunking Private vs. Public Sector Myths (Public Affairs, 2018),
63—64; p. 68; Mariana Mazzucato, ‘From Market Fixing to Market-Creating: A New Framework for Innovation
Policy’, Industry and Innovation 23, no. 2 (2016), 140-156.
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The capital movement summarised by this formula has the following
characteristics:

First, it reproduces the finance capital (the fusion of banking capital and indus-
trial capital), examined by Hilferding and Lenin. The distinction lies in the fact
that in the case of China, finance capital is socialist state-owned capital, which
reflects state-owned production relations. When combined with non-public
capital, it recreates the ownership relations in the primary stage of socialism,
i.e., a symbiotic structure between public and other forms of ownership.

Second, the relationship between the two types of capital movements also re-
flects the relationship between the constructive market and the capital market
with Chinese characteristics. State-owned finance capital and the other social
capital it leverages bear the uncertainty of investments, ultimately serving the
development of the constructive market. Unlike the banking capital examined
by Hilferding and Lenin, state-owned finance capital does not necessarily seek
to dominate functional capital. Its leadership and coordination roles are pri-
marily reflected in its influence on the industrial value chain and social division
of labour.

'Third, the finance capital cycle is a realisation of the rule of the constructive
market, reflecting the combination of use values set by national development
plans and the exchange value objectives of enterprises. When state-owned fi-
nancial institutions invest in emerging industries, they need to be able to exit
with a reasonable profit to invest in new projects. This cyclical nature reflects
the predictable behaviour of the constructive market.

It is worth emphasising that although this cycle achieves the maintenance
and appreciation of state-owned capital, making profits is not the primary
goal. The primary goal of state-owned capital is to implement the objectives of
socialist production and fulfil the tasks set by the national development plans
and strategies. The above formula suggests that the cycle must simultaneously
achieve the dual objectives of use and exchange value.
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V. Embedding and Institutions

Industrial policy in a socialist market economy often means that the state is
embedded in the economic structure in some form. This embedment is not
only a characteristic of socialist market economies but also of modern market
economies. However, in a socialist market economy, the state’s embedment is
more universal and intentional, leading to the national economic behavioural
rule of state coordination and market construction discussed earlier.

At this point, it is necessary to further explore the theoretical meaning of
the concept of embedding or embeddedness. The term ‘embedding’ was intro-
duced by Polanyi, who pointed out that pre-capitalist economies were never
independent but ‘embedded’ within other systems such as politics, religion,
and ethics. The rise of capitalism brought about a trend to free the economy
from these systems, making it increasingly autonomous and self-regulating.
In his terminology, this was a process of ‘disembedment’. However, Polanyi
also pointed out that this trend toward disembedment was utopian, because
disembedment was predicated on the emergence of a series of fictitious com-
modities such as labour, land, and money. The existence of these fictitious com-
modities would bring the risk of social disintegration, ultimately leading to
crises, wars, or even revolutions, which could threaten capitalism. Therefore,
in Polanyi’s view, modern market economies are always under the dominance
of two tendencies: one is the disembedment favoured by liberalism, which is
the tendency for the market to expand infinitely, and the other is what Polanyi
calls the ‘social protection’, which is the tendency to re-embed institutions into
the market to limit the latter’s endless expansion.*®

In his study of industrial policy, American scholar Peter B. Evans used the
concept of ‘embedded autonomy’ to describe the role of developmental states
in East Asia. Evans, as part of the second generation of developmental state
theorists following Chalmers Johnson and others, argued that in studying the
role of the government, scholars should not focus solely on the relative au-
tonomy of state decision-making and its sources. Instead, attention should be
paid to the relationship between the government and the business sector. Ac-
cording to Evans, state autonomy refers to the government’s ability to make

28 Karl Polanyi, The Great Transformation, trans. Feng Gang and Liu Yang (Zhejiang People’s Publishing House,
2007).
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independent decisions free from the economic influence of special interest
groups. However, in policy matters, the government must rely on the assis-
tance of economic interest groups to ensure smooth implementation. There-
fore, the government remains autonomous while maintaining close links with
businesses to gather information and make informed decisions.?

It is worth noting that while Evans’ concept of embedded autonomy adopts
Polanyi’s terminology, it does not fully utilise the entire content of Polanyi’s
concept. This point seems to be rarely mentioned by researchers. Evans’ notion
of embedding tends to emphasise the epistemological function of the govern-
ment-business connection, specifically for the purpose of acquiring relevant
industry information, but overlooks the broader implications of Polanyi’s con-
cept of embedding. French anthropologist and Marxist Maurice Godlier bor-
rowed, interpreted, and developed Polanyi’s thought from a Marxist perspec-
tive. For Godlier, embedment can be understood as a certain institutional form
outside the realm of social production that performs the functions of produc-
tion relations, determining the ownership of production materials and the dis-
tribution of products, and coordinating the social division of labour, thus be-
coming a component of the economic base. As for modern market economies,
although their initial development displayed a clear trend of disembedment,
in later stages of development the state’s embedment became inevitable again.
Keynesianism is a theoretical expression of this trend of embedment.*

From the discussion in this paper, the formation and development of China’s
industrial policy also represent the process by which the state is embedded in
the economy. However, this embedding is not limited to Evans’understanding,
but carries the deeper implications endowed by Polanyi and Godlier. Based on
the cases discussed in this paper, we attempt to categorise the state’s embed-

ding into the following types (Table 1).

# Peter B. Evans, Embedded Autonomy: States and Industrial Transformation (Princeton University Press, 1995).

30 Meng Jie, Socialist Political Economy with Chinese Characteristics as a Method [VE 7y 77 ik b9 B 4F &AL & £ 3L
B 254 ] (Fudan University Press, 2023).
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Table 1: Types of State Embedment in the Implementation
of Industrial Policy

Category

Method of Embedment

Conceptual

Category

Embedment in
the production
or value creation

process.

Direct establishment of
state-owned enterprises;
using market power to
coordinate the division

of labour.

Role of the
Ministry of
Railways
(China Railway
Corporation) in
the independent
innovation of

high-speed rail.

industry.

consultations.

Using state-owned fi- State-owned Polanyi-
nance capital to partic- | finance capital Godlier style
Embedment in | ipate in the functional leveraging cap- | embedment.
the investment | capital cycle to alter ital markets to
process. industrial chains and develop strategic
the regional division of | emerging indus-
labour. tries.
Embedment in | Altering relative prices, | Various financial
the exchange restructuring demand subsidies support-
and consump- | systems and the social ing the purchase
tion process. division of labour. and use of NEVs.
Establishing o )
o Coordinating policy .
communication . China EV100 Evans-style
] recommendations and
channels with Forum. embedment.
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As shown in Table 1, the different types of state embedment form a spectrum,
varying in modes and the levels at which they occur. Polanyi-Godlier style
embedment always involves a deep engagement with production relations, as
the state is tasked with performing certain production functions. In the first
of three types of Polanyi-Godlier style embedding, the state takes on a more
comprehensive role in production relations, manifested in its deep involve-
ment in value creation within the production process. In the second form, the
state changes the social division of labour or value chain patterns in a region
through investment (also a form of production relation), without directly en-
gaging in the value creation within the production process itself. The third
type, commonly found in East Asian developmental states, is characterised
by reshaping demand systems and social division of labour by altering relative
prices of factors or products to achieve dynamic economic efliciency.

Compared to the aforementioned forms, Evans-style embedment does not
necessarily require the state to take on the functions of production relations.
Evans-style embedment seeks to address the issue of information asymme-
try in industrial policy formulation and implementation. However, the issue
is that, for Evans, the coordination mechanisms within embedded autonomy
primarily involve the communication of information, without necessarily re-
quiring the production of local knowledge through Polanyi-Godlier style em-
bedding, which would provide knowledge and information sources to verify
policies and expand policy options. The successful implementation of indus-
trial policy needs to be based on appropriate knowledge production and in-
formation sources. If the guiding agencies in a leading role lack the necessary
information, they cannot successfully implement industrial policies. However,
according to China’s experience, this issue is not simply resolved through pure
information exchange but rather through creating a knowledge production
and coordination mechanism that includes local knowledge. The formation of
this mechanism, in turn, is predicated on the state’s embedment in the econ-
omy and its role in regulating production relations. On the surface, this may
seem like a paradox of the chicken and the egg, but this paradox is ultimately
resolved through practice or ‘learning by doing’.
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VI. Conclusion

'The four intermediary institutions discussed in this paper — constructive mar-
kets, the socialist market economy with Chinese characteristics, intra-govern-
ment competition, and inter-government competition — are formed on the
basis of the basic economic system in the primary stage of socialism. Specific
institutions serve as intermediaries for the reproduction of the basic system.
'These four intermediary institutions are interconnected and sometimes over-
lap, collectively forming an intermediary system that defines industrial policy
with Chinese characteristics. The system of industrial policy with Chinese
characteristics has three main features.

First, the constructive market occupies a core position within the system. Vari-
ous state institutions guide and coordinate the division of labour within the
constructive market, combining use value goals that reflect socialist impera-
tives and the exchange value goals of enterprises. In this sense, the construc-
tive market is the concrete form of the basic economic system. The organic
combination of market and state, as well as public and private ownership, is
part of the basic economic system. The other intermediary institutions serve
the formation and development of the constructive market.

Second, the state as the main body for implementing industrial policy pre-
sents an inclusive, decentralised system, based on unified leadership. The term
‘inclusive’ here refers to the state’s intentional promotion of decentralisation
within its structure and institutional arrangements, while maintaining cen-
tralised and unified leadership. Inter-government competition and intra-gov-
ernment competition are the main institutional expressions of this system of
decentralisation. This system determines the features of industrial policy with
Chinese characteristics. On the one hand, from the perspective of local gov-
ernment competition, this is a multi-level industrial policy system. On the
other hand, from the perspective of intra-government competition, the state
agencies responsible for guidance and coordination also exhibit a diversified
nature. With the rise of state-owned finance capital in the socialist capital
market with Chinese characteristics, this inclusive decentralised system has
gained further momentum for development.
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'Third, the industrial policy system with Chinese characteristics introduces a
unique mechanism of knowledge production and coordination that combines
local knowledge and collective knowledge. This avoids the inherent shortcom-
ings of the lack of local knowledge under the planned economy system, thus
creating conditions for the state to reasonably formulate and revise industrial
policies. This mechanism consists of two levels: First, differentiated strategies
tformed within the two types of competition give rise to a mechanism for pro-
ducing local knowledge. Second, based on this, the issue arises as to whether
and how local knowledge can be coordinated at the central level to create col-
lective knowledge (or organisational knowledge). This collective knowledge is
the knowledge that state agencies responsible for formulating industrial poli-
cies may possess and apply.

Unfortunately, there is a lack of comprehensive and systematic discussion on
the knowledge production mechanism mentioned above, especially the mutual
transformation between local and collective knowledge. In the existing litera-
ture, only a few scholars have recognised this issue and analysed it from spe-
cific dimensions. For example, Chu proposed that coordination at the central
level requires a certain social value consensus as a prerequisite. She referred to
this consensus as the ‘catch-up consensus’, which is ‘the ultimate goal gradu-
ally formed by the Chinese people since the Opium War’. Chu’s insight is
profound, but it neglects the fact that the catch-up consensus is also the core
of the CPC’s ideology. Lu Feng has pointed out a deeply rooted political cor-
rectness in China about the need for technology to be primarily developed in-
dependently in order to be regarded as an outstanding achievement This stems
from the fact that the CPC relied on the popular demand for independence
to seize power, and that political independence was a pre-condition for estab-
lishing China’s industrial system Therefore, whenever industrial development
faces fundamental strategic choices, the CPC’s ideology will guide policies
back toward independence.*

Lu Feng’s perspective highlights that in the Chinese context, the state as the
primary entity in the industrial policy process is not an ordinary state, but a
socialist party-state. The leadership of the CPC over the state results in the
homogeneity between the party’s organisation and the various state agencies

31 Lu Feng, ‘Breaking Through the Fog: Uncovering the Source of China’s High-speed Rail Technology Progress’
[ a ik 4B IF F B S4B AR F 2R, Management World [ % 32 #-3] 9, no. 1 (2019).
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in terms of hierarchy, and the party’s leadership in terms of core values and
ideology. The CPC is a mission-oriented party with special significance and
its leadership is the most fundamental coordinating force in the evolution of
industrial policies.*” The CPC’s centralised and unified leadership is the ba-
sic premise of the knowledge coordination and inclusive decentralisation that
characterises the industrial policy with Chinese characteristics. There is cur-
rently a lack of empirical research and comprehensive analysis on this critical
issue.

CPC General Secretary Xi Jinping has described the characteristics of this
system as follows: “We need to improve the new type of national system under
the socialist market economy, fully leverage the role of the state as the organ-
iser of major technological innovations, support strategic scientific plans and
scientific projects with long cycles, high risks, great challenges, and promising
prospects, focus on systematic layout, organisation, and cross-sector integra-
tion, and combine the forces of government, market, and society to form a
collective advantage for the future’.”*

'The intermediary institutional system centred on the constructive market is a
part of the primary stage of socialism. This system should also be understood
as a tool for reproducing the fundamental leadership system. Understanding
this relationship is key to grasping why the industrial policy with Chinese
characteristics is a novel system that aims to fully leverage the decisive role of
the market for socialist modernisation.

32 For an explanation of the CPC as a mission-oriented party, see: Meng Jie, “The Communist Party of China
and the Socialist Market Economy with Chinese Characteristics’ [ ¥ B % = % 5 F B4 & 44 £ LW %25,
Open Times [ 73 84X, no. 3 (2022).

% Xi Jining, ‘Speech at the 20th General Assembly of the Chinese Academy of Sciences, the 15th General As-
sembly of the Chinese Academy of Engineering, and the 10th National Congress of the China Association for
Science and Technology’ [J #&-F: AFTEMFRE TRkt RE TEAIERRETZARERE. F
HAH %+ ok 2B K & X4 E49#F%], China Government Network, 28 May 2021, https://www.gov.cn/xin-
wen/2021-05/28/content_5613746.htm.
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Review: Understanding the
Historical Coordinates of
Chinese Modernisation
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The current historical conjuncture is
characterised by multiple crises and
conflagrations, from the fratricidal war
between Russia and Ukraine, to the re-
sistance of Francophone Africa against
neocolonialism, to the struggles waged
by millions of people to access basic ne-
cessities such as food and housing even
in supposedly wealthy countries like the
United States. In the epistemology of
Lu Xinyu — a professor in the School of
Communication at East China Normal
University — this conjuncture is shaped
by the ongoing exploration of paths to
modernisation that began in the second
half of the 19th century and spanned
the long 20th century. Even though
her book Neoliberalism or Neocollective
Rural China announces China as the
central object of study, Lu’s real concern
is the path of modernisation of the en-

tire world, and particularly that of the
Global South.!

From Lu’s perspective, the foremost is-
sue in the path to modernisation is the
agrarian question: how can agriculture

! Lu Xinyu, Neoliberalism or Neocollective Rural China
(Palgrave Macmillan, 2024).
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modernise while maintaining and developing the collective structure of rural
areas, and what should happen to the peasantry in the processes of industri-
alisation and urbanisation? From the second half of the 19th century, three
distinct paths to modernisation can be identified. First, in the US, the Civil
War (1861-1865) forcibly displaced the agrarian population — a large por-
tion of whom were descendants of enslaved Africans brought to the Ameri-
cas — from the land and cast them into cities, a situation that contributed to
vast inequality and laid the groundwork for social movements like the Civil
Rights Movement of the 1950s and 1960s, and the 2013 Black Lives Matter
protests. Second, countries like Germany and Japan could not easily dispose
of their agricultural population as the US did, so they chose military expan-
sion, which led to two World Wars and a Cold War, the latter of which is still
ongoing in many ways. The third path to modernisation is that of the Soviet
Union’s pioneering communist revolution and worker-peasant alliance, which
was eventually suffocated by the Cold War but continues in spirit in the form
of the Chinese Revolution, which it inspired. Debates around these typologies
of modernisation help establish a historical coordinate to both clarify the past
and chart a path for the future.

Ideology and Class Struggle in China

There is a running joke in China that the country’s international image is
‘hated by both the left and the right’. The right despises China for being com-
munist, while the left despises it for being capitalist. A simple explanation for
this contradiction is the fact that class struggle within China has never ended.
In the realm of ideology and culture, a focal point of this struggle is the inter-
pretation of the significance of the Chinese Revolution for the peasantry. Did
the revolution, led by the Communist Party of China (CPC), truly liberate
peasants, or did it hinder their natural progression into modernisation and ur-
banisation within a market-oriented civil society? Is the decline of rural areas
the original driving force of the revolution, or is it its original sin? As suggested
by the booK’s title, is the future of China’s countryside to be defined by neo-
liberalism or by a revival of collectivism within the context of modernisation?



CHINESE EXPERIMENTS IN SOCIALIST MODERNISATION | 63

'The main body of Lu’s book originates from an eight-year (2003-2011) debate
between her and Qin Hui, a Chinese liberal intellectual and historian who is
currently an adjunct professor in the Department of Government and Public
Administration at the Chinese University of Hong Kong. For readers outside
China, it is important to note that the Lu—Qin debate was not merely an intel-
lectual exercise taking place in the ivory tower of academia. Rather, this debate
reflects a broader public discourse about the direction of China’s reform and
opening up process. The first ten years of the 21st century, when the Lu—Qin
debate took place, were a critical period for China and the CPC. In 2022, Qi-
ushi, the official journal of the CPC Central Committee, published an article
summarising the decade since the 18th CPC National Congress in 2012. This
era was described as the moment of ‘stemming a raging tide from sweeping
everything away and holding up a building from falling down’.> Figuratively,
this meant reversing a looming crisis and propping up a tottering country
without delay.

Since the 1980s, Qin has made numerous analyses of historical and social
formations in his writings, comparing the ‘despotic’ social structures of rural
Guanzhong in the Shaanxi province during the Ming and Qing dynasties
to the ‘democratic’ city-state of ancient Athens. His overarching argument is
that the October Revolution was backward and produced a Soviet government
with features of oriental despotism.? The ultimate aim of this argument is to
challenge the legitimacy of the CPC’s ‘despotic empire’.* Qin Hui’s idealised
depiction of a beautiful Greek city-state that is decentralised and detached
trom the duty to provide public infrastructure and services belies the fact that
such states were dependent on the blood, sweat, and unpaid labour of slaves
from the silver mines of Laurion. This mythology parallels the idealised neo-
liberal image of the US and its ‘big houses, big pickup trucks, and big steaks’,
an image popularly used by Chinese netizens, which hides an underbelly of
imperialism and institutional racism.

2 Jiang Jinquan, “The Great Transformations of the Decade in the New Era’ [#7 84X +4F 6945 X T ¥ ], Qiushi,
no. 22 (2022).

* Editor’s note: The trope of oriental despotism derives from the work of German-US historian, and Marxist
turned anti-communist, Karl August Wittfogel. For more, read: Karl August Wittfogel, Oriental Despotism: A
Comparative Study of Total Power (Yale University Press, 1957).

* Qin Hui, ‘Moving Away from the Imperial Regime’ [ & 5 4] : M8 iE 3| K H 49 % %= 2] (Qunyan Press,
2015).
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In 2013, Qin penned an article mocking Xi Jinping’s appeal to learn from the
Soviet Union’s experience of collapse and the dangers of historical nihilism.’
The liberal intellectuals Qin represented were self-assured that China’s red
flag was about to change colour. They genuinely believed that liberal reforms,
similar to those in the Soviet Union, were the path that China should follow.
A key feature of this path was to intellectually and ideologically undermine
the legitimacy of the Chinese Revolution and portray the CPC as a repressive
regime stifling socio-economic vitality and paving the road to serfdom.

To address Qin’s assertions, Lu has conducted thorough historical research
that spans thousands of years and encompasses Eurasia and the Americas. In
her book, Lu aptly points out that the entry of the neoliberal system into Chi-
na alongside the reform and opening-up process in the late 1970s transformed
millions of rural peasants into migrant workers in the cities. The neoliberal
vision for China’s rural areas mirrored their global proposals: the privatisa-
tion of land (so it could be seized by big capital) and the free movement of
agricultural populations (so that landless peasants could become cheap labour
in the cities). Qin’s provocative proposal to ‘grant the right to build slums for
the urban poor’is precisely the policy direction that Lu loudly warns China to
avoid.®

All history is contemporary history, and every debate about history reflects
contemporary politics. While foreign observers often believe that China is a
hive mind, the debate recorded in this book vividly captures how open and
intense the debates within China’s academic and intellectual circles can be and
how closely they are related to real-world political struggles.

The Global South’s March Towards Modernisation

'The image of ‘iron and fire’appears repeatedly in Lu’s monograph. In her view,
the great struggle over the future of human modernisation must ultimately
aim to unite the seven billion people of the Global South to embark on a

5 Qin Hui, “The Last Days of the Soviet Communist Party: Still One True “Man” [ KX B : $H — AR
U, The Economic Observer, 27 March 2013.

¢ Jiang Qian, “Tsinghua University Professor Qin Hui Proposes Shenzhen Take the Lead in Establishing Slums’
[ 4 K5 4% A0 BUR Y| 02538 KR ], Southern Metropolis Daily | # 7 4R 7 4], 14 April 2008.
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joint path of modernisation. This great struggle will involve both ‘iron’ (eco-
nomic development) and ‘fire’ (armed revolution). Over the past decade, Lu
has increasingly focused on issues related to rural revitalisation and reorgan-
isation in China. The final chapter of her book discusses her fieldwork from
the long-impoverished and near-empty Tangyue Village in Guizhou Province,
to the comprehensive peasant association of Pu-Han Community in Shaanxi
Province, which covers 43 villages, to the financial cooperative experiment in
Haotang Village in Henan Province.

Lu is not just conducting academic research but actively seeking feasible paths
for rural reorganisation in China. She is particularly concerned with two prac-
tical economic issues. First, what mechanisms can ensure that rural econom-
ic development becomes a self-sustaining process, propelled by endogenous
motivations and resources? Second, how to ensure the survival of collective
economies within the framework of a market economy? It is therefore easy for
scholars from the Global South to understand why she always begins her visits
to rural villages by asking about the status of local collective economies. This
focus aligns with her theoretical research on Russia’s pre-revolutionary land is-
sues and Stolypin’s agrarian reforms. It must be said that Lu’s in-depth studies
of the land issue in Russia and the Soviet Union, despite her background in
Chinese language and literature and in the aesthetics of literature and art, are
truly remarkable.

Lu argues that China’s internal ideological debates reflect an international
struggle and existential battle against Western hegemonic ideology. When
President Xi Jinping proposed that ‘Global South countries marching together
toward modernisation is monumental in world history and unprecedented in
human civilisation’, the significance of this battle became even more evident.”
'The Global South, as the ‘rural’ part of the world capitalist system, shares a
destiny and path closely connected with China’s rural areas. Just as soybean
plantations squeeze out landless farmers in Brazil, so too are China’s soybean
tarmers crushed by international big capital — both are victims of the world
capitalist system.

7 Xi Jinping, ‘Combining the Great Strength of the Global South to Build Together a Community with a Shared
Future for Mankind’, Ministry of Foreign Affairs the People’s Republic of China, 24 October 2024, https://www.
mfa.gov.cn/eng/xw/zyxw/202410/t20241024_11515589.html
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In recent years, Lu has been involved in initiatives such as the Global South
Academic Forum and the establishment of research bases in rural areas such as
Rongjiang in Guizhou Province, Ganzhou in Jiangxi Province, and Xiong’an in
Hebei Province. These initiatives are intended to communicate China’s stories
of poverty alleviation and rural revitalisation to the outside world in general
and the Global South in particular. They attempt to tell the story of struggles
in rural China in more vivid and multidimensional ways, taking into account
the complex and rich debates taking place in the country. In this context, Neo-
liberalism or Neocollective Rural China is also an invitation to scholars from
China and the Global South to exchange experiences and engage in deeper
debate on the agrarian question and the path to modernisation.
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