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“Soaring Dragon, Stumbling Bear” – Russia and China are often 
contrasted as alternative models for reforming a postcommunist 
economy

Russia: “shock therapy” and rapid privatization
China: incrementalism: “crossing the river by feeling the stones”

But policy probably less important than contextual conditions:
 
Gorbachev tried and failed to introduce Chinese-style reforms in 
Russia, and “shock therapy” was never fully implemented.

China’s reforms were a mixture of trial and error and bureaucratic
maneuvering—not part of a larger strategic vision.



A brief history of reform:

Russia: 
1.Failed effort at economic and political reform under Gorbachev, 
1985-1991 (glasnost’, perestroika, demokratizatsiia, new union treaty)
2.Failed “putsch” of August 1991
3.Ukrainian independence referendum, December 1, 1992
4.Yeltsin, Ukrainian & Belorussian presidents sign agreement to 
dissolve USSR, December 9, 1991, create new “CIS”
5.Gorbachev resigns, December 25, 1991
6.Independent Russian Federation, January 1, 1992
7.Radical economic reform program, January 2, 1992

a. “shock therapy”—squeeze out inflation by slashing spending, 
tight money, raising taxes; freeing prices

b. Privatization (vouchers; cash; “loans for shares”)



China:

1.Disastrous Cultural Revolution, 1966-1976
2.Deng Xiaoping announces market reform program, December 1978, 
consolidates power
3.“Household responsibility system” in agriculture
4. 4 “special economic zones,” later expanded to 14, to attract FDI
5.Deng also cautiously called for political reform in 1980s
6.Protests on Tienanmen Square, spring 1989, end in massacre
7.Deng Xiaoping reaffirms market reform program (but not political 
liberalization) with “southern tour” in January 1992
8.China uses “dual economy” strategy—”growing out of the plan”
9.Huge restructuring of industry, 1990s, tens of millions laid off
10.Enormous flow of migrant labor from countryside to cities
Key: China used market reform to drive development



Results of reform:

Russia: 
• Severe downturn in 1990s—economy shrinks by 40% or more
• Poverty soars
• Prices skyrocket
• Financial crash in August 1998 – rubles loses 2/3 of value
• Recovery begins in 1999
• Growth rapid from 1999-2007
• New crash in 2008-2009
• Weak recovery, 2010-2012
• Zero growth in 2014 (negative growth in last quarter)
• Economy grows more dependent on oil-gas exports
•   Demographic crisis: male life expectancy drops to 58 at peak



China:

• Output per capita has risen more quickly over the past 30 years 
than in almost any other country in history 

• As many as 400 million people have been brought out of 
poverty

• The population is now about 50% urban, was 80% rural at start 
of reforms

• Average GDP per capita growth rate was 8.6% from 1980 to 
2012 (vs. 1% for Russia from 1991-2012)

• Of course, on a per capita basis, China’s GDP is still well 
below that of developed economies







China and Russia have both become market oriented economies,
integrated into global production and financial markets, but
with very different economic structures and performance paths.

Trade and investment as share of GDP, 2010:   

Trade Exports FDI Inflows

OECD Average 49.9 24.5 2.8

Russia 51.9 30.6 3.5

China 61 33.7 3.1

CEE Average 129.9 63.7 5.9

Source: World Bank, World Development Indicators









Their starting points for reform differed sharply: 

1. China 80% rural, Russia 70% urban, at start of reforms;

2. China’s Great Leap Forward and Cultural Revolution
—induced support base for market reform among many cadres

3. Agrarian reform created demand for consumer goods

Supply-side pressures in labor market:

1. Agrarian reform released rural labor for urban industry

2. “Sent-down” students also added to surplus labor in cities



State administration: China preserved greater steering capacity
than Russia in reform era

1. China: 
a. CCP, nomenklatura system
b. National Reform & Development Commission

2. Russia:
a. “oligarchic capitalism” (eg “loans for shares”)
b. Regional fiefdoms 

3. Political elites in Yeltsin era deeply polarized



In both countries, reforms broke down old system of 
social guarantees: 

1. Broke tie between employment and social welfare

2. Conversion of state-financed health care and 
pension income systems to social insurance
funds

3. Decentralization of responsibility for social services
 to lower levels of government

4. Commercialization of some public services

5. Privatization of some public assets (eg housing)



Leading to protests: 

Wukan village, December 2011:
villagers occupy their village
and kick out the officials

Pensioners protest against the “monetization” 
of benefits in Russia in January 2005
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Income inequality has risen to high levels in both countries. 

China and Russia probably exceed America’s level of inequality.



China’s income inequality has risen much faster than that of its 
East Asian neighbors:



As Russia’s is highest among the former socialist bloc: 
Gini index, 1987-2009:  

Selected Postcommunist  
Countries 

(World Bank Development Indicators)

0

15

30

45

60

1987-90 1993-94 1996-98 2000-02 2003-05 2006-2010

Belarus
Bulgaria
Estonia
Hungary
Kazakhstan
Kyrgyz Republic
Latvia
Lithuania
Poland
Romania
Russia
Slovenia



China’s government is aware that it faces serious policy 
challenges in economic and policy domains

• The growth model is producing deeper inequality, not a growing middle class
• Shrinking labor force means pressure for higher wages, better working 

conditions and greater training opportunities
• Dualism of labor force is rising—formal vs. informal labor
• Large migrant worker population in cities poses problem of providing social 

benefits, education and healthcare
• Aging population and smaller family sizes place greater strain on pension and 

health care systems
• Corruption and poor accountability mechanisms for officials reinforce 

evasion of tax and social contributions obligations
• Weak institutional mechanisms for representing broad interests, eg labor, 

business, elderly, indigent
• Environmental pollution is at crisis levels



A bright video screen shows images of blue sky on Tiananmen Square 
during a time of dangerous levels of air pollution, on January 23, 2013 in Beijing. 
(Feng Li/Getty Images)



Outcomes show striking similarities as well.  Eg deepening labor 
market dualism between insiders and outsiders (formal and informal 
labor sectors) 

• Russia: ~30% of workforce is informal in some sense; and 
large part of formal labor force fails to pay full share of social 
taxes (~ 35-40% of earnings are unreported)

• China: ~35-40% of workforce is informal (high overlap with 
rural migrant population); hukou system encourages 
informality 

• In both, informal employment share is rising (eg 2008 labor 
contract law in China had perverse consequences—increased 
use of “dispatch” labor; 2011 increase in payroll tax rate in 
Russia increased underreporting of wages)

• In both, labor cost pressures rising as labor shortages spread 
due to declining labor-age population (China’s working age 
population shrank for first time in 2012; Russia’s labor force 
has been shrinking since mid-2000s)  



Deep structural problems in Russian economy:

1. Productivity growth very low, labor costs rising

2. Dependence on resource rents for budget, economy rising

3. Population aging—strain on pension and health care systems

4. Predatory regime—insecure property rights

5. State employment rising much faster than private sector



Informal employment in Russia is rising, by any definition



Russia’s foreign trade has grown steadily  
more dependent on natural resource exports

Russia’s dependence on oil and gas exports has steadily risen:



Life expectancy, though it recently began rising, 
remains extremely low

Until several years ago, Russia’s life expectancy was falling rapidly:



Labor costs are steadily rising, due to aging & lagging productivity:



State employment as a share of total employment rose rapidly:



The share of the elderly in the population is also rapidly rising:



Spring 2012: government-World Bank white paper laid out the 
challenges for economic and social policy in China



Russia’s government commissioned a similar strategic plan.

It appeared in early 2012.



The 2 reports make very similar points:

1. The current economic growth model is unsustainable

2. Inequality is excessive

3. New growth model requires substantial increase in
social spending, particularly human capital formation

4. Quality of and access to social services must be improved

5. Public participation in policy-making must be expanded



But China’s leaders refuse to launch political reform.  In his inaugural address 
as president, Xi Jinping called for “a great rejuvenation of the 
Chinese nation” to achieve “the China dream, the people’s dream.”   

Xi does not want to be Gorbachev: “all it took was one quiet word from Gorbachev…
and  a great party was gone.  In the end, nobody was a real man, nobody came out to 
resist.”



Xi is calling for “rule by law.”  This poster
says that “the constitution is the basic law
of the country.”



At the same time, Xi has placed 
renewed emphasis in official 
propaganda on Mao-era images 
and slogans.

This is a poster of Lei Feng, a 
Red Army soldier in the Cultural 
Revolution era adulated for his 
selflessness.

Whether any of the legend is
true is disputed.

He represents a communist
ideal of morality in a time of
confusion over ethical values.

Here he is associated with
volunteerism.



Putin has rejected political 
liberalization in favor of a
mixture of belligerent nationalism,
cultural conservatism, and state
ownership and control of 
major industry.

He calls for diversification and
modernization of the economy,
but his policies make that
nearly impossible.

“The policy of containment was not 
invented yesterday. It has been carried 
out against our country for many years, 
always, for decades, if not centuries.  
In short, whenever someone thinks that 
Russia has become too strong or 
independent, these tools are quickly put 
into use.”   --Putin’s message to 
Parliament, December 4, 2014.



Elections are rigged.  This image from a local TV broadcast of Duma
election results in 2011 reports turnout at more than 146% of the 
population. 



Putin has placed great hopes in Russia’s close ties with China.
In 2014 Russia and China signed two major agreements for 
natural gas pipelines from Russia to China.  Falling world gas
prices may jeopardize those agreements.



In May, they signed a massive $400 billion 30-year agreement to build a 
pipeline carrying gas from Eastern Siberia to China’s Northeast. In November, 
Gazprom signed a framework agreement with CNPC to build a second 
pipeline from Western Siberia. 



However, in December 2014
growth turned negative,
while inflation for the year
was 11.4% (compared with
6.5% in 2013).

Russia has exhausted non-
energy related sources of
economic growth.  

It now relies mainly on 
administrative means to
control the economy.

Has Russia returned to a 
new era of Brezhnev-style
stagnation?



Some say that, like a mafia
chief, Putin can’t get out.

The cartoon alludes to the old
story of the monkey whose 
hand is caught in a jar.  If he 
holds on to the banana, he 
can’t pull his hand out.

If he lets go, he loses the banana.

Here the banana is labelled
“vlast’,” or power. 



Russia is threatened by
global economic competition, 
while
China has embraced it
to drive its economic
development.



Today it is a prosperous
joint venture with 
Volkswagen.  This is its
production facility in,
Changchun, Jilin Province.

FAW was China’s first 
automotive factory, built with 
Soviet assistance in the 1950s.



Conclusions:

• Economic growth remains the top priority of the Chinese
Communist Party

• For Russia, political goals take precedence over economic 
growth

• Russia has allowed itself to succomb to the “resource 
curse”

• Both countries must shift their model of growth by raising
productivity, requiring greater investment in human capital

• That will require institutional reform enabling broader
participation in decision-making 
























