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I. THE TRENDS O F  THE ECONOMIC POLICY 

-----A l.\al-C cf +he f l f t F p c ; ,  the Chinese U i i L l l  the O G ~ , v J . ~ U  J.LLL4.l. 
TT-  L - 

economic policy had closely followed the Soviet model, 
had clearly been given priority over consumption with emphasis 
on those in hea 
had been neglected. 

clearly indicated thût the PR o f  China did not after all consider 
the Soviet conception as the appropriate means to solve the 
specific development problens of the country. This applied 
especially to the undervaluation of agriculture. 

agriculture in order  to achieve self-sufficiency in the food 
sector and thus become largely independent of grain imports. 
In the industrial sector, tb.e developnent of the chemical 
industry - especially of - h e  fertilizer industry - of the electronic, 
iron and steel‘industries as well as of the agricultural machinery 
industry was promoted, 
in the industrial sector was shifted from the ‘construction of 
capital-intensive major projects to the establishment of small end 
medium-size8’entesprises in the provinces, 
decentralization of production plants, The principal aim was t o  
achieve the self-sufficiency of the individual economic regions, 
which was-desired for strategic reasons. 

Chinese economy must a l s o  be seen in very close connection with the 
inadequate transport facilities of the country., 
decentralization should be regarded as the necessary consequence 
of the inadequate transport system o r  whether it constitutes an 
economic aim cannot be clearly determined, 

Investments 

industry TSThile agriculture and light industry 

The !!Great Leap Forwardvv at the end of the fifties 

The priorities were then clearly shifted in favour of 

At the beginning of the sixties, emphasis 

This led to a 

However, the high degree o f  decentralization of the 

Wether 

p\: A T O .  C O..g F ,I, D E N T I A L . 
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1i. < l i d  The decentralized development of the Chinese economy is 
also favoured because the natural raw qaterial resources are 
dispersed over the whole territory of the PR of China. It offers 
relatively favourable geographiczl advantages for the setting up 
of similar economic centres in various areas. 

The. basic p-Finciples of the Chinese economic policy 
conceived at the beginning of the sixties have also retained their 
vdidity in the current Five-Year Plan 1971/75-- Although little 
has become known so fzr about the specific objectives of this 
planning perioa-, -they--can be described spproxirnately as . . f O l l Q W S :  

" "  

2.  

- .  

- establishment of a limited number of modern capital- 

development of labour-intensive medium-sized an 
enterprises on a large basis, because a faster 

of investments is expected in such 

intensive ria j o r  enterprises g - _  

- 

- loyment of workers and technicians in rural 
âreas in order to prevent overpopulation and 
unemployment in the towns and to relieve the overloaded 
transport system by the decentralization o f  production 
p'i an+ s 0 

p of a modern infrastructure. < - 
The concept of decentralization is retained, The creation 

of independent agricultural-industrial communities is governed 
by the principle of self-help; these economic units are subsidized 
by the government only in exceptional cases. 

. It seems that the PR o f  China has now reached a degree 
r$alizatian where further growth reserves can only be set 
increasing division of labour. To insist on an 

exaggerated regional p icy of self-sufficiency which does not take 
specific geographical antages sufficiently into account would 
doubtlessly be detrimental to c2 nodern economy. ït is possible f o r  
this reason that increased investments were made in the transport 
sector in 1973. 

drawn up only as a skeleton plan with general data for orientation 
which have to be taken into consideration in the respective 
annual plans. It is rep ed that until 1972 inclusively only 
provisional target figur were laid down also for the annual 
plans. However, the appointment o f  a planning minister at the end 
of 1972 indicates that specific detailed plans were again 
established for 1973, as it was the custom before the Cultural 
Revolution. 

There are inàications that the current Five-Year Plan was 
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II. THE ECONOMIC SITUATIOhT - 

increasing in almost a l l  sectors at present, the Central Office 
of Statistics in Fekiiig still does not support the progress made 
in the individual economic branches by quantitative evidence 
A change in this attitude could possibly be brought abqut by the 
accession of the PI3 of China Lo the U&! and its endeavours to 
replace Taiwan in the I?@', Until then, however, most of the 
information given on the ecQnOiIliC d-evelopment of the PR of China 
Will have to continue to be baed on estimates. 

1, According to rovisional estimates, an increase in the 
gross national product (GNP) by about lOo/o can be expected-for 
1973- It should thus have reached a value of  7.60-170 thousand 
million US dollar3 - at cumexit prices; this corresponds to a 
per capita income of about 2C0 U3 dollms. 

Although the economic performance of the PR of China is 

I .  

Tk;eïs  212 nc u ~ ~ = l : ? . - ~ ~  f-Jg>res sTvrzjlûhle Ql? fhe 
composition of  the GNP. Estimates €or  1.965 indicate the 
following composition of  the  GnJP on the basis of US dollars at 
current prices (in brackets: provLsional estimates for 1970): 

Industry, t ranspor t ,  builtling 
. industry: 30% (37%) 

Agriculture: 46% (39%) 
Other sectors: 24% (33%) O 

There are no data ma i l ab le  ejther on the utilization of 
the GNP, It can be assumed, howe-{rer., that at least 2% are used 
for gross investments, Aboui; 20% are uscd by the ublic sector I 

(about half of it probably by -the armaments sector P 
would then b e  avai1abl.e f 91- private consimption, 

50-557; 

These ligures confj .rm the statements of the Chinese 
leadership that China is stil-1 a developing country with difficult 
building-up problems. It m u s t  not be overlooked, however, that 
the relative importance of the industrial sector in the Chinese 
economy has already considerably increased ia the pas.t few years. 

the agricultural and industrial nroductioii increased by 8% in 1973 
compared with an increase O ?  100/;1in 197l0 No data on this iteui 
at all were given in i97Z0 According to Chinese allegations, a 

of industrial pr0duc-h achieved very high growth rates last 
For these products, -khe j3lanriing targets were reached 

o r  overfulfilled. It is interesting that various products in short 
supply, the production OP which was given p-iority in the Chinese 
industrial policy last year, were nct mentioned (iron ore, crude 
iron, coal, cement and mining machinery)e 

2. So fsr, Peking lias only st;eted that -the gross value o f  

... . . .. 

N A T O  C O N F I D -6 E N T I A& 
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In  the important i ndus t r i a l  provinces the gross 
production value i s  reported t o  have increased by 8-10s i n  
comparison w i t h  i972. There a re  indicat ions t h a t  the production 
r e s u l t s  of small and iiiedium-sized en terpr i ses  which a re  
dispersed over the  whole country were generally sa t i s f ac to ry  
while the major en terpr i ses  obviously achieved only small growth 
r a t e s .  The reason f o r  t h i s  i s  p a r t l y  the missing continuity 
o f  supply owing t o  the  inadequ&e infrastructure .  A grea ter  
weight should, however, be given t o  the observations which 
ind ica te  that ,  i n  s p i t e  o f  the Chinese f a c u l t i e s  o f  invention 
and improvisation, t he  mostly antiquated major en terpr i ses  
have de f in i t i ve ly  reached t h e i r  l i i n i t s  o f  capacity. 
f a c i l i t i e s  purchased i n  the West c.an only a f f e c t  the production 
r e s u l t s  a f t e r  a c e r t a i n  period of time. 

3 .  In  1973 the  Chinese agr icu l ture  recovered from the 
ser ious setback o f  the  previous year, Record crops were 
reported f o r  cerea ls ,  cotton, hemp, sugar and tobacco. According 
t o  o f f i c i a l  information, the grain crop exceeded 250 inillion 
tons,  T h i s  corresponds t o  an increase of  more than 776 w i t h  
r ega rd . to  1972 and exceeds the record crop of 246 million tons 
i n  i97 i .  Considerably higher r a t e s  o f  increase should have 
been achieved i n  the  crops o f  p lan t s  used for i ndus t r i a l  
purposes. For  cotton, it was alinost 20% higher than i n  the 
previous year, 

The 

( F o r  fu r the r  d e t a i l s  see the attached P a r t  B , )  

4, The PR of China holds the th i rd  place i n  the wor ld  
output of raw materials. 
l a rge ly  independent of foreign trade, w i t h  the  exception of 
some non-ferrous metal's. 
especial ly  i n  oil production, 
f o r  1973 was 50 inillion tons, 

deposits o f  the population increased by 16% i n  1972. 
trend has probably continued i n  1973. 
consumer goods p r i ces  and an increase i n  wages o f  approximately 
10% food r a t ions  were somewhat reduced and the  rat ioning of 
iinportant durable consuner goods was reintroduced i n  the second 
half of  1973. This has probably l ed  t o  a c e r t a i n  compulsory 
saving process. In  income policy, recommendations f o r  
c rea t ing  moderate material  incentives t o  increase productivity 
can again be observed, i n  contrast  t o  the years of  the Cultural  
Revolution, 

o f  the  s i x t i e s  is no longer pursued. Instead, 
indicat ions o f  a t rend towards a d i f f e ren t i a t ed  

Its na tura l  resources make it 

Considerable progress  has been made 
The o f f i c i a l  production f igure  

5.  According t o  o f f i c i a l  information, the savings 
This 

With a s tab le  l e v e l  of 

The policy of income l eve l l i ng  ca r r i ed  out i n  

policy. 

N A T O  C O N F I D E N T I A L  
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the  second half 
there  are again 
wage and inuome 
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III. FOREIGN TRADE 

1. In  the  p a s t  few years  the Chinese foreign t rade has 
grown f a s t e r  than the  gross production o f  the country. 
foreign t rade turnover increased by about 8.5% i n  1971 and by over 
19% i n  1372. According t o  provisional estimates, the  foreign 
trade volume rose suddenly by about 27% t o  approximately 
7 thousand mill ion US d o l l a r s  i n  1973. For  1972, the balance 
of t rade surplus was s t i l l  estimated a t  about 400 mil l ion US 
dollars.  In  1973, however, t i e  balance of  trade showed a d e f i c i t  
f o r  the  f irst  time since many years. This d e f i c i t  i s  assumed 
t o  be about 400-500 mill ion US d o l l a r s o  

considerably below one per cent,  Although the foreign t rade  
re la t ions  of the Chinese econouy a re  r e l a t i v e l y  unimportant - they 
account f o r  about 4); of the  GNP - the  overal l  economic importance 
o f  foreign t rade - especial ly  f o r  the economic sec tors  which 
strongly depend on modern -i;echnology - mist i î û t  be ü ~ & r r u t o d ~  

The 

The share o f  t he  PR o f  Chins i n  world t rade  i s  s t i l l  

2 ,  27-e Regional Structure  o f  Foreign Trade 

(a )  Unti l  1960, the  S o c i a l i s t  countries had c l ea r ly  been 
dominant (see 'c'ne t ab l e ,  Enclosure 1) i n  the regional 
s t ruc ture  of the Chinese foreign t rade,  Unti l  then the 
most importan-i; t r ade  par tner  had been the  USSR which 
share alïnost  52% cf the Chinese foreign t rade  i n  1955, 
and s t i ï l  42% i n  l.960, As a consequence o f  the 
ideological c o n f l i c t ,  the  t rade turnover between the two 
countries f e l l  f r o m  i ts  absolutely highest  l e v e l  i n  
1959 (over 2 thousand u i l l i o n  TJS d o l l a r s )  t o  47 mill ion 
US dollars u n t i l  1970. In 1971 the t rade volume 
soared again t o  ?.bout 155 m i l l i o n  US dollars, In 
1972 Chinese inpor t s  from the USSR increased by about 

. 55% t o  about 1 2 1  mill ion U S  dollars and exports by 
7576 t o  about 133 inillion US dol la rs ,  The overa l l  t rade 
volume thus increased by 55$6 t o  about 254 mill ion US 
d o l l a r s  

There a re  no f igu res  avai lable  ye t  on the  ac tua l  develop- 
ment of  t rade between the two countries i n  1973. The 
-trade protocol which was signed on 1st August, 1973 
provided f o r  a t rade  volume o f  186 mill ion US d o l l a r s ;  
t'lis would .be a considerable decrease w i t h  regard t o  
the previous year,  
the ac tua l  t rade  volurne amounted t o  about 220 mill ion 
US d o l l a r s  i n  1973. 

According t o  Freliminary estirnates, 

N A T O  C O N F I D E N T I A L 
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(b) The t rade  turnover with the Western indus t r i a l  
countries (see the t ab le ,  Enclosure 2 )  has 
continuously increased i n  the pas t  20 years. 
share of t h i s  group of countri.es i n  the impor ts  and exports 
of the PR o f  China increased from 13d5% i n  1950 t o  
4807/; i n  19700 In 1971 it vas 45% and i n  1972 again 
43% with a value or” 2,76 thousand mil l ion U S  do l la rs .  
Since tlie t rade  -turnover w i t h  t h i s  group of countries 
increased above average i n  1973, a share o f  more 
than 50% c m  be assuilied. 

A. look  a% the foreign t rade turnover of  1972 shows 
that ,  w i t h  a share of about 20%, Japan ho lds  the f irst  
place as the  most important t rade par tner  followed 
by Hongkong with a l m o s t  13’;L9 Canada and Germany wi th  
5$; and France w i t h  a l m o s t  40/0. Due t o  the extraordinary 
increase i n  the  imports from the United S ta t e s  i n  1973, 
the  l a t t e r  a r e  probably now also among the most 
important t r ade  partners.  

The 

( c )  Not only the t rade  w i t h -  the  S o c i a l i s t  countries - 
especial ly  w i t h  tlie USSR - increased considerably i n  
the l a s t  th ree  years, but a l s o  the  t r ade  w i t h  tne 
countr ies  of tlie Third TrJorld, 

3. The Goods Structure o f  Fore im Trade 

(a) The s t a t e  of development o f  the Chinese economy can 
also be seen from the goods s t ruc tu re  o f  foreign 
t raded  Thus, about SO?; of the impor ts  o f  the  PR 
of China cons is t  o f  semi-finished and f inished goodsp 
about 30:; of r a w  materials and chercical i n ï t i a l  
products and about 20% o f  foodstuffs  and cereals .  

In  1973 Peking concluded, f o r  tlne first time, long- 
tern? grain supply contracts  w i t h  t he  three  t r a d i t i o n a l  
suppl iers  - Canada, Australia and Argentina. 

Grain imports reached XA amount of about 6-7 mill ion 
tons i n  1973 ( u n t i l  then an average o f  5 mill ion tons 
per year) .  

For 1974, a fu r the r  increase i n  g ra in  impor ts  i s  
t o  be expected which i s  mainly due t o  three fac tors :  

- although -the grain crop of 1973 exceeds the 
record- crop o f  1971, the  number of people t o  be 
fed !?as increased by about 15 mill ion i n  t‘ne 
PR of  China since 1971; 

I 

They cost  about 650 mil l ion U S  do l l a r s .  

N A T O  C O N F I D E N T I A L  
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I the stra-kgic reserves which were reduced by about 
20 ïnillion tons in 1972 because of the bad crop will 
have to be replenisheci agsing 

deliveries to other countries, s , g -  Korth Vietnam 
whose spring rice crop was about 6% below that 
of the previous year and whose autumn crop was 
probably also bad because of unfavourable weather 
conditions, 

I the PR of China has concluded contracts for 

In 1973 tl?e PR of China concluded contracts fou the 
import of industrial plants to a value of 1,1 thousand 
million US dollars with non-communist countries,, mainly 
f o r  the production of fertilizers and synthetic fibres. 
Furthermore, it is neFotiating with Japan and Germany 
on the import of rolling-mills, The value of these 
plants, of which a cold rolling-mill with an order 
V a L u c  02 U?.:. 4ÇZ mil l i sn  w2s ::cl,tractûc? f e r  t:Tith 2 
Gerinan consortium on 27th ?4arch, 1974, is also about 
600 nîillion US dolhrs. 

-_- 1 -. - 

(b) About 50% of -the Chinese exports consist of semi-finished 
and finished goods, about 207; of raw materials and 
chemical products and almost 305; of focdstuffs, beverages 
and tobacco, In the fiexi; f e w  years the main emphasis 
in the Chinese exporte w i l l . .  be on agricultural products 
and mineral raw materials, although Peking is trying t o  
export also its industrial products to an increased 
extent 

In 1973 the government further accelerated the develop- 

order to profit i y û m  -bhz favourabis world market 
conditions, There are indications that Peking w i l l  in 
the future take the road f international co-operation - 
which is new to this country - in this field. Other 
measures to increase its receipts in convertible 
currencies were: a considerasle increase in export 
prices,, more flexibility -fis-à-viu the wishes of buyers 
with regard t o  quality, packcige and labelling as well 
as incentives f o r  larger tramfers by Chinese nationals 
living abroad. 

.ment of the rap id ly  growipg mineral oil industry in 

4. Foreign Trade Policy - , e  

It cannot necessarily be concluded from the greater 
readiness of the PR of China t o  incur debts - especially with 
regard to major investment projects - whicn could be observed 
in 1973, and froin t.le first balance of trade deficit since 
many years, that  a change in the trend of the Chinese foreign 
trade policy has corne about which woiil-d mean a turning-away 

N A T O  c O T\T F I D 3 r%T T I A L 
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from autarchic thinking. The balance of trade surpluses over 
many years and the transfer payments by Chinese nationals 
abroad have led to foreign exchznge reserve whicl? could 
easily cover the deficit of 1973u The g o l d  and foreign exchaiige 
reserves of the PR of China are  estimated at about 1.5 thousand 
million US dollars, There are il0 indications that the PR of 
China wants to use long-term, untied foreign credits and. abandon 
the principle of an even balance o f  trade, 

future allow the intensification of foreign trade relations 
only to such an extent that there is no danger o f  paralyzation 
of the whole econoniy in case of an interruption in the f l o w  o f  
goods. 

It is thinkable, however, that the autarchic concept 
may be modified and deficits be accepted over short periods 
of time after it has been realized. that foreign trade involves 
considerable chances of growtho 

Due to its historic experience, it will also in the 

The PR of China may a lso  come to the conclusion that 
the risk of dependency can be reduced by a diversification 
of the supplying countries, as i s  already indicated by the 
negotiations on the purchase of  roïling-mills from Germany and 
Japan, 

aware of the Csconvertibilityvi of its raw material resources 
(here we should think of the increase Ln the rnineral o i l  
production) which can be used to s e t  off balance of trade 
deficits at any time. 

the infrastructure will cer’caj.i,ly increase the share o f  capital 
goods in total imports in the fu-’cure, $specially since the 
supply of foe population w i t h  £ood Can be regarded as 
guaranteed, These capital gûods comprise e , g ,  equipment for 
land, sea and air transport, furthermore, equipment f o r  
telecommunications facilities, re lay techniques, colour 
television and studio equipment as vel-1 as Tacilities for tne 
sector o f  heavy industry. 

stabilize the yields at a high level - e.g, seedcorn, certain 
special machinery, etc, - o r  offers leading to an increase 
in the quality of the processed- products of the  primary 
production (e.g. preserving facilities etc,) should be 
interesting for the PR O£  China. 

consideration as a market for consumer goods since its imports 
of industrial consuuer goods will be drastically restricted in 
order to maximize its imports of capital goods. 

It may be assumed that the PR o f  China is now also 

The growing industrializâtion and the development of 

As regards the agriculturcl sector, offers serving to 

The PR of China will also in the future not come into 

nTATO 
1110 Brussels, 
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:om t ry 

Blbania 

Bulgaria 
Jzechoslo- 
vakia 
ZDR 

Yugo s 1 av ia 
Cuba 
Poland. 
Romania 

USSR 

Hungary 

N A T O  C O N F P ,  D E N T P A L  

Enclosure 1 
Foreign Trade o f  t h e  PR o f  China w i t h  Socialist. Trade Partners 

( i n  mi l l i on  US d o l l a r s )  

Pxports 

Exports = fob 

Imports = c i f .  

57 9 66 
63955 
1,45 

134950 
41924 
80 9 47 
7,6957 
18,27 

34,05 
46954 
5904 
66,OO 
28993 
78,98 
27939 
9924 

Conversion accorciing t o  "Wahrung der  Welt", December 1972 

2, Conversion a t  onc US dollar r a t e  of exchange of 4,20 (M 
December 17'/2 the figirres can no longer  be compared. 

s ince  w i t h  t he  new r a t e  of 1 US b = 3,20 IM o f  
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