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SUMMARY

The Communist Chinese economy is considered by the leadership
as one of the tools for the attainment of greater national power
through industrialization and self-sufficiency. In their ideology
the economy is subordinated to the achievement of political objec~-
tives so that it is subject to strict central planning and strong
controls at the highest level.

Since the establishment of the People's Republic of China in
1949, the regime embarked on a forced-draft program of socializa-
tion and industrialization. Gains in some sectors were rapid and
impressive until the economic crisis in 1959-60, and since that
time economic emphasis has been aimed at reconstruction and read-
justment based on priorities designed to support the agricultural
sector. By 1964, the economy had largely regained its lost ground,
and the leaders are again thinking in terms of long range, planned
growth and expansion.

The economic crisis and ideological rift with the Soviet:
Union caused a reorientation of China's foreign trade and a shift
from major imports of industrial plants and machinery in support
of heav, industry to food grains as the chief item of import. How-
ever, this trend still reflects the goal of self-sufficiency even
though import policies now give emphasis to support of agriculture.

The present status of China's economy and the position and
responsibility of the United States with respect to the world
economy dictates the use of only those repressive economic meas-
ures aimed at political and economic isolation of Communist China.
A direct, overt assault on the Chinese economy would also have
devastating and far-reaching effects on the e¢conomy of the entire
world,

The United States must implement foreign trade policies aimed
at the political and economic stabilization of the world in general
and the emerging, underdeveloped countries in particular. Improved
collection and dissemination of economic information would assist.
These policies must be positive, aimed at promoting greater mutual
economic cooperation among Western States, and strive for the bet-
terment of world-wide living standards. Because of the political
and social ideology of Communist China, all of these objectives
would also provide secondary benefits resulting in the increased
isolation of China.
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CHAPTER 1
INTRODUCTION

China is not a good economic model because true,

informative, and sound economic information is not

made available. The only worthwhile information

is gained by a student with a knowledge of Chinese

and a willingness to spend years combing journals

and newspapers for bits and pieces of information.

There is a divergence of opinion as to the true worth, in the
long run, of any efforts directed toward economic warfare in times
of pcace, that is, under conditions other than armed conflict.

One thecory compares economic warfare to a weapon whose cut-
ting edge is dulled through use. The use of repressive measures
under other than wartime conditions forces a country to move along
the path toward sclf~sufficiency and to develop alternate sources
of needed materials. Supposedly, this puts their economy on a bet-
ter basis to face wartime conditions.2

On the other hand, the opposing camp feels that cconomic war-
fare is a means that should be used by a nation to compete in
obtaining the usc of resources of neutral countries. Further, it

is an indispensable method of drawing neutral nations away from

the sphere of influence of an opponent.3

1Dwight H. Perkins, "China's Impact oun the Third World," The
Correspondent, No. 35, Autumn 1965, p. 75.
2James R. Schlesinger, The Political Economy of National

Security, pp. 138, 139,
Yuan-1i Wu, Economic Warfare, pp. 316, 317.




Both schools of thought are agreed, however, that repressive
measures must, first and foremost, be specifically tailored to
existing conditions. Further, they must be dynamic, to move and
progress with economic conditions which certainly will not remain
static,

In this paper, chapter 2 studies the Communist Chinese economy
but only in sufficient depth to look for trends indicating strengths
and weaknesses affecting the ability to react to repressive economic
measures. Chapter 3 is a';iscussion of the major repressive economic
measures that could be employed against China; however, this study
does not consider those mecans that could be considered as an act of
war, such as, a naval blockade., Neither does it give any consid-
eration to covert measuvres, such as, counterfeiting money or rewards
for sabotage. Chapter 4 contains certain conclusions and ends with
a recommended strategy for imposing repressive economic measures
against Communist China.

.In conducting rcsearch on China's economy, only unclassified
sources were consulted. There is much suspicion of any officially
published statistics that China has issued and, in fact, there have
not been any issucd since the initial estimates on some phases of
1959 operations that were released in early 1960. However, the work
done by recognized authorities and students in this field has pro-
duced results that made it possible to identify the trends being

sought.




CHAPTER 2
THE ECONOMY OF COMMUNIST CHINA

This chapter is not to be an intensive, thorough, and detailed
study of the cconomy of the Pcople's Republic of China. The objec-
tive is an orderly study of just sufficient depth to identify trends
that can reasonably be expected to project into the future, weak-
nesses that vould be particularly vulnerable to economic at:ack, and
strengths that would serve to negate repressive economic measures,

Any analysis of the economy must be undertaken with a clear
picture in mind of what part the economic theories of the Communist
Party chiefs play in their ideologies for ruling the People's
Republic of China. With this clearly established, it is possible
to make a meaningful review of the economic devclopment to date,
consider the dominating aspects of China's foreign trade, and arrive
at some conclusions regarding the outstanding strengths and weak-

nesses of the economy.

ECONOMIC THEORY

The economic theories practiced by the leaders of Communist
China are best explained by the fanaticism the leaders feel for the
ideology or dogma that "politics leads and commands everything else, "l

Mao Tse-tung's interpretation of Marxist-Leninist doctrine forms the

1Ralph L. Powell, "Commissars in the Economy,' Asian Survey,
Vol. V, No. 3, Mar. 1965, p. 125, :




the basis of all Party polieies, and his fanatical worship of this
politieal eoneept, therefore, makes it just as applieable to eeonomie
development as for any other aspect of life under eommunism. Since
the overriding goal of the Communist leaders is politieal, it follows
that the eeonomie system and programs must adhere to and support the
Soeialist or Communist doctrines. 2

The Communist leadership is striving to establish a Socialist
and, eventually, Communist soejety and to attain greater national
power through industrialization and self-suffieieney. By their
ideology, the national goals set by the Communist Party are supreme,
and all aetivities are subordinated to these ends. This inevitably
leads to an eeonomy for China that is a planned, soejalistic system
dedicated to the rapid economic development of the eountry on a
relatively self-suffieient basis for the priucipal purpose of pro-
viding the national power that is so greatly desired.3

In the minds of the leaders, eeonomie development is prezetieally
synonomous with industrialization, and they partieularly regard a
large base of heavy industry as the all-rewarding status symbol of
national power that must be attained as quiekly as possible. 1In
aeeordanee with their ideology, the only way this status can be
attained is through eomplete and all-inelusive state, or party,

&

control of the eeonomy,.

2Yuan-li Wu, The Eeonomy of Communist Chipna:  An Introduetion,

3Ibid., pp- 3, 8.
Wen-ehing Tseng, The Socialist Industrialization of Comnunist
China, pp. 1-2.




The Chinese Communist Party leaders used the Soviet Union's
industrialization as a model but employed their own brand of total-
itarian politieal eontrol as a major tool. The aehievement of an
objective sueh as they visualized demanded an ambitious program
based on strict regulatory controls on the rate of investment and
the allocation of resourees and the elimination of all competing
economie factors. The only answer to their nceds within their politi-
cal eoncepts was complete, detailed economic planning, to be followed
by striet implementation of the plans.5

The Chinesce leaders have established an eeonomic planning sys-
tem that ensures eomplete centralized control over all operations

of the national economy and its subordination to the politieal objec-

tives of the Chinese Community Party.

National People's
Congress

|~ Chairman of the
People's Republic

[ State Couneil I
T

(C i I }
State state state Miniscries,
Planning Eeonomic Statistieal Commissions,
Commission Commission Bureau Bureaus

Source: Chang-tu Hu, China, p. 223.

Figure 1

5Wu, Gp,; eit., pp- 8-9.




The Chairman of the People's Republic shares with the National
Pcople's Congress the complete exercise of state authority. Fur-
ther, the Chairman has been vested with the independent power of
personal supervision and control of the State Council.6

The State Planning Commission is responsible foxr planning the
long-run ececonomie development of the country. It prepares the
national economic plan (five-year and longer-term plans) and |
appraises, revises, and integrates the partial plans submitted by
government ministries and loeal governments. In addition, it for-
mulates planning procedures and standards and also evaluates the
results of the plan implcmentation.7

The State Economie Commission prepares the annual plans within
the guidance provided by the five-year or longer-term plans from
the State Planning Comnission. It then is responsibie for direct-
ing the implementation and appraising the results of these annual
plans. Further, it bears the important responsibility of maintain-
ing the balance in the allocation of materials among the central
and local government controlled enterprises.8

The State Statistical Bureau gathers information and provides
the data used by the planning agencies in making their plans and

evaluating the results achieved by the operating ageneies in carry-

ing out the plans. This bureau collects information from all

6Chang-tu Hu, China, p. 221.

7Wu, op (i, 5 B 32
81bid., p. 32.
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government ministries and activities. It then controls and sup-
plies the basic national statistics. It also is supposed to pro-
vide for unified statistical reporting and to supply statistical
information to the authorities at various levels of government.9

The ministries and commissions are the operators; they direct
and supervise the running of the government. These agencies must
ensure that everything that happens within the operations of the
government are in complete accord with plans and policies of the
State Council which, of course, reflect the aspirations and ideology
of the Chinese Communist Party through the power wielded by the
Chairman of the People's Republic.10

This is the economic planning organization that controls the
development and destiny of the People's Republic. This is the
organization that produces an economic program that demands sacri-
fice, austerity, and hard work from the Chinese people in exchange
for impersonal national aims and promises of economic rewards at
some time in the future. They produce programs, characteristic of
totalitarian states, which focus on national power rather than the

welfare of the people.11

ECONOMIC DEVELOPMENT

When the Communist regime established the People's Republic of

China in 1949, they inherited an economy that was chaotic and

91bid., p. 28.

ilHu, op. cit., p. 224,
A. Doak Barnett, Communist China and Asia, p. 51.




confused as a result of war and a ruan-away inflation.}? There
existed practically no modern industry or technology other than a
small industrial basc consisting primarily of a few heavy indus-
trics built by the Japancse in Manchuria and a few light consumer-
goods industries located chiefly in several coastal cities, such

as, Shanghai and Tientsin. The productive output level of industry
was extremcly low as was to be expected because of the existing
chaos and thc removal of machinery and equipment by the Soviet Union

in 1945.13
1949-1952

The period of 1949-1952 is oftcn refcrred to as the period of
rcconstruction. The Communist regime placed all emphasis on the
rchabilitation of thc economy and the consolidation of absolute
political control of the country. Initially they moved cautiously
and were fairly successful in achieving stabilization and order in
the economy.14
Thc initial cconomic succcss of the regime can be attributed

to: first, thc country was so disorganized that a substantial

improvement in productivity could naturally be cxpected as soon as

12Ta-chung Liu, and Kung-chia Yeh, The Economy of thc Chinese
Mainland: National Income and Economic Development, 1933-1959,

P.

10
13Hu, ops_€ilt., ppw 360; 361.
1415y and Yeh, op. cit., pp. 10-11.



any stable government was established. 12 Second, a price stabiliza-
tion program was initiated that was successful in curbing inflation.
Monetary and fiscal reforms were carried out through normal economic
methods with just an appropriate touch here and there of political
coercion. 10 Third, and extremely important, was the general atti-
tude of moderation toward private business where the Communists
openly talked of long periods of coexistence between state and pri-

vate enterprisc.17

This succeeded in relieving the urban population's
feelings of anxiety and uncertainty and helped to stimulate produc-
tivity,

During this period, the leaders were successful in controlling
inflation, reviving industrial production, rehabilitating the trans-
portation system, and reviving domestic trade, 18

The reconstruction period also saw the beginning of the Communist
Party's social revolution and the consolidation of political power,

In line with the policy of moderation toward private enterprise and
the urban population, the Party's first efforts were toward agrarian
reform, and in June 1950 the leaders carried out a program of land
distribution. The distribution of land to the peasants was &ccom-

panied by an intensive campaign of propaganda, mob trials, and mass

executions for the liquidation of the landlords and rich peasants.

1colin Clark, "Economic Growth in Communist China," China
Quarterly, No. 21, Jan.~-Mar. 1965, p. 148. ’

Igﬁu, op. cit., p. 280.

17Barnett, 0Pk [CHiEy P 395

18Hu, op. cit., p. 280.




This move was aimed at eliminating the traditional village leader-
ship whieh was immediately taken over by politically reliable
Communist eadres.lg
In late 1950, the government promulgated regulations th~t would
control the scope of operations, production, profit distribution,
and labor relations of private business, still without any outright
hostility toward private business. The regime also established
State trading organizations that engaged in buying and selling opera-
tions so that the government beeame, for all praetiecal purposes, the
sole marketing ageney and the eontroller of all means of distribution
of the fruits of production.20
By 1951, the Communist regime was ready to carry forward the
soeialization of the urban population. They began with the '"three-
anti-movement'" against the government workers and employees of pub-
lic enterprises. It was alleged that the employees' dishonesty,
waste, and inefficiency were hampering the Korean War effort. This
campaign was used to purge the remaining offieials of the former
regime and to discipline or eliminate eertain undesirable party
members. 21
Supplementing this movement, in 1952 the goverument launeched

the "five-anti-movement" that was aimed at the elimination of unde-

sirable businessmen and to accomplish a large-seale nationalization

V1pid., p. 281.
2071y and Yeh, op. eit., pp. 13-14,
21l1pid., p. 15.
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of private business. Private firms were supposed to be guilty of
(1) bribery of public officials, (2) tax evasion, (3) theft of pub-
lic assets, (4) fraud in fulfilling government contracts, and (5)
theft of government information. Thé continued operation of private
business became so difficult that many businessmen succumbed to the
persecution and intimidation and accepted joint state-private
ownership, while all came under the close surveillance and control
of the government.22
The close of the period of reconstruction at the end of 1952
found the govermueent controlling credit, wages, prices, the ailoca-
tion of raw materials, and the sale of most items of production,

with practically all vestiges of the private direction of business

effectively eliminated.

First Five-Year Plan (1953-1957)

Communist doctrine for establishing a Socielist state calls
for the operation of a completely planned economy.23 As the recon-
struction period was drawing to a close, the amount of political
control that had been achieved and the stability that had been
attained in the economy led the Communist leaders to believe that
it was appropriate to begin thinking in terms of a long-range

development program and to begin working on an ecoitomic plan.24

221pid.
23§ing—chieh Yang, "Several Problems in Current Planning Work,"

’

Economic Planning in Communist China, p. 4.

24Barnett, opis_cit.; Pe 0.
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In 1952 the Party clearly announced its twin goals of sociali-
zation and industrialization when it brought forth its "General Line"
to cover the period of tramsition to socialism. This general line
was to provide the guidance needed to build a socialistic, planned
economy that would be able to achieve their goal of industrialization.2°
The first five-year plan was started in 1953, although it was

5.20 This plan was an un-

not officially announced as such until 195
disguised, emphatic, ambitious bid for the expansion of heavy industry.
It was patterned on the Stalinist model and called for overall state
planning, socialization, and high levels of state investment. The
consumer had to bear the brunt of austerity while the country's
resources and energies were channeled into building industry at the
fastest possible rate.27
Perhaps the best indicator of the Communist approach to economic
development and the scale of priorities they used in directing the
economy is the record of state, or capital, investment., Figure 2

shows a comparison between the net domestic product and th: net

DOMESTIC INVESTMENT, 1953-1957
(billions of 1952 yuan)

1953 1954 1955 1956 1957

Net

Domestic:
Product 795433 79.28 82.30 92.08 95.34

Invest 15.45 16.74 18.04 20.39 20.61
Source: Liu and Yeh, op. cit., pp. 94,110.

Figure 2.

25Yang, op.. €it. ,, P. O
2613y and Yeh, eop. eit., pp. 15=16.

27Tseng, op. cit., pp. 14-15.
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domestie investment. Further, the emphasis placed on industrial-
ization is highlighted by the fact éhat 58.2% of this eapital
investment was ehanneled into industrial development and at a
ratio of 7:1 in favor of heavy industiy over light industry.28

This approaeh to economic development is also typical of the
Communist drive toward the goal of self-~sufficieney. The growth of
heavy industry based on steel, machine tools, eleetric power, eoal,
petroleum, basic ehemistry, and other base metals then provides the
foundation for the produetion of the machinery and equipment neceded
in all other seetors of the eeonomy.29 The goal of the program was
to build for the future rather than to meet the immediate consumer
needs of the people. As the amount of eapital investment bcing poured
into industry inerecased, the levels of eonsuaption became more and
more stringent. There are several years (1953-1955) during this first
five-year plan when the per capita eonsumption was below what was
considered to be the minimum subsistenec ;eve1.3o

With this eoneentration of effort, the rate of industrial and
overall growtii was very impressive. It was far above the rate of
growth in the majority of the underdeveloped nations, and most of

this growth contributed directly to the enhancemcnt of industrial

power. During the period of this plan, the annual output of many

28Tseng, op. eit., p. 56.
Ibid., pp. 16-19.

op. cit., p. 90.

3 i 3
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of the basic heavy industries doubled or tripled, while the total
industrial production rose by approximately 94%. The net domestic
product increased at an annual average rate of about 7%; for 1957
it3! totaled 95.34 billion yuan (constant 1952 prices).
During the last year of the plan, 1957, indications had begun
to appear that the industrialization program was losing its momentum,
and it became clear that the agricultural sector was lagging behind
the rest of the econcmy. The total agricultural output had increased
modestly but not enough to keep up with the population growth. 1In
1957 the absolute agricultural output was 9% above the 1952 level,
whereas, on a per capita basis it was 3% below the 1952 level. It
appeared that agriculture was acting as a drag on further economic
expansion.32
In 1953 the Comnunist regime had begun the tésk of socializa-
tion of the peasants. The first efforts were to organize the peasants
into mutual aid teams to pool their efforts to render mutual assist~
ance during the busy seasons., This did not upset the peasants too
much, and it actually proved beneficial in many instances, since the
peasant still owned and had the use of the land he had been gziven
back in 1950.

Near the end of 1953 the regime organized agricultural producers

cooperatives wherein the land, livestock, and farm implements were

311iu and Yeh, op. cit., pp. 94, 220-227.
2Ho11and Hunter, "Estimated Chinese Growth Trends, 1952-1965,"
The ASTE Bulletin, Vol. III, No. 2, Summer 1965, p. 10.
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pooled for joint usage by all mcubers of the eooperative. The actual
ownership of the property still remained in the hands of the peasant;
even so, only a small percentage of the population beeame involved in
this organization. 1In 1955 Chairman Mao began to voiee eriticism at
v the lack of progress being made in this effort, and, under the spur,
rencwed efforts were made toward collectivization. 33
In late 1955 a new approaeh to cooperatives was initiated, and
the first step, begun immediately, was to organize preliminary eoop-
eratives. In this type the land bceame the property of the coopera-
tive, and the peasant was entitled to a share in the income of the
cooperative based on the amount of land that he had contributed. The
peasant was permitted to retain for his own use a small, private plot
of ground and a minor amount of farm implements and livestock., The
second step, begun in June 1956, was to form the advanecd eooperative.
This type differed from the preliminary in that the peasant's share
of the incomc of the cooperative was no longer determined by the
amount of land he had eontributed, signalling a eloser approaeh to
the socialistic-communistie "from each according to his ability and
to each aeeording to his need." By the end of 1956, 967 of the

pcasants wcre in eooperatives, with over 80% bcing in the advaneed

y type.34

Coneurrcnt with the collectivization of the peasants, the govern-

ment had taken eomplete control of the supply and distribution of food.

331iu and ¥eh, op. €if.y ps 16-
341pid., p. 17.
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In 1953 they initiated a program for the planned purchase and
supply of food crops. The peasant was foreed to sell a certain
. amount of his harvest to the governmcﬁt who became the sole sup-
plier of food to the urban arecas. No city dweller, food store, or
processor of food produets was permitted to buy any food supplies
directly from the peasants. Control of all foods became complete
in 1955 when the government instituted the system fov unified pur-
chase and supply of food grains. In the farming areas, the govern-
ment fixed the amount considered to be a normal yield, the eamount
of compulsory sales, and, when necessary, the amount of food that
could be purchased from the government. In the urban areas, the
government established strict food rationing based on the age and
oceupation of the individual. This system effectivély eliminated
the rural free markets and controlled the purehase and econsumption
of food in the cities.35
Thus the first five-year plan ended with impressive overall
growth but with a rather critieal imbalanee between the growth
of industry and agriculture and a similar disproportion in the pro-
duction of eapital and eonsumer goods. The nature of this economic
development was recognized by many leading Communists, and one
writer, no doubt under the influence of the "Hundred Flowers"

campaign, sounded a warning in a Peking journal:

351pid.
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The doctrine which teaches that development of agri-
culture and light industry is possible only if heavy
industry has first been developed is debatable . . . .
If in practice this "doctrine" is followed, we may
gain heavy industry only to lose Man; we may even lose
Man without gaining heavy industry.3é

Second Five-year Plan (1958-1962)

The Great Leap Forward

During the closing years of the first plan the Communist leaders
were doing the preliminary work on the second five-year plan. The
general pattern appeared to be a continuation of the policies of the
last plan. It called for continuing high rates of investment, rapid
industrial growth, and, of course, continued sacrifices and austere
conditions for the consumer. The preliminary targets called for
raising the national income by 50% with an average annual increase
of approximately 9%. By 1962 the combined gross output of industry
and agriculture were to increase by 70-75%; specifically, industrial
output was to increase 100% while agricultural production was to be
raised 35%. Bésed on the results of the first five-year plan, the
objectives set for the second plan do not appear unreasonable.37

The Communist regime, still concerned with the indications of
an industrial slowdown in 1957,decided to inject some innovations at

the very beginning of the second pian. The leadership decided to

adopt some radical new measures which they called the Great Leap

36Stanley Karnow, "How Communist Econcmics Failed in China,"
Fortune, Vol., LXVIII, No. 1, July 1963, p. 228.
/Barnett, op. cit., p. 46.
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Forward. With wmuch sloganceving, they proclaimed that the "leap"
would compress the progress of decades into a single day. This
program was supposed to revolutionize the progress in China and
- serve as an exauple to other underdeveloped countries.38
The "great leap" was predicated on two major points: first, -
the establishment of many small-scale, locally financed and directed
industrial activities to produce both consumer and producer goods;
second, the consolidation of the cooperative farms, or collectives,
into giant comuunes that would not engage exclusively in farming.
The Communist leaders felt that these two innovations would (1) mobil-
ize available manpower and other resources for maximum mobility and
flexibility; (2) cconomize on capital investment; (3) spread the
knowledge of and training in new productive techniques and skills;
(4) increase the dispersion of industry and at the same time place
the production process closer to the market it was to serve; (5)
increase agricultural production through greater application of labor;
and (6) provide masses of labor for such special projects as irriga-
tion, flood control, and land reclamation.39
| With regard to the industrial sector, the leaders also rea-

3 soned that decentralization of administration and control of industry

would eliminate some administrative handicaps and also promote

381pid.
Karnow, op. cit., p. 155.

9Hu, op. cit., p. 366.
Edward F. Szczepanik, ed., Symposium on Economic and Social
Problems of the Far East, p. 39.
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“"activism" among the local governments. Further, they felt that
when relieved of this administrative burden the central ministries
could better supervise the industries still remaining under their
jurisdiction and be able to concentrate more of their attention to
coordinating both, the central and the local industries.ao
In November 1957, the State Council issued the "Provisions
Regarding the Improvement in the System of Industrial Administration."
This directive transferred most industries to the jurisdiction of
provinces, municipalities, and autonomous regions. For'instance, in
heavy industry the central ministries retaincd jurisdiction over
only experimental and "essential" enterprises and some modern, large-
scale units.%!
By June 1958 about 807 of the industrial units formegly under
central control had been transferred to the jurisdiction of lower
administrative levels. During this same period the Communists
claimed that over half a million new local industrial units were
established. The new industries covered a wide range of endeavor,
such as, fertilizer, farm implements, electric power, lime, mining,
and smelting. It appears that the local initiative turncd loose by
decentralization gave a large boost to industrial production ;ince

the total industrial output for 1958 was 1317 above 1952 and 377%

above 1957.%2

40Szczepanik, op. cit., p. 38.
4l1piq.

’1bid.
Hunter, op. cit., p. 10.
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In the rural areas the organization of the '"pcople's communes"
began in the summer of 1956 and went forward at a rapid pace. The
spring wecather promised good harvests so there was a tremendous
demand for labor to till the fields at the same time that massive.
special projects in irrigation and water conservation were being
carried out. Pushed by these needs for labor and because they could
see how the system enhanced their own authority, the political cadres
merged the rural collectives just as fast as they possibly could,.
During the summer and fall of 1958, 740,000 collectives, or coopera-
tives, had becen merged into 24,000 communes with an average member-
ship of 5,000 households in each. The communes were organized with
communal activities, such as, kitchens, mrsshalls, and dormitories,
that provided the pcasant with food, clothing, and shelter. The
theory was that the commune would provide all essentials needed by
the peasant from his birth to his death; of course, private property
was abolished. In November of 1958 the Chinese Communists proudly
announced that 99% of the pecasants were in these huge communes. Fur-
ther, they loudly proclaimed that they had found the short cut to
pure communism and had avoided the bloody Soviet-type collectiviza-
tion.43

Under the influence of the continucd good weather and the

intense application of labor, 1958 appcared to be a year of bumper

crops and record-breaking harvests. Several times during the year

43Karnow, op._cits; p. 230
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the government revised their target figurcs upward and began
issuing eommuniques on the unbelievable results being achieved in
agrieultural produetion by the 'great leap." Tor example, the
plamned target ealled for the produeticn of 196 million tons of
good grains. Later this target was raisced to 212.5 million tons,
and the final report of 1958 produetion that was released in April
1959 announeed the produetion of 375 million tons of food grains.
It was even ammounccd by Chou En-lai in April 1959 that the 1958
produetion of food grains and eotton had inereased 102.5% over 1957.44
In August 1959, for reasons never satisfaetorily explained by
the government, the State Statistical Bureau made a radical downward
revision of the previously announced 1958 agricultural production
statisties. The output figures of some items were redueced as much
as 50%, and the value of the total agrieultural produet was recdueced
by 247%. The govermment gave several reasons for the large inflation
and subsequent revision of these statisties, but their reasons eould
not stand the tests of inspeetion and eheeking. A more widely held
explanation plaees the responsibility for the errors in statistieal
reporting on the shoulders of the eommune cadres and the loeal
Communist Party leaders. The pressures of the '"great leap'" to show
production increases were so great that the local authorities could
not afford to admit anything but fulfillment or overfulfillment of
targeted quotas. Produection figures ware also used to make compari-

sons between local comnunities' efforts to achieve effieiency and

44Szczepanik, op. eit., pp. 25-29.
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progress, inflation of production figures in one area led to
increasing inflation in other areas. For a commune cadre to admit
failure to meet quotas could lead to serious charges being leveled
against their political reliability. There seems littlevdoubt
that these pressures not only led to inflation of statistics but
also to pure fabrication in some instances. 4
In spite of the statistical fiasco, agricultural production
for 1958 did show a rewarding gain for the Communists. The best
estimate by Western experts showed total agricultural output was
approximctely 217% higher than 1952; this was 12% better thar 1957
production. In money value the sector output was estimated at 41.3
billion yuan in constant 1952 prices (average of high and low
estimates).46
The statistical difficulties and inflated agricultural produc-
tion figures carried over into 1959; however, signs of much greater
and more far-reaching difficulties began to show through the statis-
tical maze. Agricultural production was'on the downgrade instead
of following the fantastic growth rate planned for the second year
of the '"great leap." The total agricultural output was estimated
h at only 107 above the 1952 level, and the downward slide continued
into 1960. The total output of the agricultural sector in 1960 was

estimated to be 5% below the 1952 level.47

4?1bid., e 27,

47Hunter, op. cit., pp. 6-10.
Ibid., p. 10.
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The Great Leap Forward had begun to fall to pieees in the
agrieultural seetor. While some reeession might possibly have been
due to bad weather, the primary faetors were the gross mismanagement
by the eommune éadre and the loss of ineentive and oppression of the
peasants., The peasants had undergone the soeialization process
sinee 1953; they had been formed into mutual-aid teams, cooperatives,
and eolleetives, but the communes of 1958 proved to be more than they
eguld stand. 7They fought baek in the only way they knew, passive
resistance, and this resistanee by the peasants helped wreek

agriculture.48

Retrenchment

In late 1960 and in 1961 the regim: eoneentrated on major
efforts to revitalize agriculture, and their first moves were
direeted toward relaxation of the austere eonditions imposed by the
communes. The size of the communes were redueed, production teams
and brigades were again formed as the basie produetion and aeeount-
ing.units, produetion deeisionmaking was returned to the peasants
below eommune level, peasants were given the ownership of small
plots of land so that they eould raise their own produce and live-
stoek, the peasants were again paid wages in addition to their
rations-in-kind, and they were eompensated on a ratio more in line

with the amount of work done. These proecedures seemed to have an

48WU, op. eit., p. 151.
Albert Ravenholt, Red China's Saggine Industrv, pp. 8-10.
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immediate effect, and the downward trend of agriculture was not
only stopped but the total production for 1961 raised slightly to
the point where it was only 37 below the 1952 level of output.49

The reduction in agricultural production was also manifested
by a food shortage that reached its peak in the winter of 1960-61.
The food scarcity reached such a critical point that there was prob-
ably some actual starvation, but there is no indication that it
reached such catastrophic levels as had been known in the China of
the past. Late in 1960, Communist lecaders made the decision to
begin the costly importation of food grains, and in 1961 they
imported 3.6 million tons of wheat from Canada and Australia.so

The production failures and chaos in the agricultural sector
also had a profound efifect on industry. During 1959 and 1960 indus-
trial growth had progressed steadily under the impetus of the 1958
reorganization, and for those two years the total industrial output
was 1937 and 2027, respectively, above the 1952 output. However,
the full force of the failures in agriculture hit the industrial
sector in 1961 when its total output dropped to a point where it
was only 26% above the 1952 level.?!
The industrial setback in 1961 was attributable to several

factors; first, industry was extremely hard hit by the reverses suf-

fered in agriculture because (1) agriculture provided raw materials,

49Wu, OPreClitiy Phe 192
Huntei, ©6p. ¢&it.,; P 105

arnow, op. cit., p. 235.
Hsiang-kao Kao, Chinese Communist Foreign Trade and Diplomacy,

p. 62.
5lunter, op. cit., p. 10.
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such as cotton and tobacco, for light industry; (2) the exportation
of surplus agricultural products had provided the foreign exchange
needed to buy machinery, equipment, spare parts, and many materials
needed by industry; and (3) it became necessary to use much of the
scarce foreign exchange to import foodstuffs to feed the urban pop-
ulation and workers.52
Second, because of an ideological split with the USSR in the
summer of 1960, the Sino-Soviet rift, the Soviet Union ceased all
aid programs and long-term loans for the People's Republic, In addi-
tion, they withdrew all of their technicians, specialists, and
experts from China. According to Chinese reports, this meant the
loss of 1,390 specialists working in 250 enterprises ahd the scrap-
ping of 257 scientific and technical projects. The Chinese reported
further that this action has seriously disrupted their original
economic plan.53
Third, early in 1961 a decision was made which changed the
economic policy of Communist China. The new economic policy com-
pletely rearranged the cmphasis to give priority to agriculture,
light industry consumer production, and heavy industry in that order.
This reorientation of policy called for: (1) a period of recoupment

and readjustment of the national economy (in which all long-range

planning was quietly dropped), (2) a drastic reduction in capital

52A. Doak Barnett, Communist China in Perspective, p. 59.
33y, op. EiE. ; B, 188.
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investment rate (especially industrial investment), (3) continued

dcvelopment of thosc branches of industry which supported agricul-

ture, (4) cmphasis on the improvecment of product quality, and (5)

strict and faithful obscrvance of the "economic accounting" system.54

OUTLOOK IN 1964

There is no doubt that the 111 effects of the "grecat lcap'" will

be felt in the economy for years; howcver, the ncw cconomic policics

began the "work of readjustment." Both agricultural and industrial

output becgan a steady upward climb in 1962 that continued oun through

1963 and 1964. According to the statistics available, agricultural

production for thosc ycars were 6%, 7%, and 15%, respectively, above

1952 output; industrial production for the same years was 68%, 89%,

and 110%, respectively, above the 1952 production level.?® The Net

Domestic Product for 1964 is shown in Figure 3.

OUTPUT BY SECTOR--1964
Billions of

1952 Yuan

Agriculture 39.2
Industry 23
Trade 20
Transport 6.8
Construction 5.0
Government Gl
Services 6.0
Work Brigades 2%

Net Domcstic Product 107.5

Billions of

US Dollarsd

16,
11.

N W NN
=~ N O Oy

. !
W
O

4Converted at the 1952 value of the yuan, $1.00=2.343 yuan.
Soutce’s; Honter, of. it., p. 8; Liu and ¥Yeh, gp. eit., p. XV,

Figure 3.

S41bid., p. 123.

Yuan-1i Wu, "China's Economy and Its Prospects,'" Current

Histor%, Vol. 47, No. 277, Sep. 1964, pp. 166-168.

unter, op. cit., p. 10.
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The reports of visitors returning from China confirm that
economic conditious have improved, and that the ravages of the 1959-
60 disaster have been repaired. Further, the statement by Chou En-lai
that the third five-year plan would begin in 1966 shows a return to
long~term planning that is indicative of a resurgence of confidence. -
However, the preliminary announcements Chou has made concerning 1965
production and the necw five-year plan indicate that the Chinese
Communists arc now moving with care and caution in their approach

B0

to cconomic growt

FOREIGN TRADE

One cconomist made the statement that,

Inevitably, trade is fraught with strategic implica-

tions . . . . The existence of a significant volume

of trade provides one state with a weapon for influ-

encing the policies of anothcr powcr. 37
Thcre is no intent to dispute thc validity of this statement, but
therc are many conditions or situations in a country's econony or
forcign trade policies which do much to establish the rclative
imperviousness or susceptibility to outside influencc. For this

reason, a scparate review is made of the foreign trade of Communist

China.

56Robert Keatley, "Red China's Economy,'" Wall Street Journal,
Vol. CLXV, No. 87, 5 May 1965, p. 16.
Yuan-1i Wu, "Communist China's Economy: Critical Questions,"
Current Historv, Vol. 49, No. 289, Sep. 1965,
57James R. Schlesinger, The Political Economy of National
Security, p. 135. '
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In studying the tradc of Communist China we must again bear in
mind onc of the basic dogmas in the ideology of Mao Tse-tung, ''politics
lcads and commands everything clse.'" This guiding doctrine was empha-
sized when in August 1962 Chou En-lai is recportcd to have told a
Japancsc trade group that "trade and politics are inscparable.“58
The strong political iwmplications contained in all of their economic
activity suggests that the Communist Party would take steps to ensurc
strong control and supervision by the central government over all
trade and tradc xrclations.

From the founding of the Communist regime in late 1949, the
import and cxport trade has been under strict govermment control.

This control is exercised by the State Council through its Ministry

of Foreign Trade. The ministry wields complctc control over all
administrativc agencies and specialized trading corporations which

are thc only firms authorized to cngagec in either import or cxport
operations. Thc body of rules to be followed were announccd by the
State Council in their "Unified Regulations Governing Foreign Trade,"
published on 10 March 1950,°7

China's overriding aim of rapid industrialization was reflected
in her foreign trade. This trade consisted principally of exchanging
her agricultural and rare mineral products for foreign-made mochinery,

equipment, matcrials, and even complete plants to expand the industrial

>8powell, op. cit., p. 125.

Kao, op. cit., p. 2.
S91bid.,, p. 3.
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sector. For instance, during the first five-year plan, 80% of the
total value of imports from the Soviet Union consisted of industrial
machinery and equipment. TFurther, they followed thc Communist doc-
trine of striving for self-sufficicncy as was clecarly shown by the
fact that, in 1959, 33.37% of the imports from Russia consisted of
complete industrial plants. This urge for sclf-sufficiency is still
evident since in 1964 they ordered a complcte oil-cracking and olefin
scparation plant from West Germany, rcfineries from Italy and France,
and conducted negotiations with France concerning purchase of a truck
manufacturing plant. In 1965 thcy were to receive delivery of chemi-
cal fertilizer plants from Great Britain and Italy.60
Communist idcology is also reflccted in the orientation of
China's foreign trade for the period through 1960. Her trade was
conducted primarily with other Communist countries cxccpt in cascs
where the product to be imported was scarce or not available in the
Communist bloc. This oricntation of China's trade reached its peak
in 1955 when 75% of her total trade was with other members of the
Comﬁunist bloc.61

However, it is also obvious that during the 1950's, and latcr,

China used tradc for political purposes. Tradc agreemcnts were

®01bid., p. 44.
Pauline Lcwin, The Foreign Trade of Communist China, pp. 15-46.
US Library of Congress Legislative Reference Service, A Back-
ground Study on East-West Trade, p. 63.
Brian Heenan, '"China's Petroleum Industry," Far Eastern
Economic Review, Vol. XLIX, No. 13, 23 Sep. 1965, p. 566.
Keatley, op. cit., p. 16.
6lys Library of Congress, op. cit., p. 63.
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reached with West European eountries that were a result of trade
offensives begun in 1952 and direected against the embargo imposed as
a result of the Korean War. China's aim was to weaken the reclations
between the United States and her West European allies. 'Her attempts
brought a further break in the embargo when, in May 1957, Great
Britain began relaxing the terms of the embargo; this policy was
quickly followed by other West European countries, and the volume of
China's trade rose in essential industrial products. Another typical
example is the economic penetration made in Japan because of Japan's
search for new markets following her rapid industrialization after
World War II. China made no effort to disguise her attempts to
utilize existing and expiring trade agreements to eoeree Japan into
establishing diplomatie rclations.62

In 1961 China made some major changes in her foreign trade
because of the Sino-Soviet ideological rift and the cconomie catas-
trophies of 1959 and 1960, The shift of priority in the economy to
supporting agrieulture practiecally eliminated the imports of heavy
industrial maehinery and other eapital goods that formerly were the
leading produets; the major import now became food grains. At the
same time, Communist China began shifting her foreign trade away from
the Soviet bloe and more toward the free world nations. Further, she
apparently gave a high priority to repayment of loans and debts with

62K a0, Gpu_e3t. 5 Pp. 2, ZBls20.
Szczepanik, op. eit., p. 107.
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Russia and the other East European countries. Tlese actions were

designed to reduce or eliminate China's economic dependence on the

Soviet Union and to develop multilateral relations with non-Communist

statcs.63
It is estimated that, at lecast for the immediate future, China's

major imports will be food grains, chemical fertilizers and fertilizer

plants, and wool and cotton for her textile industry to capitalize

on cheap labor. Major exports will continue to be primary products

such as agricultural products and foodstuffs (export high priced

foods and import low priced grains), minerals and rare mwetals, and

textile products.64

FOREIGN TRADE OF COMMUNIST CHINA
(Millions of US Dollars)

Imports Exports
1957 1963 1957 1963
Free World 560 - 780 530 725
Communist States 865 410 1,070 800
Total? 1,430 1,190 1,595 1,525

4Columns will not add due to rounding to nearest 5 million.
Source; US Library of Congress, op. cit., p. 67.

Figure 4.

63ys Library of Congress, op. cit., pp. 64-65.
ao, op. cit., pp. 44-68.
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SUMMARY

In summary, the major strengths that would assist Communist
China to minimize the hardships resulting from repressive.economic
measures arve, first, the strong, centralized control exercised by
the government over the economy. This permits maximum speed and
flexibility in shifting emphasis, changing priorities, and taking
other actions to meet the needs of the developing situation. Second,
China's basic desire for industrialization creates a potential mar-
ket for the market;hungry industrial nations like Japan and Western
Europe. Third, one of China's driving urges has been continually to
increase her self-sufficiency. This has been reflected in the large
portion of imports that have been devoted to the acquisition of com-
plete industrial plants and the development of her own resources,
such as petroleum,

Major weaknesses are, first, an ideology that will not permit
the employment of the most effective measures to strengthen the
econony if they do not conform to Communist political doctrine.
Second, China's major exports are consumer goods that can be readily

supplied to foreign markets by many other countries.
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CHAPTER 3

REPRESSIVE LCONOMIC MEASURES

In considering repressive economic measures, ecconomic warfare,
it is not intended to give any time to those activities which would
be considered as "acts of war.'" There is little doulit that an
active naval blockade aimed at the interruption of a state's foreign
trade would be sufficient justification for a declaration of war.
Such methods of economic repression are not within the scope of this
study. Only those measures will be discussed which could be used
under presently existing world conditions to decrease trade or

weaken the economy of Communist China.

ECONOMIC INTELLIGENCE

One of the vital elements in conducting any campaign, economic
or military, is intelligence, or perhaps a better word to use would
be information. It is essential to have good economic intelligence
about the state that is to be subjected to the economic campaign so
that, first, a correct assessment can be made of.the strengths and
weaknesses to decide the proper repressive measures to employ.
Second, a judgment must be made of the amount of success being
achieved; third, it is necessary to know the countermoves the oppo-
nent is making; and fourth, decisions must be made regarding the

future measures to be employed.1 Also, it is necessary to have

1George A. Lincoln, ed., Economics of National Security, p. 463.
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sufficient information to be able to estimate the effects of the
measures on the remainder of the world.

Communist China has not issued any meaningful economic statis-
tics since their initial estimates of 1959 ycar-end achievements
that were announced in early 1960. However, the well-known use of
everything available, including published statistics, to support
their incessant propaganda offcnsive, makes even their officially
published figures open to question. Therefore, it is extremely
important to ensurc that every source of information, to include

interviewing refugees and monitoring provincial radio broadcasts,

is carefully studied to glean every last bit of economic intelligence.

EXPORT AND IMPORT CONTROLS

The intent of export and import controls is to exert as much
influence as possible to interrupt or reduce the fofeign trade of

the target state. Usually as a first step, a country will control

its own foreign trade so as to ensure that none of its goods or serv-
ices are exported to the target statc, and also, imports are control-

led so that it will not be a market for the products of the opponent.

This procedure must be carefully studied to make certain that the
possible loss and redirection of our trade does not produce more
disadvantages for our ecconomy than it does for our opponent. 1In a

state such as ours, where foreign trade is conducted by individuals

2Edward F. Szczepanik, ed., Svmposium on Economic and Social
Problews of the Far East, pp. 33-34%.
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and private firms, such controls arc normally handled by the estab-
lishment of a government agency with the authority to issue export

3

and import licenses or permits.
EMBARGOES

Embargoes are furthcr extensions of a state's trade controls
aimed at diminishing an opponent's forecign trade. 1In this instance,
other statcs of the world are asked to join in a concerted movement
to establish trade controls against the target country or bloc in
order to complete its isolation from supplies of vital materials and
products. An embargo may be accomplished through a system off volun-
tary agreements between states or by action or resolution of an
intcrnational organizatiou. In either casc, the effectiveness of
the "papcr blockade'" is based entirely on the voluntary measures and

self-policing policies of the individual participating countries.4

INTERNATIONAT. TRADE POLICIES

There arc many normal, orthodox mcasurecs that a country, espe-
cially a great economic power, can cmploy to influence the flow or
direction of international trade. Any policy that can have an cffect
on world tradc can be uscd to a certain extent by a determined state

to eithcr strengthen its own economy or to weakcn the position of an

3Lincoln, op. cit., p. 465.
Norman J. Padelford and George A. Lincoln, The Dynamics of
International Politics, pp. 428-430.
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opponent.5 It is impossible to discuss all of them, but a few of
the major ones should be enumerated.

Tariffs and "favored-nation" positions are the more familiar
devices for influencing international trade. They can be employed
selectively by product or by state and are quite frequently used as
a bargaining agent in negotiations or retaliations. The lowering
of tariffs imposed on the imports from a state would place its
products in a wore competitive or favored position with respect to
its price in the market place and could be expected to increase the
economic advantage of imports from that country. Conversely, the
raising of tariffs would act to the disadvantage of the imported
products and be detrimental to the economic position of the export-
ing state. The use, or threatened use, of these restrictive measures
can be used as a lever to influence the policies, economic and politi-
cal, that the exporting state implements with respect to a third
state (the true target of your repressive mcasures).6

Trade agreements can be made with another countcy with the inten-
tion of securing its exports and, of course, restricting its exports
to your opponent. They are usually arranged through negotiations
that may be influenced by many factors or pressures, including those
discussed in the preceding paragraph. Howeveir, the trade agreements

are a formal acknowledgment of promises made by the negotiating

— A

5

Thomas C. Schelling, International Economics, p. 490.
James R. Schlesinger, The Polit cal Economy of National
Security, p. 135,

Padelford and Lincoln, op. cit., pp. 409-413.
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statec and are of a more binding nature than the simple action or
reaction to pressures such as tariffs.7
Quantitative controls, or import quotas; boycotts; and black-
. listing are measures that can be applied against a state, one or
more individual firwms, or specific products. They are designed to
limit, reduce, or halt the importation into a state, the products
of another state or business firm on very short notice. Since they
place actual controls on imports, they are more restrictive than
tariffs which only hamper imports but still leave the final deci-
sions to the exporting state. Thesec measures are usually employed
as retaliatory restrictions or as coercive pressures for negotiations

8

or accession to certain desires with respect to policies.

IMPOUNDING FOREIGN-HELD ASSETS

Impounding assets is a method of preventing any financial, com-
mercial, or other transactions involving assets of a specified foreign
country without a specially issued license. Such assets may consist
of bank deposits, earmarked gold reserves, securities, and investments.
The controls placed on their use are designed to prevent utilization
in transactions that would be detrimental to the interests of the
state imposing the vestrictions. Impounding assets is considered a

very serious step in international relations, and there must be a

7Lincoln, op. cit., p. 468.
Schlesinger, op. cit., pp. 136-137.
Padelford and Lincoln, op. cit., p. 411.

Schelling, op. cit., p. 506.
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very careful study of the comparvative disadvantages before cxercising
such strong controls against any state other than thc spccific state

that is thc target of the economic campaign.9

PRECLUSIVE BUYING

Preclusive buying, somctimes called precemptive buying, consists
of buying the available quantities of a commodity on the world mar-
ket in ordecr to deny them to the opposing state. Since the pur-
chasing is not necessarily based on need for the commodity but
rather to deny its purchase by anothcr state, this is an extremely
expensive procedure. The artificial demand that is created by the
purchases of an unnceded product, and the two states bidding against
each other in the market place to secure existing stocks of the
product, very quickly inflate the price out of proportion to its
rcal value., This makes it more expensivc as time progresses and is
very disruptive to normal world markets. Prcclusive, or prcemptive,
buying is usually a last resort that is used only in extreme cases of
a rare or scarce commodity, and then only after all other measures,

such as trade agreements, have failed.10
DUMPING

Dumping is a procedure for intentionally flooding the market

with quantities of a commodity far in excess of normal demand. This

9Lincoln, op. cit., pp. &74-475.
101bid., p. 473.
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is designced to disrupt normal world markets and greatly depress the
price of the specifically secleeted commodity which would be one of
the major exports of the target state. Depressing the price of a
major export commodity sharply reduces the amount of foreign
exchange earned by the opponent and places him in the position of
selling his product for less than it costs him to produce it. This
procedure is also extremely disruptive to sources of pfoduetion in
states other than the target state. Turther, it is also very expen-
sive because all of the quantities of the commodity being dumped on

the market are being sold at a price below the cost of production.11

FOREIGN AID

Economic assistance in the form of loans and grants has become
an inercasingly more important weapon for use in the cold war strug-
gle. This is especially true with respect to assistance being
offered to the newly emerging, underdeveloped countries. Quite
frequently it is being offered with the ecollateral purposec of trying
to decrease the influence of the opponent in the contested area.

The judiecious usc of foreign aid cau help ercate a more favorable
internation~] enviromment., Specifically, aid can strengthen our
allies and friendly neutrals so that they will be less suseceptible

to the influence of an opponent; aid can be used to draw more nations

into our orbit of influence, thus serving to inercase the isolation

lp,de1ford and Lincoln, op, eit., p. 430.
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of the oppenent. It is also possible to obtain for our own benefit
the developing markets and new sources of raw materials, at the same
time denying them to the opponent.12
* Econcmic assistance can be uscd in several ways, first, it is
a means for economic and political penetration. Along with loans
or grants will go businessmen, specialists, technicians, and adminis-
trators who must always keep in mind that there are secondary objec-
tives to be attained, even though there may be no official strings
attached to the aid. Second, the normal trade and commercial con-
tacts brought about by the assistence programs could lecad to trade
agreements in addition to their primary function of stabilizing and
developing the economy., Third, assistance in improving literacy,
education, technical skills, and other social reforms should empha-
size the social and cultural reforms necessary for the development
of a modern, progressive economy. Also, this will place the country
in a better position to judge for itself which form of political
philosophy is most advantageous to its freedoms and well—being.13
.A word of caution must be voiced concerning atteumpts to use
foreign aid, or any other measures, to exert influence on the poli-

. cies of other states. The newly independent, emerging nations have

for years been living with the effects of 'colonial exploitation'
y g p

127bid., pp. 418-427.
131b1d.

Lincoln, op. cit., pp. 480-499.
Schelling, op. cit., pp. 461-462.
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and "dollar diplomaey.'" Their newly discovered, fanatic 'mationalism"
is quiek to misinterpret and esealate out of all reasonable propor-
tions, injudicious and unskillful attempts to provide sound guidance

' and adviece. Even a suspiecion of attempts to wield undue influence on
the polieies of a new nation have brought loud eries of "imperialism"
and serious breaches in friendly relations awong nations. 1%

The decisions required for the employment of any of the weapons
in the arsenal of ecconomic warfare must be very carefully thought out
and all alternatives carefully weighed. All means of repressive
economic activity may have long-lasting and fai-reaching effeets on
the world economic environment. The repercussions and undesirable
effects these measures may have on the domestie, as well as the
international, economy must be eonsidered and all aspects of compara-
tive disadvantage decided. In other words, '"who is going to get hurt

the most?”15

l4padelford and Lincoln, op. cit., p. 413.
Yuan-1i Wu, Economie Warfare, p. 326.

W, @p. eit.; pp. 366-367.
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CHAPTER 4
CONCLUSTIONS

In reviewing the preceding chapters and in striving to arrive
at logical conclusions, there were scveral factors that should be
considered paramount and which should be kept in the immediate fore-
ground as all other elements are weighed and balanced. First, the
foreign economic policies of the United States have a deep and far-
reaching influence on the day-to-day activities and the life of all
peoples of the world. Since World War II, the United States has
assumed a role of wofld leadership that carries with it an awesome
responsibility. Second, there are states in the world that depond
upon foreign trade not only f;r economic growth but also their very
existence, for example, Grecat Britain and Japan. If the United
States policies severely restrict their trade, self-preservation
will force them to look elsewhere for sources of materials and mar-
kets, even if it means greater dependence on trade with the Communist
blocs. Third, because of world-wide responsibilities, which are even
secondary to our own welfare, the effects of economic measures on the
world economy, and our own, must be calculated carefully, regardless
of the amount of damage they may have on China.

The conclusions in this chapter will be based on a brief discus-
sion of each of the economic measures listed in chapter 3, and the
chapter will be closed with a recommended strategy for imposing

repressive cconomic measures against Communist China.
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Economic intelligence, or information, of the whole world is
extremely important, and this is especially true concerning Communist
China who does not presently issue any official statistics. There
are numerous governmental, academic, and commercial agencies, as well
as private individuals, whose specific mission is to seek out and
collect just such information. In this arca our efforts should be
directed towqrd expanding this collection effort and improving the
facilities for the wider and more complete coordination and exchange
of information. I visualize the need here primarily as more finan-
cial and other support to existing agencies whose resultant product
is of an unclassified nature. The world needs more unclassified
information.

Export and import controls on our own trade are presently estab-
lished. In 1950 the President invoked the provisions of the Trading
with the Enemy Act which ceased all private and commercial transac-
tions between the United States and Communist China. I think this
policy should be continued, not only fér the adverse effect it may
have'on their economy, but mainly for the political, psychological,
and diplomatic effects. It denies to Communist China the prestige
of even semi-approval or diplomatic tolerance of their conduct on
the world scene.

The present embargoes in effect against China as a result of
the Korean War are beginning to waste. away. States are becoming more
and more liberal in their intefpretation of the term '"strategic goods"

and thereby reducing the number of "forbidden items" in conducting
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trade with China or other Communist countries. This relaxation of
the embargo is one of the results of the constant search by Western
States for more and larger markets for the products of their grow-
ing and expanding industrialization. 1In this case also, there are
political and diplomatic advantages to be gaincd by keeping the
embargoes in being. Therefore, the United States must take more
positive measures to increase and expand our markets for the prod-
ucts of these Westeru States, rather than negative, punitive actions
to reduce the trade with China. This will be discussed more fully
under the subseqguent headings of norwal international trade policies.

Tariffs and '"favored-nation'" status can be used in a positive
manner to increase the markets and their attractiveness to products
of the Western States. Thié will require a review of our present
tariff policies and will lead to the politically explosive questions
of protecting American industry and jobs and the need to protect
certain industries for national security. Much of the support for
tariffs stems from the efforts of both business and labor to resist
the need for additional investment to modernize, automate, and so
increase productivity. This also means that a rise in costs, such
as wages, and prices would have to stay more in line with rising
productivity. The offer of "favored-nation" séatus to emerging
states would do much to assure them of markets for their exports and
help them toward stabilization. These concessions to imports could
be accomplished through trade agreements which would also accord

some relaxation by the other states of restrictions against our
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exports, thereby improving markets for our produets. The prime
problem in the case of tariffils is overcoming the initial ery of
proteetionism so that these measures ean be used to provide markets
for exports from industrialized Western States in order to deny
these exports to China and to eapture exports from developing coun-
tries.

One use of trade agreements was touched on in the preeeding
paragraph, but their use ean be extended. They ean be negotiated
bilaterally or multilaterally in a trend toward buildiug a bloe of
states partieipating in mutual economie eooperation., As this
expands to inelude more and more Wostern States, the greater will
be the benefits availoble from the economie prineciple of comparative
advantage., At the same time, ﬁhe "rope'" of eeonomic isolation will
be drawn tighter about Chinn.

No great benefits are to be derived from the use of quantita-
tive controls sueh as import quotas, boyeotts, and blaeklisting.
This is a negative approach whieh would eut off impofts into this
counLry without offering any alternative course of aetion to the
exporting state. If economie poliecies are not suffieiently dynamie
as to offer some aeceptable alternatives, all that is done is to
foree trade in the direetion of Communist China. Muech more substan-
tive aetion ean be aceomplished through trade agreements and other
measures.

Impounding foreign assets has no application in this case.

There are no known loose assets of China in the United States, and
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such drastic action would not be tolewvable if applied to any other
state. The only case where such measures could be applied would
be to frceze the assets of a state, or individuals in a state, that
was taken over by China, in order to prevent such assets being used
by China.

Preclusive buying and dumping will be covered in the same
paragraph since they both are too expensive, and especially too
disruptive to free world markets, to be used in pcacetime as repres-
sive economic measures. A great porticn of the Chinese imports
consist of industrial plants, machinery, and equipment, but at such
a low level of technology that they_could not be used for anything
but scrap. Further, the ofheg major imports are food grains which
the US already has in quantities surplus to needs, and the United
States would never accept the moral responsibility éf contributing
to starvation any place in the world.

Foreign aid is a tool that cén be used to a greater extent than
any of the others. When used judiciOusiy in ways discussed in the
previous chapter, it is a two-edged tool, First, it strives to
assist in the attainment of political stability and economic progress
among the underdeveloped countries. Seccond, it serves to deny new
recruits to the political and economié influence of Communist China.
There is no doubt that at times our motives arc questioned, we are
subjected to abuse and accusation, and we often feel that we are
trying to save states in spite of themselves. The road is not ecasy,
it is not fast. It will take skill, tact, patience, and persistence,

but the results will be well worth the effort.
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There are several aspeets of the economy of Communist China
that make it less responsive to, and less suseeptible to damage by,
outside manipulation, Certain faetors are inherent in a strongly
directed eeonomy that ereet a barrier between the eeonomie aetivity
in the world market plaee and the normal produetive funetions taking
place within the country. The barrier insulates or proteets the
internal eeonomie operations from the effeets of outside influenece.

The strong, centralized eontrol the Communist Chinese govern-
ment exereises over the ceonomy ereates an organization that ean
reaet immediately in the face of repressive ceonomie measures. To
eounteraet an interruption in imports, the government ean order an
immediate ehange to produetion of an import substitute, eoneurrent
with the development of an alternative souree of further imports,
There is no private enterprise operating on a profit motive to be
disrupted by a possibly unfavorable eost ratio of the substitute
items or sourees; All imports and exports pass through government
eontrolled trading eompanies that manage all aspeets of foreign trade,
ineluding priees. Unfavorable eosts ean be absorbed over the entire
speetrum of eeonomie operations at the will of the government. Like-
wise, reaetion to any unfavorable aetivity among exports ean also be
apportioned with greater flexibility by the government to minimize
disruption to any partieular seetor or industry.

Sinee the beginning of the Sino-Soviet rift in 1960, the eeonomy
of Comnunist China has not plaeed any dependenee on outside aid.

There is no military or economie assistanee that ean be suspended,
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nor is there any flow of foreign capital that could be interrupted.
The absence of these tavgets that are vulncrable to repressive meas-
ures strengthens China's position relative to external influences.

As a furthcr extension of this same theme, self-sufficiency has
always bcen one of the objectives sought by Communist China, The
attainment of this goal has been further emphasized since the regime's
bitter experience with the Soviet Union's withdrawal of assistance.
The pattern of rapid industrialization has always been dirccted
toward the firm establishment of the basic heavy industries. This
would provide China with thc means and resources to build the machincry
and equipment necded to expand the productive capacity of all other
sectors of the economy. China has been specifically striving to

build an economy that would be impervious to outside influence.
SUMMARY

In summary, a strategy for imposing repressive economic meas=-
ures against Communist China must consist primarily of the use by
the United States of more dynamic foreign trade policies that will
strengthen and increase the tradc among the states of the free world,
provide for economic stabilization and growth of the underdeveloped
countries, and diminish the need for, and attractiveness of,
Communist Chinese trade. Some of the specifics which these trade

policies should also accomplish are as follows:
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1. Support the expansion of economic intelligence effort.

2. Continue the present prohibition of United States commer-
cial transactions with Communist China, principally for the politi-
cal and diplomatic effects,.

3. Encourage maintenance of the embargo against Communist
China and strive, through positive actions, for greater mutual
economic cooperation among Western States to increace Chinese eco-
nomic isolation.

a. Review and change where possible our tariff and favored-
nation policies.
b. Make more effective use of trade agreements.,

4, Continue the maximum use of foreign aid for world better-

ment and the secondary objective of assisting in the political and

economic isolation of Communist China.

o (0

HARLAN C, STINE
Colonel, Armor
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