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LETTERS OF TRANSMITTAL

Jury 8, 1975.
To the Members of the Joint Economic Commitiee:

Transmitted herewith for use by the Joint Economic Committee,
the Congress, and the interested public is a factual and analytical
study of the economy of the People’s Republic of China entitled
“China : An Economic Reassessment.” This is a compilation of invited
papers designed to meet the interests of the committee and the Con-
gress in an up-to-date body of factual data and interpretative com-
ment on the state of the domestic economy of China, including the
record of its recent experience in economic development and its rela-
tions with the outside world.

Early in the Great Proletarian Cultural Revolution the Joint Eco-
nomic Committee released a pioneering, two volume assessment, en-
titled “An Economic Profile of Mainland China” (1967). As the
People’s Republic of China began to relate more with the world com-
munity through its membership in the United Nations it seemed appro-
priate to supplement the earlier study by a presentation of information
and analysis that has become available to the various Departments of
the Federal Government. Therefore the “People’s Republic of China:
An Economic Assessment” was released by the committee in 1972.

China, the largest nation in the world, remains both an enigma and
a potential factor in world stability. Certainly, the Chinese economy
is a subject of primary concern, and we have an obvious and com-
pelling need of knowledge on the subject. This extensive compilation
was organized by the staff in the hope that it will help to serve this
need. It covers all of the major aspects of the Chinese economy and
should provide a valuable source book for further committee studies
of the subject. It is our intention to follow this study with hearings at
governmental and nongovernmental experts may testify, thereby help-
ing the Congress to obtain a clear view of what is taking place in China.

In the wake of United States withdrawal from Vietnam and Cam-

bodia, it is especially timely that we review all aspects of our policy
with the People’s Republic of China. Such a review may also be useful
in guiding the Congress toward a new, more informed role in foreign
policy formulation. Many of us have been fortunate enough to travel
to China recently to view the people and talk with the Chinese leaders
first hand. This comprehensive volume will add depth and insights to
those impressions.
) Our earlier volumes provided a factual basis for better understand-
ing of the economy of China. We hope this volume will not only update
this earlier effort but provide a current reassessment. The sources of
information on China are still limited but better than during the
earlier studies.

It 1s hpped th.at this volume, drawing on research at universities,
research institutions and in the Federal Government, will serve as an
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aid and a stimulus to all scholars working on this subject. The com-
mittee is deeply indebted to the scholars from Government and aca-
demia who gave so generously of their time and expertise to the com-
mittee. They are listed in the executive director’s memorandum to me,
and I would like to take this opportunity on behalf of the committee
of expressing our gratitude for their invaluable efforts without which
this study would not have been possible.

Finally, we wish to take this opportunity to express our gratitude
to the Congressional Research Service for making available the serv-
ices of John P. Hardt, who helped to plan the scope of the research
and coordinated the contributions for the present study.

It is understood that the views contained in this study are not nec-
essarily those of the Joint Economic Committee nor of individual
members.

Hueerr H. HuMpHREY,
Chairman, J oint E'conomic Committee.

JuLy 3, 1975
Hon. Huserr H. HuMPHREY,
Chairman, Joint Economic Committee,
U.S. Congress, Washington, D.C.

Dear Mr. CHAIRMAN: Transmitted herewith is a volume of ma-
terials on the economy of the People’s Republic of China entitled
“China: An Economic Reassessment.” The study has been prepared in
the form of a symposium containing a series of selected papers con-
tributed by invited specialists who are recognized authorities on China.
The specialists in question have been drawn from the ranks of the uni-
versities here and abroad, private research institutions and the several
departments of the Federal Government and the Library of Congress.
The papers they have submitted, in response to our request, cover the
broad range of topics dealing with the recent performance of Chinese
economy. Included among these topics are economic policy, the defense
burden, agriculture, transportation, industry, population, the environ-
ment, technology transfer, international trade, financing, Sino-Japan-
ese economic relations, and foreign aid.

The Joint Economic Committee undertook an earlier study, the
two-volume “Economic Profile of Mainland China,” to provide a
basic body of information on the economy of Communist China. In
1972 the committee released a compendium entitled “People’s Repub-
lic of China: An Economic Assessment.” The current study is in-
tended to supplement the earlier studies by a presentation of informa-
tion and analysis that has become available to the various Government
agencies during the last several years.

Tt is hoped, furthermore, that the facts and ideas presented in this
survey of available information will help to shed light on the alterna-
tives facing the United States in ordering our relations with the Peo-
ple’s Republic of China within the foreseeable future. The shape of
these relations is certain to be significant both for the internal devel-
opment of China and critical to the issue of war and peace in the
world.

The contributors to the study have been most considerate of our
needs and generous in giving of their time and expertise to provide not
only basic information but indispensable analytical perspective on
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this important subject. The individual scholars who have participated
in the preparation of the present study are:

Arthur G. Ashbrook, Jr. Sydney H. Jammes
Martha Avery Young C. Kim
Nai-Ruenn Chen Nicholas Lardy
William Clarke Tan H. MacFarlane
Jack Craig Leo Orleans
Frederick W. Crook Dwight Perkins
David L. Denny Thomas G. Rawski
Robert F. Dernberger ' Carl Riskin

James D. Egan Charles Robert Roll, Jr.
Alva Lewis Erisman Jon Sigurdson
Robert Michael Field Eugene A. Theroux
Carol H. Fogarty Alfred H. Usack, Jr.
Angus M. Fraser Bobby A. Williams
Hans Heymann, Jr. Kung-Chia Yeh

In addition, the committee received the wholehearted cooperation
from the following agencies of the Government, private research in-
stitutions and universities:

Brookings Institution

Bureau of East-West Trade, Department of Commerce

Columbia University

Economic Research Service, Department of Agriculture (Con-
sulate in Hong Kong)

George Washington University

Harvard University

Office of Economic Research, Central Intelligence Agency

University of Michigan

Library of Congress

The RAND Corporation

University of Lund (Lund, Sweden)

University of Toronto (Canada)

National Council for U.S.-China Trade

Queens College (New York City)

Scandinavian Institute of Asian Studies (Copenhagen, Den-
mark)

It should be clearly understood that the views expressed in these
papers are those of the individual contributors and do not necessarily
represent the positions of the respective executive departments, the
Joint Economic Committee, individual members thereof, or the com-
mittee staff.

The Library of Congress made available the services of John P.
Hardt, senior specialist in the Congressional Research Service, who
helped to plan the scope of the research and to coordinate the contribu-
tions for the present study.

Mr. George D. Holliday of Congressional Research Service assisted
Dr. Hardt in this task. We are also indebted to Professor Alexander
Eckstein, on leave from the University of Michigan who conducted
a monthlv Tuncheon meeting at the Brookings Institution during the
course of preparation of many of the paners for this compendium.
That luncheon seminar and the useful advice from Professor Eck-
stein was most helpful in the preparation of the volume.

JouN R. STARK,
Executive Director, J oint Economic Committee.
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SUMMARY
By Joux P. Harpr

Economic policy and performance are as important in the People’s
Republic of China as in other major countries in the world. The eco-
nomic preoccupations of the Chinese leadership were illustrated by the
published reports of the proceedings of the Fourth National People’s
Party Congress and the new Constitution unveiled at that Congress in
January 1975. The current Fourth Five-Year Plan (1971-75) appears
to be reasonably successful in meeting targets and providing for pri-
ority needs. This recent success, in part, reflects a climate more condu-
cive to economic growth and efficiency than the disruptive earlier envi-
ronments of the Cultural Revolution (1966-69) and the Great Leap
Forward (1958-61).

In a measured way China has also opened its economy to commercial
and technological relations with the West. Political normalization and
increased requirements for imports from industrially advanced nations
have together permitted and encouraged this modification of the Chi-
nese policy of economic isolation and self-sufficiency.

This volume follows two earlier compendia on the Chinese economy :
“Economic Profile of Mainland China” (1967), and “People’s Repub-
lic of China: An Economic Assessment” (1972). Hearings related to
those earlier volumes were also published. The current volume updates
and expands the coverage of the earlier publications. The 28 contribu-
tors are more than double the number in the 1972 volume. The partici-
pants represent academic institutions in the United States, Canada,

“and Sweden, various departments of the U.S. Government and research

institutions.
The compendium is organized into five sections: Policy Assessments
and Performance, Urban and Industrial Development; Rural and

"Agricultural Development ; Defense Economics, and Commercial Re-

lations. Some of the major questions addressed in the studies, with
indications of some of the answers, are illustrated below:

1. Has the economy of the People’s Republic of China settled down
to a stable, continuous process of economic growth?

The performance of the current Fourth Five-Year Plan (1971-75)
is second only to the initial Five-Year Plan period (1953-57). Al-
though the recent performance should not be projected mechanically,
future prospects under a regularized planning process should seem
encouraging to Chinese leaders:

Outside of political upheavals, the main challenges to the Chinese economy
over the next 25 years will be to incorporate a more complex mix of products into
the system, to maintain a spirit of hard work and sacrifice in a generation with
no memory of national or personal humiliation, and to keep the lid on consump-
tion in an era of universal education and advancing technology. (Ashbrook, p. 21.)

Moreover, in spite of the disruptive past efforts of the Great Leap
Forward and Cultural Revolution policies on Chinese economic
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performance, political upheavals may not seriously affect long-term
performance:

Finally, as any observer of the Chinese experience over the past 25 years must
know by now, the Chinese leaders do not passively accept the unexpected, or ex-
pected, but underestimated, economic consequences of their policy decisions.
Undesirable or unaccepted results of one policy soon generate new policies to
ameliorate those results; the Chinese leadership has shown itself to be remark-
ably willing and able to experiment within the basic context of their ideological
premises and innovate with considerable ingenuity to counter and eliminate the
undesirable consequences of their policies. (Dernberger, p. 470.)

2. Do improved access to China through exchanges, increased dis-
closure of economic data, and improved reliability of information per-
mit a better assessment of Chinese economic performance?

In sum, Chinese statistics in terms of their availability, reliability, and usa-
bility are fraught with problems and difficulties. From the vantage point of 1975,
the First Five-Year Plan (1953-57), particularly the latter half of it, may be
viewed as a golden period for Chinese statistics, although in those years published
Chinese data were by no means plentiful and of high quality by the standards of
advanced countries. Being kept in a statistical darkness for a decade, economic
researchers on China in the 1960’s were nearly desperate as they reached the point
of no returns. The gradual resumption of some statistical outflows from China
since 1970 has opened new research possibilities. To be sure, there are many defi-
ciencies and pitfalls in Chinese statistics, particularly those published in recent
years. With patience, care, and ingenuity one could construct certain meaningful
estimates on the basis of the statistics that China has so far made public. (Nai-
Ruenn Chen, p. 68.)

Western professional demographic estimates on Chinese population
vary widely. The most authoritative United Nations’ figures for 1975
indicate that it may be less than 830 million, depending on assumptions,
while 1t is estimated to be over 930 million by the Foreign Demographic
Analysis Division of the U.S. Department of Commerce. The fact that
the last and only Census during the life of the People’s Republic of
China is a distant base for estimates is part of the problem.

* * % Peking does not really know the size of China’s population or the precise
rate at which it is growing, * * *

Perhaps the often-quoted statement by I.i Hsien-nien to a Cairo newsman in
1971 and repeated, essentially, in 1972 to the members of a delegation represent-
ing Japanese airlines, summarizes the population numbers game best of all. Li
reported that the officials at the supply and grain department use a population of
800 million, the officials outside the grain department use 750 million, the Ministry
of Commerce “affirms that the number is 830 million,” while the planning depart-
ment “insists that the number is less than 750 million.” He concluded that “un-
fortunately there are no accurate statistics in this connection.” (Orleans, pp. 70—
71.)

3. By provincial decentralization in planning has China developed
along an uneven pattern of economic development or has it followed a
balanced, more egalitarian regional development approach?

& * * the Chinese adoption of the relatively centralized Soviet model of economic
planning was also partially determined by important distributional and equity
goals held by the leadership. The first of these was the desire to begin to realign
the geographic distribution of industry. The inherited pattern of industrial devel-
opment, in which industrial output capacity was concentrated in the Northeast
and a few major coastal enclaves, was viewed as the result of over a half-century
of foreign domination of the domestic economy. Their determination to reverse
this pattern of industrial concentration was motivated not only by strategic mili-
tary considerations but also by the belief that, in the long run, growth that led
to increasing regional disparities in the level of development was not politically
acceptable. Secondly, the leadership was committed to insuring a more equitable
distribution of government services. In large areas of the country in 1949 there
was a virtual absence of health care facilities, education institutions, and other
important social services. (Lardy, p. 96.)
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The 1950’s saw substantial change, but recent data indicate that from 1957 to
the 1970’s there was little change in the relative shares of the regions in the gross
value of industrial output. (Roll and Yeh, p. 81.)

An analysis of central-provincial fiscal relations provides empirical evidence
which suggests that the central government continued to exercise broad planning
powers and that this has had a profound effect on the character of Chinese eco-
nomic growth. This evidence suggests that provincial planners have not had a
substantially increased role in determining the allocation of the country’s eco-
nomie resources and that, as a result, economic growth since the decentralization
has not been characterized by a strong pattern of regional self-sufficiency. In fact,
the degree of geographic redistribution of resources carried out by the Chinese
central government is rather striking, particularly when compared with other
large, less developed countries such as India. (Lardy, p. 95.)

In summary, it is our opinion that several factors have led to equal aggregate
output growth despite an investment balance in favor of the interior. These are
input constraints in the textile industry, derived demands for coastal output gen-
erated by inland industries and agriculture, emphasis on self-sufficiency and new
product. * * * emphasis on the coastal areas for development purposes suggests a
pragmatic approach to the full utilization of resources to attain more than one
goal. Moreover, if China’s leaders had not adopted the policy favoring inland
areas, China almost certainly would have developed as a dual economy. (Roll
and Yeh, p. 93.)

4. Is it too early in its development process for the PRC to concern
itself with its enveronment?

There is no such thing as a safe prediction for China, but it does seem that
because of this combination of wisdom and “luck” China will not experience
the type of environmental degradation that is now present in most of the
world’s industrial nations.

China has been wise because very early on Mao Tse-tung recognized that the
long-term success of economic development required that the people be pro-
tected from the hazards of environment and that the environment be protected
from uncontrolled abuse. This resolve was based on very practical rather than
strictly ecological considerations—long before the limited fad for ecology grew
into a major international concern. Mao firmly believed that the basic physical
needs of the population—good health, good water, adequate food—were prereq-
uisites to any and all other national goals, hence, the early policies to improve
sanitation and health and to make the land more productive. Only after these
needs were largely achieved could environmental concern turn to some of the
important, but relatively less pressing, problems stemming from industrial
pollution.

“Luck” becomes a factor only at the implementstion stage of some of the
progress. China is “lucky” that more than four-fifths of her population is lo-
cated in rural areas, where lower densities and essentially agricultural pursuits
make environmental problems easier to manage. She is “lucky” that she does not
have an economy of abundance which is so damaging to the environment, but
rather an economy of frugality in which the “do not waste” ethic is relatively
easy to enforce since, of necessity, it is inherent in the society. (Orleans, pp. 143—
144.)

5. How has Chinese industry grownf Is it likely to slow down in
the near future? Has Chinese industrial growth taken on its own
patiern of modernization different from both the Soviet and Western
industrialization models?

Industrial production in China * * * grew at an average annual rate of 13 per-
cent during the years 1949-1974. The experience in the 1950’s was quite different
from that of the 1960’s and 1970°s. The average annual rate of growth during
the period 1949-1950 was 22 percent, whereas the rate for the period 1960-1974
was only 6 percent. * * * :

Despite accumulating structural problems and the poor performance in
1974, industrial production in the remainder of the decade should get back to
the recent growth trend of 8 to 10 percent. * * *

Chou singled out the Fifth Five-Year Plan period (1976-1980) as crucial for
the.attainment of “front rank” status for China by the end of the century. The
basic economic problem for the People’s Republic of China is to boost the growth
rate of grain production well above the rate of population growth. The degree
of success the Chinese have in promoting birth control and in raising agricul-
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tural production will be important determinants of the rate of industrial growth,
influepcing, for example, the amount of investment resources that can be spared
for the expansion and modernization of heavy industry. (Field, pp. 149, 159.)

6. How does the Chinese system of industrial management differ
from that of other industrial nations? With a continued deferment of
increases in consumer goods availability, how are workers’ incentives
and increased labor productivity attained ?

China’s system of planned socialist industrialization aims at rapid transforma-
tion of the economy by mobilizing resources to raise output for investment and
defense as well as for consumption. Consumer preferences, including individual
desires for leisure both on and off the job, occupy a distinetly subordinate posi-
tion in the constellation of official goals.

In light of these objectives, our evaluation of performance in China’s post-
1949 industrial systemm must be broadly favorable. The preceding survey has
shown that reliance on administrative rather than market control over resource
allocation has contributed to China’s achievements in raising the level, changing
the structure and compressing the real cost of industrial output. This finding
draws support from favorable comparisons of industrial growth in China and
in other large industrial latecomers, and also from the revealed preference of
the industrial democracies for nonmarket distribution of essential resources in
wartime, when resource mobilization and rapid structural change replace con-
sumer welfare as primary national goals.

It is entirely possible that with their relatively static product mix, modest
growth rates and markets which show signs of becoming less homogeneous as
personal incomes rise, China’s consumer industries could benefit from a substan-
tial shift toward market-linked methods of allocation. But in the dominant
producer sector, the continuing prominence of ambitious targets, technical un-
certainty and unpredictable demand suggests that as in the past 25 years,
fundamental institutional change holds little prospect for improving the per-
formance of China’s industrial system. (Rawski, pp. 196-197.)

* * * grban-rural differences still provide a reason for Chinese to become
industrial workers; that horizontal allocation of labor within industry is done
without much reference to material incentives; and that wage differentials tied
to occupation and skill stimulate work performance and skill acquisition only
in a limited manner.

# % * having been led to anticipate an important role for internal incentives
in industry by the relative weakness of external ones, we are finally drawn to
the conclusion that their function can hardly be distinguished from that of other
institutional features of the “continuing revolution” in China. It seems that
the clue to the motivation of the Chinese worker, as to that of any other, is
ultimately to be found in the threads that bind him to society. (Riskin, pp. 222,
224.)

7. Is China self-sufficient in oil and gas? Will the PRC become a
major petroleum and petroleum products producer and exporter?

The rapid emergence of the PRC as a major oil and gas supplier has
not only economic but geopolitical significance.

The emergence of the People’s Republic of China as a major oil producer and
oil exporter is a recent phenomenon. Prior to 1949, Chinese petroleum output was
insignificant. As part of its general program of building up industrial strength
and reducing dependence on foreign sources of supply, the new government
undertook an intensive exploration and development effort in the oil industry.
The payoff was the discovery in 1959 and the subsequent rapid development of
the huge Ta-ch’ing oilfield in Manchuria’s Sung-Tiao Basin. Additional large
discoveries—in the North China Basin in particular—have eliminated the PRC’s
dependence on foreign oil, insured an abundant supply of oil for the moderniza-
tion of the Chinese economy, and enabled Peking to export sizable amounts of oil,
beginning in 1973.

The salient points * * * are as follows:

China produced 65 million tons of crude in 1974 and was the world’s largest
producer, just behind Indonesia.

Proved reserves are conservatively estimated at 1.1 billion metric tons.
Proved plus probable reserves are estimated at 5.9 billion metric tons and
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could easily be 7.6 billion metric tons. Offshore reserves will add appreciably
to these estimates.

Current exploration is concentrated in existing fields and in the Pobhai
Gulf. At least three jack-up rigs and perhaps a semi-submersible are work-
ing in the Pohai.

Exports of crude rose to more than 4 million tons in 1974 and should exceed
8 million tons in 1975, earniiig the Chinese more than $700 million.

In 1974, oil accounted for 17 percent of the primary energy produced in
China, up from 2 percent in 1957 and 11 percent in 1970. Industry and trans-
portation are the largest consumers of petroleum. Agriculture is consuming a
rapidly growing share, up from 9 percent in 1957 to 15-20 percent today.

China is the world’s fifth largest producer of natural gas. Output in 1974
was approximately 60 billion cubic meters, 52 billion cubic meters of which
was produced in Szechwan Province.

Refining capacity at mid-year 1974 is estimated at up to 47 million metric
tons. The industry, whose technology is comparable to Western refining
industries in the late 1950’s, satisfies China’s product needs.

Since 1974, the People’s Republic has added almost 2,000 kilometers of
new pipeline, largely to facilitate oil exports, and has invested heavily in
port and handling facilities and tankers.

By 1980, China should be producing more than 200 million tons of crude
oil annually of which approximately 50 million tons may be exported.

Peking is unlikely to allow foreigners to participate extensively in the de-
velopment of its oil resources. For the foreseeable future, dealings with out-
siders willl be limited to straightforward purchases of equipment, tech-
nology, and services. (Williams, pp. 225-226.)

Some Japanese sources expect oil exports to rise from the current
level of around 5 to as much as 25 million metric tons by 1978.

1f PRC exports reach levels predicted by some Japanese sources they
could earn the following amounts (at $12.85 per barrel) in future
years: 1978—S$4 billion (45 million metric tons) ; 1985—$9 billion (100
million metric tons) ; 1988—$12 billion (135 million metric tons).

By 1990 China may join Saudi Arabia, Tran, the United States and
the Soviet Union as one of the five major oil-producing nations if a
Japanese estimate of production of 450 million metric tons is exceeded.
(Kim, pp. 606-607.)

8. Are Chinese industrial branches, e.g., iron and steel, comparable
to similar branches in other industrial nations? :

In its first 25 years, the People’s Republic of China has made rapid progress
in developing the key iron and steel industry. With the help of the Soviet Union,
a number of large iron and steel bases were developed in the 1950’s. Since then,
advances have been made on the basis of China's own efforts and selective help
from non-Communist countries. Some new technology has been introduced—
particularly the basic oxygen furnace which has increased production efficiency—
and the quality and variety of steel products have improved. Annual production
of crude steel is now in the neighborhood of 25 million metric tons, making China
the sixth largest producer in the world.

China has the potential for a much larger iron and steel industry. Three factors
have been holding back development :

China’s domestic resources of iron ore and coal, although plentiful, are.of
a low quality and must be given special treatment. * * *
The Chinese had not yet trained a fully competent work force when the
Soviet technicians were withdrawn in 1960. * * *
Capital shortages in the general economy have led to imbalance in the
iron and steel industry. For example, the mining sector has been allocated
a minimum of capital forcing it to operate in a labor-intensive fashion. * * *
. The Chinese are moving to correct these deficiencies, mostly through imports
of modern capital equipment. Mining and ore beneficiating equipment and a large
steel finishing facility have been purchased in the last few years.

Installation of this equipment will take several years, and demand for steel
products will meanwhile continue to rise. Therefore, the present imbalances
probably will persist through the 1970’s, with output rising at only a moderate
rate. Beyond 1980, progress in the industry will depend on how rapidly the



6

PRC improves its own capacity to produce the needed machinery and equip-
ment and how willing it is to uevote targe amounts of foreign exchange to pay
for steelmaking equipment and technology. (Usack and Egan, pp. 264-265.)

China relies heavily on Japan for basic metal.

Since 1968 Japan has exported over one million tons of iron and steel annually
and China is Japan’s second largest customer (the United States is the larg-
est). Japan exported 1.4 million tons in 1972—7-8 percent of its total steel ex-
ports. Iron and steel account for over 40 percent of Japan's total exports to
China, being the siugle largest export item. 'Lhus, China is an important and
stable market for the Japanese iron and steel industry.

The large volume of Sino-Japanese trade in iron and steel can be aseribed
to several factors: the coincidence of China’s increased demands and Japan’s
production capacity ; geographical proximity; the quality of Japanese product;
Japan’s reputation for making deliveries on time; and a relatively low price.

Apart from the question of China’s continued demands, there is some ques
tion regarding Japan’s export capacity. Japan’s steel production will face nu-
merous difficulties—environmental problems, energy problems, labor problems—
and may be unable to maintain its high rate of growth. (Kim, p. 608.)

9. Has China developed o modern domestic and international tele-
communications system? Is its development based on the expansion
of Chinese production capability,imports, or both?

For nearly a quarter of a century, the People’s Republic of China has en-
gaged in a series of programs aimed at establishing a telecommunications sys-
tem that would meet the basic needs for the economy, the government, and the
armed forces. When the Communists achieved power in 1949, they inherited a
primitive and badly damaged telecommunications system. For the next three
years, the main task was to restore the system to its former state to satisfy the
most pressing communications needs of the new government.

By 1953, the Communists were prepared to expand the existing system and
to link the major provincial cities to Peking by open wire trunklines. Substan-
tial progress was made during the First Five-Year Plan (1953-57), although the
Chinese were heavily dependent on Soviet and East European equipment and
technology. In 1958, as part of the euphoric Great Leap Forward, Peking an-
nounced a new four-year plan to establish a modern telecommunications system,
complete with high-capacity microwave radio relay and coaxial cable trunk
routes. Shortages of material and equipment, the withdrawal of Soviet assist-
ance in mid-1960, and the general collapse of the Leap Forward forced the Chi-
nese to postpone their highly ambitions program.

After a pause in the early 1960’s, expansion of the telecommunications sys-
tem was again given high priority.

Greater attention was given to the development of the electronics industry.
Complete plants for the production of electronic components and test instru-
mentation were imported from the West. The Cultural Revolution (1966-69)
caused a sharp but short-lived cut in industrial production. The adverse effect of
the production of telecommunications equipment was temporary, and the tech-
nological improvement and the expansion of the capacity of the electronics in-
dustry continued.

The most significant achievement during China’s current Five-Year Plan
(1971-75) has been the construction of an arterial network of long-distance
telecommunications facilities to provide the transmission base for future in-
creases in the flow of conventional and specialized telephone, telegraph, and
video traffic. Other achievements during this period have been the spread of
radio, wire diffusion, and television broadcasting facilities and the establish-
ment of a nationwide television network. This has been accompanied by substan-
tial increases in the production of radio and television receivers and wired loud-
speakers. Progress also has been made in augmenting both facsimile facilities
and automating conventional telegraph operations as well as in enlarging and
automating telephone exchanges. These achievements have fulfilled China’s basic
needs for long-range development of a domstiec telecommunications system.

Progress also has been made in developing China’s international telecommuni-
cations. Since 1972, three standard Intelsat ground stations have been purchased
from the United States. A coaxial cable link has heen established hetween Canton
and Hong Kong, and agreement has been reached with a Japanese consortium to
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lay a coaxial submarine cable from Shanghai to Japan. Efforts also are being
made to improve the quality of radio telephone circuits and to expand inter-

national teiecommunications by using the transit reiay services offered by major
world telecommunication centers. * * * (Craig, p. 290.)

10. How has the organization and performance of the construction
sector contributed to the formation of capital in the PRC?

In a developing country, construction typically grows faster than GNP. This
trend holds true for the P’eople’s Republic of China. Reverses, attributable to the
Great Leap Forward (1955-60) and the Cultural Revolution (1966-68), de-
pressed all indexes. Construction and industrial output were more volatile than
GNP : both fell further than GNP in bad times and grew faster in good times.

Current construction activity in China reflects the revised investment priorities
of late 1972 and 1973, under wnich Peking is attempting to bolster deticiencies
in agricultural and industrial pertormance. Construction activity now features
industrial projects supporting agriculture, the buildup of electric power capaci-
ty, port and harbor improvements, and capital improvements in the raw mate-
rials industry (mining). China in 1973 contracted with Japan, the United States,
and Western Europe for $1.2 billion worth of industrial plants—mainly chemical
fertilizer and artificial fiber plants. In 1974, plant purchases were about $900
million, dominated by the steel rolling mill (more than $500 million) to be built
at Wu-han.

For the next two to five years, construction activity will feature industries
producing chemical products, raw materials, and electric power. This activity
will include the construction of the numerous foreign plants now under contract.
Construction in the mining industry will give priority to opencut mining, a technol-
ogy in which China has much to learn from the West. Construction of major new
facilities at international ports will parallel the expansion of foreign trade.
The steel industry will continue to have high priority in construction, with the
major emphagsis on capacity to produce finished steel. The petroleum industry
has been speeding up its already fast pace. Development during the next few
years will give top billing to oil pipelines and to the opening up of offshore de-
posits in the shallow Pohai Gulf. (MacFarlane, pp. 314, 322.)

11. What are the limits or constraints on the growth of agricultural
output? Even with burgeoning population will the Chinese be able
to adequately feed and clothe their population?

In spite of serious attention and significant progress agricultural
performance remains a major economic variable. How well the PRC
will be able to cope with the problem of improved performance is a
subject on which specialists differ.

Peking has assured itself of grain for the medium term and has made the
sizable adjustments in investment priorities necessary for longer term solution
to the agricultural problem.

Major changes include :

Concluding multi-year agreements with Canada, Australia and Argen-
tina to provide a maximum of 4.8 million tons of grain annually through
1976.

Downgrading the concept of the small plant churning out low quality in-
puts.

Importing 13 large chemical fertilizer plants to provide firstclass inputs
and synthetic fiber plants to supplement supplies. of natural fibers.

Intensifying work on capital construction projects to improve and extend
farmland.

Limiting sideline activities that might interfere with peasant obligations
to the collective.

Increasing the acreage of grain crops by expanding maultiple cropping
and limiting the acreage of industrial crops.

The fertilizer plants are the key to China’s agricultural development. YWhen
the last of these plants come into operation in 1978 or 1979, China’s supply of
nitrogen fertilizer will reach 8.0 million tons. double the current availability.
The giant increment in nitrogen fertilizer clearly will be a major shot in the arm
for agriculture although marginal returns will probably be low, at least initially,
because fertilizer will outstrip the availability of complementary inputs—effec-
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tive water control ; very high yielding varieties of seed ; sufficient trace elements,
phosphoric and potassium fertilizers of agricultural chemicals, etc.—necessary
for top yields. Even so, grain output could increase to about 300 million tons by
1980. Peking’s use of its limited scientific capabilities to achieve practical short
term objectives (such as simple seed selection and crossing) rather than to do
basic, in-depth research (such as sophisticated varietal development) may prove
to be the most serious impediment to China’s progress in modernizing agriculture.

Through the rest of this decade China will continue to rely on imports to
maintain consumption, especially in years of below-normal harvests. Moreover,
China’s population and hence requirements for food and fiber for domestic con-
sumption will also increase. Even with the accelerated programs to modernize
agriculture, the PRC may not be able to attain self-sufficiency in both grain and
essential non-grain crops by the end of this decade. (Erisman, pp. 325-326.)

The problems that Chinese agriculture will have to face over the coming
decade differ markedly from those in other less developed countries. There are
no obvious and gross inefficiencies in Chinese farming that could be quickly
overcome if only the rural population would understand the needs to do so or
if an effective extension service could be created that could teach them new
methods. The Chinese extension service based in the commune system appears
to have been functioning well for a decade or more. Where in the early 1960's
there was a considerable ‘hacklog of new technology waiting on government
actions to supply the required inputs, there is no comparable backlog today. And
therein lies the problem. .

At no time since 1949 have increases in Chinese farm output been achieved
with ease, but there is reason to believe that future increases will require even
greater effort and an effort of a somewhat different kind from that in the past.
Future expansion is not simply a matter of digging more tube wells or pouring
on more chemical fertilizer although both will help. New bhreakthroughs are
required in the basic agricultural sciences in China and in the harnessing of the
irrigation potential of China’s northern rivers. * * *

* * * jt is clear that China’s shift in priorities toward agriculture in the 1960’s
was both real and large in scale. * * *

For all this outpouring of effort and resources, however, there was no enor-
mous leap in farm output. Agricultural production did rise, but at a rate only a
little above population growth if the 1957-1974 period is taken as a whote. Rural
incomes per capita did rise by more than this, but mainly as a result of the
improvement in the agriculture-industry terms of trade.

The main reason why agricultural growth has not been faster appears to be
simply that China is attempting to achieve large farm output increases under
basically unfavorable conditions. When land under cultivation cannot be
extended except at enormous expense and when inputs of fertilizer, water, and
labor are already being intensively utilized, the return on further additions of
these same inputs will not be high.

For the future, there is every reason to believe that Chinese agricu‘tural
output will continue to grow although no major breakthroughs appear to be in
sight. To achieve this continued growth, however, some shift in emphasis in
China’s agricultural policies is probably necessary. The silt problem of China’s
northern rivers will have to be solved. There will also have to be a con<siderable
improvement in the quality of China’s research in the basic sciences. These
changes appear to be well within China’s capacities and they are likely to be
carried out if for no other reason than that China appears to have few other
options. China is simply too big to follow the lead of Japan or Eurone and rely
increasingly on imports to meet its food needs. (Perkins, pp. 350, 365.)

12. How is agricwlture in the PRC organized to provide incentives
and a measure of efficiency?

China’s commune system consists of four parts: commune; brigade: team:
and household. This system, born in the optimistic fervor of the Great Leap
Forward in 1958, was reduced to a skeleton during the lean years from 1959-62,
but has developed greatly in the past 12 years.

Currently, China has 50,000 communes, about 25.000 less than the number in
existence in 1963. Essentially the commune level functions as the basic unit of
local government. This level is charged with the responsibility of procuring
grain, collecting taxes, providing public security. and reporting statistics and
information to higher levels. In addition, it formulates specific production plans
for its subordinate units after adapting policies received from higher levels to
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local conditions. The commune also provides leadership for the management of
water resources, construction, afforestation, and transportation projects which
require the direction and control of a large organizational unit. Moreover, it
manages local industries which produce consumer and producer goods for local
consumption. * * * o L

The persistence of the team as the basic unit and similarities in organization
and ownership patterns of contemporary communes with those in 1962 tend to
mask important changes which have taken place in the past 12 years .at commune
and brigade levels. These levels provide more services, control more inputs, have
better trained cadres and stronger Party organizations than they did in 1962.
Indeed, there has been ideological pressure in the Party to abolish the team and
amalgamate households directly into brigades bringing agriculture one step closer
to ultimate socialization. This pressure, understandably, has been supported by
poorer teams desiring to increase their share of collective income. However,
pressure to change the status of teams has been arrested by the newly passed 1975
Constitution which specifically sustains the continued functioning of these units.
Moreover, the requirements of China’s labor intensive agriculture necessitates a
unit similar to the team in size and organization, which can effectively manage
and motivate the farmers of China to produce the foodstuffs needed for this
country’s huge and growing population. (Crook, pp. 366-367.)

18. Is regional, rural dispersion of ecomomic activity in China a
result of economic or political choice or a product of necessity?

The encouragement of small-scale industries in rural areas in China is an
essential element of regional development programs which today focus on agricul-
tural development and diversification, local raw material utilization, resource
mobilization and long term employment impact.

However, rural industry in China is not a homogenous concept as it is the
outflow of two different strategy approaches. First, it is the logical outcome of a
sector strategy involving technology choices in a number of industrial sectors—
most of which were initiated during the Great Leap Forward or earlier. This has
required the scaling down of modern large-scale technology through a product
and/or quality choice combined with design changes in the manufacturing
process. Second, rural industry is part of an integrated rural development
strategy—also initiated during the Great Leap Forward-—where a number of
activities are integrated within or closely related to the commune system. They
are often rooted in the traditional sector of the economy. and have often been
preceded by a long tradition of village crafts. Such industries are often based on
the scaling up of village crafts. The scaling up of cottage industries in China is
not based on improvement of technology alone, but the cottage industries have
been converted into modern small-scale industries through cooperativization, elec-
trification and access to low cost simple machinery. * * *

The justification of rural industrialization is economic as well as political.
Economic growth may, however, in the short run have been sacrificed because
of the need to transfer technical, financial and planning resources to rural areas
in order to start rural industrialization is likely to contribute to a more rapid
economic growth than would otherwise have been possible. Firstly, a decentral-
ized pattern of urban development is likely to lead to a less capital-intensive ex-
pansion of industrial growth, which is better adapted to prevailing factor
availabilities and relative factor prices. Secondly, if a majority of the rural
population—through integrated rural development—might be persuaded to re-
main in villages and expanding county capitals, this is likely to require less in-
vestment for expanding large urban centers. Thirdly, rural industrialization
provides the opportunity of simultaneously promoting agricultural and non-
agricultural elements in the same local areas and non-agricultural elements
are just as dependent on a thriving increase in farm output and income as the
latter are dependent on them. Fourthly, a rural industrialization which has
a strong core of local engineering enterprises is likely to play an important role
in any decentralized industrialization policy. (Sigurdson, pp. 411, 433.)

14. What does an assessment of Chinese military force development
and use of force reveal about the strategic policy of the PRC?

* k% 'l"he professional judgments on Chinese strategic policy have been based
on a review of the kinds of forces the PRC had developed and maintained and

the use_to which these forces have been put. From this assessment. some central
conclusions have been reached :

51-174 O - 75 - 2
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(1) A primary PRC objective has been adequate physical security. Current and
future requirements are primarily to be prepared to meet substantial ground
incursions from the Soviet Union and to avoid Vietnam-type destruction of their
industrial and transportation systems.

(2) A secondary strategic policy objective is that of reasserting territorial
integrity over areas presumed to be integral parts of China such as the Paracel
Islands, Taiwan, and other border areas. Controlled communication by military
action on territorial issues characterized Chinese behavior in both Korea in
1950-53 and on the Indian border in 1962. .

(3) A tertiary policy is that of extending Chinese power and influence. Cur-
rently the PRC views its neighbors not percelved as threats more as cushions or
buffers than targets. In the long run the PRC would probably like to sit at the
bargaining table as equals with the United States and the Soviet Union, but they
appear to be patient and realistic about attaining this Asian and global power
status (Fraser, pp. 438—439.)

15. What is the current buildup of Chinese military forces? Is their
defense burden onerous? What are the economic impacts of defense
expenditures?

Even though the Soviet Union continues to refer to the Chinese
economy as militarized since the break with the Soviet Union, Western
analysts see a different picture with “guns” tending to lose out in re-
cent years to “butter” or factories and farms.

China’s military policy has called for large conventional forces and small but
growing nuclear deterrent forces. The three-million-man ground forces—the
world's largest—have been equipped and trained mainly for the military environ-
ment of the 1940’s and 1950’s, although an increasing proportion is being armed
with more modern weapons. The air force consists largely of obsolescent short-
range fighters, while naval forces have been configured primarily for coastal de-
fense. In short, China has deployed the type of conventional forces one would
expect from a developing country with a large population and a largely agricul-
tural economy. The conventional forces stress manpower and easily manufac-
tured weaponry in lien of more sophisticated armaments.

China has also developed nuclear weapons for delivery by bombers and by
medium- and intermediate-range ballistic missiles capable of reaching most parts
of Asia. Longer range land-based missiles as well as a submarine-launched bal-
listic missile are probably under development, while work continues on what
is apparently China’s first nuclear-powered attack submarine (probably armed
with conventional torpedos). The development and manufacture of these weap-
ons, while limited in number, testifies to the mastery by the People’s Republic of
much of the technology of a modern industrial nation. * * *

Over the past ten years, Chinese procurement of weapons has been character-
ized by a generally upward trend, with two periods of rapid growth—each fol-
lowed by a decline, * * #

The first growth period occurred through the mid-1960’s, as China recovered
from the effects of the Great Leap Forward (1958-60) and the withdrawal of
the Soviet military assistance (mid-1960). Arms production had practically
stopped in the early 1960s, but by the middle of the decade the output of all
types of weapons had reached new peaks.

In 1966, just when armament production seemed to have recovered completely
from the Leap Forward, Mao launched his Great Proletarian Cultural Revolu-
tion (1966-69). The new upheaval affected military programs in a variety of
ways, even though it was not the basically economic in nature as the Leap had
been. '

The central authorities sought to insulate the defense industry from the dis-
ruptions of the Cultural Revolution. Nevertheless, political activity and fac-
tional conflict in the factories caused frequent disorders, occasionally of a pro-
longed and serious nature. Disruptions of the transportation and communica-
tion system led to delays in the delivery of raw materials, parts, and subassem-
blies.

A large number of leading Party and government officials were removed from
office, with a resultant decline in policy initiatives. The curtailment in military
production during the Cultural Revolution was not so severe or lengthy as during
the Leap Forward. By the second half of 1968 the worst effects of the Cultural
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Revolution on the weapons industries were over, and another period of growth
in defense production had commenced. Procurement appears to have risen
rapidly in the following years, with output in 1971 being more than double out-
put in 1967,

Since 1971, military procurement has fallen substantially. This drop has ex-
tended through 1974 and apparently is continuing in the first quarter of 1975.
Production and procurement of military hardware in 1972-74 has been about
25 percent lower than during the peak period of 1970—71. Much of the decline
retiects a sharp curtailment of acquisitions of aircraft, but other weapons pro-
duction programs have also slowed down. The broad scope and long duration of
the decline suggests that it is not simply the consequence of a coincidental cut-
back in several weapons programs ; rather, it is the result of some general cause
Oor causes.

While the picture is not yet clear, several interrelated factors apparently are
behind the decline in the production of weapons.

Because trends in weapons procurement correspond to the rise and fall of Lin
Piao, political events surrounding Lin's abortive “coup” in the fall of 1971 possi-
bly were a major factor in the decisions made in Peking. Official accounts of
the coup state that military units were to have spearheaded the takeover, and
it would not be surprising that the military establishment should suffer in the
wake of Lin’s aborted conspiracy.

China’s political leadership has exhibited distrust of the military forces ever
since the Lin incident. Shakeups in the military command structure have diluted
the provincial civil authority of senior military leaders and may have reduced
their influence on budget allocations as well. The background of this civilian-
military tension lay in the Cultural Revolution when the military leaders
moved—or were drawn—into the vacuum left by the fall from power of so many
Party and government officials. Speeches and appointments at the Fourth Na-
tional People’'s Congress of January 1975 may indicate that the process of restor-
ing the more normal subordination of the military to the Party is nearly
completed.

Disputes over economic priorities and budgetary allocations may in themselves
have played a part in bringing the Lin erisis to a head, although direct evidence
for this is thin. China’s leaders may have decided that military programs were
preempting an ex-orbitant amount of resources without significantly improving
the country’s military posture. Many of the weapons that China has been pro-
ducing—such as the MIG-19 fighter—are fast becoming obsolete; additional
nuwbers would not appreciably improve China’s overall defense capability. More-
over, the Chinese policymaker must realize that the United States and the U.S.S.R.
have an overwhelming superiority in both strategic and tactical arms and that
even an all-out production effort by ‘the Chinese would not redress the military
balance of power for many years to come.

At the same time, Peking probably feels that it now has sufficient nuclear and
conventional forces both to deter the Soviet Union from attacking with nuclear
weapons and to discourage the Soviet Union or any nation from attacking with
conventional forces. Furthermore, in the minds of the Chinese leaders, ithe threat
posed by the United States has decreased as well. Thus, Peking may reason that
production of some kinds of military hardware should be cut back and the re-
sources put to other uses—certainly until later models are ready for large-scale
production. Such a reallocation would not mean a reduction in Chinese forces, but
rather a slower rate of military modernization.

The leadership thus may believe that in the long run a strong economy would
do more to strengthen China than would a bigger military buildup at this
time. * * * (Jammes, pp. 459, 462-464.)

Given the constraints presented by China’s resource endowments, and present
level of development, however, China’s military potential and capabilities still
derive from China’s manpower resources. Thus, in terms of manpower alone,
China’s armed forces are on a par with those of the two major superpowers (the
United States and the Soviet Union) and are slightly larger in size than the -
total armed forces in NATO. In terms of modern armanments and supporting serv-
ices, such as air and naval power, however, China ranks far behind the major
superpowers with annual defense expenditures less than one-fifth those in the
United States and the Soviet Union and less than one-half those in the NATO
countries combined. In terms of annual defense expenditures ‘per man in the armed
forces, therefore, the comparison shows an even greater gap between China and
the other superpowers.

This atypical mix of manpower as against modern, sophisticated, weaponry
and air and naval power explains why China hag been able to provide the third
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largest military force in the world, even though China is an underdeveloped
country. In absolute and aggregate terms, China’s economy is the seventh largest
in the world, but its per capita income is still less than 200 U.8. dollars. The
emphasis on a manpower intensive military in a labor abundant country such as
China, therefore, has only served to keep with manageable limits the economic
burden of China’s recognized military capabilities. Given China’s desire to equip
its armed forces with some modern weapons and to provide a creditable nilitary
threat by means of carefully selected modern weapon systems, however, means
that the economic burden of China’s defense expenditures still claims a significant
share of China’s production—about one-tenth of China's total GNP. To put it in
the popular terminology, China’s emphases on manpower in its military sirategy
has allowed the Chinese to obtain the biggest bang for their buck, but to obtain
that bang they will have found it necessary to spend a significant share of the
bucks they have available.

* * * Op the margin, additional defense expenditures—especially those on mili-
tary hardware—require ithe use of high priority inputs from other sectors where
scarcities and imbalances already exist. For example, an increase in the level of
defense expenditures or change in their composition in favor of more military
hardware reduces the potential supply of producer’s goods for civilian use, the
demand for which is increasing rapidly ; reduces the supply of exports and in-
creases the demand for imports, although the Chinese balance of trade has re-
quired China to use its scarce holding of foreign exchange in recent years; and
would reduce the potential standard of living of the civilian labor force which
is already relatively low and the source of potential public discontent and
opposition.

Thus, as China’s leaders consider the various defense expenditure choice avail-
able, they obviously will be heavily influenced by the economic consequences of
these choices. * * * (Dernberger, pp. 468-469.)

16. What system of Sino-American commercial relations has been
set up since the signing of the Shanghai communique? What problems
and obstacles impede further development?

In quantiative terms the People’s Republic of China (PRC), despite its large
size, is not a major trading nation. Chinese exports never exceed 2 percent of
world exports. The ratio of total trade to China’s gross national product is about
5 to 6 percent. In terms of trade per head of population, the value for China is
some $14, one of the lowest in the world for any major nation. In spite of the
smallness of its value, foreign trade is an important policy instrument used by
the PRC for the pursuit of her overall political and economic goals. Being a
state monopoly within the Chinese command economy, foreign trade has become
a significant ingredient in China's development program to transform itself into
a modern.industrial state. Specifically, foreign trade in China has played the
following roles.

Foreign trade has constituted for China an important means of facilitating
and accelerating modernization. China does not have all the facilities to produce
the wide variety of machinery and equipment needed for modernization. Some
industrial materials were either not available in China, or available only in
insufficient quantities. Foreign trade helps provide the necessary capital goods.
Imports of these goods, moreover, have given China an important channel of
access to modern technological know-how. The importation of specialized ma-
chineries and complete plans, some of them installed by foreien technicians,
accelerate the process of technological diffusion. (Chen, pp. 617-618.)

Trade, which had been nonexistent in 1970, rose to $805.1 and $933.8 million
by 1973 and 1974, respectively, with wheat sales. jet transport exports, and a
number of other major contracts highlighting this unexpectedly rapid develop-
ment. On the strength of Chinese purchases of American agricultural com-
modities. the U.S. has risen to the position of China’s number two trading partner
in the last two years. A degree of normalization has been returned fo the Sino-
American commercial relationship.

While trade has risen quickly to significant levels, while more and more
American businessmen are traveling to Peking and to the Canton Trade Fair,
and while Linison Offices with commercial staffs have been opened in the respec-
tive capitals, certain unresolved issues clearly stand in the path of substantial
further improvement in trading relations. * * *

Settlement of the issues of Chinese blocked assets and U.S. private claims
would clear the way for further normalizaiton of commercial relations. Un-
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resolved, these issues prevent direct shipping and direct airline connections
“owing to the risk of attachment of flag carriers in satisfaction of claims. Direct
banking is precluded and the exchange of trade exhibitions forestalled. Another
major comnrercial issue concerns the extension by the U.S. of most-favored nation
(MFXN) nondiscriminatory tariff treatment to the PRC. PRC officials have raised
the MFN issue with U.S. business men and others. Presumably, Peking not only
wants MEN, but feels entitled to it as part of the Shanghai commitment to
conduct trade on the basis of “equality and mutual benefit.” The Trade Act of
1974 provides a mechanism by which the U.S. could confer MFN status on China,
but it is an Act burdened with difficult requirements where the nonmarket econ-
omies of the socialist states are concerned. * * *

The outlook for Chinese exports of the U.S. over the next several years is one
of continued growth. The rate of this growth will depend on the state of the U.S.
economy, on Chinese perception of this market and willingness to adapt to its
demands, and on the availability in China of commodities in the requiste quantity
and quality sought by Americans. Fish and shellfish showed good growth in 1974
as did tea, spices, vegetables and other food preparations. These should continue
at sustained levels. Tin, tungsten, and antimony among the metals will continue
to register imports of significance. Gum rosin and essential oils grew rapidly in
1974 and should continue. Textiles, clothing, bristles, feathers, and down will
maintain a strong showing. Americans continue to enjoy Chinese artworks and
antiques, but fireworks, a perennial léader, have declined, in part owing to prob-
lems meeting new U.S. safety standards. Petrolenm exports to the U.S. do not
appear to be a factor although U.S. owned oil companies may buy Chinese oil
for distribution in East Asia. American importers will continue to attend the
Fairs in Canton in substantial numbers.

The Chinese trade deficit with the U.S. will be sharply reduced in 1975, run-
ning perhaps $50 million. The deficit is likely to continue, its future magnitude
being governed primarily by the size of Chinese agricultural purchases in the
United States. (Clarke and Avery, pp. 501, 502, 530, 531.)

The prospects of a trade agreement between the United States and the People’s
Republic of China has. since the Shanghai Communique, offered the possibility
of marked forward motion in the relations between the two countries. It as-
sumes substantial importance for both sides in light of the passage of the Trade
Act of 1974 in the closing days of the 93rd Congress. Under the Act. Public Law
93-618, signed by the President on January 3, 1975, the authority to lower tariffs
on imports from China has shifted from Congress to the Executive. There are
limitations on the authority of the President to grant most-favored-nation tariff
treatment to China, te be sure, but the negotiating authority now is there, and
there is no good reason not to proceed with all deliberate speed to trade negotia-
tions with Peking.

The threshold question, of course, is whether or not the United States should
contemplate a trade agreement with a country to which it has not accorded
diplomatic recognition. Precedent for such an agreement under international law,
if such were needed. lies in a trade agreement entered into between Greaf
Britain and the Soviet Union in 1921, a step which preceded formal diplomatic
relations. The same question may be raised in Peking, although the Chinese have
previously concluded tvade agreements in the absence of diplomatic ties. While
the two sides will have to examine whether on pragmatic grounds, a trade agree-
ment should precede or follow the establishment of full diplomatic relations,
trade negotiations toward such an agreement can certainly begin prior to fully
normalized political relations, * * *

* * * To sustain and build toward the modern industralized state, to which
the Chinese pledged themselves at the Fourth National People’s Congress, does
require acquisition of foreign goods and technologies. Purchases of needed
imports in turn requires more than a little contact with the West. Not all such
contact is likely to be nalatable to a political leadership which is bound to fear
that revolutionary values may wane in the process.. The post-Mao, post-Chou
period cannot be far away, and succeeding leadership is certain to be preoccupied
with political consolidation, preserving revolutionary fervor and maintaining the
monumenftal accomnlishments of the old leadership. This process can obviously
sharply influence China’s trade and development policies. But Peking’s 1975
pledge to achieve “comprehensive modernization * * * before the end of the cen-
tury” should be signal enough that China’s foreign trade ought to hold interest
for American firms. (Theroux, pp. 582, 583, 595, 596.) - o
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17. How flexible has the PRC been in external transactions in adapt-
ing to international practices?

China’s practices in financing trade with non-Communist countries are in sub-
stantial contrast to those of the other Centrally Planned Economies (CPEs).

Despite the fact that the PRC has a greater share of its trade with the west
than other CPEs, the PRC has been more reluctant to adopt as many western
banking practices as the other CPEs. Many of the practices that have been
adopted have been modified with the general result that the PRC maintains
somewhat more control over its international finance with the west than other
CPEs do. Examples of this range from requiring negotiation of letters of credit
in China both for exports and imports to using the Renminbi to denominate
trade contracts.

Most importantly, the PRC has, as yet, been unwilling to follow other CPEs
in adopting western banking techniques such as setting up European branches
to engage in archetypical banking activities such as general trade financing
and active participation on the Euro-currency market.

On the other hand, PRC international financial practices have changed sig-
pificantly in the last few years—generally in the direction of adopting more
traditional practices. The Chinese foreign trade corporations (FTCs) have been
more flexible on various letter of credit provisions and they have become more
willing to denominate trade contracts in western currencies. Most important of
all, of course, the PRC has begun to accept credit, albeit in moderation and
often indirectly. (Denny, p. 676.)

18. Is Japan likely to continue to develop a special commercial rela-
tionship with PRC?

Japan has become the People’s Republic of China’s leading trade partner, ac-
counting for about 20 percent of the PRC’s foreign trade turnover in recent
years. A unique set of economic and political factors has facilitated a rapid
expansion of Sino-Japanese trade in the 1960’s and 1970’s. First, there is a sub-
stantial degree of complementarity between the two economies. Japan is heavily
dependent on imports of raw materials to fuel its modern industrial economy,
and Japanese industrial leaders consider the PRC a logical supplier of some
of their needs. At the same time, foreign trade planners in the PRC have placed
a high priority on imports of the kinds of machinery and equipment and industrial
manufactures which Japan has the capacity to export. The short, relatively
cheap water transport between Japan and China makes the trading relationship
especially attractive for exchange of goods in which 'transport costs represent
a large share of the final price. Long water and rail transport to alternative
markets in Western Europe and North America involve substantially higher
transport costs. Their economic complementarity and their geographic proximity
create an opportunity for a substantial trade turnover benefiting both countries.
The foreign trade potential of certain key industrial sectors which are examined
in this paper will be a key determinant of the volume of future Sino-Japanese
trade.

Another key determinant of the level of Sino-Japanese trade is the political
relationship between the two governments. To a much greater degree than other
countries, the PRC’s foreign trade has been shaped by its general foreign policy
objectives. Consequently, Sino-Japanese commercial relations have been linked
to the diplomatic interactions of the four great powers in Asia—the PRC, Japan,
the Soviet Union, and the United States. (Kim, p. 600.)

19. How have the Chinese perceived their need for foreign tech-
nology ? How effectively do the Chinese diffuse technology transferred
from the West?

The People’s Republic of China has exhibited wide swings in its receptivity to
foreign technology in the course of its 25-vear history, oscillating between en-
thusiastic acceptance and determined rejection. In the 1950’s—the era of close
Sino-Soviet Cooperation—China eagerly accepted what was undoubtedly the
most comprehensive ‘technology transfer in modern history. During that decade
the Chinese obtained from the Soviet Union the foundation of a modern in-
dustrial system. In the process, however, the Chinese became heavily dependent
on Soviet tutelage and were induced to adopt a Soviet model of forced industrial-
ization inappropriate to China’s resource endowment. In the late 1950’s, the
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Chinese leaders began to reject this model and the overwhelming Soviet influence.
The Great Leap Forward marked the reaffirmation of a more traditional Chinese
nativism and self-assertion. Foreign technology and expertise were rebuffed and
a policy of self-reliance instituted. Inept policies, successive crop failures, and
the sudden withdrawal of Soviet technicians in 1960 combined to throw the
Chinese economy into disarray.

A shift in the early sixties toward priority for agriculture and a return to a
more permissive technology-import policy helped to revive the economy. While
continuing to stress self-reliance, the leadership undertook selective purchases
of European and Japanese plants and equipment, primarily as prototypes for
learning and copying. By 1965, the economy had largely recovered from its
earlier setbacks, only to be disrupted once more by the turmoil of the Cultural
Revolution. The intense antiforeign campaign of that period again sharply cur-
tailed acquisition of foreign technology, and by 1969 machinery imports had
dropped to less than one-fourth of the peak levels attained ten years earlier.

Since 1970, the Chinese leaders have turned outward once again for the
acquisition of capital equipment and know-how on a substantial scale. No longer
confining themselves to prototypes, the Chinese have purchased large numbers
of complete plants and industrial complexes to enhance output in a half-dozen
basic industries, primarily metallurgy, petrochemicals, and energy. Machinery
imports, therefore, have risen more rapidly in recent years than during any
previous period.

Self-reliance continues to be stressed, nevertheless, with at least three objects
in view: (1) to minimize China’s strategic and financial dependence on foreign
countries; (2) to create a self-confident “new Maoist man” and guard against
his contamination by alien influences; and (3) to mobilize local savings so as to
economize scarce foreign exchange and state investment outlays. The pursuit of
self-reliance in these terms has enabled the Chinese to achieve a high degree of
technical and economic independence of the outside world. China’s own produc-
tion of machinery and equipment is now so large that imported technology repre-
sents only a small fraction (perhaps 6 to 8 percent) of its overall technology
accretion. In qualitative terms, however, technology imports are still a key
factor in the development of the more sophisticated sectors of China’s industrial
production system. (Heymann, pp. 678-679.)

20. What is the scope, effectiveness and burden to the PRC of its
economvic relations with the T hird World?

After the disruptions of the Cultural Revolution, the People’s Republic of
China reappeared on the international scene in 1970, with renewed determination
to assert itself as a major world power. It sought to gain wider international
acceptance by becoming a responsible spokesman for the Third World. In assum-
ing its new leadership role, China deemphasized its former activist policy of
promoting radical change and upsetting established governments. Economic and
military assistance and trade have thus risen in importance as instruments of
policy toward the less developed countries (LLDCs). At the same time that its own
position in the LDCs was being strengthened, Peking sought to reduce Soviet and
Western influence in the Third World.

In the past five years, 1970-74, China has boosted its economic aid commit-
ments to the LDCs by $2.4 billion, more than double the $1.1 billion extended in
the previous 14 years, 1956-69. Nearly two-thirds of the aid in the 1970s went
to Africa. The single most important Chinese aid project is the almost completed
Tan-Zam Railroad, into which Peking has poured an average of almost $100
million annually beginning in 1970.

The revitalization of China’s relations with the LDCs has also found expression
in stepped-up military aid. In the last five years, the People’s Republic has fur-
nished the developing countries a total of $300 million in military assistance
compared with only $250 million previously. About three-fourths of Peking’s
military aid to LDCs has gone to Pakistan.

As for trade, the LDCs have become large markets for Chinese rice, iron and
steel, and textiles, as well as important sources of supply for rubber, cotton, and
nonferrous metals. In addition, the LDCs of East Asia are a major source of hard
currency for the People’s Republic. Chinese exports to the LDCs were about
$1.4 billion in 1974, imports $900 million. (Fogarty, p. 730.)
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ProspecTs AND PROBLEMS

This volume on the economy of the People’s Republic of China may
be significantly more useful to American policymakers, scholars and
the general public for several reasons:

1. The rapprochement between the United States and the People’s
Republic of China has been followed by increasing political, commer-
cial, social and other relations. Commercial relations have expanded
due to increased needs for Western technology—including modern
fertilizer plants to increase agricultural output. Expanding oil reve-
nues and a more flexible attitude toward credit and other aspects of
the Western market suggest wider future commercial ties.

2. The leaders of the PRC have given priority to improved economic
performance. A recent reduction in weapons procurement may indi-
cate a preference for current economic performance over arms produc-
tion, especially of obsolete hardware. In spite of possible progress on
birth control, the Malthusian specter still looms in China’s future.
Imports of grain and transfer of agricultural technology from the
West, though marginally significant in the short run, do not shift the
heavy long-term subsistence burden on Chinese agriculture.

3. Modest, but significant, improvements in published economic data,
empirical evidence from exchanges, and more attention to accurate
reporting have aided the Western analyst in appraising China’s eco-
nomic policy and performance.

It is difficult to separate elements of long-term trends from cyclical
or variable factors in performance. However, it seems clear after quar-
ter of a century of power that Chinese leaders aim to develop a modern,
powerful, industrial state capable of joining the superpowers on equal
terms and providing adequately for its citizens’ needs. There is not,
however, in the current Chinese development the Stalinist urgency
to overtake and surpass in a short, definite time period—a goal they
expressed during the Great Leap.

Against this long-term aim o{ achieving an economic basis for super-
power status, there appear to be political, ideological, and social pol-
icies which from time to time override the short-term progress of
nation-building. Some of them may take on importance in the years
immediately ahead and influence economic performance :

Political “succession.—Inevitably Chairman Mao and Chou En-lai
must physically pass from the scene with the old revolutionary leader-
ship. Possibly the recent Party Congress prepared the nation for the
post-Mao-Chou period. Successions elsewhere; for example, after
Lenin and Stalin, suggest that unforeseen, unsettling struggle is more
likely than an orderly transfer of power.

Ideological revitalization.—There have been times; for example, in
the Great Leap Forward and Cultural Revolution periods when the
requirement for ideological revitalization conflicted with policies for
economic performance. Likewise, there may be a case for arguing a
past cyclical pattern of policy preference for each. If this be the case,
stable long-term-growth prospects may be in jeopardy.

Foreign threats or opportunity requiring more weapons and mili-
tary forces—Concern with the Soviet Union may at any time lead to
a shift in Chinese weapons or force buildup. Opportunities for sup-
porting Asian Communist power; for example, North Korea or in
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South East Asia, cannot be ruled out in the future even though present
indications suggest Chinese restraint.

Indeed, some would argue that these represent central, fundamental
forces in Chinese society and that economic considerations are the
external or variable factors. Whatever the primary and secondary
forces are in Chinese development, it has become clearer in each suc-
cessive economic assessment that the PRC economy has attained a
firmer base for claims of meeting not only domestic but the major
International goals of the leadership. In spite of many current and
likely future problems, we should not assume that the People’s Repub-
lic of China will not be able to meet its priority economic needs.



Part I. POLICY ASSESSMENTS AND
PERFORMANCE
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I. Key FInNbpINGS

1. As of early 1975, the economy of the People’s Republic of China
has proved an effective mechanism for supplying the minimum needs
of the population, modernizing the industrial sector, and supporting
a formidable defense establishment.

9. Premier Chou En-lai, in his speech to the Fourth National
People’s Congress in January 1975, has signaled the continuation of
the drive for higher output and technological self-sufficiency in a
comparatively moderate political atmosphere.

3. The ordering of 13 large chemical fertilizer plants from the
West has given China the possibility of moving to a higher plateau
in agriculture, starting about 1980.

4. At the same time, a substantial new burst of investment in coal,
steel, and other basic branches has become necessary to maintain
industrial growth rates.

(20)
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5. The annual rate of production and procurement of military
hardware in 1972-74 has been about 25 percent below the peak rate
of 1970-71, probably the combined result of the priority of agriculture-
support programs, the changeover to later model weapons, and the
reassertion of Party control over the military.

6. Rising domestic output of crude oil and soaring international
oil prices have enabled petroleum to take up the slack in earnings
from traditional exports.

7. The third, and most serious, of the population control programs
probably has not yet had a substantial impact on demographic rates.

8. If the government wishes to give the highest priority to a sharp
curbing of population growth, it has at hand the bureaucratic and
the scientific/technical resources to do the job.

9. With its floor under consumption, its purposeful investment pro-
gram, its control over migration to urban areas, and its hard-driving
leadership, China has easily outdistanced other large LDCs.

10. While the PRC has not narrowed the technological gap between
itself and the leading industrial nations, it has been spared their tribu-
lations with recession, inflation, and energy shortages. '

11. Only a cataclysmic political upheaval—following the fading
away of Chairman Mao and Premier Chou—could reverse the techno-
cratic tendencies now deeply rooted in Chinese economic society.

12. At the same time, the examples of great political flareups in the
past should caution the observer against any straight-line projection
of steady economic growth.

13. Outside of political upheavals, the main challenges to the
Chinese economy over the next 25 years will be to incorporate a more
complex mix of products into the system, to maintain a spirit of hard
work and sacrifice in a generation with no memory of national or per-
sonal humilitation, and to keep the 1id on consumption in an era of
universal education and advancing technology.

IT. INTRODUCTION : ORGANIZATION OF THE PAPER

This paper appraises the economy of the People’s Republic of China
from the vantage point of early 1975. The discussion focuses on de-
velopments since the Cultural Revolution of 1966-69, dealing mainly
with the transitional year 1970 and the first 4 years of the Fourth
Five-Year Plan (1971-75).* Two tables provides a quick summary
of the entire quarter of a century since the formation of the People’s
Republic. Table 1 sets forth in capsule fashion the economic results
for major economic sectors in each of six distinctive economic periods.
Table 2 presents 10 basic economic time series, 1949-74.

1For a systematic description of major developments in the years before 1970, see the
author’s paper in the previous JEC volume on the Chinese economy : Arthur G. Ashbrook,
Jr., “China: Economic Policy and Economic Results, 1949-71," People’s Republic of
Chinn: An FEconomic Assessment, Joint Economic Committee of the U.S. Congress. Wash-
Ington, 1972. pp. 3-51. The volume is cited hereafter in tnis present paper as “JEC-72”
and the paper as “Ashbrook. JEC-72.” Tables 1 and 2 in this paper are updated versions
of Tables 2 and 3 in the earlier paper.



TABLE 1.—CHiNA: ECONOMIC RESULTS, 1949-74

Period Overall results

Industrial results

Agricultural results

Foreign trade results

Consumer welfare results

1949-52, Rehabilitation..._..__... Return to pre-Communist level

of economic activity.

Successful build-up of indus-
trial base under Soviet aus-
pices.

Disastrous overstraining of the
economy's resources.

1953-57, 1st S5-year Plan.__...__._
1958-60, Great Leap Forward...__.

1951—65 Readjustment and Recov- Quick and successful recovery
of econemic balance.

1966-69, Cultural Revolution______ Short-lived break in economic
momentum.
1970-74, Resumption of Regular

Resumption of economic growth
Planni ng.

across the board.

Reactivation of capacity as flow Return of fields to operation and

of raw materials resumes.

distribution of land to peas-
ants.

Increased capacityand output Gains in output from own re-

of steel and other basic prod-
ucts.

Ruinous increase in tempo and
deterioration of quality.

Rationalization of output, with
investment in priority
branches.

sources; collectivization in
stages. .

Precipitous fall in output due to
bad weather and ill-fated
communes.

Quick return to growth pattern
with aid of new inputs.

Sharp dip in industrial output Continued growth on basis of

with investment continuing.

Gains in capacity and output
with oil a star performer; coa
shortages.

good weather and larger in-

Continued growth on basis of
gott)d weather and larger in-
puts.

imposition of strict government
control and switch to Com-
munist partners.

Growing volume, with basic
products being exchanged for
Soviet machinery.

Sharp spurt, then downturn
caused by domestic problems.

Dramatic shift to Japan and
Western Europe, with rising
volume.

Temporary dip because of do-
mestic dislocations.

Resumption of growth in line
with  d tic i

End of civil war, inflation, gross
starvation; hope rekindled.

Stabilization of living standards
at spartan but improved levels.

Near starvation and collapse of
morale when leap fails.

Restoration of living standards at
spartan tevels.

Maint of living standards
in spite of political turmoil.

gains; use of credit.

Graduaj ipprovement in living
as.

(¢4



TABLE 2.—CHINA: MAJOR ECONOMIC INDICATORS, 1949-741

Foreign trade

Exports f.o.b.  Imports ¢.i.f. Percent

GNP Population GNP Industrial  Agricultural  Steel output  Grain output (billions of (billions of - trade with
billions of midyear per capita production production  (millions of  (millions of current current Communist
Period and year 1973 dollars) (miltions) (1973 dollars) ~ (1957=100)  (1957=100) metric tons)  metric tons) dollars) dollars) countries
40 538 74 20 54 0.16 108 0.43 0.40 3)
49 547 89 27 64 .61 12 62 59 9
56 558 101 38 71 .90 135 78 112 51
67 570 117 48 83 1.35 154 88 1.02 70
71 583 122 61 83 1.77 157 1.04 1.26 68
75 596 125 70 84 2.22 160 1.06 1.29 74
82 611 134 73 94 2.85 175 1.38 1.66 74
88 626 141 88 97 4.46 182 1.64 1.48 66
94 641 147 100 100 5.35 185 1.62 1.44 64
113 657 172 145 108 11.08 200 1.94 1.82 63
107 672 160 177 83 13.35 165 2.23 2.06 69
106 685 155 184 78 18.67 160 1.96 2.03 66
82 695 118 108 77 8 160 1.53 1.50 §6
93 704 133 114 92 8 180 1.52 1L.15 53
103 718 144 137 96 9 185 1.57 1.20 45
117 731 160 163 106 10.8 195 1.75 1.47 34
134 747 179 199 114 12.5 210 2.04 1.84 30
145 763 190 231 116 15 215 2.21 2.04 26
141 780 180 202 123 12 230 1.9 1.95 21
142 798 178 222 116 14 215 1.94 1.82 22
157 817 192 265 118 16 220 2.03 1.83 20
179 837 214 313 129 17.8 240 2.05 2.24 20
190 857 222 341 134 21 246 2.42 2.30 23
197 878 225 3n 130 23 240 3.08 2.84 22
217 899 241 416 138 25.5 250 4.90 4.98 17
223 920 243 432 141 23.8 255 5.90 6.70 15

« Note that GNP in this table is presented in 1973 U.S. dollars whereas foreign trade is presented in 2 Negligible.
current U.S. dollars. For details on the calculation of GNP, see app. A. For a discussion of general
sources on which this table is based, see app. B.
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The paper begins with a series of key findings. The text continues
with a brief review of long-term economic forces at work in early
1975, an assessment of current policy and planning issues, and a dis-
cussion of major developments 1n agriculture, industry, foreign trade,
and transportation. Then comes an analysis of trends in consumption,
the possibility of effective population control, the reforms of educa-
tion, and the prospects for future economic advances.

Three appendixes describe the computation of the GNP figures
used in the text, the sources of information available on the Chinese
economy, and the nature of the Chinese economic system as a variant
of the Soviet economic model.

IITI. BacrerounDd: Lone-TEry Ecoxomic Forcis

At the beginning of 1975, the final year of the Fourth Five-Year
Plan, the Chinese economy reflects the experience of a quarter of a
century of development under Communist rule. Estimated long-term
annual economic growth rates have been as follows, calculated on the
base years 1952 and 1957 :

[In percent]

Item 1953-74 1958-74

Agricultural production
Industrial production._ _
Population. . _._____.___

GNP percapita. .o e ceieaan

wrwN L
o=moeoN

The short-term rate of growth of GNP has been erratic, mainly
because of the two major political upheavals—the Great Leap For-
ward (1958-60) and the Cultural Revolution (1966-69). As depicted
in the first section of figure 1, GNP plunged in the aftermath of the
ill-fated Leap Forward and dipped, less severely, when the Cultural
Revolution interrupted industrial production.
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CHINA: Basic Economic Trends ‘Figure 1
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The composition of GNP growth mirrors the economic priorities
of the Communist leadership. Once a reasonable amount of food has
been provided to maintain the morale and productive vigor of the
population, the energies of the economy are to go to the expansion
of industrial capacity and output. Thus agricultural production has
been advancing over the long run at 2 percent in line with population
growth, while industrial production has been growing at 9 percent,
on the 1957 base. As shown in the second section of figure 1, popu-
lation has moved steadily upward whereas grain production has
fluctuated widely. In particular, in what Peking labels “the 3 disaster
vears” of 1959-61, grain output dropped by one-fifth through a com-
bination of manmade and natural disasters. Beginning in 1961, the
PRC has imported several million tons of grain annually to supple-
ment domestic production.

In addition to consumption and investment, a third major charge
against national output is defense. Manpower requirements for de-
fense represent a negligible net drain on resources since (a) only 1 out
of 10 males in each age class is selected for service, and (b) the
People’s Liberation Army grows much of its food, furnishes a great
deal of manpower to the civilian economy at harvest time, and sup-
ports major construction projects. Military requirements levied on
heavy industrial and technological resources, while considerable, have
been moderate enough to permit substantial growth in general indus-
trial capacity.? In the current 5-year plan period, China has moved
into the production of aireraft, submarines, missiles, and other weap-
ons of its own design. Yet its military establishment remains strongest
in its tough, frugally maintained ground forces, which give it a for-
midable capacity for in-depth defense of its territory.

Foreign trade is small compared with domestic production, exports
being equal to less than 8 percent of GNTP. China is a huge continental
nation with the domestic potential for practicallv all kinds of agri-
cultural and industrial output and with often stated aspirations for
economic self-sufficiency. Trade is viewed as a temporary vehicle for
obtaining foreign machinery, technology, and grain. The leadership
of the PRC—which remembers its experience of the 1950°s when it
relied so heavily on a single source, the U.S.S.R.—now spreads its
orders for modern equipment among several Western suppliers and
Japan; and China is rapidly widening its own competence in ma-
chine building. The third section of figure 1 shows the switch in
trading partners made after the collapse of the Teap Forward and
the withdrawal of the Soviet technicians. Whereas the PRC con-
ducted two-thirds of its trade with other Communist countries in the
late 1950%, it now conducts four-fifths of its trade with non-Communist
countries. As part of its commitment to economie self-sufficiency, the
People’s Republic has kept internal and external debt to a minimum,
In 1973-74. Peking chose to relax this policv and began to arrange
for deferred payments on a portion of its imports of machinery.

* To summarize thése backeground eclements: as of early 1975, the
Chinese economy has been shaped by the working out of four inter-
dependent long-term factors:

2 For a dlscussion of military-economic issues in the People’s Republic of China, see the
paper by Sydney H. Jammes in this volume.
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GNP growth that has provided a substantial margin over sub-
sistence for use in building up the capacity of the economy and
maintaining a formidable military defense;

Agricultural growth that, supplemented by comparatively
small imports, has sufficed to feed the expanding population;

Industrial growth that, starting from a small base, has pro-
vided rapid increases in capacity and output of industrial mate-
rials, machinery, and military equipment; and

Foreign trade growth that for more than a decade has been
geared to acquiring advanced industrial equipment, industrial
materials, fertilizer, and grain from non-Communist trading
partners.

IV. PLaNNING : MODERATION IN VOGUE

The economic planning system. which had been partly paralyzed
during the Cultural Revolution (1966-69), recovered much of its force-
fulness in 1970-72, only to be subject to new political buffeting in
1973--74.

During the Cultural Revolution, a large slice of the ranking Party
and government leaders had lost their jobs. Heads of economic min-
istries and planning agencies dropped from sight; in many cases their
posts were not officially filled until January 1975. Farther down the
hierarchy, the disruptions of the Cultural Revolution were mild ex-
cept in a few riot-torn cities like Wu-chou near the Kwangsi/Kwang-
tung border. In most areas for most of the period, the day-to-day ac-
tivities of the economy—the collection and distribution of grain, the
operation of factories and communes. and the carrving out of finan-
cial transactions—continued undisturbed on the basis of institutional
roots established over the first, 17 vears of Communist rule.

After the Cultural Revolution had subsided, economic policy initia-
tives became possible at the top:

In the fall of 1970, Premier Chou En-lai announced that a
Fourth Five-Year Plan for 1971-75 had been drafted.

Formerly discredited bureaucrats began to reappear, most
notably the deposed Party Secretary Teng Hsiao-ping;

In 1972-73, agreement was reached within the top leadership
on important changes in long-term strategy in agriculture and
industrv. as disenssed below. ‘

In mid-1973, new political ferment began to revive questions about
the balance in the continuing radical-versus-moderate confrontation.
During the course of the “anti-Confucius, anti-Lin Piao” campaign,
attacks were launched against reliance on material incentives, for-
eign technology, and the leadership of rehabilitated bureaucrats. In
the first half of 1974, the political turbulence began to interfere
with the rhythm of production, leading to quarrels over incentive
systems, scattered slowdowns and stoppages in the factories, and inter-
ruptions to rail traffic. Additional questions about the political future
came to the fore in early May 1974 when Premier Chou En-lai re-
duced his grueling workpace because of advancing years and grow-
ing physical ailments. In the second half of 1974, however, the official
press began to beat the drums for production, and the interruptions
to production died down. Chou continued to orchestrate the nation’s
business from his hospital room. The restoration of a moderate pol-
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icy was dramatically underscored when Chou was reconfirmed as
premier by the Fourth National People’s Congress in January 1975.
His “state of the union” address at the Congress, while paying due
respect to the necessity for continued revolution, stressed increased
output and improved technology. Simultaneously, articles in the press
noted the importance of labor discipline and the necessity of harder
work without additional remuneration.

In the second half of 1974, Chairman Mao, the unique fount of in-
spiration and authority, had added to the uncertainty about national
policy by disappearing from Peking, apparently staying in his native
province of Hunan. His failure to attend the January National Peo-
ple’s Congress suggests to some observers that differences exist between
him and some of the other Chinese leaders on important issues.

While more than pinpricks, the difficulties of the first half of 1974
did not change the general course of the economy and its overall pros-
pects for growth.

The planning and statistical systems in early 1975 have recovered
from the battering sustained during the Cultural Revolution. The cycle
of planning, including the succession of plan drafts and the bargaining
back and forth between government levels, goes on in regular fash-
ion. Statistics on planned and actual production, consumption, and
stocks and on financial flows move up and down the line. The 15-year
statistical blackout continues, however, with Peking publishing only a
few national and provincial statistics and confining most of those to
percentages rather than absolute values.?

The political turbulence at the center in 1973-74 increased the im-
portance of provincial and subprovincial organizations in the direction
of the economy. This is an advantage to the economy as long as the
momentum of established policy carries the economy in the right direc-
tion. It is further an advantage, certainly for the short run, when the
policy initiatives at the center turn out to be impractical innovations
from the radical end of the political spectrum. Part of Chou’s purpose
in his report at the National People’s Congress was to reassert central
control over economic planning as well as a tightening of central man-
agement of economic affairs.

In the meantime, the lower-level cadres and the rank-and-file peas-
ant, worker, and professional want to settle down. They must be weary
of political indoctrination meetings and petty interruptions of the hard
daily task of making a living. They look forward to gains in consump-
tion and to opportunities for advancement on the job. The implicit
affirmation in early 1975 of moderation in economic policy will be wel-
come down the line.

V. AGRICULTURE: (FROUNDWORK FOR BREAKTHROUGH

The agricultural sector is entering the third stage of its development
since the Communists came to power. In the 1950’s, when the Soviets
were the economic mentors of the People’s Republic, the agricultural
sector was left largely dependent on its own material resources. Tight
control over production and distribution of agricultural output, collec-
tivization of the countryside, and use of rural labor to improve the
soil and build water control facilities were counted upon to provide

3 For a review of the current statistical situation, see Appendix B.
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(a) needed food, (b) raw materials for industry, and (c) export prod-
ucts to be exchanged for machinery and industrial materials. This
initial strategy became bankrupt in the Leap Forward when the lead-
ership established the unwieldly supercollectives (the communes),
abolished the private plots, and wasted vast resources on ill-conceived
programs,

After having taken emergency measures to bring China back from
the verge of mass starvation and political disintegration, the leader-
ship in 1962 adopted a new agricultural policy—the provision of sub-
stantial and growing support from the modern industrial sector. For
more than a decade now, a mounting volume of chemical fertilizer,
pesticides, irrigation equipment, tractors, and improved seeds has been
flowing to the agricultural sector. This support has been supplemented
by the output ot a host of small industrial plants established in out-
lying areas. '

In 1972, in a third great policy decision, the leadership embarked
on a long-term agricultural improvement program to free China
of the necessity of importing grain and chemical fertilizers. Between
November 1972 and May 1974, Peking contracted for 13 large urea
plants from Japanese, West European, and United States sources at
a total cost of $500 million. Output from these plants, if expeditiously
supplemented by improved water control facilities and increased
supplies of other types of fertilizer, will boost agricultural output to
a new higher plateau by 1980. Production of grain in 1980 could be as
much as 30 percent above the 1974 level ; the need for imports of grain
and nitrogen fertilizers could be eliminated, even in poor crop years.

In the meantime, Peking must continue to import sizable quantities
of grain. In 1972, grain imports were 4.8 million tons and in 1973, a
record 7.7 million tons. Purchases in 1974, originally scheduled at more
than 9 million tons, fell off to 7 million tons, distributed as follows:

[In millions of metric tons!

Source Wheat Corn Total

Total oo e 5.65 1.36 7.01
United States 2.01 77 2.78
Canada__._