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A Note on the Theory of “Socialist Market Economy”
----The Materialistic View of History in the Twilight
by Katsuji Nakagane

Graduate School of Economics, University of Tokyo

Summary

It is widely recognized in China, and even among some western economists, that the
experiment undergoing with a title of “socialist market economy” has put spurs to its
economy with the result that it not only has saved socialism but its international
status has been raised much higher. The theory of socialist market economy, which is
called a creature by Deng Xiaoping, is highly praised in China as a great
breakthrough of socialist economic theory. It is unique in that the market mechanism
is utilized to a full extent while public ownership is still held as a basic property right
system.

On the other hand, this theory is criticized for having sacrificed some essence of
Marxist original ideas of socialism, or having mixed unnaturally the two contradictory
elements in economic system, i.e. market mechanism and public proprietorship.
Originally, Marx and Lenin imagined that the socialism which must have appeared
after capitalism had to be a system without market, but fully and easily planned by
people, without the state as a classless society, and with much more freedom and
democracy than in capitalism. This scenario was based on the well known proposition:
historical development is determined by a law of dialectic materialism. Needless to say,
this proposition proved to be unrealized. Particularly contrary to Marx’s prophecy, the
socialist revolutions occurred not in advanced capitalist countries, but in less
developed areas like Russia and China. In practice, the state continued to exist, even
more strengthened. The new class structure was created. The market, which was
abolished at first, gradually replaced planning. However, this proposition is still
definitely indispensable for socialist regimes, since the ideology-oriented communist
party, can be authorized for its dictatorship in the political scene on the basis of this
“scientifically true” theory of human history.

The history of “real socialism” is a history of a gap between the theory and reality. As
this gap becomes wider, however, the people are not motivated by socialist ideology.
This ideology is being regarded just as hypocrisy. China’s economy was developed
because it reintroduced the market, rather than because it is socialist. No matter how
it is rationalized along the line of Marxist theory, the socialist market system was the
farthest form from the vision of socialism Marx and others had originally in mind. It
may be a final testimony of the collapse of the materialistic view of history.

In this paper, we briefly trace the historical development of socialist economic theory,
from Marx to the East European reformers like Brus and Ota Sik, then the process of
changing socialist economics in China since the early 1980’s, and finally consider what

weaknesses a socialist system has both in theory and practice.
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