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ECONOMIC OUTLOOK FOR
COMMUNIST CHINA

CONCLUSIONS
A, Economic activity in China, especially in the industrial sector,
is being slowed by the Cultural Revolution. Nevertheless, military

production and development continue to enjoy a high priority, and
have heen considerably aided by imports from the Free World.

B. Foreign trade has grown, and the non-Communist world now
accounts for three-fourths of China’s trade. China's balance of pav-
ments position has improved over the past two years, Support of
North Viemam has been substantially increased during the past year,
but imposes no undue strain on the Chinese economy.

C. The economic outlook depends heavily upon the development
of the political situation. During the next year or two, assuming a
continuation of the present level of political turmoil, the economy
scems likely to deteriorate somewhat, though probably not to the
point of causing a sharp decline in industrial production, widespread
unemployment, or acute food shortages. The weapons programs
could be continued, though some stretch out in particular items might
be necessary.

D. We think it unlikely that Mao will achieve sufficient political
success in the Cultural Revolution to permit him to embark upon a
new economic initiative similar to the Leap Forward. When Mao
disapp=ars from the scene, there will probably be a period of confused
contesting for power during which economic recovery will be neither
rapid nor sure.

E. The unfavorable food-population ratio, the economic costs and
imbalances inherent in the military program, and the shortcomings
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ia;m’
of the educational system are problems likely to persist for at least

a decade, A pragmatic regime could probably surmount them, but

any successor to the present regime will also inherit some of the am-
bitious political goals of its predecessar. These will strongly affect

the allocation of resources, probably at the expense of laying founda-
‘tions for self-sustaining economic growth.

373



NIE 13-5-67 Economic Outlook for Communist China, 29 June 1967
28 (Continued...)
DISCUSSION

76
I. THE POLITICAL SETTING

L. The political upheaval in Chinn has complicated the analysis of China’s
E.mmrrdn hmmpuﬂﬁn.iﬂguhpg‘]]‘nhlm Hu—t’ﬁﬁmmtn
uve begun a comprehensive not yet been officially an-
ﬂmuﬂ.mﬂmrhgthmﬂﬂ“ﬁdmnlﬂmﬂwhfhhhhﬂh::?nﬂ
concerning economic performance, Instead, attention has been focused on the
political and social revolution. The leadership has been riven, and & new genera-
tion is beginning to assert itself. Cleavages are appearing between the young
lnﬂﬂﬂﬂﬁ,t‘ﬂﬂldﬁhlrﬂﬂiﬂmhﬂ,Ihmbu]ﬂlflhﬁﬂlmlﬁ.ﬂﬂ
the regions and the center. Until a new order and consensus are estsblished,
economics is likely to be of secondary concern.

L This sltuation reflects Mao's doctrines of social development. Mao fears
hhmumlmmdﬂr:tmhddnﬂm.hyth&khahuﬁhﬂlhh&phmap-
mium on sta and find reasons to halt revolutionary change. The cult of
the amateur, em Mm'ﬂnﬂlﬂnyt.“phnr-mhihinarmhﬁﬂm
talents and initintive of the common man than in following the advice of the
highly trained specialist. It follows that Mao disdains materin] incentives for the
mare pawerful—but ephemeral—force of ideological stimuli, and insists on the
primacy of political enthuslism over technical specialization. Prudent enter-
prise in China has repeatedly found its cautious policies under
attack by Muo. In brief, Mao is more a revolutionary leader than an economic
planner.

3, The Leap Forward (1658-10600) stands as a stark example of carrylng Mao's
ideas to extreme lengths, Following Mao's ordes that "politics take command,”
a massive cnmpaign of ideo exhortation eicited u nationwide outpouring
of labor energies. Although this resulted in dramatic, but temparary, spurts In
production, the lack of planning and cocrdination made the campaign ultimately

mmmmmmm food sh cessation of
Soviet a discouraged and disgruntled , Peking had little choice
but to pull back. s E

4. From mid-1960 to the end of 1962, Peking followed retreat and retrench-
ment policies to restore order and stability by curtailing investment, reducing or
ending industrial subsidies, returning redundant urban labor to the rural areas,
reviving private plots, restoring free markets, and decentralizing communes.
Such pragmatic policies brought about a recovery of industrial and agricaltural
that lasted into 1966, z

5. We do not know whether Mao had to be pressured into these readjustments
or whether he recognized the gravity of the situation and willingly acquiesced.
Recent revelations confirm that there was continuing dissatisfaction among some
leaders with Mao's leadership during the 1960's. It also seems probable that

ﬁ'{ 3
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sporet

some top lenders wers making decisions without first seeking Mac's approval.
For his Mao was tly growing more and more embittercd as he felt
himself ensed and his policies neglected. Thus, the collapse of the

Farward and the subsequent attempts ot recovery contributed to the po-
litical tensions that erupted in the Cultural Revolution.

8. The radical policies of the Cultural Revolution have created an atmosphere
conduclve to radienl economic initiatives similar to those of the Leap Forward,
This would not be inconsistent with Mao's general notions; indeed, the

wat moved Into the factories and the countryside in late 1966 and
carly 1087, However, this produced such confusion and disruptions to produc-
tion that the regime moved rapidly to retreat from what seemed to foreshadow
sarious economic dislocations. With economic planning in a state of suspended
animation, it seems likely that major economie initiatives will be postponed until
some resolution of the political struggle is achieved.

7. In cny event, the purge of the party and the general confusion about who
is in charge have weakened the diroction and control of the economy. Although
the People’s Liberation Army (PLA) has been ordered to help relay and enforce
economie directives where the and managerial apparatus been dis-
credited, the results have been less thon satisfactory. The PLA has the ability
to maintain order ond discipline but lacks the necessary skills for administering

economic activities, At the top, Premier Chou En-lai continues to main-
tain operations in the governmental and ecomomic bureavcracles,
but three of his 15 Vice Premiers remain in political sta of
the top level economic administrators, only Chou and Li Fu-chun seem to be cur-
rently aceeptable to the Mnoists. The weakening of the managerial and adminis-
trative apparatus is one of the major wounds inflicted on the economy by the
Cultural Revolution.

ll. PERFORMANCE

8. There seams kittle doubt that economic performance has declined this year,
but it s impossible to quantify the decline! Scattered indications of a gradual
decline in economic eficlency are by Red Guard posters citing official
admissions that declined in Jamuary and February, and again in
April. Nevertheless, there is no evidence suggesting that an economic erlsis is

A, Agriculture

. Thus for, the Cultural Revolution has had litle impact on »
Gruin output in 1968 was ot about the level of 1964 and 1965, Although grain
production has recovered from the low lavels of 1059-196L, it has yet to top the

" Peking has publuhed Hitfle weful data since 1960, While detaled statistical mnalyss of
the economy is thus out of the question, careful sifting of all avadable information glves 1=
cemsidarable confidence in detecting the geners] movements of e econcany.  With the excep-
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ﬁglrf

recard year of 1858, Mosawhile, papulntion has grown by 15 to 20 million a yenr.
ﬂmlﬁﬂﬂrﬂmﬂﬂlimﬂmkﬂhdpig,hhﬂlmwﬁ
markets, suggest gradually tightening supplies. Culoric intake per capitn is
probably somewhat bess than in 1957, but we see no indications of either malnu-
trition or serious food shortnges. MM].hHuEhumymuﬁﬂunHHu
food supplies by an average net import of almost five million tons of grain a
year. We expect imports to continue at about this level,

eleciric power plants, chemical plants, patroleum facilities, and at mi Bites.
The disruptions of the Cultural Revolution probably have led to o show decline of
industrial output beginning in the lust quarter of 1586,

11. Industrial policy during the past several years has been almed mere at
mﬂtgihmgeﬂmﬁedptmuhnumnfwhr than in
nnpuﬂﬂhdchduﬂrh. Friarity attention is being secorded wWeapons,
steal g facillties, electronic equipment, petroloum, and chemical fertilizer,
Steel output has recovered to the point where most needs for ordinary steel
are probably being met. Deficlencles exist in the capacity to produce
and fabricate refractory metals, high quality alloy sieels, and a varicty of Anished
steel products. China has been carrying on negotiations with Western Enrope
and Japan for plant and equipement to Bl these gaps. In petroleum, output of
crude oil has doubled since 1862, and China is now virtually self.sufficient in
petroleum products; in 1986 on'y one percent of the total supply had to be im-
ported. This remaining import need is for chemical additives to improve the
quality of domestically-produced aireraft fuels and lubricants. Capacity in the
chemical fertilizer industry increased from about 3 million tons in 1962 o &7
millions tons in 1966. Current emphasls i3 on the construction of ermall
and medium.size plants, which may add about a half-million tons in 1967.

C. Transporiotion
12. China's transport system, which was overloaded and subject to periodic

congestion during the Great Leap Forward, ‘s been able in the last few years
to mect basic economic needs without sndue delay. The Cultural Revelution

has consed only sporadic disruptions and backlogging of cargo at major rail
junctions and ports. These difficulties have inconvenicnced the economy in a

;;r’ 5
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fashion similor to the current agricultural and industrial disloeations, but no
serious economic results have yet been identified.

D. Military Production

the mil uction, Chinn has developed
vmpﬂum i F{mm &Tthaﬁmhhmﬂh now making
rapid progress. have exploded six nuclear devices, have undertaken
lﬂlllL missile program, and are attempting their own research and de-
velopment (B&D) on a variety of weapons systems. Work on strategic missiie
qrmhmﬂmy;mlﬂvlﬂﬂ;htum'aﬂmw and a follow-on
airoraft will probably soon appear; an expanded to-adr missile deploy-
ment may be impending; medium bombers and submarine-laonched missiles
may also be on the way; finally, continued progress is being made on an early
warning rader system and on conventional naval and lund armaments,

14, China has carefully exploited the world’s markets to obtain up-to-date
technical data and equipment for .mw-mupw&mgm
it includes a larger proportion of items can be related to advanced
wed program. COCOM regulations have generally prevented the Chinese

of military equipment, but the COCOM Ilist does not caver many types
of industrial equipment with either direct or indirect value to Ching’s military

28 (Continued...)

[ Since 1861, China has purchased more than half
a billion dollars worth of machinery, equipment, and scientific instruments from
]npﬂﬂnm&munﬂdquﬂmmﬂmmwﬂhum‘

E. Foreign Trade

15. Foreign trade has not been significantly affected by the Cultural Revolu-
tion. It about 10 percent in 1866, and at $4.2 billion had almost regained
thupulmnilﬂ. Although disruptions delayed shipping sched-
ules in early 1967, the Chinese have taking pains to meet their trade
commitments.,

16, Foreign trade increases in 1965 and 1068 were largaly a result of con-
tinued growth in trade with the Free World, which now accounts for three-
equip-

" The whulation shows the value (in millions of dollors) of machinery,
MWMMWE}MMMM%W. It
excludes imports of trausportation equipment.

Yean TeraL &Egumraest  InsTausmesTs
O oo ininrid e g Y e 134 12.8 0.8
. PR S SR 188 143 3
TR e s e aimam  prarq o Bdd 48.7 ™
1. S S 1508 1382 18.7
1068 (esh) ...ovovvrarrnsnanann 105 170 i5
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quarters of China’s trade.  Jopan supplanted the USSR as China's main tra
pariner in 1085 and widened its lead in 1088, The impressive rate of grow
of Sino-Japanese trade—52 percent In 1965 and 32 percent in 1966—has been
roughly matched by that of Chinese trade with Western Europe. Hon Kong
resnaing Chino's best source of hard currency. Tﬂlﬂllﬂlﬂhﬂlﬁ'ﬂnh‘gﬂ
mmmdﬂ Hﬁmﬂuﬂhgtlmmin addition, about §75 million in
nom WETE e in remdttances bocavse of the
Cubturnl Revolution, ﬁﬂmﬁuﬂuﬁhﬂuﬁmhmmmmm“d
the decline that began in 1860. Trado with the Sovict Union fell to about $220
million, & decline of 23 percent from 1963,

lT.EhhﬂhhmunipnymuupMHmlmInpwﬂmhhl}rwﬂwﬁm
:ﬁn me?mwmwwmm-ﬂumm

reaching & level of $450 to 8550 million, China purchased $135 million
of gold from the West in 1665 and $40 million in 1888, China’s indebtedness
o the Free World totaled sbout $265 million at the end of 1085 and was prob-
ably little changed in 1966. All this indebtedness i short-term. China has
chosen not to ask for long-term credits, but could probably obtain them if i

18 China's economic aid commitments to non-Clommunist countries fell from
about 4310 million in 1984 to approximately $120 million annually in 1885 and

{11
Kt
154
i
i
i

co.nmitments made 5o far.  Thia aid, together with Soviet aid transit-

has increased the burden on the rail net, but &t stll ts -omly

m&mhnhh:‘ﬂﬁmm::ﬂﬂ“;lpdtp Tnﬂubﬂt&whnﬂﬁge,ﬂw
min in

: . anly minor interruptions in spite of China's

i
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ll. PROBLEMS AND PROSPECTS

A, Tha Short-Term Qutlock

21 Over the 17 years, the regime’s most impressive achievement has
been its use of the party us n political and ecomomic apparatus to i. mess the
vast energy of China's enarmous population. Now, with the party in disorder
and the government burea under attack, this control has been enfeebled.

of necessity be conditioaed political outlook. During the next year or
m:mt:hgamﬁuuuzufmuwntMulpmmmﬂLﬂn
economy seems likely to deteriorate somewhat, though probably not to the
point of causing a decline in industrial production, unemploy-
ment, or acute food s | The weapons program could be continued,

elear-cat resolution of the struggle; indeed, it is possible that he intends
the struggle to drag on. Even if he thought that the time had come to move
the into & new phase, any step in the direction of radical economics

2%, Even when Mao disappears from the scens, political stability is unlikely
and ecanomic progress will be neither rapid nor sure. There could be a long

8 ?a/
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very least there will be an Inter-

new leadership is comsolidated If o coberent lendership
emerged, it might adopt less grondiose national goals, make more concessions
to social demands, and attempt to restore some sort of administrative order. Tt
might lo -ome extent scale down and strotch ont China's programs.
But it would probably still give priority to sdvanced weapons, and China's
hastility towards the US would be likely to persist.

B. Economic Considerotions for the Longer Term

20, The problems chorncteristic of n mation secking Industrislization and
modernization are present in China, but are often exaggernted by China's
ﬂ;ﬁtﬁ Hnwhnﬁmuhunuth:nﬂminﬂntﬂ;hmhud:ndwﬁn
a population at fed so strenuously to acquire the
mﬁmdnmhﬁlﬂm. m::gr::lmﬂmdmm
(CGNF) is considerably smaller than that of Japam or France; in Itz per capita
GNE and the postion of GNP contributed by industrial output, China's economy
resembles that of India. In pursuit cf its goals over the past 17 years, China
has utilized over one-guarter of its GNP for investment and military expendi-
and has cut comers to increase the impact of this effort. A
pohiuiia, Bukies 1o Wt o0 e B maated it e
made In advanced devel
ﬂﬂlltﬂmhumﬂndmhﬂmwmﬂhlmlmdhnhﬂnE
for shortouts. It is in this setting that China's deep economic prob-
t be understood.

Ratio, China at best faces only slow progress in redue-

growth. Bome success has been achioved in reducing the birth
rate in the cltes, but it will take a long time to accomplish o significant reduc-
thon among the peasantry, who constitute over 80 percent of the
Moreover, even a highly successful rural birth control program stoure
only a limited reduction in fertility, and this would tend to be offsst by increas-
ing life expectancies. Thus tuore seeins little likelihood of any notable change
in the rate of population growth over at Jeast the mext decade.

ﬂTﬁmh!ﬁmlmIMIWWMMMM

miinly by greater use ical fertiltizer. Peking has already sharply in-

tuﬂu ifn'nungrhll Iﬁﬁhmmpu?ﬂmmml

SOUNCEs, to bura commensurate with

tion growth, China needs an anmal increment of two million tons of
i#

E
|
:
|

X I
Lt

to sponsor suitable changes in the organization of farm production.

W
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20, Economic Costs of the Military Program. The success of the weapons
whuhmntﬂ:umﬂnfﬂ&hﬂ&gm&mﬂmmﬂlﬂnmdm
delaying the growth of a general industrial base for the broader needs of the
evonomy. ‘There will be somo benefits to civilian industries from the spin-off of
R&D in the wenpons feld, as well as in the stimulation of industries in ancillary
Relds. But these benefits are greatly outwelghed by the loss in genern] economic

development that is an inevitable consequence of the high prioeity given to
hnmlj:;uprngﬁm In any event, the costs of the military proprm are now
around 10 percent of China's GNP, Overall costs will substamtinily grow as
advanced weapons gystems move into on and deployment. and R&D
mﬂmu&uﬂﬂmmmﬂm furnished by the
Soviets. Production costs will be high because China will have to creats the
industrial backup in and skills that is already available lo most indus-
trialized nationz, Moreover, s limited supply of scientists and technicians
has been concentrated on military B&D, and gencral schentific research b suffer-

as scaree sclentific talent is applied to solving urgent practical problems of
ﬂhrypu&mtn.

30, Shorfage of Educated Manpower. Peking has vastly expanded school
facilities and enrollments in Chinn and for the first time has provided its young
generation with en education. But at the same time it has interfered with
oducation by recurrent political campalgns. The most recent and extreme
wxample is the closing of China's universities and the proposed overhaul of the
curriculum throughout the school system to concentrate on Mao's works, Mare-
over, the nfhlglma&uﬂmhhndﬁ:lppdhfmdﬂ:lﬁphﬁlgnfuf
professional personnel for priority military programs, and the balance amon
ﬂ:hﬂltypunlpw&:ﬂ:ﬁrﬂhdlﬂﬂhﬁﬂﬂghhﬂﬂﬂhhmtwﬁﬁm
specific needs. MMMﬂWMMﬂE
economic efficiency as the economy a to a
professional competence and technical are required.

3. These problems—the unfavorable food-population ratio, the economic
costs and imbalances inherent in the military , and the shortcomings of
the educational system—seem likely to persist for at least a decade. Any regime
which comes to rule China will have to cope, not anly with the dumage which is
being done by the Cultural Revolution, but with thes= almost intractable facts

32, But will inherit some of the political goals as well as the
economic of its predecessor, Tt will try to continue the military
mmﬁmhﬂﬂﬂhﬁﬂmmhmmmﬂwﬂ.mﬂ

retuin {ts antagonism to the US. Mﬂﬂuﬁmﬂnﬂhﬂﬂmnﬂnﬂﬁ
resources, probably st the expense of laying
cconomie growth.
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