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Two of the most profound economic events of the 1980s and 1990s were the collapse of communism in the Soviet

Union and the rapid emergence of the market system in China. Russia (which emerged from the breakup of the Soviet

Union) and China are perhaps the world’s most significant developing economies:Together they constitute 20 percent of

the world’s surface area and 23 percent of the world’s population. (Global Perspective 23W.1 compares salient facts about

China, Russia, and the United States.)

In this bonus web chapter, we examine the transition of Russia and China to market economies. But first we need to

understand the ideology, institutions, methods, and difficulties of central planning.

Ideology and Institutions

To understand the command economies of the Soviet
Union (prior to its collapse) and China (prior to its mar-
ket reforms), we must look back at the Marxian ideology
that gave rise to central planning. Russia and China each
has a unique history, but both nations established com-
mand economies following communist revolutions based
on the ideas of Karl Marx. Those revolutions established
the Communist Party as the dominant force in the polit-
ical and economic life of both nations. The Russian
Revolution of 1917 produced a communist dictatorship
under Vladimir Lenin and, later, Joseph Stalin and oth-
ers. The Chinese Revolution of 1947 led to a communist
dictatorship under Mao Zedong. At the heart of the com-
munist ideology was belief in state (or communal) owner-
ship of capital and land.

The Communist Party in the Soviet Union and China
viewed itself as the representative of the proletariat (the
working class) and the peasantry. On the basis of Marxist-
Leninist and Marxist-Maoist doctrines, the communists
envisioned their system as the inevitable successor to cap-
italism, a system they believed was plagued by internal
contradictions resulting from the private ownership of
capital and land. To communists, the market system was
chaotic, unstable, and inequitable. Markets bred inflation,
unemployment, discrimination, and an unfair distribution
of income. In contrast, the communists viewed central
planning as a way to organize the economy’s resources ra-
tionally, to meet basic human needs, to achieve macro-
economic stability, to provide greater equality, and to end
exploitation of labor by capitalists.

Marxists believe in a labor theory of value, the idea
that the value of any good is determined solely by the
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Selected Statistics: China, Russia, and the
United States
Comparisons of national data reveal large differences among China,
Russia, and the United States. (Latest comparable data.)

Source: World Bank, www.worldbank.org/; International Monetary Fund,
www.imf.org/; CIA World Fact Book, www.cia.gov/.

Square miles
(thousands)

Population
(millions)

Output per
capita

Share of labor
force in
agriculture (%)

Male life
expectancy
(years)

China

9561

1271.9

$890

74

69

Russia

17,075

144.8

$1750

14

59

United
States

9364

284.0

$34,870

3

74
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amount of labor required for its production. Because of
the capitalist institution of private property, Marxists ar-
gue, capitalists own the machinery and equipment nec-
essary for production in an industrial society. Since the
working class owns no such capital goods, it is depen-
dent on capitalists for its employment and its livelihood.
Workers lack bargaining power because capitalists can
dismiss labor agitators and replace them from the large
“reserve army of the unemployed.” Capitalists exploit
workers by paying them a wage far below the value of
workers’ production. That is, capitalists can and will ex-
propriate the remaining value of workers’ labor as profit,
or what Marx termed surplus value. Although all value
comes from labor, in the capitalist system labor does not
receive all value. In the communist planned economic
system, the state as an agency of the working class ex-
tracts surplus value and distributes it through subsidies
for public or quasi-public goods (for example, education,
transportation, health care, and housing).

The goal of communism was to overthrow capitalism
and to replace it with a classless society devoid of human

exploitation. The Communist Party
viewed itself as the vanguard of the
working class and peasantry, and its ac-
tions were held to be in keeping with
the goals of those groups. In reality,

the Communist Party was a strong, one-
party dictatorship that usually pursued the

interests of its party members.

State Ownership and
Central Planning

Two major features of the prereform and precollapse
economies of Russia and China were (1) state (govern-
ment) ownership of property resources and (2) central
planning.

State Ownership Under state ownership the Soviet
and Chinese governments owned all land, natural re-
sources, transportation facilities, communication net-
works, and banking facilities and virtually all industry.
The government also owned most retail and wholesale
enterprises and most urban housing. Many farms were
state-owned; most farms, however, were government col-
lective farms, essentially cooperatives to which the state
assigned land.

Central Economic Planning Both nations had
“command” economies that relied on central economic
planning and were government-directed rather than
market-directed. Choices that are made through the mar-
ket in the United States and other market economies were
made by bureaucratic decisions in the Soviet Union and
China. Through a central 5-year or 7-year plan, the gov-
ernments attempted to coordinate all economic activities
as if they were parts of a large enterprise directed from
central headquarters.

Planning Goals and Techniques
Although central planning was far more complete in the
Soviet Union than in China, both nations relied on di-
rection from the central government. The following gen-
eralizations describe the functioning of central planning
in both countries.

Industrialization (and Rural Development in
China) The main goals of the Soviet Union were rapid
industrialization, economic growth, and military strength.
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