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the balance of payients . position of China, vis-s-vis {a) USSR,

ARl atellives, (c] The Western World?

Communist Chine achieved an- export: surplus in 1950 of appro:dmat@lyﬁm million,
The favorable balance was the result of \an export surplus with ths Soviet Bloe
offsatting a Ww# the West., But in 1951 Communist Chinats mushrooming
need for imports %o run a war wiped out this modest surplus, Total imports im
1951 wers probably $400 million more than China's exports for a net adverse
balance of $435 million or a cunulative balance of $365 million since 1950, Of
this balance for 195051, 63 percent or $230 million was on Western account,

To cover the impor& surplus with the West, available foreign exchange pe~
serves from earlier years wepe probably augnented by $175 million through over-
seas renﬁ.ttanc@s and by’ exchange raised from private holdings and by opium and
gold sales, Overseas remittances in 1952 and 1953 wore Probably sufficient to
finance the import surplus with the EVe%to

The 1950=51 import surplus of $150 million with the Soviet Union; largely the
- result off military purchases s Was probably covered by the anmual lean extensions
of $60 million and a spacial aupplémentary lean in 1951, Since 1951 China may
have had = slight exp%ari; surplus with the Soviet Union,

¥t has been estimated that the planes and parts provided China by the Soviet
Union would be valued at over $500 million (in US prices) foi' both 1951 and 1952, 25X1
It has not yet been determined bow this affects the balance of payments, |:|
suzgests thab the planes are loaned with China paying for destroyed aireraft, It
is also joseible that the planes (and other wap material) were sold for a token

rayment. The above trade flgures cannot include aireraft valued at $500 million,

&
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Comwnist China has possidly maintained a favorable trade balance with the

Sateliitcs since trade relations were re-established in 1950,
Tn pensral, it appeasrs that China is pushing exports but holding imports in

lire with zvaillable foreign sxchange, Thus s the Chinese Communists are operating

on a very ravrow marglin of reserves,

e
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2, What are Communist Chinats broad import requirements for its new industriall-
Zation program?

The September 1953 agreement on Soviet aid during the Chinese S~year ine
dustrialization plan indicates that much of the Soviet aid will go towmard ine
creasing the production of industrial raw materials - steel, non-ferrous mstals,
ccal, electrie power, oil -~ and the production of nmixinery and transportation
ecuipment.,

okl il

SEMX] transportation and communications network facilitates the
developnant of the internal. economy as well as moves export goods _to the border.
In the past imports of such eyuipment and supplies have been given a high priority.
No doubt, supplies still have a high prioriﬁy‘though requirements are much leés
betause of the rapid reconstruction and growth of the network, Equipnent will
. probably cortinue to be lmported under the plan though a damestic manufacturing
industry is a possibility,

Shorbaze oi" electrical generating capaeity is believed to be one of the key
problens affecting China's present industrial potential, for power is basié to
the entirce cconomy. Communist China has recognived the seriousness of this
problen imd imported whole power plants., One of the three Sinc-Soviet agreecment.s
concluded early in 1953 provided for Soviet ald to China for the expe.n_sion of
power sicblons, both existing and under construction.

Cnes transportetion, communications, and power is provided, then the indus— »
tries producing industrisl raw materdals end capital goods are free to develop
more rapidiy. (I% is not likely that any of these sectors of the economy has
bein given an over-riding priority so that one will be developsd completely be-
fore the other, for thess scctors are interdependent.) However, China must expeet

.
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to import during this 5-year period s large part of her capitel goods and some

of the raw materials. ~
it
In zereral, it may bo expected that imports of industrial gasss in the be-
C‘ﬂ'b;
giming of this period will continue to ba basic andswi¥e goods requiring
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Perhaps under the Leter ysars of the pltm com gmach and produc%

will be required for Chima's industrialization.
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3, To what extent is there state control over foreign trade and how would
present, Chinese trading rules affect trade with the West?

A wiiform but rigid system of foreign trade control was adopted after the
cutbraalk of the Korean war. Uader this system private trade is still recognized,
but the requirement that exports and imports not only must be licensed but mst
also be epproved by the appropriate government authority assures complete govern-
menbal. ccabrol, However, state-operated companies are now carrying on about 90
percent cf the total foreign trade, All trade with the Soviet Bloc and state-
gpensored. deals with non-Communist countries are handled by the state companiese
Private treders are "emcouraged" to handle minor commodities, which they trade
mainly with and through Hong Kong and Macao. ‘

The forelgn trade control system screens trade (1) t.o eliminate or reduce

LH s

imports ¢f luxuries and the export of "strateglic" materials,A (2) to utilize trade
as an adjunct to government policy, and (3) to produce under the barter~link
system fevorable terms of trading and special advantages vis-a=vls the West. The
barter-Link sys*bem, pased on the principle of importing before exporting, is an
offort o Link vital or strategic imports with less important expoi'bso However,
cortrol is flexible and chengeabls, Control. provisions are often waived in govern=-

,wamo W
mert ¢ pursored deals in favor of pol:f.tica.l andA prepagaada-reasons, Barter in this
marmer scmebimes requires the \4“12 export,\er (this holds true for the Chinese, too)

A

to be an importer as well, and vice versaj an awkward predicament for thew
trader,

Foreign exchange is controlled with a view to finance needed imports. All
foreign ei:mhangve must be surrendered to the Bank of China or its appointed banks.

-5

SeE=C=R~F=T
Approved For Release 2002/07/227 CIA-RDP79T01049A001000040002-4



Approved For Release 2002/0 222 =B 79T01049A001000040002-4
DRAFT

——c—

Control of the exchange rate seems to be partially directed by this view - 8o
that expaorters (before 1952) often suffersd by constant revision of the rates,
The exchange rate since mid-1951 has remained constant except for an upward re-
vision oa 6 Dace@er 1952,

Commanist China hag generally shown indifference to trade with non-Communist
countries, until the Moscow Feonomic Conference, The demand at this conference
for expsided trade with the West may possibly have reflectedCommund st China's
¢oncern over the ambargo and Chinatsg desiré to use the trade agreaments set
forth thore as wedges to split those countries carrying out the UN enbargo,
However, this renewed effort to regein trade with non-Communist countirles was
characterized by trade directly with the Chinese Communist Government rather
than trade through private channels. This may also have besn an attempt to by=-
pass the establisheqd entreport traders in Hong Kong to get to the manufacturer,
and so tighten control over trade with the West as well as squeeze out the middle-
man's costa,

AB lite as December 1953 Cowmunist China was fixing more stringent terms for
Western concerns wishing to trade. The Chinese ‘requi.re foreign exporters to
quote tix: lowest possible prices and to ‘expect no payment until 15 days after the
aryival <f cargoes in a China port. Foreign concerns have been advised that the
CNIEC 1s the sole agency with which they can do business, with a few exceptions,
Denls thet call for barter of foreign goods for Chinese Products are f&vo;:'edo

The ¢mphasis, at present » 18 apparently to tighten controls over trade so as

Yg.pexini ve. exptPE Hass1h "y ' to

improve Communist China's position vis-a-vis the West; pewheps became if the

B
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exbargo is lifted, Communist China expects keen competibtion among the Western

exporters for trade with China,
j,ua MJWﬁ MW# @omxmum? %M- M 7 /ﬁ-'

are W ‘ﬂw. f
w5 W‘ﬁxa rules and procedures Am the

general. poiicy behind them thaioimElvenees tradeg Athe A.m-t. The main reason for

the smailness of Sino-West trade is, of course, the fact that Communist China has
appareni.ly deliberately reoriented trade toward and concluded binding agreements

with the Soviet Bloc. How much of this reorientotion was due to normsl develop-
« . ' ¥/ \ . 2
W Chivas ) Tovward ’% Bl
ments, how much to sstawensceeendmdn, ond how muck’ to the embargo is not known.

Removal of the embargo would not necessarily reverse tkic-pweeess significantly,

Zo uplonce o Tand »f/«m}
Ths West would have to offer more atiractive terms Lftteeit,

-
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ko To what extent would Communist China's balance of payments position affect
her import preference, i.e., the selection of Bloc countries or VWiestern
Supply?

nations as the source of

Commrmnist China's import preference is only partly determined by economic
factors, Thus, the reorientation of China's tpade from the West to the Bloc was
probably induced in part by the political fact that the two areas were Communist
and basically hostile to the West,

Howerer, China'g import preference is also limited by the available foreign
exchange which in turn is largely limited by her ability to export. Both China
and the 3loe are agricultural, and this limits Chinats ability to export to t.hé
Bloc, %he Hloc cannot absorb all of Chirm“s/\agricultural » for the Bloe
pProduces many of these pProducts, too. In other cases, as for example, tungoil
and brisiles, Chinese products have elways found their main market in the West
and canrot be used in quentity in the Bloe,

Foreign exchange thus earmed from exports to the West genérally must be ex-
pended on imports from the West, In recent years the Soviet Union has apparently
aczepted only gold, US dollars (which, of tourse, are relatively scarce) and some
sterling, At the present time, however, the USSR appsars to need sterling and

Copmunent
this may give AChina some add:_i:tional flexibility as leng as this sterling shortage
exists in the USSR. The accounts with the Bloc and with the West have apparently
been kep: asparately in balance largely because of the Soviet exchange restric-
tiong ang thé barter Zprinciplgupon which trade is usually.basedo

If trade between/\China and Japan were to develop, Chinese exports of coal,
iron ore, and other raw materials might considerably improve the flexibility of

T
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the Chinese position. This appears to be the nearest major market in the West
in which the Chinese might find a major expension of their exports possible.
Essentially then, the direction of trade is getennined by the share Communist
China offers to the West, However, the overseas Chinese remittances - approxi-
mately 350 million - enables the Chinese Communists to purchase more from the

West than they export. Another source of foreign exchange - Western capital - is

dafinitely snathema. As long as indlvidual Western accounts are not too far out

Bl L
of balsnce it is possible for China to balance them by pure ase of Western

currena:leu on the free Hong Kong marketov @ /""’w‘ﬁ }ﬁ‘ﬂﬁ M/M.n. ,ﬁ /‘4’7 /C:r:

It is not likely that China oameer wants to convert Heet.em currencies into
J&QQM& zh__SSf&
rubless. It is more likely that at least in 1950 Chine. had wanted t% rublet %

to purchase Western capital equipment., However, the Soviet loans restrict China
to purchases of Sovigt. gonds, The numsrous ba,z;ber trade agreements witk} the Bloc
also directs trade inward toward the Bloc, It is significant to note that the
Soviaij. ‘loaxn ¢an be repaid in dollars (and gold and Chinese products). If the
etbarge were lifted, it is possible that the Soviet Union might insist on repay-
mant in dollars. This, of course, would encourage China to expert to the United
States or dollar areas,

Thus, the political declsion to trade with like~Commumist countries, coupled
with berter trade and Soviet exchenge restrictions, has and probably will to a

1arge { m,ent. determine the trade patt.emo %"f /wéd‘}l

et M&o"
,a Eu. “UES’!Q[JL‘& @rn Wuu M
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5. To what exbent can the Bloc offset Western controls cn certain broad

catsr'ories of Western exports?

Under present Western controls and the Soviet Bloc system of priorities the
Soviet Bloc has been able to meet nearly all of Communist China's minimum require-
ments for the "sirategie" commodities., A small and apparently insignificant por-
tion of these shipmentes are purchases from the West for transshipment via the Bloc
to Communist China. In soms instances the Blos is in short supply, particularly
in bearings, electrical and electronic equipment, locomotives and soms chemicals.
Fither the Bloc sacrifices to supply Chins, as for example in the case of loco=-
motives, or China attempts to circumvent Western controls, as for example in the
case of bear:mgs,

In all cases (except rubber), the Bloc from its own sources could supply
China with at least minimun requirements, provided China were given one of the
highest piriorities, Thus, five percent of Sovist production of electrical and

purch popblin an e
elexstronic equipment would satisfy phinese needs, even though incgher-supplky in
Commmansd oA sffora—

the Soviet Unlon, ‘I!houghACh:inaﬁs requirements are not fully known, Giims-hes-

1ittle or no market for the more complex and intricate machinery and eguipment »

transportstion ec;uipment, and highly refined specialty chemicals, which require

specia]; rrocasses, or trained persomnel, or specisl, or extensive maintenance.
%ﬁ not adopted the dlesel locomotive because of the maintenance problem, :

: o

It 48 in l’LLu more advamad product, that the Bloc would have difficulty in supply-

ing China, but Giwime may not be ready for this type for several years yet, in

which time the Bloe may bs in a better supply position.

«10=
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The ; ollowl.ng is an ana.,ysia /\ broad categories of strategic goods i%s drawn

up for the China Prohibited Cargo List):

&,

b

Co

d.

©w
e

[

Jxms _and Munition: The Soviet Union has certainly met China's minimum
cemands for war material.

Flectrical and Fleotronic Fouipment: Communist China's requivements are

snall, yet Communist China has had to import some Western goods » for the

Soviet supply situation is short,

Machinery and Industrial Fquipment: In the basic and less complex

michinery and equipmsnt, the Bloc can meet Chinats minimal needs. The

3

significant exception is bearings which have a higher priority in the
Sovist Union.
Hotals (iron and stecl and miscellaneous metals and alloys): The Soviet
Union has not been able to mest China's requirements of rolled stesl
geoductas W;w MR taan ki
\g !
0il: The Bloc can supply Ghinal\mwut‘much—dm.
fizbbors Ths Elec does not produce rubber, but can supply some synthetic
rebber,
Chemicala: In general the Soviet Union can supply those chemicals con-
aidered astrategic by the West. However, the Soviet Union probably does
nob meet Chinese demands for phenol and ammonium nitrate. Chile saltpetre
At (€
ani callulose are not consldered strategic by the West bub both can be
vsad in the manufacture of explosives, The Bloe cannot supply either,

¢

Transport and Marine Fguipment: In railroad equipment the Bloc is somo-

what short. However, the Bloc sacrifices its own consumption to supply

China,
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6. Commmist China's foreign trade: 1950-1953

The Tollowing table represents the latest estimates of Communist Chinals
foreign trade for 1950 through 1953. These estimates are closely interrelated,
based largely on trade relationships or equations derived from Communist dis-—

closures, and on recorded trade estimates of Sino-West jmports and exports.

TABLE 1
Communist Chinats Foreign Trade 5/
1950-1953
(millions of US dollars)
USSR SATELLITES BLOC WEST TOTAL
IMPORTS |
1950 - 103 7 110 415 525
1951 615 145 760 530 1290
1952 557 173 730 320 1050
1953 Plan 765 245 1010 375 bf 1385
EX’QRTS “
1950 153 22 175 400 575
1951 5 45 560 315 875
1952 567 23 780 270 1050
1953 Plan 715 &/ 285 1060 325 b/ 1385
8/ | | Revislons have been added.

b/ These estimates have bsen checked incependently. Though based on incomplete
data, botel recorded exports for 1953 amounted to $334 million and total re-

‘<d d. f { o

corded and unrecorded imports MB amounted to $;3?0million

g._/ Analysis of availsble data on,shipments will not support this estimate and
suggests a magnitude of $630 million \()see text).

a}’tiwdr{e, Mot .

The FIC-RI-S2 estimates have besn revised in the light of other information
novw available.

A breakdown of the Soviet Bloc trade in 1951 as between phe Soviet Unlcn and
the Satellites was made possible by the publication of the claim that total trade
with the Soviet Union in 1951 was to be four times the 1950 level, or on the basis

1451

of ostimsted 1950 trade, approximately $1,030 million. /\Sa.tellite trade is thus

<12
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$290 miilion or the residual of Soviet Bloc trade less Soviet Union trade. If ib
iz assuwsed that the trade with the Satellites was in balance, or $145 million
each wey, then Communist China's imports from and exports to the Soviet Union in
1951 worild amount to $815 million and #215 million, respectively. But this esti-
m%r%m of $215 million appears to be low. In 1950, exports to the Soviet Union
showed a rising trend; exports in the secund half were at least double exports
in the fxst half, As Communist Chﬁm wag making a great effoﬂ'. te restore trade
ab least to prewar levels and simulbaneously was shifting its trade toward the
Bloc, it would be reasonable to expect a further incxfease in exports in 1951,
Thus, the deél:me of $85 million in exports to the West in 1951 over 1950 may
have boen offsst by a corresponding inerease in esports to the Bloc, In fact,
the Chinsse Communists adultted a rising trend in trade when claiming a doubling
in the 1951 trade turnover cver that of 1950, Yet exports in the second half of
1940, at an ammumal rate, probably were equal to 1951 exports, thus showing no ﬁﬂjdm,,
exeas ir 1951, As it is reasonable to expect the rising trend in 1950 to con-

' tirwe into 1951, the ectimate of exporis to the Soviet Union in 1951 was revised
upvard by $200 million to $415 million. As total Sino-Soviet trade was fixed at

s oxtmalon f o

£1,030 mzi_llicn,/\impor“bs from the Soviet Union were reduced by $200 million to $615
million. 43 compared to the praviouai\%oﬂfmillion deficit, this $200 million defi-

eit on the trade aceount appears to be more in line with the estimated loan exten—
25X1

sicne in 1951 of $158.5 million.

25X1 Revision of these figures, however,

moéns thes totel 1951 exports and imports must also be adjusted, but the 1951 export
13-

S=F=C-R-E~T

— a we woe v e

Approved For Release 2002/07/22 : CIA-RDP79T01049A001000040002-4



L IR g

DRAFT
figure is based on a Chinese Communist claim made in October 1951 that total ex~

m badpr

ports for 1951 were 60 percent greatez}\ than the 1936 exports of China., It is not
A4 v

clear what this statement represents and so sammbe discarded. It is now possible

to recalculate total exports by adding exports to the Bloc to axports to the West,

Similarly, total imports can be recalculated,

The 1952 estimates of trade with the Bloe represent modifications of those
appearing in EIC-RI-S52, In that report China's trade with the Blcc was based on
the assumption that China had an import surplus of $150 miliion in its total
foreign trade in 1952, The above estimates are based on L:Lg Ning-1's assertion
that Commnist China's trade in 1952 was in bsalance.

An osamate of Communist China.'s 1953 trade plans is based on tué asaumpt.ions
f:.ha.t/(r,he trade balancas ,@-" the same as in 1952 &md on the following Lecmmuniab
claims: (1) the volume of total trade in 1953 is to be 32 percent highsr than in
1952, (2) trade with the Soviet Bloc is to be increased by 37 percent ir. 1953 over
1952, and (3) trade with six Eastern European Satellites in 1953 would be 37.4 per-
ceny over 1952 levels.

On this basis planned exports would amount to $775 million, Assuning an aver-

1o-115 7
age price of {3$=130 per ton, this would be the value of approximately & million
tons of freight, but there is no evidence. to support shipments of this magnitude,
It ds likely that Chinese export shipments to the Soviet Union may be approximately
20 percent less than the estimated planned, or about $630 million. Moreover, it

is possible thai the plsnned value of axports includes some services /{mt reflected

in the gquantity of shipments frem China to the USSR,

Ly
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Tho Tostera Trade Controls have forced a shift in the orientation of
Commmist Chirats tyade from the Froe World o the USSR and the Soviet BJ.oo;
thereas. in 1950 about 3/4 of Commuist China 's trade was with the Free
World, b the presont time 3/l of its trade is with the Soviet Bloc‘. It
is perhops significant %ﬁ this adjustwent could be mads in a relatively ‘
shord pexdod of time and that the total valus of tyvads is higher than in
15)56, It is doubbful, however, whether the Bloc mbions have been able to
absorb exports from Comminist China of sueh products ag t.ung?il gnd hog
badstles £ vhich the US had been the pringipal. mrlwﬁ. Thua,, the inhibi;tj.ng
effsct cf Vestern trads corntzols on the Commmist China economy and war

potential has been uricorbain,

SUGQESTED FEVISION

Europesm Setellites, TWhoreas in 1950 about 3/ls of Commnist China's trade

was with the Froe Vorld, a% the present timo 3/L of it trade is with the
Seviet Blcs, It is porhaps significant that this adjustuenb could be mde in

a velatirely short peried of time Vand that the total value of trads is higher
now than in 1956. It is doubtful, however, whethor the Soviet Bloe has been
able to absorb those Chiness products such as tung oil and hog bristlss for
vwhich tha U3 had been the prineipal market before the imposition of ths embargo'-,

ihils bas apoarently hurk China, but the over-all offect of Western trads con

m&oﬁwﬂmda -15-24&50\%‘2‘3/&'%%411 ‘_
AMJ\ v Wdﬁ%eaﬁiom W%awloqj@o 000 90%\1 , nrr

O - e e .

Brils on the Commmist Chin: egonary and war potential has bsen uncerbain, 2%
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Boviet Union Exporis to Commumnist Chine s  1953-195%
. Totel
Hsnufactired Total Total Total Inlang Total Value
o Goods and sgriewitural  Total Total Totel Imland Overland Sea Water of Trade

srvamsnks nitdion Fatroleun Miseellaneous Producte A1l Carriers Overland Sea  Water {(willioms {millioms (millione &miuisﬁs of . §millj\.one 0
)

(r) ) m () (v7) () _fwm) ey () of8)  of &)  of §) 8)

205,000 TL,000 815,000 518,000 27,000 1,636,000 1,386,000 200,000 50,000 30 b 3 Le7 615
295,000 100,500 1,000,500 663,000 35,000 2,093,000 1,818,000 200,000 75,000 6u9 1?7 b é70 557
WSTH BL, Wb 1,100,000 515,000 35,000 2,141,000 1,801,000 200,000 100,000 591 17 5 £13 765
3/ Includse Sisklang Provinee. 25X1
&/ Estimates of armsment and ammunition shipments were origlnated by or ceoz’dim%(il:ll’e iroleum estimates are those c\z‘lg CRR). 25X1
1953 figures in both casss avs vreliminery. Tonoage of pamfzetrred goods and agricuitiral commwdities wers coneidersd bo cormTlivie ouo- third
of total tonnsge as against petroleum and war materiel with 1/20 agriculturel snd 19/20 rmenufactured goodz. Ascumed average values weve 8400
per meiric vou for manufactuwres and miscellsnsous and él.":() per metric ton for sgricultural goodso )
2/ Toiel velue of trade represenis contracted value of goods and services received by China from the USSR as scheduled for sach of the Yyesra involved.

Total value of freight movenente represents an estimate of ihe valus of goode whieh actually moved in each of the years. Diffevences may ba
soaaslone Vine lags dn eilppiug end msbied of accouniing. The wost important Lactor, however, probably is the item of armaments and amunition,
wherery e s2 ware provided for the Far Eaat thealre on & welzhl basis on which veluse ave uncbiairsble. 4 value of §1,000 per wetric ton hes
hosn aasg.gnef; to these estimates, which is very low by US standards. There is the further possibility that a portion of the military poods mey have

been lenl, rented, or given for & token or dsferred paymeny. Aireraft have baen emitted entively becouse of their light wolght on the one hand and
GLEpropoy

horein estinated vaiue of the irade during the yesra 1991 and 1952,

o}y
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