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CONFIDENTIAL

WORLD BANK SYSTEM REFORM MISSION

Topics for Discussion and Study

A World Bank mission on system reform will visit China in July

1982. At that time the mission will introduce system reform experience in

USSR and Eastern Europe and undertake some investigation of the current

problems of the economic management system in China. Subsequently, the

mission will offer oral and written advisory comments on problems of reform-

ing the Chinese economic management system.

Considering that system reform is a very broad and complex subject,

and that the mission will only be in China 3-4 weeks, it will be necessary to

focus the work of the mission on a few issues. We agree with suggestions of

the World Bank staff that the discussion and investigation of the mission in

China be focussed on the problem of price reform. At the same time we

believe the mission could also cover issues such as the relation between plan

and market; wage reform; the proper relations among the state, the enterprise

and the individual; and the extent of enterprise autonomy.

Some specific issues are as follows:

A. Price Theory, Policy and Control

1. What are the more reasonable theories of price formation? In the

USSR, two theories of price formation are most common - production price and

"two-channel" price - how are they applied in practice? How are profit

rates determined for each product category? To calculate profit rates on

capital, is the original value of fixed assets used or net value? All the

fixed assets or only those used in production? Why is working capital

excluded?

How do principles of price formation in Hungary, etc. differ from

the USSR? What are their advantages and disadvantages?

Has there been a role for shadow prices in actual practice? Is

it practicable?

2. In determining prices for agricultural products and minerals, how

should the issue of "differential rent" be considered? How is it handled

in the USSR and Eastern Europe?

3. What are the advantages and disadvantages of "above-quota incentive

procurement prices" for agricultural products? Are there plans to eliminate

such practices in the USSR and Eastern Europe?

4. Principles for budgetary subsidies for various products (including

rent) in the USSR and Eastern Europe, the amount, method of subsidies and

results of application. How should the subsidy policy be viewed? How to

resolve the problem of too much subsidies?

What is the meaning of "dual" pricing? Conditions for applica-

tion, actual use, and its advantages and disadvantages.
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5. Problems of the link between domestic and international prices,,

For which products is there a link between domestic market prices

and international market prices in the USSR and Eastern Europe? For all
products which are related to the international market? What are the various

methods of establishing the link?

After a link, how to avoid the impact on the domestic economy of

international inflation, structural change in prices and speculative price
fluctuations? What policy was introduced in response to the changes in world
market prices as a result of the explosive rise in oil prices in 1973?

6. In raising retail prices of consumer goods, how is the issue of

wages considered? Is there a link between wages and prices? What are some

of the actual practices and some of the lessons of experience?

7. Policy, methodology and measures of price control in the USSR
and Eastern Europe. How to expand the role of price levers under planned

management? What are some of the results?

8. What is the principle of price reform? How to initiate reform?

How to consider price reform in conditions where large movements in prices

are not possible? In undertaking price reform, what preparations are necessary
and what are the"conditions that must be established? Steps of price reform

and time required.

Current situation and prospects of the reform of price management

systems in the USSR and Eastern Europe. Comparison of the various price
systems.

9. Interaction between price reform and system reform as a whole.

B. Problem of the Relation Between Planned Economy and Market

1. In the course of economic system reform in the USSR and Eastern

Europe, how was the relation between the planned economy and market handled?
Which countries handled it best? In which countries was the problem most

serious? Why?

2. Methods of using the market mechanism under planned management in

the USSR and Eastern Europe and lessons from their experience.

3. With the elimination of obligatory planning, how would the macro-

economic balance of the national economy be achieved? How to ensure consis-

tency between the enterprise plan and the national plan? Experience and
problems in this regard in Hungary and Yugoslavia.

4. While retaining obligatory planning, is it possible to maintain

macroeconomic balance through good planning methods, and also fully generate

positive functions of the market? Experience and problems in this regard in

the USSR and some Eastern European countries.
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C. Reform of Wage System

What are some effective measures taken in the USSR and Eastern

Europe to establish a link between wages of staff and workers with performance

while allowing the state to control the wage (including bonus) fund?

Principle and practice of wage system reform in the USSR and

Eastern Europe.

D. Reform of the Degree of Enterprise Authority

1. Theory and experience of expanding enterprise autonomy in the USSR

and Eastern Europe. How to initiate expanded authority? What is the limit?

After expanded autonomy, what measures should be used to strengthen control

and management? What are the experiences and lessons to be learned?

2. In practice, how to resolve the problem of taking into account the

interests of the state, enterprise and individual?

3. How to integrate the authority, responsibility and interest of

the enterprise? In what areas is the responsibility system in use in the

USSR and Eastern Europe? Their practice and experience.

E. Problems of Implementing System Reform

Sequence and steps in system reform (including the best way of

initiating reform, whether to begin with links in the production chain or

with links in the distribution chain). Timing of reform, preparation work

for reform, leading organization for reform, experimentation, etc.

March 20, 1982
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