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China’s Gradual Rise vs. Russia’s Shock Therapy Collapse
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€¢
China succeeded because it pursued gradualism,

while Russia failed because it adopted shocktherapy.”

Our paper argues that this narrative is
Incomplete.



Our Thesis: China‘s Reform Was a Hybrid of
National Gradualism and Localized Shock Therapy
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Localized “Big Bang” The Reserve Army Durable Divergence
Radical, shock-therapy-style A vast, mobile rural labor force This hybrid strategy created
reforms were imposed on China's  absorbed the economic shocks, lasting economic inequality
old industrial heartlands. preventing national collapse and between regions that faced the
disciplining the urban working shock and those that benefited

class. from it.



Three Competing Explanations for China's Path

Development
BECAUSE of
Gradualism

Development
DESPITE
Gradualism

Our View

Consequence & Because Of: Gradualism was
possible due to historical conditions, and its
hybrid nature—combining with localized
shocks—was key to avoiding national
failure.

The Pragmatists

By Design & Because Of: Leaders
deliberately chose a cautious path,
ensuring stability and success.

The Neoliberals

Consequence & Despite: Gradualism was
forced by conditions and will ultimately hinder
China until full market reforms are completed.

The Critics

By Design & Despite: Leaders intentionally
stalled deeper reforms, which is ultimately
counterproductive.
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Gradualism as a Consequence

Gradualism by Design
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The Critical Difference: China Possessed a Vast
"Potential Reserve Army of Labor"
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Massive Potential Reserve
Army in the Rural Area
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The 'Gradual’ Decline Was Punctured by a
Concentrated Shock in the Late 1990s
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The 'Gradual’ Decline Was Punctured by a
Concentrated Shock in the Late 1990s
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Population and GDP Shares of
Provinces Experiencing Substantial
Annual Declines in State-Owned Unit
Employment, 1990-2005.

Data Source: NBS (2025) and China
Statistical Yearbook (NBS 2024 and
various years).



State-Owned Unit Employment Loss, 1990-2005

The National Shock Was Composed of
Radically Different Provincial Experiences
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State-Owned Unit Employment Loss, 1990-2005

The Burden of Shock Fell Systematically on

China’s Old Industrial Heartland
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The Restructuring Shock Created a Lasting
Economic Divergence Between Regions
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A New Framework for China’s Economic Transition

INITIAL CONDITION
Uneven Development
(Legacy of planned economy: Industrialized
Northeast vs. Agrarian Coast/Inland)

|

THE MECHANISM
Vast ‘Reserve Army of Labor’
(Decollectivized rural workforce)

/——_—”\b

STRATEGY 1 STRATEGY 2
Localized Shock Therapy National Gradualism
(Imposed on old industrial centers to (Enabled by the labor reserve absorbing the
dismantle socialist labor relations) shock and fueling new coastal industries)

e

LONG-TERM OUTCOME
Durable Regional Divergence
(The “Rust Belt” vs. the “World's Factory”)




Conclusion: Beyond the Myth of Uniform Gradualism

* China‘s reform was a hybrid.

* The distribution of reform costs followed socialist legacies and
class structure, not efficiency or growth potential.

* The costs of shock therapy are durable.

* This analysis offers a correction to mainstream narratives and
provides a more critical foundation for understanding neoliberal
reforms globally.
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