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1957 was a year of considerable experimentation and adjustment in
Communist China, as the regime faced problems arising from collectivization,
socialization, and ideological regimentation, the forced pace of industrial-
izetion, and the aftermath of de-Stalinization and the Polish and Hungarian
developments of 1956. Through Mao's "100 flowers" and "contradictions"
formulas the regime attempted to institute a more flexible approach to
problems of popular dissatisfaction, intellectual regidity, end party weak-
nesses, but reverted to more conventional suthoritarianism wLea the
relaxation elicited excessive criticism of basic aspects of the regime's
program. Consequently the latter part of 1957 was devoted to a weeding out
of "rightists" from the government, party, and other sectors and to a
heightened progrem of ideological indoctrination of the populace, although
the CCP continued its "rectification" effort to eliminate failings in the
party and government.

In an attempt to streamline the gargantuan administrative and
economic apparatus, Peiping at the end of the year began to transfer
hundreds of thousands of cadres to lower echelons and to productive enter-
prises. In agriculture the regime, faced with considerable peasant
opposition to the collective farms into which 97 percent of mainland China's
peasants had been organized, attempted to f£ind more effective methués of
operating the collectives and of controlling the collectivized peasants and
their product. In its economic program, adjustments were made to rase
inflationary pressures, relieve industriasl shortages, and to improve state
collections of agricultural products. Industrial and agricultural output
in 1957, the last year of the first Five-Year plan, was about 133 percent
and 15-20 percent, respectively, above 1952.

Tn the field of international relations, the regime moved to recoup
some of the losses it had suffered as a member of the bloc in 1956 as a
result of the revelations concerning Stalin and the repression of the
Hungarian rebellion. While retaining its initiative in making ideological
formulations and mainteining its stature within the bloc, Peiping emphasized
particularly its acceptance of Moscow as the leader of the bloc. Partici-
pating as the second-ranking bloe member after Moscow at the celebration of
the 4Oth anniversary of the Bolshevik revolution, Peiping attempted to
identify itself with Soviet gains during the year, and perticularly with
the Soviet launchings of two earth satellites. A notable feature of
Communist China's relations with the non-Communist world was its sensitivity
regarding the "two Chinas" concept, which it ademantly rejected as a us
plot.

The Chinese Communist regime appears to be facing the second
Five=Year plan beginning in 1958 with considerable confidence in the
economic field, although the maintenance of economic expansion will be more

difficult and costly than in the first plan. However, through stringent
economies and harsh limitations on consumption increases, the regime will

¥ The conclusions of this paper are pfgsented in somewhat more detailed
- form on page 1hk.
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probebly be able +o maintain a rapid rate of economic growth, with national
income rising about six to sever percent ennually. During this period the
population problem will become increesingly significant with the population
expected to rise from 640 million to 720 million.

The regime will be faced with continuing and probsbly increasing
dissidence among many sectors of the population, particulavrly peasants,
intellectusls, and national minorities. Although the decrease in public
support may hamper some of the programs, the regime's control apparatus
will almost certeinly be able to prevent any internal threat to its
existence.

The present character of the Sino-Soviet alliance will probably be
maintained, with Peiping and Moscow bound by ties of mutusl dependence and
a common view of world history and of the East-West struggle. Barring
wnforeseen shifts in bloc strategy or & msjor war, Peiping will probably
continue its present tactics toward non~Communist Asia and attempt to
exploit whatever non~Communist weeknesses may develop. Although these
tactics may result in some increase in Peiping's influence and prestige,
changes in its international position will be determined to a greater degree
than in the past on the course of the conflict between the Communist and
non-Communi st worlds.
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I. RECENT DEVELOPMENTS

By early 1957, the air of eonfidence and certainty which seemed to

characterize the Eighth Congress of the Chinese Cbmmmist Party (CCP) in

Septenber 1956 no longer prevailed. This change can be partly explained

by the fact that the Congress, the first in eleven years, could look
back with justifisble satisfaction on the CCP's achievements; after the
Congress, 1t was necessaXry to face the future, with its uncextainties
and problems. More mportant; however, were certain domestic and inter-
national developments which created additional problems or underlined
old ones. Foremost among these developments were the domestic reper-
cussions of Ge-Stalinization and of the Hungerian and Polish affairs; a
disappointing 1956 harvest and growing difficulties with a newly
collectivized peasantry; increasing disillusionment, discontent and
apathy; and the claimed "pasic completion of the gocielist vevolution,”
which necessitated reconciling policy with ideology.

Accompanying this increase in problems was a mMore realistic
recognition of the problems by the Chinese Commnists. Thus in early
195"( they were engaged in reappraising the situation in order to adapt
their policies to meet the problems.

Although specific developments prompted the CCP to underteke this
rea;sessment ’ they were all manifestations of the fundamental problem
inherent in Chinese Ccmmunism. how to mobilize the country's human
resources a.nd utilize its ma.terial resources in support of the regime and
its programs, particularly 1ts economic policy of forced industrialization.

Uif%rilling +to make any basic change in this economic policy, the Chinese

SECRET
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Communists sought the solution by attempting to improve their utilizatlon
of materiasl resources and their method of mobilizing the people. Damestlc
developments in Communlst China 1argely reflected this attempt.

During 1957, the Chineee Communists were largely success;.ul in
restoring the momentum of their economic prog'am, but their attempts to
devise new solutions to their political problems encountered unexpected
obstacles. Thus at the begimming of 1958, their economic activities were
characterized by a renewed air of confidence; in the poli;tical field, thae
regime having reverted to previous methods, the atmosphere was more one
of firmmess of purpose than of satisfaction and assurance.

A. Political and Sccial

1. Mao's "Contradictions” Formula. Available evidence strongly
suggests that Mao Tse~tung himself, perhaps ignoring the apprehensions of
some party leaders, devised the new fofmula for eliciting more positive
support from the Chd.nése people. Maq presented the theoretical basis
and the broad outlines of this formula in a speech to a Supreme State
Conference audience of some 1,800 :persons on February 27. The formula
had two main components. |

The first component was the thesis that contradictlons -- i.e.,

prob{ems and cronflicts“of interest -- continue to exist in a socialist

eociety, pa:rtly ow:Lng to dialectic reasons and partly because of
inexperience. These contradic‘bions occur betveen the.leaders- and the
people and within and between various grougs , such as the workers,

peasahts » bourgeoisie, intellectuals, and minorities.
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The second component of Mao!s formula was a suggested method of
handling these contradictions. He e;cpla.ined. that there are two types of
contradictions: antagonistic ones between’ the "people" and the_ “enemy, "
and non-antagonistic ones "within the ranks of “the peqple." Using the
coacept of the "pé0p1e‘s democratic dictatorship," Mao stated that
dictatorial methods should be applied ox;z]_.y to the antagonistic contra-
dictions, while "democratic methods" should be used in handling contra-
dlcticns "among the people.” Most of Communist China's problems were
of this second category, Mao explained, and they should be resolved by
*democratic methods, methods of discussion, of criticism, of persuasion
and education, not coercive, high-handed methods,”

Mao's approgch was & bold one with ambitlous objectives. It
spparently arcse from his pelief that it would be both feasible and
jesirable to rely less on repression and controls and more on voluntaxry
popular support. The lessons of Poland and Hungary undoubtedly
influenced his thinking, but domestic considerations were also important.
The technique of repression, tight controls, and sudden spurts of
"sempeign"” energy, previously e?fective in suppressing organizgd opposl-
tion and ;in establishing the institutional framework of a communist
gociety, would be less productive in channeling the country's energles
into the protracted ef:fort» of economlc 'Qev,gl??men‘h. By arguing that
problems were inevitable, even under commmism, he spperently hoped to
make the problems a g:ommon cause, thus reducing the blame laid on the
regime. And he Ai‘.njz,gx;ig@ tg,xrqigviigoratta the: CCP by Tationalizing the

problems, by creating a better relationship between the party and the

g g
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People, by correcting the errors and Wesknesses of party members s and
by fostering a stronger sense of discipline and unity.

2. . The "Rightist” Issue. The full impact of Mao's speech was not

imediate. In wid-April, however, it became apparent that the ‘regime had
decided to use the speech as a basis for a major campaign, and at the
end of April the CCP launched g party rectification campaign, to be
Ygulded: ldeologically" by Mao's thesis on contradictions.l

This rectification campaién was described by the CCP directive
as primarily an internal Party matter with the objective of Improving
the party's "working style." However » the rectification technique
emphasized the value of criticism a8 a means of identifying ang solving
contradictions, and in early May the GCP held a serles of forums in
which non-Communists -- primarily irtellectuals -- were encouraged to
volce thelr frank views, These forums led the rectification movement
into the tangential and unplanned "anti-rightist" phase which
constituted 8 fundamental change in the movement » s.nd, it appea.rs s in

Chinese Communist 'thinking

[ T
'

A.Ll evidence suggests that Mao's speech -- 88 delivered not as

.

eventually published -~ was, for g Communist statement rems.rkably

liberalistic in both spec:!.fic content and general tenor. In pa.rticular

Jere T \

it stressed the necessity of further encouraging and expanding the

process of "blooming and. contending which Mao hsd advanced in 1956 for

Kedult - AR RSl
RN

the more l:Lm:Lted purpose of stizmlating scientﬁic a.nd intellectual
: S T LT ; o

31"- K alecussion of rect:tfica.tion s given 56 Se‘-"ﬂon on "‘:’a?by .
" “and'Goverrnment," page.10". .- _ -

?

7
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activity. Reports that Mao specifically guaranteed that there would be
no rét_ga.lia.tion against those who voiced their views are partiaelly
gubstantiated and appear logical in view of the surprising frankness with
vhich eriticism were soon expressed.

a:. Criticisms expressed. Long frustrated by enforced silence, and

apperently hoping that they could in fact influence the CCP, the
1ntellectuals voiced criticisms which, in total effect, challenged the
CCP's monopoly of leadership and some of its important policies. The
follg_wing criticisms, all published in the meinlend press, indicate the
vehemence and range of subjects:

Relations between the CCP and the people have deteriorated
because the party believes that it should control Yevery-
thing under heaven." The demarcation vetween the govern-
ment and the GCP should be clearer., The National People's
Congress has no opportunity to discuss matters intelligently.
A "political plenning council," with large non-CCP member-
gship and with broad authority, should be established. CCP
members adopt an arrogant attitude toward non-party persons.
Minor political parties are glighted. CCP committees in
educational institutions should be abolished. The CCP is
not qualified to " ead science." Newspapers should print
news; intellectusals should be permitted to establish their
own publications. A high-level body ghould be formed to
review the injustices which occurred in previous mass
campaigns. Former businessmen no longer need extensive
ideological remolding. The tempo of socialization should
be slowed down. China should not bear the full cost of
the Korean war, should obtain more lenient loan terms from
the Soviet Union, and should receive compensation for the
'eq;iipﬁznt which the Soviet Union removed from Manchuria in
1945-40.

b. Number of "pightists.” It 18 not clear how many people voiced

such: criticisms. The Chinese Communists claimed that of the intellectuals

and former ‘businessmen, only a small minority wes involved. However, 54

"pightists! were’ deprived of their- posfoioné':asvd.epu’ciesﬁwthe/ National
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People's Congress in January 1958, and an incomplete count shows that
about 500 persons have been sttacked in the press. Whatever the
nurber of persons who actively criticized the regime, the criticisms
represented the opinions of a still larger group of persons. CCP
spokeémen stated that the large majority of the intellectuals and
"hourgeoisie" have not yet accepted the "socialist road” and are "unwilling
to accept the leadership of the party and the proletariat.” The Chinese
Cormunists have atterpted to minimize the extent of opposition sentiment
emong the students, workers, and peasants, but officiel press reports
suggest that a sizeble wave of criticism of the regime swept through
the schools, and that dissatisfaction, not necessarily related to the
"pightist" issue, was widespread among the peasantry. Moreover, the
vehemence of the regime's counterattack -- a move which necessitated a
major change in both the procedure and the tenor of the rectification
campaign -- strongly suggests that the CCP was shocked by the prevalance
of these views and concerned by the probability that the views would

£ind a large receptive audience.

<

The persons charged as "rightists" ranged from some of the
country's most prominent non-Communists -- several government ministers,
university presidents, newspaper editors ~- to obscure individuals.

. Almost all areas of intellectual activity were affected; the CCP secretary

general, for example, listed "industrialists and businesswen, democratic
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parties,_,educational circles, journalistic and publication circles,

cultural.and srt circles, sclentific and technological circles, health

circles,—glga.ny personnel of state agencies, college gtudents, and 80

forth." In addition, "pightists” were found in the government, the

[
army, the party itgelf, the Communist Youth League, in legal fields,

and among the national minorities. Of the various groups, the ninor

"gepocratic parties,” especially the China Democratic League, were

charged with harboring the Jargest number Of npightists” in responsible

positionse.

c. "Rightists” accused of orgenizing. HOW much organization

or liaison there was smong these vpightists” is not clear. Two of the

leading nyightists" -- Chang Po-chun and Lo Lung-chi, government

pinisters and deputy chairmen of the China Democratic League -- were

accused of having formed & veonspiracy” with widespread contactse It
was said that the vpightists” had & "platform, orgenization, and plan.”

The Minister of Public gecurity stated that counterrevolutionaries 3

nynfluenced by the prantic rightists " established orgenizations,

carried out armed revolt, and engaged in propagands. activities. It 1s

probable that the CCP deliverately exaggerated the degree of organiza-

t geems doubtful thet most of the npiphtists” were

tion, and 1
organiiationally united. However, there was undoubtedly some 1liaison

within- cer,tainvgroups. -Some of the persons accused as "piphtists"”

e been seeking.an ;oppor’cuni’cy» to exercise an ameliorating

may bav
1nfluence onsome of: the harshexr communist policies for some yearsbe
After Mao,,§s,_«sp\eé,chr-promi_éing- g more "1iberal? phase in Communist policies,
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these persons probebly moved into action along the 1ines suggested by
the—“(iommunist charges, attempting to " 1ght fires" in non~Communist
jntellectusl circles throughout mainland China. However, their objectives
were _probably not as ambitious as the regime charged, since it is
improbsble that they expected to uswp leadership of the country.

—- 3. Counterattack against "pightists."” The regime launched

tts counterattack -- the "snti-rightist struggle” -- in early June.
Its techniqm; was to make charges against the "pightists” in general,
leaving to various other groups, such as the minor parties and
professional bodies, the task of identifying the individual culprits
and specifying the charges. % reviged version of Mao's Februaxry speech
was released, now including eriteria by which proper and improper
oriticism should be judged. The principal criteria were acceptance
of CCP leadership and support of socialism, and the broad accusations
leveled against the "rightists" were that they were challenging the
rigpt of the CCP to lead the country and were attempting to restore
the ‘:bourgeois economic and political system.”

- Many of the prominent nrightists" publicly recented; most
init;al confessions were rejected as superficial and unsatisfactory,
and the "anti-rightist struggle” continued with heightened intensity
andjaroadened ‘scope. The regime laid the groundwork for severe
punishment by using guch phrases .as "criminal activity,” "the enemy, "
an;l "the same category as counterrevolutionaries.” Of long-term

significance was the modification of Mao's discussion of contradictions,

to .emphasize that there will be recurrent struggles "between the enemy

SECRET
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and people" for some years, even though those who resolutely oppose
socialism sre small in number.

Some "rightists" were expelled from their positions in government
(including three ministers) and other orgenizations, in the CCP and ‘the
minor parties, and in the people's congresses at both nstional and
jower levels, but none has been arrested as of mid-January 1958. It
ig poszible that & few will eventually be charged with counterrevolutionary
activity, but apperently the CCP hopes to avoid a reversion to widespread
use of terror and physical punishment,

e. Ideological indoctrination stepped up. Perturbed by the

signs of a more widespread dislike of communism than previously estimated,
and. hoping to derive some more positive benefit from the "anti-rightist!
campaign, the CCP broadened its origingl plans and launched a nationwide
rectification movement. Of even broader scope, although somewhat ~
different in form,.was the massive "soclalist education” campaign
cond.u;:{:ed among workers and pessants with the stated purpose of heighten-
ing their belief in the superiority of socialism and inculcating &

proper- understanding of the relation between individual interests and

those of the state. For students, courses for ideoclogical indoctrination

have been heavily emphasized. Meanwhile, toward the end of the year the
CCP returned to its ‘original program of party rectification, and thus all
significant gz‘oups in the country were engaged in varylng degrees in

ideologlical indoctrination.

SECRET
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3. Party and Government. The rectification campaign produced most

of the significant developments concerning the party and government diuring
1957,

Rectification is a uiique CCP device of inducing, or if necessary
enforcing, party "purity;" its major objectives are to create conformity,
tighten discipline, correét failings, and reinvigorate the party. The
CCP directive emphasized that harsh techniques were to be avoided; the
process was to be one of persvasion and education. A central feature was
"criticism and self-criticism" as a method of identifying and correcting
"contradictions" or errors in party work,

It is natural that in the context of the rectification campaign,
the more significant party and governmental developments during this period
would highlight problems and weaknesses. However, there was little reason
to believe that the party faced a critical internal crisis. The basic
elements of its strength remained: a determined leadership,. a large
membership organized to act as an instrument of control and policy imple-
ment%ﬁion, and an intention and ability to enforce a high degree of
discipline and conformity.

- a. Policy disagreements. At the beginning of 1957 it was

appaf?nt that some doctrinaire elements in the CCP Weré~questioning the
"blooming aﬁd contending" policy which lMao had advanced in 1956, His
strong reaffirmation of this policy in-his February speech was undoubtedly
inteﬁged to silence these doubts, but there are indicationg that Mao's

t'contradictions® formula was in turn opposed by many party members,

probably including some in the Politburo. Mao seems %o have originated

Fas .
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the nev approach, rather than merely using his authority to settle a
debate , and it is not known how many party leaders genuinely favored

Mao's formulations. It is possible that Liu Shao~-chi and P'eng Chen

argued against the policys; urightists" vere accused of making such .allega-

ticns, and Liu took 1ittle publicized part in the initial phase of the
movement. However, the subsequent modification of Mao's original policy,
marked by the counterattack against the regime's critics, presumadly
provided considerable justificabion, to those who had questioned the policy,
and it is doubtful that either those who supported Mao or those who dis-
agreed with him have fallen into disfavor. Nevertheless, the debate may
have at least temporarily sharpened divergent viewpoints within the party,
and Mao's prestige as the infallible leader may have suffered slightly.
This probable disagreement among the leaders was reflected at lower

party levels. OSome members were labelled urightist" for expressing views

i comparable to those of the non-party critics, while othérs, fewer in
number, were called nleftist" for questioning the fundamental concepts of
the "contradictions" "doctrine and the rectification movement.

b. Rapid expansion of membership'. In September 1957, the CCP

claimed a membership of 12.7 million. Of these, 8.2 million had joined
‘the party after it achieved control of the country in 1949, of which

about two million were recruited since June 1956, During the rectifi-

cation campaign, the 'CCE; sté’ﬁegl that many of the new membcrs came from
a non-proletarian bgclgground, were.insufficiently grounded in communist
- theory,, lacked ’revolut:ipn_lary ‘exp_erier%_ce and fervor, and _had been "steeled

through labors" | .. i .

D ' . r
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c. Other party weaknesses. Explicit in the rectification

campaign and in many party statements was a concern that party members

did not have the proper close contact with the people. Thus one of the
main objectives of the campaign was to combat tne admitted growth of’
bureaucratism, vhich was stated to have led to the use of undesirable
methods of administrative control or oppression in dealing with the people.
The campaign was also intended to overcome sectarian tendencies (described
as adopting a narrow, compartmentalized approach to questions) and sub-
jectivism (a catch-all deviation arising from a failure to understand the
reality of any situation). In addition, party members with an intellectual
background were told to overcome vestiges of bourgeois thought and tenden-
cies towards liberalism and individualism. Occasionally alluded to during
the rectification campaign, and even more evident in early 1957, were the
doubts and confusion which were aroused by the Polish and Hungarian affairs
and not fully allayed by the party's official explanations.

d. Possible party purge. Although the policy of reeducating

errant members was constantly stressed, and althougzh the CCP will want to

avoid a Stalin-type purge, at the beginning of 1958 there was increasing
evidence that a significant number of party members might be expelled.

A number of provincial party officials, including the governor of Chekiang
and a number of deputies to the National People!s Congress, were dismissed
from the party for "rightist" activities; more party members, including
officials of the judicial organs and the party's newspapers, have been
attacked as Wrightists." In a review of the rectification campaign at a

Central Committee meeting in September 1957, the party's secretary general
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stated, in reference to members who onposed the party on certain policy
. problems and adop‘.oed a "vacilla’o:mc‘ pol:\.t:.cal stand," that’ "rlgh'blst.s"
W:Lthln the party "must be treated w:.th severity," (apparently meaning -
) expuls:.on) So far no persons oi‘ Central Commlttee level have been charged
with rightism, although one member was dropped for derellctlon of dutye

The rec’cli‘lcatlon campa:.gn 1tself, as distinct from‘thé “anti- -

) rlgh‘bn.st struggle," had led 2 few 1f any expuls:Lons R but" it is possible

that the leaders will use this opnortunlty for weeding out members of

. 7

dubious rellablhty or ablll'ty.

The delay in convening the second sess1on of the 8th Party Congress »
prev:t.ously scheduled for December , may be due to an 1n’cérrt10n to utlllze
the Congress to summarize and terminate the "purge™ aspect of the rectifi-

catlon campalgn.

'
e

e, Shift of cadres. An important change in the cadre assignments

occurred during the perlod, again largely as a result of the rectification
campaign. By the begmnlng of 1958 about a mlll:.on cadres , perhaps half
of whom were party members, had been transferred to lower" levels R partlc-
ularly to rural areas; 1a.rge numbers were ass:.gned to agmcul-tural cooper=
at:.ves. This ma:jor program seemed to “have a number of ob3ec171ves. retrench-
ment of non—productlve personnel in party s government and’ indus-tr:Lal organs;
eductlon of bureaucra'blc tendenc:.es ;\; ’ohese organs; strengt,hening of tne

) . party ne‘owork in the cruc:Lal acrrlculturel fleld, mculcafl‘iﬁ'g:-‘?uembers with

an appreclatlon of manual 1abor 3 and punlshment of errant members. The

numerous exhortat.lons to uhese cadres suggested that many dlsllked 'bhe

shlft but the prof'ram still contmues vnth “the prospect that many more

~
[P

‘ Y ’
[

‘ cadres would soon be afiected. e

SECRET

Declassifi - iti
ified in Part - Sanitized Copy Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4



assified in Part - Sanitized Copy Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4

ST e

-11,..

f. Parochialism. The problem of antagomsm between cadres of

Wy T T
local origin and those sent in from other par‘os of the country -- 2 problem

_Lla M .
seldom mentioned in the past -- received consn.derable attentlon tOWards

the end of 1957. The pwoblem was more acute in certain areas, notably
Kwangtung, vhere it was described as a serious obs’cacle to the party's
programs. Reports mdlcated that resentmen‘b was dlrected particularly

4

against the pollcy of ass:v.gnlng"non-local cadres to the hlgher cadre JObS

Still the CCP indicated no mtentlon of changlng its as:ngnment pollcles,
instead, it called on cadres to demonstrate a more cooperatn.ve spirit and :
to em.phasize their common devotion ’co comnunlsm. ‘
ge Rural cadres. The problem cf ensurlng efflclency of action

and cr%hodozv of thought among rural cadres.«:.s not a new one. Chinese
Communist statements during 1957 reflected the CCP's ccntinuin.g uconoern,
whlch was probably he:.gh'bened by its more rea_'L'Ls’olo apprec1atlon of the
dlfflcultles of obta:.m.ng peasant S'lIDuOI"b and of runmng the collectlves
smoothly.' Some cadres were sald to have 1dent1f1ed themselves more closely
nith the peasants' interests than W:Lth the sta’oe’s demands cn the questlon
of gra:.n collectlon. In more general terms, they were crltlclzed gor‘ )
hav:mg “bourgeo:.s" tendencles and for hav:.ng falled to realize ’ohat the A
class struggle s partlcularly on , the pollt.lcal and :Ldeologlcal level, ’
-stlll continues in the countr'ysade. To correct these weaknesses 3 the

’r;y stated ‘bhat the "socn.allst educa'blorﬂ‘ movemen’o was dlrected at the’
cadres as Well as the peasants. The large-scale transfer of cadres to

- e - % .,] Y . \-."“

“the rural areas undoubtedly had as one ob;)ectlve the expansmn of the

“o.
e

- rural cadre system and, by 1ncreas1ng the number of cadres of urban orlgln.

L R LITLVI
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the counteracting of,undesirable jgengienciegr_gx_gggg_the“ rural cadres.

. - Sirers e

-. he Decentralization. _,.Peikping'g ;ba}te apparatus iga‘s‘,}_,)_gen character-
ized by a high degree of centralization in planning gnq_dgq;sigg:n}g%dng
and by a related trenq toward tk}e growbl:l‘ of a large, ‘top-heavy Jbureaucracy.
As a result, local initiative has often been _pa_rjalyz_ed, 'and local ,o@‘i‘icials
have geen smothgred under an avalanche of directives from central and
provincial governmentse

_ .Chinese Communist leaders have ghot{n inp;'e:as%ng awareness of ’g,hq
need' for streamlining ;oheir swollen bureaucracy an_;d":promoltin'g a greater
measure of local initiative. The problem of readjusting central—loga;
relationships was one of the major tgpics discussed during the 8th Party
Congress held in September 1956, In November 1957, after almost a year
of preparation, the central govermnent issued a serie§ of new _rjegula’oions
providing for a gradual, limited and still ’experimental decentralization
of some industrial, cormercial, and fiscal oqnt,rols_..l. This decentral-
ization process may facilitate the concomitant efforts by the regMe to
streamline its burea\uc;gt}c appa:t‘atus: .an,d_l':'etrench excessive admini,&;trg:bi,ve

-

personnel.

. i - . D

Although this move was similar in spirit to the Soviet economic .

_reorganization measures, it differs considerably 'in scépe and details ~
The Soviet measures-may. nave influenced the CCP's thinking, but the

ST e e At

. ‘GCP did-not ‘copy thé Soviev-petternsy ™™ ' °

e
LARNAL
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4, Dissidence and Resistance. 'Tﬁe Chinese Comnnniét régime has been

confronted with an increasing volume'of populaf‘dissidenéé and discontent
aniong several seetors of the population, including the peasantry, students
and intellectuals, and certain ethnic minority groups. This rising level
of popular unrest appears to reflect a disillusionment arising from unful-
filled nromises; as well as the stresses and strains involved in the regime 8
accelevatod progran of collectivization and industrialization. Continued
efforts by the regime to irmpose stringent political and’ social controls
and to modify deeply ingrained social custons have also been contributing
factors. -

Popnlar unrest on the China ﬁainland has not been translated into
well-organized ano active-resistance capable of threatening the stebility

of the regime. Active resistance activities have been localized, sporadic,

and confined to small groupo lacking effective 1eadersnip and organization.

For the nost part, popular dissidence has been expressed in passive
resistance, apathetic resignation, or refusal to accept the doctrines
disseminated by the regime. Nevertheless, dissidence constitutes an
irportant obstacle to the successful implenentation of the regime's
political, economic, and social programs.

2. “Counterrevolutionary" moves. From the middle of 1955 to

the fall of 1957, the regine carried out another nationwide drive agalnst
"counterrevolutionaries couparable in scoPe and intensity to an earlier

drive la unched in 1951, - During this movenent, over lOO 000 "counter~

revolutionaries " were reportedly diqgoyered within “the party, governnent,
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mass orgamzatlons s and state enterprises. About 5,000 of these were
unccvered within 'bhe CCP :x.tse]_f and’ 3,000 in the Gommun:.st Youth Teague.
Accordlng to offlclal reports some of these had “reached the innermost
organs and had usurped :xmportant i‘unct:.ons of the pa.rty and the state."
Tn addition, more than 3, OOO “react:.onary c]:.ques“ were.' b'r:ok“en up, and
“varic;;; sohemes within the:government smasheds"
The part of 'bhe comterrevolu’m.onary campaign aimed at the general
ﬁopulation resulted in many arrests and reportedly in ‘the surrender of
some 370 000 "counterrevoluta.onarles" and criminals. Most of the specific
cases of “coun'berrevolutlonary" activity reported in the Communist press
during 1957 have involved small-scale and localized instances of alleged
sabot;ge, espionage, or assasslna.t:\.on of Communlst officials, There have
been no reports of .la.rge-scalé armed uprisings comparable to the Tibetan
revolt of 1956 o '
While continuing the:.r usua.l efforts to suppress coﬁnterrevolu-
’c:.onar:.es , the Chinese Communls’os attempted to devise more subtle
methods of detec‘b:.ng and nnm.mlzmn popular dissidence == the “con‘cra-

dictions" and "rectlﬁcat:l.on“ movements mentioned above. However, the

i tenéity and volume of the-cri‘bicism revealed a res:Ldue of popular

resentment and discontent w'hich apparently alarmed the CCP leaders and

omp‘bed them to revert to more str:;.ngent control measurés.

b', D:Lsaffectlon of n.ntellectuals. One sn.gm.i‘:.cant fact emergmg

i’rom—the “rect:.i‘lcat:.on" campaa.gn a.nd drlve aga:.nst “r:.ghtlsts“ is the

exten’c. of resmual mtellectual antagom.sm ko the regime. Communist
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leaders have been forced to admit that the ma.gor:.ty of :.ntellectuals
rema:l.n "corrupted by bour'reo:.s“ 1deas and that &t will take a.nother

ten years or more to reform them thoroughly Current trends _toward a
reimposition of party controls over cultural hfe will probably mtens:.fy
e:ci.sting discontent among the intellectuals.

.. The Chinese sbudent group, ’c.rad:.t:.onally volatile and pollt:.cally
art.oulate, has also shown signs of increasing d_sai‘fectn.on and unrest.
JDuring _1956 and .ea.'rly’11957,, student riots and d‘emonstra’o:.ons against
the r:ggimga were r_e;:pqrted at several schools and un_ivgfgi‘bies » ¥ith some
Youth League mergp}ers participating. Sugh activity may have been inspired
in _par;:- by tpe éim'i?ac;t'of‘ the Hungazjian‘r"evo];t on Chiﬁese students 5 probably
to an even greater extent it reflected growing student dissatisfaction
with stringent Cormunist controls over the schools ,. restricted opportunities
for .hig_l}ezj gcluga’c-iop, and lack gf.adequgte job oppor'btllnj‘._’p;f.es.’

Pea rmt dizcontent. During 1957 the regime encountered con-

-

sj.derabi!.,e igsidence and discontent from the _peasants, comprising 85 per-
cent of the population. Resentment against the colZ_Lect-lves flared up

at the.-,beginning of 1957, and there were numerous spontaneous and un-

autbor:.zed *\aavant‘_wit-hd:n‘:_a.wal.s,, leading to the disintegration of some
co]_lec_tive.:-t > Mgsej},_pei:e ‘rest‘.pred by. ar;ministz:ative a&c:b:i:on," but reports

“of "eivil distwbances™ and coanterrevolvﬁonary act:.mty- by "r:Lch

L Rt er ) B A3 S A, da YA -

pea.,aLan'l and ex«landmrds B suggest *bhe use of foz'ce :m a number of

.oy

areags A he Cormnmust .Leaders cla:.m that only a small proport:.on of the

peasant_s are actively hostile to the collectives, but adm::.t that many

-

SECRET

Declassified in Part - Sanitized Copy Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4



Declassified in Part - Sanitized Cop

y Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4

are “waver:.ng“ and not conv1nced of the collecta.ves' advantages, while
PRI I<1"1Y
e e e

the la.rge magor:Lty have spec:.f:.c grlevances such as food shortages, mal-
funcglonmg_ of the collectlves s and blunders in the farm development ’
| program. ‘:‘I;n add:.tion, there was-a dec].me in the effectd.veness ‘oi‘ ;u:;al
' ‘ ’cadres‘, ;Jhose morale has droppec sharply e:nd v}ho m' many' cases ter:ded to

sympathlze w:.th ra.ther than oppose, the "capn.tallst:.c“ views of the

peasants, - o ’
ds leetan resn.suance. The Chlnese Communlsts s ke previous

[

rulers of Chma, have encountered’ spec:.al'" d:.ff:.cultles in dea]:mg with

the va.rlous ethm.c m:Lnor:Lty groups who now compose about six percent

of the populamon.- The Comum.sts have tr::.ed to placate these groups

-~
3

by promlsn.ng them a measure of cultural and pohtn.cal autonomv and by
.
occas:Lonally delaylng socn.e.l and econami.c cha.nges in nn_nomty' areas.
1
At the same tme, however s the Connmm::.sts have cont:mued their efforts

+

to integrate ma_nority areas 1nto a centra.l:.zed pattern of admm:.strat:x.ve

4~ IR S
. .,1,

controls.

To date, the Gomrrmmsts have encountered the greatest neasure of

act:.ve res:.stance in T:.bet and in the Tibetan areas of Szechua.n The
well-entrenched Buddmst church in hbetrnconnnandlng broad popular sup-
"":f!port: has been a ser:.ous obstacle to Coxmnum.st efforts to carry out
| soc:n.al and pob.t:.oal chanfvel '.1 ’fhe ’b.betans have apparently resented CCP
efforts to 1nterfere vnth\tra:d:.t':ronal rehg:.ous customs and to :Lndoc-

ot

trmate 'hbetan youth. Fcllow:.nv thé outbre;k of armed upm.s:.ngs in

eastern Tibet in 1956, the Coxmnunlsts were forced %o revise the:Lr time-

"‘u

table for TJ.bet and announced that pro;;ected soc:Lal and econom:.c reforms

o v 2 ,., R
A T
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would be pos'bponed i‘or eix years. As a consequence, many Chinese cadres

were 'mthdrawn and ~bhe size and functn.ons of the Preparatory Committee

~ I
L et s P A

i‘or the Autonomou_e gegion were reduced. However ’ Chinese troops remained
' in '.H.bet and Peiping did not abandon its obgectn.ve :.n :Lntegrat:.ng ﬁbet
more completely in’c.o the pat‘bern establ:.shed for the rest of the countx'y.
Towarde this end, recru:Ltment for ’c.he CCP and the Commm:x.st Youth League

cont;Lnued and other Tibetan cadres were bemg tra:.ned.

e, Diff:.cultles in other nn.nor:.'by areas. During the latter part

<

of 1957 there were increasing 1nd1cat10ns that the Comxmm:.sﬁs were en-
coun‘ber:mg difficultles in other m:.nority areas. During November and
December ;s party a.nd government conferences were called in several cf

the "autonomous“ areas :i.nhabited by m:x.nority peoples s n.nclud:.ng the
Chuang areas of Kwangs:., phe Iﬁao and T'ung areas of K‘WGJ.ChOW, and

_the Il:. region of Sink:r.ang. The dom:.nant theme at these conferences was
*bhe growing danger of “local nata.onalism" among ethn:.c minority groups,
,which was reported]y being expressed in reelebance to’ Commnnlet SOClal
reforms and in agltatlon for more real mdependence. Th:.s stress on
_~the dangers of "local nationa]ism“ marked a shift from the earher CCP
"line," which etressed the need to gua.rd against "greater Han chammsm.
. Tlri.s earl.':.er emphasms may :m fact have encouraged the nnnority peoples to

demand more a.u'bonomy than the CCP would tolerate.

P

- Sinld.ang, inhabited l,argely by Uighurs or Turlcl peoples, appears
. to be an area of particular concern. At a parjl;y coni‘erence called in

Dece;mbez; 1'3’9»5-7 » ‘the local CCP leader, Saifuddin, revealed that local
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minority groups had been agitating for the withdrawal of Han Chinese
cadres and had been resisting Communist efforts to promote the study

of Chinesé. In Inner Mongolia; thé Gommmunist Press’ reported. that

f P - . L i R
Urightist" elements-among-minority groups were trying to promote a

n"gecessionist! movement.

o Despi te indications of mom;r(‘;ing discontent mnong ethnic minority
gro;.zps, Peiping has not abandoned it$ policy of granting nominal
"autonomy® to minority groups while at the same time tightening its
administrative controls over them. The regime ~announced plans to es=-
tablish two new larger "autonomous regions" having an administrative
status equivalent to provinces. One oi“ these, the Kwangsi Chuang
Autonomous Region,' will include more than six million Chuang peoples,
the largest single ethnic group on the Chinese mainland. The other,
the Ninghsia- Hui Autonomous Region, established in the northeastern
lﬁar*b ’oi;‘Kansu province, will have a population of about 1.6 million,
one third of widch mll cons:Lst of Hui -~ a loosely defined group Who
are largely Musl:un in rel:.glon, although Chlnese in speech, In both

of these new "autonomous areas" the ethn:.c mlnorltles will be outmmbered

hy ' s.uu

by Han Gh:.nese ’ thus .t‘ac:x.l:.tat:.ng a further tfgh’oem.ng of Chinese control.
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5. -Bdueation and Trained Personnel. -During 1957, Communist Ching

continued to emphasize the role of education and technical training in
realizing the long-run objective of developing an industrialized economy.

Altbough the_reduoed rate of industrial growth . resulted in a slight
decrease in the total 1957 national budget when compared ;zz:.th tt}'e previous
year, th.e portion allocated for education expenditures increased in both
absolute and percentage terms from agproxhnately 8.8 percent in 1?56‘ to
10.2 perqengzdnhl957.

Peipir;g}(g general review of its programs wWas reflected in its.
reassessmen?z_ of educational capablln.tles. \ This resulted in a sharp
reducjs_;}on in new_:,gdmissions , particularly in unlvers:Lt:Les and colleges,
alt,hough total enrollment continued to grow. Moreover, evidence .of .
student unrest and the political unreliability of leading intelleotne}s
revealed durlng the rectlflcatlon ca.mpalgn caused the initiation ‘of
measures designed to reestabllsh student d1801p11ne and doctrlnal orthodoxy

well as relnforce the dom:manance of CCP influence in, educa‘blonal c:chles.

a. School_enrollment 1957~ 1958. The Chinese Communlsts state

P T

that about 65 million children were attending primary schools in 1957-58,

representing about 80 percent of the total number of primary school~-age
children and an approximate 5 percent increase over those enrolled the
previous years Available data suggest that total enrollment in middle
schools in 1957-58 was about 5,100,000, a drop of several hundred thousand
from the 1956-57 school years With respect to secondary vocational training,
total enrollment in 1957-58 was about the same number (530,000) as in the

previous year; bowever, unlike 1956-57, more attended the secondary normal
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schools than the technical schobls. ' Present university and college

enroliment is said to be LL3,000 as compared 40" the 1956-57 enrollment of

. "L,00;000. Though this represents an increase of 12,); percent, the number

of newly enrolled students dropped substantially from 1805000 in 1956

‘to 107,000 in 1957.

_  b. Educational problems. Peiping stated in early 1957 that fewer

primary and middle school graduates would be perﬁitted tolédvahce to
higher schools, and called for those studerits unable to ‘advance to turn

to0 manual labor, particularly in rural areas, owing to the limited rise in
urbafi employment in 1957. The government recognized tbat in some specialized
fields at tbe university ‘level, incorfect pedagogical méthods, éggrévated
by poorly qualified teachers and inadequate equipment, resulted in poorly
quaiified graduates, Consequently, courses of training were increased
from four to five years. ' Furthermgfe, the‘reéimé annouﬁﬁéd that limited
financial and material resources made it impossible to provide adequate
school building facilities for the increased nurber of'stuaents who

wanted to ‘enter middle schools and higher educational institutions. In
additibn to these admissions of inadequacy, Peiping also found it |
necessary to reempbasize that university and college‘gréduates would have
to agree to work assignments'méde‘b& the State. ‘

Ce Strengtﬁened controls over studénts. "The émergence of these

educational problems céinéiaedfwith'éddiﬁioﬁal probiems’arising from the
‘-~ R R0 SRR T A P s
- pectification campaign: -Some of-the articulate critics of the regime
Bl in e Fecme wosa afien oL -
provéd to be-university professorsﬁ‘apd $chools were'ohé center of the

resulting controversy.
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Wall posters and unauthorized.pub;icat;ons.Qn.ppivgrsity and college
canpuses criticized such policies as.work assignment and- excessive study: .
loads. These developmgnts evoked sharp.disciplinary measures by the state.
Leaders and some school officials:implicated in a middle school riot in
ijuhan were executed. In July, Peipingypublished regulations requiring all
university and college students to prepare anew -complete biographies as a
means of evaluating their political reliability. Furtbher political control
measures{stipulated that if a graduate adamantly refused the work assign-
ment given, the State would not provide alternative employment and he
would be placed under security surveillance. Students suspected of M"anti-
socialist" leanings would be allowed to graduate, but would be placed on
probation for one to three. years and would receive no salary other than a
living allowance.. Although tbe number of graduates affected; by these
administrative measuxres will probably be limited, they do serve as sharp
reminders to the rest that the regime intends to exercise strict control.
One of the principal criticisms made by tbe npightists" was directed
at the CCP committees attached to higher qducational institutions. It
called for the abolitiop.pf these committees.on the grounds that the CCP
members .on these commiptees were incéﬁ?étept and that they subordinated

intellectual inquiry to political ?equirements.AiThe regime reacted by

strengtﬁening its controls in the‘schools. Recethwholesale transfers of

government offlclals to local admlnlstratlve posts=throughoutqthg,country “
included the a$s1gn@ent of large numbers of. political, officials to executive

positions in many colleges and universities. In addition, Peiping decreed

= ) " SECRET
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~"if 1ate 1957 that’ courses ‘on "socialist educatlon" .ifor ‘\inlversztty and
college'facultles and student.s would "be etreseed as an integral part oi; '
the ‘curriéulum this acadeinic’ year. " These developments have increased the
reéd.fne’s preoccupa’oion “with the class baekground of ’che students.' Pelplng
asserts that by now two-thirds of the middle school students are of
worKer-peasant background, but that’ atblgher Jevels the proportion is much
1owen;' ‘Associating class background m.th pollta.cal reliability, tBe reglme

F

has’ decreed that' etudents with worker-peasant backgrounds be favored for

4 .

_admisSion t6 higher schicolse

SR - “Basic program anchangeds Despite‘theee poiit:ioai developmenfs

in Chinese Communist education, "there has been no fundamental change in
Pelpn.ng‘s program ‘to éreate a larger reservo:Lr of technicall‘y‘ tralned

individualss “Of ¥he 107,000 newly enrolled unlversity and college students

. “
tant, Al.

in"fHe 11957 academic y’eaf', almost 35 percent will major in eng:meerlng

LU A T

courdes afidiabout 35 percént are scbeduled for normal school attendance.

“Anothér-15 percen‘b are dlstrlbuted evenly between med:Lclne and 501ence ’

whlle “the 15 percen’o rema:ming will study agrlculture, econom:.os s law, '

‘gnd “the ‘fine arts. Thbese flgures reflect oontlmn.ng heavy emphas:.s on

'te'chnic'al ‘nd teéacber training. '

" Under the provis:Lons of the Fi've;fear Plarf,; ‘froxn .l9§3 ‘l’;o '19‘57‘,.“

10, 100 students were {to be sent abroad, with 9,h00 of these go:.ng to the

Sov-iet Union and the remaining 700 to East European satellites and other

coun%ries. In ‘addition, 6, 200 workérs, techm.cn.ans ’ and faotory admims~

s,

tratore viere scheduled to recéive’ “trai) n1ng in the USSR dur:.ng ’chls penod.

e eser g e e L o wean S !.‘-“';‘ - -'.-.:‘.:,1._. P O T4
o . . v - A N el - AR
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These quotas have probably been largely fulfilled, but, many of the students
bhave admi*bt_t_adly been inadequately prepared for. their courses. Recent .
decisions have included a greater empha's?‘.s on the sending of graduate
students because undergradvates have shown themselves unable to benefit
fully from their study abroad.

Commnist China continued its campaign during 1957 to lure pro-
fessionall;y: trained overseas Chinese through attractive job offers and
the appgaa]:s of dependents and ;felati_.ves. Very few of this caliber have
actually returned, although the recent effort§,_of Chinese Communist
diplomgtic—representatives to contact the two thnese-American Nobel prize

winners is an example of their persistence in this directions ... -

—

6. Socialization., While primarily concerned with rationalizing and

consolidating the newly socialist organization,. *l?be regime continued its

drive to complete the socializai:aion of the economy during 1957« At the

end of 1956, 96 percent of peasant housebolds had been organized, with

88 percen’c; in collectives and 8 percent. in "lower level" c\oopera’c.ives. By

the end of‘ 1957, individual peasant house;hpl:ds, bhad been r,eduéed to 3 percent,™,
and most of these with the excgp’oion of. 'I{i_‘b@:et and.other uexempt_ed areas bhad

been placed under the * guidance" of the nearest .collective. Virtuyally all

"lower level" cooperétives_ bad been raised to full collectives. , Although a

considerable numbexr of col}qcﬁjqes ’repor'gec_i:_ky were ‘!d:‘l_._s‘solved" in early
1957, this apparently z;,‘t;pres_e,ntqd“ s’pc;:ntg;}n;;ou‘sl action by.angry peasants

and vas_tolerated only unbil rural cadr forces cquldbe. gbrengthencds. .
»Thle %Qﬂi%gigle o._ﬂ\ '),'vq}»un‘_.ta.ri,ne‘s;s"; was m:a}il;ldig_a_;ig‘eg in theory, but in practice it

became virtually impossible for the peasant to escape collective controle —~ ~—*

e TR
L
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a. Adjustment to ﬁfoblems. Dufing 1957 the regime showed concern

over the inefficient operaticn of the collectiveé; the rise in peasant
.diécontént, and the decline in the morale of rural cadres. The trend
05-1955-56 toward ever larger collectives was reversed. The ideal size
was placed at about 100 households, half the l9§6lsize, preferably to
contain only one natural villégé, in order to simplify‘management and to
reduce bostility within the collective between éntagonisiic groups. Cadres
were directed to participate in manual labor in a concerted effort to
reduce administrative overbead, In fﬁéir analysié of peasant diséontent,
the regime noted that 15 percent of the housebolds bad been discriminated
againéf in collective 6berétion - tEOSe with many dependents and those
with high or special skillg -- and were strongly opposed‘fo collectives.
These were largely the better farmers and the community 1eaders; Although
the regime'claimed that‘70 ﬁercént of the households were "basically
staunch supporters" of the cdlléctiveléystem, even these hadfgriévancés
and were Ywavering," with an additional 60 to 80 pprceﬁt of peasani
housebolds‘complaining of'food shortages. )

In mid-1957 the regimé launcbed & caﬁpaign of "socialist education"
employing standard technidués of ihdoctrination and intimidation to oppose
“capitalist" tendencies in the collectives. Succeeding‘the landlords and
rich peasants, the upper-middle peasants are now to be M“struggled" against,

although the regime, worried over the further narrowing of its base of

support, is counselling caution, non-violence, and an attempt to establish

Tunity" with this group. At the same time, a program to send hundreds of
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thousands of urban cadres to the cOuntry51de was, 1naugurated, 1n large

[T w——

part to provide the collectlves with more able a.nd resolute leadership..

The morale of the rural cadres was said to be sliding and in some instances

they sided with the peasants against the. government.

b, Urban socialization. The regime apparently anouﬁ'bered lesser

problems in its urban socialization program. The "blooming and cori*l;epc}ing"

periodbr_jevealed dissatisfaction among the former bourgeoisie, but the
economic power of this class dqes not approacb that of the peasantry and
:'L_ts dissidence was not a major problem. Tl?e chief flaw in the urban
socialist system that became apparent during the year was the prevalence of
small "ﬁhderground“ enterprises that had either been bypassed in the 1955-56
s‘gqlala.zat:.on drive or had sprung up subsequently to supply goods and
services Jt:ha’o tbe socialist enterprises could not adequately supply.

During the fall of 1957 the regime. began cautiously to move against some of

these e;f,erprises s recognizing tba’c‘ many”of them perfaormed essential

serv1ces w1th relatlve efflclency even if they v:Lolated the principles of
socialism. Consequently the reglme 1ssued regulatlons attemptlng to
control some of these enterprises, while moving against otbers by. a com-

bination of ideological indoctrination, .administrative controls, and
. N PRI RO s L . ] ’.':?. L .

business measures.
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a. Adjustment to érébiéhé. During 1957 the regime showed concern

IS

ové% the inefficiéhﬁ'operaﬁion of the colied%ivé%,'fhe rise indbeasant
discontent, and the decline in the morale of rural cadres. The trend
of 1955-56 toward ever larger collectives was reversed. The ideal size
was placed at about 100 bouseholds, balf the 1956 size, preferably to
contaiﬁ'only one natural village, in order to simplify ﬁénagement and to
reduce bostility within the collective between antagonistic groups. Cadres
were directed to participate in manual labor in a concerted effort to
reduce administrative overbead. In their analysis of peasant disbontent,
tbé regime noted that 15 percent of the housebolds had been discriminated
égainst in collective operation -- those with mahy depgﬁdéﬁﬁé and thése
with high or special skills -- and were strongly oppoééd to collectivés.
These were largely the better farmers and the commuhity leaders., Although
the regime claimed thaﬁ 70 percent of the households we§eA“basica11y
staunch supporters" of the collective system, eveh'tﬁese"héé grievances
‘and were "wavering," with an additional 60 to 80 percent of peasant
households complaining of food shortéges. s

In midr1957~£ﬁé regime launched a céhééign of "Socialist education"
emplojing standard techniques of indoctrination and intimidation to oppose
feapitalist! tendencies in the collectives. Succeeding ‘the landlords and
rich peasants, the upper-middle peasants are now to be "struggled" against,
although the regime, worried over the further narrowing of its base of
suppof;, is counselling caution, non-violence, and an atﬁempt to establish

"unity" with this group. At the same time, a program to send hundreds of
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thousands of urban cadres to the country51de was 1naugurated, 1n large
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part to provide the collectlves with more able and resolute leadership.
The morale of tbe rural cadres was said to be sliding and in some instances

they sided witb the peasants against the government.

[

b. Urban socialization. The regime apparently encountered lesser

problems in_its”urban socialization program. The "blooming and contending"
period revealed dissatisfaction among the former bourgeoisie, but the
econqgic power othhis class does not approach that of the peasantry and .
its diésidence was not a major problem._,The chief flaw in the urban
soclallst system that became apparent during the year was the prevalence of
small "undergropnd" enterprises tbat had either been bypassed in the 1955-~56
sopia}iza@ionﬁdrive or had sprung up_subsequently to supply goods and
servicés that the soqialist enterprises could not adequately supply.

During the fall of 1957 the regime began cautiously to move ggainst some of
thesewénterprisgs, fecqgnizigg that many of them performed essential
services with relative efficiency even if they violated the principles of |
socialism. Consequently the regime issued regulations attempting to
control some of these enterprises, while moving agaihst otbers by a com-
bination of ideological ipdoctginapion, admipisyrative controls, and

business measuress.,
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S, éeneral. Economic policy in 1957 was ained at restoring stability
and balance to the economy after the over-exertlons of 1956, while attempt-
1ng to maintain much of the momentum of the 1956 program, The regime had
made substant1al achlevements in 1956, 1ncrea31ng 1ndustr1a1 output by 31
percent and state capital construction by 62 percent, collect1v1z1ng agri-
culture, and mobilizing the peasants on a grand scale for land improve=
ments and the introduction of new,Emore intensive ceopping practicess But

by- the end of the year an unbalanced budget and liberal credit policies

had developed strong inflationary pressures, and unbalanced production

with attendant goods shortages was affecting industrial output and con-
struction and tying up resources in inventories. The urban population,

up 7;6 percent was growing restive over shortages of housing and other

ce

facilities, foodstuffs, and other commodities. Rural resentment had
flared up and hardened against the reglme's program, as the peasants
chafed under the new collective 1nst1tut10ns, became embittered over )
apparent inequities and 1neff1c1enc1es of their operatlon, and became

sceptlcal and d1s111us1oned as many of the technlcal 1nnovat10ns turned

out to be "failures.

A pollcy of "readgustment" in 1957 was therefore 1nd1cated, and

the year opened on a note of uncertalnty as the reglme sought to determine

DR RN

the extent of necessary concessions and compromises. The budget called

for a 2.3 percent increase in' revenues and a 5.7 percent cut in expendl-
Ty v N rn - ,,1 " -
tures, 1nclud1ng a 20 percent reductlon in capital constructlon, in order

¥ - f rvn

to-achleve a flscal surplus. At the same time, the rise in the annual

- - N
- NS
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Declassified in Part - Sanitized Copy Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4



Declassified in Part - Sanitized Copy Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4

SECRET

P It
A

- . 30 o

wage bill as a result of the wage increases and expans:Lon in the labor force

A "5").¢

-~

during 1956 was lim:Lted by resclnd:\.ng some of the wage 1ncreases and pro-

v1d1ng i‘or a small reductlon .1n the labor force by the end of the year. )

‘I‘he extens:.on of credlt to the newly formed collect:.ves and cooperatlves

"‘."i'.

A a

was cut back sharply, and efi‘orts vere, made to promote urban and rural

t. e

savmgs depos:.ts. Commod:.tles in short supply, such as grain, textlles ’

. i ‘0

and coal, were conserved by more strlngent rat:.om.ng and d::.str:Lbutn.on

-

controls., By m:Ld-year these measures had eased 1nf1at10nary straln and

hreduced severe shortages. ‘

By the end of the year the regme appeared more conndent..l Reve~
mues had exceeded the budget estmates by h hS percent prondlné a
su‘ostant:.al increase 1n the f:.scal surplus, whlle economles :Ln other

sectors had permltted the restoratlon of nearly half the cut in capital
“ :

constructlon.‘ Industr:.al shortages had been relieved, vn.th a bu11d-up

e AP

in stocks and a substantlal expansmn in the productlon oi‘ basrc materi-

als, and a consv.derable amount of new 1ndustr:|.a1 capac:Lty had been

gy v S

brought into operatlon durlng the year. The harvest, desplte serlous

floods and droughts ’ had 1mproved over the prev:.ous year, and w1th more

~1 . YRS S T

strlngent controls, state purchases and stocks of graln, cotton, and

other comnodltles rose mgnﬁa.cantly over the prev10us years
17ith the economy in a stronger posn.tlon, the regme 1s preparn_ng )

for 2 resumptlon of rapid expans:.on in 1958 on the scale of the 1956

s o N

efforts. The peasants have been mobilized in the mnter of 1957—58 i‘orA

H - - oy N s R '
e M LT T oL, jL wo

an arrrlcultural devel ment effort s:_mllar to that of 1955-56 and are

agan to be drlven to expand irrlgated crops, multn.ple cropplng, and the

b - 1
T - ¢ .
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. ':plenting of rice, corn, and potatoes, with the target of increasing farm
* output by 6 percent. Tndustrial output, which increased only 6.9 percent
inw1957 as a result of raw material shortages and market dislocations, is
scheduled to rise by 1h.6 percent in 1958, while capital construction is
£6 rise by 17.8 percent, exceeding the high level set in 1956,
In contrast to the rosy optimism of the expansion effort of 1956,
"ngwever, the regime in 1958 fwomises only "hard work and thrift" and
t:{ghte'ning controls, The 1958 economic plan credits the proposed expan-
sion to the new 'accep.tance of socialism, following the intimidation and
-$ndoctrination of the rectification and "anti-righti:st campaigns," and to
administrative streamlining, which has removed wavering elements from
'positions of influence and has placed dedicated :Communists in command of
the shaicy collectives and local governments, A ruthless retrenchment is
nnder way among the favored groupe of the bureaucracy, the students, and

urban laLbor, with a new insistence on doctrinal loyalty 'and on the silent

acceptance of sacrifice. It remains to be seen what response the economy

will make to this increased reliance on the whip.
" 2. F;inance.‘ At the beginning of 1957 the regime was particularly

concerned over bringing under control the 1ni‘lat10nary pressures loosed

in 1956, Flscal operations in 1956 (see Append:.x, Table 1) had resulted

in a deficit on current accoint of ¥ 1,83 bllllon (US&IS .7 billidn), while

—~

loans to collectlves and ‘Bther' newly sociallzed ent,erprlses 1ncreased by

Y 5

‘:’ 3 b:Llllon (US¢ 1. 2 bllL.L:Lon), ‘gwice the planned 1ncrea‘se. Th’.l.S ‘credit

expansioh and a tise oi‘ T 2T bllllon (US$ 1.1' bllllon) % the urban =

—

wage bill contrlbuted to an 1ncrease ‘of 6. 3 b:.lllon (Us§ 2.6 bllllon)

t"'}'"

SEGRET
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in_ f,otal purchasing power, which rose to ¥ )46.5 billion (US$ 18.9 billion).
The regime reduced state comnod:.ty s‘bocks by ¥ 2 billion (US§ .8 billion)
to withdraw currency from circulation, but even so the note issue expanded

by ¥ 1.7 billion (USH o7 billion)

The 1957 budget provided for an increase of only 2.3 percent in

revenues, in view of the unfavorable economic outlook. Although the bud-
get was ostensibly balanced, previding for a 3.9 percent rednci}ion in ex~
pendltures, its deflat:.onary impact was even greater. An allocation ief

¥ .6 billion (US$ .2 billion) was made to state bank reserves, which 1n
effect represented a i‘:.scal surplus and 1ndlcated a real reduction 1n ex~-
penditures of 5.7 percent, whlle state capltal constructlon was cut bry

20 percent and increased norklng capital allocatlons allowed for a build-
up of industrial and commercial stocks.' The budget for economic," military,
and adnnm.stratlve expenditures was cub by 14, 10, and 8 percent respec-
tively, .although the expanding education program forced a rise of 5 percent
in scheduled social expenditures and expanding foreign aid and loan sefmrice

obligations resulted in a 25 percent increase in miscellaneous expenditures.

.

Planned purchasing power was placed at ¥ 7.3 billion (US‘$ 19.2

bn.llion) s a rise of 1 8 percent over 1956 The urban Wage bill was
est,:_mated to rise by' ¥ 1, 2 bllla.on (US‘% .5 billion) to 1L. l bllllon

(US 5 7 bllllon) as the wage and employment mcreases of 1956 became

i

"ef,i‘eg_p_;lve over an e_nt_ire years In ac‘dltlon, peasant cash sales were ex=-

pec{;e_d‘ to. rise'by ¥3 billiorn (qu 1.2 b:.lllon) from 1ncreased marketlngs
“ ’ . I !
and, from 1ncent,1ve price 1ncreases. However, the expansmn of credlt to

’

collectlves and other newly soc:.ahzed entexpmsas was to be reduced to

L e O S I
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negligible levels, while a drive was to be organized to promote private
savings. The rise in personal purchasing power would thus be limited to
¥-1.8 billion (US$ .7 billion) and would be partly offset by a reduction
of ¥ 1 billion (US$ b billion) in market purchases by enterprises and
government organs, The projected commodity supply, however, met only 98
percent of the estimated purchasing power, and the regime admitted that a
balance would be achiéved either by exceeding supply.or savings plans or-
by price increases.

The official urban retail-price index rose by 2 percent. in:the
first quarter and by .2 percent in the second quarter, but by mid-year °
it appeared that inflationary pressures had eased and the most severe
shortages of goods eliminated. The regimé found that it ‘had been able
to make effective budget economies, and towards the end of the year felt
its fiscal position was strong enough to make supplemental appropriations
of ¥ 1.3} billion (US$ .5 billion), largely to restore postponed capital
construction projects. By the end of 1957 the fiscal accounts showed
revermes in excess of plan, rising 6.8 percent over 1956.levels, and re-
sulting in a fiscal surplus (including reserve funds) of.¥ 1.8 billion
(US$ o7 billion). Expenditures, excluding r;eserves, were 5.3 percent

below those of 1956, or only slightly above budgeted levels. As compared

with 1956, economic, defense, and administrative expenditures were

" peduced by 6.6% 10, and 12,7 percent réspectively, while social and -mis-
cellaneous experiditures rose by 3 and 16 percént respectively.
The market Supply: of commodities and vSocial purchasing.power"’:

baldnced at ¥ i7 billidn (§S$/29.1 Billion), slightly under planned levels.,
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Urban personal cash income:appears:to have-been at:planned levels, while:
rural personal cash income exceeded the target as a result of expanded.
crop purchases. However,:a contraction of rural.credit and an expansjion.
of—(urban and rural savings held back the rise in "social purchasing
power,"

- For 1958 the regime estimates the market supply of comodit;i.es at
%.50-billion (US$ 20,3 billion) and "social purchasing power" at. ¥ L9.kL
billion (US$ 20.1 billion). Urban wages are to rise by ¥ .55 billion
(uS$ 22l million), resulting in an increase of ¥ 5 billion (us$-203
mi}lion) in the purchasing power of the urban population. A loosening.
of rural qredii; and increased crop, purchases is scheduled: to expand rural
pur—ch:ising power by ¥ 2,2 billion:(US§ .9 billion). while enforced economy
measures are to reduce institutional. purchasing power by ¥ ,3 billion
(US$ .1 billion). Despite the.rise in the market supply-of commodities,
the supply of the two main staples, grain and cotton cloth;*remains
restricted. Total grain sales will be reduced by limiting the ‘su;oply to

rural-.areas in .order to build up stocks, while the per capita supply of

cotton cloth is-to.be held at 1957 levels, with most .of.the increase in .

production, allocated to exports and to the rebuilding of, commercial

stocks,

In _1958 the: regime expects a; rise of 7.7 percent in current fiscal
r_ev;aﬁues resulting from the expansion, of ingtus;pry and trade, while. further
economies iz} mii:"L,tazy_, gncl_g!agl;ngnistrafbive expenditures are projected (9.2
and’113.9 percent, regpectively)’. focial expenditures are to be held to a

2,9-percent increase oyer 195;?, levels, allowing a 173 percent increase in
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economic expendltures. Reserve i‘unds were placed at ¥1,9 billion, (Use; 8

Yy .
& wt o

b:Lll:Lon), the highest level in recent years, to provide a balanced

bud get .

Outsme of the budget, state stocks were 1ncreased by ¥5 billion

(US‘ 2.0 billion) in 1957, ow:Lng in large part to ‘the heavy erop pur-
chases at the end of the year, necessrba'bmg increased credit to state
industry and commerce of ¥4 billion (Us$l.6 billion) over plan. Support
from the fiscal surplus was about ¥1 billion (US$.l billion) over plan,
while agricultural credit was reduced ¥.6 billion (US§.2 billion) below
the target, and urban and rural savings deposits exceeded expectations.
Nevertheless, this left a deficit of about ¥2 billion (USH.8 billion),
which the regime has been able to immobilize temporarily by paying the
collectives by check for the'ir surplus crops and controlling the disburse-
ment of these credit balances,

The regime is faced in 1958 with the problem of managing these
credit balances while carrying out its plan to increase industrial and
commercial loans by ¥2 billion (US%.8 billion) and agricultural loans by
.l billion (US%.2 billion). An allocation of ¥,.8 billion (US%.3 billion)
to bank reserve funds is carried in the budget, and past fiscal experience
suggests that tﬁis jtem will in practice be considerably larger. Private -~
savings may rise sharply, approaching 1 billion (US%.L billion), in
view of the regime's fcrced‘savings*pianwfor-thr},@%,sao-mnkmmd__w«_
sf?aff to be sent to rural areas. In addition, the regime has raised
the limitations on the proportion of collective income which may be

-

allocated to reserve funds, and expects these reserve funds to total
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¥ 3billion (US$ 1.2 billion). in.1958, Although a large part of these. .
resérve. funds. is. to be.utilized to. finance the agricultural investment : .
préogram of the collectives, the regime probably also expects that some .of
the funds will be, left to absorb .a portion of the. outstanding credit
balanceg. - Thus,. the xregime in 1958 plans to increase sharply the savings
mob%ﬁ%j._zedl outside. of the budget,. and particularly to test the effective=-;
ness of the collective orga{nizaj:ion in mobilizing resources for the

regime's pyrogramie
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3. Agriculture. In 1956 the regime inaugurated & very ambitious
program of agricultural development, aimed primari‘lvl é:b%reising the pro=-
ductlvity of existing acreage a.nd pred.:.cated on the mobilizing of
un’der-employed I;easant labor fo ca,rry out land improvements “and to {ntroduce
more intens:l.ve cropping pra.ctlces. . ‘fhe program wasi-.rigorouéiv carrieo. out,
and in the winter of 1955~56 irrigation fac:.litles were provided or |
improved on one~tenth of the cultivated la.nd While cultiva‘bed land
increased by 1.5 percent, the expansion of mu.'l.tiple cropping raised ‘bhe
crcp area by 5.4 percent to 159 million hectares. The high-yield crops of
rice, corn, and potatoes were promo’ceé., with rice acreage rising by 15
percent e.nd potato acreaée by 10 percent. As a result of tﬁese develop~
ments, the regime claimed that food output, despite serious £loods,

yphoons , end d.rough‘b rose 1& L percen’c over the bumper 1955 crops.

However, thls "crash" program w:Lth 1im1ted technical direction
resulted in many ’blund.ers. A large porfn on of the new 1rr1ga’c10n fac:Lll-
ties was poorly designed or constructed, resultlng in inadequate irrigation.
For exainple , )-LO percent of the wells were inadequate, and ‘he usefulness of
the reme.inder was limited by failure to prepare the land a,nd by lack of
equipment for l:\.ftlng and dlstrlbutlng the water ] In many localities the
new cropping patterns were unsuccessm, ow:.ng to sho‘i"tage's oi" water,
fertiiizer , or 1a.bor, while "i;i'-%‘{:ﬁe‘rs the new crops or new seed strair‘xe
proved 111 adapted to tue solls or climates - Some cxeas produced mewe- — -t <%
pota.toes than the 1nadequate‘”storage “Facilities and’ limited market demand
could a,bsorb. In other area&“the shi % “from kaollang to corn resulited in

DAY e Tt 0o e 0 - A .
fuel ‘end* fodder shortages, owing to the reduced supply of the by—-product
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kaoliang stalks. An 1ll—fated program to mass-produce 5,000, 000 :meroved
plows for the peasants was ha.lted in mid.-yea.r wi'bh an unsold inventory of
850,000, as the festured 2-wheel, double share plow proved too unwieldy

for s;nall plots and in hilly arees, too large to be operated in heavy

soils or by the light and weeak Chinese draft animals, and ’coo difficul’c to

maintain in repasir. Moreover, the pre-emption of peasant labor adversely
affected livestock production and other subsidiary output normally con-
ducted- in the off-season.

-, hse result of these mistakes a.nd. the reaction 1:.0 them, the program
was ‘temporerily slowed. Much less development work was accomplisned. in
the winter of 1956-57, ’(_:he regime having called eax‘;l.j‘.erfor a linit to the
proportion of. collective income alloca:bed for 3.nvestment and :f‘or' the pro-
visicn of adeq_ua.'te\ free 'time for l:westock and other subsidiary production.
The regime apparently permitted some local determination of erop pla.ns N
with- lqeal,ca@res instructed to review the program :m the llght of
experience and to accept the advice of older, experienced peasants.“ In
oonéequenee , cultivaeted acreage,remained constant, while & reductlon in
the .§nultiple cropping index reduced crop acreage by 2 percent, with some
cutb'acks in rice, corn, a.nd potato acreage. Flood a.nd drought ai‘fec’ced.
crOps in 1957, although poss:Lbly to. a lesser extent than in 1956, a.nd the

regime claimed that improved yields increased food crOps 1. 5 percent over

the 1956 level.

e . T ;-'\."_.‘

. The reliability, of the regime's Crop estimates is open to some

(=5

question. In,1956, with-near-complete collectivization, the regime

attempted. to base its crop estma.tes on complete enumeratlon, compilmg

D e . . e
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returns ffom a1l collecéives. waever , reporting was late and, as later
‘narketing experience showed, was seriously biased upward. “SHerp downwerd
revmsmons in the estimates were made in ‘éarly 1957, but ‘the Tinal estimates"
may still overstate the crop. The state' grain levy (tex and purchase) was
reduced by neé.rly:"l,OO0,000 tons husked grain, with conce951ons to eight
ca.lami’cy—hi‘t prov:mces only partially ot"'fset by increased levies elsevhere.
In these eight provmces the s’cate, througli‘ reduced lévies and increased
sales, provided an increase of 5,000,000 ‘tons over the previous year,
allege_d_‘l.y matching the decline iﬁ production. The regime claimed that in
the’ remaining provinces the net grain supply rose by 15 million tons husked
grain, involving & per capite increase of k2’ k:.lograms ‘or nearly 20 percent
in fooE sufaplies. However, the regime admits that 60-80 percent of the
peasants complain of food shortages, which it attributes *to deterioration
n quality and forced shifts to unFemiliar snd unpalateble foods as &
reé{nlt of changing croli 'pattern‘e, ,:‘ +0"the over-high expectations of the
peasa.nts of their income from collectives, to the coneeg,]ment of grain
supp]i:ies by some peasants, “and to the influence of smell but asrticulate
groups whose income has tended to be reduced (1axrge labor-short families
unabfl‘fe to‘ earn é.dequa.te: work points, e.nd peasants with h'i'gh of'special
Sk'.l.llB ‘not adequately rewa.rd.ed under the work poin‘b system) ' These factors
are relevant and mey Justlfy a 1956 crop estimate at or slightly ‘gbove the
195‘5 level, but do not ‘seem t0 support fully the final crOp estimates.
In 1957 the regime attempted to improve i‘bs crop reporting, turn:mg '

agéir;‘_»ﬁ'd‘ earlier expe'i'iﬁfents in sémple surveys whlc‘hr Fhotigh the¥” nad E1so :

‘tendéd to show an upward bias, had béen more relisbie thar the 1956 methods .

D S -
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The initial food crop es:jg’:}ma.‘.ge, 1.5 perc_en:b over 1%56., probably re'flects
'both_'_,an_ exaggeration in the 1956 estimate and a ﬁore realistic 1957 estimate.
With possibly, less severe nagtural calamitigs and the correction of @y of
the mistakes of 1956, it is not unlikely that production in 1957 was,
apprecisbly high'er than in 1956.. This view is in part supported by the
increase in s’cate purchases and the decrease i.r'x: seles and the consequent
rebu:.ld.ing_ .f)_f stocks, although this change also reflects a firmer policy,

then in 1956 when the regime was attempting to.appease the peasgnts and

absorb purchasing power.

.

The regime is proposing to mobilize again & large-scale 'development .

qi,‘fort in ‘thqwin’cer of_1957-58. The limitations on the investment
allocations from collective income have been lifted, and the rural cadres
are being reinforced by students and urban cadres, who may be n;ore .
enthusiastic and doctrinaire then those who heve been through the progream
of 1955-56 and faced the wrath of the peasants. The regime has calle:d:for
caution and ;l.ncreasgt} technical leadership in formulating the 'program, ‘bu;:
the emphasis is on mobilizing an effort similar to that of the winter of j
1955-56. -
It is claimed by the regime the.'b 100,000, OOO peasants, nea:rly tl.;e
whole of the. rural male lab§>r force, have been mobilize:?. fogr developm_entai
projects, _that in the four months since October 195"{ irrlgated land has

increase_d;by 7.8 m::.lliqkrlz.hectareg y irrigation facil:.ties have been mproved.

on 3.7 ;nillion hecta.re,s ’ dra.inage g_g.pe.ls have been dug to protect 5 million

. 'au
SN S0 5

hectares, and measures to check erosn.on have been carried ou’c. over an area
. e el rU

of 45,000 squere kilometers.. As in 1956 multiple cropping and the pla.nting
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. of rice, corn, and potatoes 'are to be-expanded; with the hope that ' - *
experience and better:preparation and orggniz;.tion will reduce blunders’
and ensble an expansion of 6.1 percent in farm output.-

. TIndustry. During-1956 gross industrial output had expanded by a

(7552349 billion).

phenomenal 31 percent to ¥58.7 billion * (See Appendix, Teblen2)r Of the
¥1h billion (US$5.7 billiem) increase,” ¥2.7 billion (Us$l.1.biddion) ceme
from-the machine-building industry, ¥5.8 billion (us$2.4 bpillion) from
other capital goods industries, and-¥3.5-billion {us$l.k billion) from
consumers goods industries. Among the major factors contributing to ‘the’
increase were: 1) the organization of mass-production methods in the
mach—ine-,'building industry, 2) the completion-of substantial new cepacity

‘in the: iron and steel: industry, 3) the increase in” the output of building
materials as a result of accelerated capital-constiruction, and 4) the
recovery of the textile industry &s & result of ample -supplies of raw
cotton from the 1955 harvest.

- However, by the end -of 1956 serious imbalances in -4ndustrial output
werg__evident. The growth-of the-fuel and. power industfies was ‘inadequate
to éupport. this rate of expansion, and steel- shortages developed despite
théj‘ris;_e in output, owing to.the even greater increase in machine-production
,and'ce_.pi:bal construction. -In the steel industry-itself ore and pig iron
capacity began to limit output. ,The .spg_c_:ia].’i.-z_a‘biog and standardizetion
reajﬁi_re@ for mass .pgodgqﬁiom:ha@.-begn_,Qvger&gr;e ;,ijomo.jomunistcChina‘s
lin{ited. market, resulting in surpluses of ,.f_sgr_qe,-pro@ugtsf;and.o..shortages in
othérs. Thus, the steel shortage was in selective shapes and qualities,

whiie other items were in surplus, ensbling exports of 210,000 tons (40% of

B
peTRTEYE
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steel :Imports)qand.;g. 5 percent increase in .stocks 10.1,728,000 tons during
the -‘year. In the machine ‘industry there was surplus-capacity and pro=~
duction of farm and textile machinery, borers and lathes, and small
diesels. The a.bor’cive ferm machinery program consumed 280,000 tons of

steel, &s against 10, 000, in 1955

With inventories and production..unba’.lanced, it was necessary to

readjust industrial output in 1957 and slow the rate of expension. ' A
growth of k.5 p-ercent was planned, involving a 4.4 percent decline in
mac‘.pine 'buildiné , 80 11 percent increase in other. capital goods, and a
1.1 bészent inerease in consumers goods. The decline in machine building
reflected both material shortages and the cutback of surplus production. *
'I‘he small increase in consumers-goods output reflected a AR billion(Uszn,%]/lgn
decline in the cotton textile industry as a result of: the poor 1956
cotton harves’c.; small incregses in other textile industries, the food
industry, and other consumer goods industries barely .offset this decline.’
- Indus?ﬂr_?;‘_al ‘output exceeded the plan, rising.by T percent. Fro-

dug’t..ion‘ q_f consumers goods .and capital ‘goods other: tha;n machinery'rose -
by -2 percent and 12 percent, respectively, both s1lightly over planned

- levels. However, mechinery output did not decline. as plammed, but rose” ‘
10 pe_rcent, reflecting both the opening of new plants end an incréased -
effB?t Yo .y\rork out _prod\ict_iop schedules. During the year industrial
inventories rose, réducing -the ‘more gevere shorteges]” while a'better

balance was achieved' in ‘output. .
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* During 1956 and 1957 & substantial amount of industrial.capa.city
was brought into operation. . (See Appendixy, -Table 3,) During the 1lst -
Five=Year Plan work began on 825 major industrial projects, of which 49
were ‘conrpleted-a.nd placed in operation. Of the latter, one-fifth were

completed in 1956 end two-fifths in 1957,

During 1956 a slightly greater number of major industrial projects

than in 1957 are to be completed, and industrial output is to rise by

1h ..6_percent. * Machinery output is to increase by one-fifth and other capi-
tal goods production by one-sixth, reflecting the expanded plant capacity.

The ;Jutput of consumers goods is to rise by one-tenth, resulting primarily

from the expanded supply of agricultural ravw materials.

5. .Foreign Trade and the Balance of Payments. In the face of

diseppointing harvests in 1957, Peiping for the first year since it came
to power was forced to cut its exports, and placed its 1957 export plan
at ¥5,200 million (us$2,11lk million) or 6.6 percent less then in 1956.
(See Appendix, Table 6. This reduction reflected sharp.cuts in scheduled
exp(;rts of vegetable oils, grain, and pork-commodities in: short supply on
the’ domestic market. An increase in Peiping's foreign-aifd program and
service on foreign debt and a decrease in Soviet loans, totelling in all &
reduction of ¥200 million (Us¢$81 million) in foreign exchange, contributed
to an even greater decline in scheduled imports, which were placed at
¥h4,7755 million (US$L,; 933 million), or 10.2 percent below 1956 levels. In
1956 Peiping yadmitted it had not.-met its export commitments, presumably
to ‘the USSR, and in early 1957 an agre_ement with the USSR was announced,

providing ‘for postpdning-of. cextain -export commitments until 1958.
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Although the Chinese Ccmmunié*i:‘s.'rec'eﬂtly stated that total trade in
1957 slightly exceeded their pién, they gave no indication about the
relative amounts accounted for by exports and imports. An earlier
annou;lcement regerding trade through October indicated that imports were .
running about three percent sbove the 1957 plan and exports lagging sbout
three ;)ercent below plan. This lag in exports behind imports would reduce
the trade balance by ¥320 million (Us$130 million), but since exbor’cs are
usuaily heavy at the end of thz year, it is possible that the trade balance
will be no 1ess than planned. Partial trade returns from non-bloc countries
- suggt.ast'“l:.hat Communist China's trade with the free world continues to
account for about one-quarter of its totel trade, with jmports about 10
percent sbove the 1956 level and exports registering a glight decline. The
| increase in 1mports resulted primarily from g‘rea.té‘.r direct purchases from
'Weste;rn Eurppe and increased imports of ‘Thdonesian rubber 'and Egyptian cotton.
An incz:f:aase in érade by 8.6 percent is planned for-1958, which would
brmg the tota.l back to the 1956 level. On the belsié of improved crops
a.nd -collections in 1957 R Pelp:mg ghould be eble to expand its exports
subs'ﬁéntially. Although there was no “increase in the amount budgeted-for
foreign aid, the absence of foreign loans, coupled with an increase of 16
percent in the servicing of' the i‘oreign ‘debt, will seve'_rely'limit an
expe.nswn of imports. 1In addition, ‘Peiping mey have to settle its postponed
Sovie’c export comitments. At the énd of »i957 an-agresmerit was announced
on the “read,jushnent of mutual settlement of non-trade. payments" which
- could reflect some essing of Peiping's obligations to the USSR, but

probably merely represents 8 normal yeai‘-iéhd gettlement of accounts.
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The foreign trade difficulties of 1957 have apparently not been
regarded by the Chinese Communists as a temporery phenomenon, and have led
to important alterations in the planning for the second Five-~Year Plan.
Reports of planning developments during the year indicated that the regime
was not planning to increase exports of basic foodstuffs, but was directing
its attention to possibilities for increasing export production of ores and
minerals, manufactures, and other products and for reducing the import

requirements of its industrial program.

Declassified in Part - Sanitized Copy Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4



Declassified in Part - Sanitized Copy Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4

SECRET
- 46 -

6. Labor. During 1957 the regime was attempting to restore an
orderly and coherent labor policy 'after the sharp increase in employment
and wages in 1956, At the beginning of 1956, when the regime was opti-~
mistic over its resources, it decided to raise wages to improve morale and
productivity. Since 1952 money wages had risen only 14.7 percent and real
wages only 6.9 percent, and labor was getting restive. Mofe important, the
wage structure had remeined relatively static since the days when wild
inflation levelled all incomes to subsistence levels, and did not provide
adequate incentives to skilled workers and technicians, or sufficient
prestige and authority to such groups as teachers and low-level government
officials. Accordingly, it was decided to extend a wage increase averag-
ing 1l percent which . would be applied selectively among various Zroups,
som-e effective April 1 and others July 1. During the year the regime
failed to calculate non-agricultural labor requirements accurately or to
control hiring sufficiently, and anaual average wage employment under the
state plan rose by 2.3 million -- nearly three times the planned increase
— to 21.2 million, and reached 22.4 million at the end of the year. Total
wage earners at the end of the year, including those not under the state
plan», were estimated at 242 millior.

~  In 1957, to ease the inflationary inpact, it was planned to reduce
enployment by 1);0,000 by the end of the year, although average employment
over the year would still exceed that of 1956 by L.7 percent. DNeasures
were taken to rescind or limit some wage increases. Rural officials,
orig_"inally favored, were to have their incowes brought back in line with

peasant incomes. Advancement of apprentices was suspended, and other
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prorotions were to be carefully scrutinized and justified. Despite such

actions, average wages were expected to rise by L2 percent in 1957

(to ¥53 or USﬁp22 monthly) as the modified 195¢ increases became effectlve
over an entire year. The total wage bill would thus rise 9.li percent to

¥1h.1 billion (US35.7 billion). )

The regime reported average employment in 1957 at 23,973 ,000 and
the wage bill ab ¥15.25 billion (US;6.2 billion). However, the state plan
now apparently includes all wage earners, and these figures appear to be
consistent with the planned figures. In the plan for 1958, total wage
earners will number 21,392,000, and the wage bill will increase to ¥15.8
billion (USibel billion). Of the increase in the wage bill, ¥300 million
(us’122 ;nillion) represents the wages for the 1;19,000 additional workers
while ¥250 million (Us$102 million) covers wage increases from promotions
or minor. adjustments in the wage structure. The figures for total wage
earners include those to be sent to rural areas, since these persons will
apparently be carried on the rolls of their original organizations for at
least the first tuo years.

The limited rise in employment during 1957 and planned for 1958,
nunbering about 300,000 over the two year period, has intensified the
problem of ma:mta.nlng student and worker morale. In the expansion of
the educatlonal system during the First Five-Year Plan, a subsidized
educat.iz_)__n was provided for all students who were able to advance at all
grade l(;vels. By the 1956-57 academic year, however, the educational
system had filled out to the desired pyramidical structure. TThereas

formerly the educatlonal system had furnished limited numbers of college
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and vocational school graduates to the labor force which were largely
offset by the numbers drawn out of the labor force to fill college and
middle school enrollment quotas, in June 1957 the educational system
released 55,000 college graduates, 90,000 senior middle school graduates,
800,000 junior middle school graduates, several hundred thousand vocational
school graduates, and l,000,000 primary school craduates. These numbers
will increase in June 1958, and it appears thabt in the two years the
educatignal system, excluding primary school graduates, will have released
to the labor force eight to nine times the increase in urban workers and
staff. The students are thus faced with the dual realization that edu-
cational advancement will be extremely competitive and limited and that
employment prospects on completion of their education are very restricted.
At the same time the regime faces a problem in organizing the urban
labor force to absorb the numbers turned out by the educational system.
The rapid expansion in the urban labor force in the past eight years has
resulted in the promotion of large numbers of poorly educated and trained
personnel to administrative, technical, and manageria; posts. This group
is regarded as incompetent by the young graduates, and in turn regards
the latter as a threat to its position and status. In early 1957 the
regime appeared ready to demand higher standards of performance and
graduaily to weed out incompetents. However, as the extent of "rightist®:
sentiment in the country became known, the regime supported the status guo,
since the existing leadership cadres owed.their position to the regime and

could be counted on to be loyal to it.
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The current campaign to send some 3,000,000 workers and staff to
rural areas and "lower levels" appears in part to be an attempt to
ameliorate this problem. The campaign is aimed primarily at young school

graduates and will temporarily remove them from competition for adminis-

'brativg_posts. The regime expresses the hope that the differences between

the old cadres and the young intellectuals will disappear after the latter
have been "steeled through manual 1labor," but the program appears to be

a stopgap rather than a permanent solution, It seems likely that the
proble;ﬁ will remain as a major source of friction and an obstacle to the
smooth and efficient organization of the urban labor force.

The effect of the wage increases of 1956 has been increasingly
dissipated in 1957, and this trend will probably continue in 1958, During
1956 the urban population rose by 7.6 percent, resulting in severe short-
ages of housing and other urban facilities and services. The urban rebail
price-index rose 2,3 percent in the 12 months ending March 31, 1957, and
this index probably understates the real rise in prices. Foodgrain prices,
which are heavily weighted in the index, remained stable while subsidiary
foods __and household goods prices rose sharply, with vegetable prices:
rising 27.7 percent. By mid-1957 the regime had reduced severe shorbages
and price fluctuations, but at the cost of increasingly stringent ration-
ing.” The wage earner thus has had his real wages undercut by rising prices
and, facing crowded urban conditions and 1imited market availabilities of

basic staples, probably does not consider himself materially better offe
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7. Demography. In 1957, with a more realistic approach to its
problems, _Peiping evinced increasing concern over its demographic problens
and growing determination to undertake corrective action. While a tenta-
tive decisipn to encourage birth control appears to have been made as
carly as 1953, it has been difficult for the Communists, who traditionally
have opposed neo-Malthusianism for ideological reasons, to provide un-
equivocal authoritative leadership to such a prograf. At the beginning of
1957 addii';ional detailed population estimates were released, and the short-
term and-long-range implications they had in the regime's economic program
and ‘the people's standard of living were discussed in less equivocal termse
Subsequently an increased effort to encourage birth control was organized,
which not only sought to provide and explain contraceptive devices but to-
indoctrinate certain selected groups for increased acceptance of birth
control. Restrictions on abortion and sterilization were liberalized,
while youth org:nizations were directed to jindoctrinate and.exert social
pressure on youth to postpone marriage, with the implied threat of an
eventual increase in the legal minimum marriage age if this was not
effective. These programs were still cautious and experimental, and as
yet have evidenced no notable success, but they suggest that the regime

is facing up to the problem and may bake more aggressive measuress. At the

same time, the regime is still hampered by the dilemma of reconciling a

birth control program with the traditional Communist rejection of neo-
Malthusianism, and during the year sharp warnings were made not to utilize
the population problem to advocate elther alteration or postponement of

any of the regime's programse.
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The regime was also faced with the more immediate problem of con-
trolling urban growth and migration. The urban population has reportedly
increased from 58 million in 1949 to %9 million in 1956, rising by 7.6
percent during 1956. Despite an attempted cutback in urban anployment in
1957, there was extensive rural migration to the cities during the winter
of 1956-57 and again in the autumn of 1957, owing to the food shortages
in the rural areas. Since employment opportum.ties were limited, the
migration in these periods consisted largely of dependénts. In Tientsin,
of 205‘,0,(_30 rural migrants doring this .period, half were women, while three-
quarters of the males were either aged and infirm or children. With urban
unemployment rising, public security bureaus reported increasing concern
over the r:Lse in begging and petty crime.

The regime has long had control over migrations, requiring regis-
tration and permits for all population movements. However, rural officials
were reluctant to 1limit emigration, which would relieve pressures in the
countryside. In garly_l957‘ controls were tightened, centralizing hiring

and thus limitinv employment offers as a cause of migration. Howefrer;,

dependen..s were able to justify v:st.’cs to friends an‘d_ relatives, and

migration regagmgd large. The regime subsequently instituted paid vacations.
for urban workers with families in rural villages, apparently to justify.
refusa'.;. 91_‘; tI{a:Vel._upermits to dependents. The public security bureaus also
scrutin{zed the a‘urbaln dependent population closely,';.:‘md pressures were
exerted-on those with alternabive homes in the countryside and on those

not in :t:he, n‘;mrgediate, family -to return to rural villages. In Decenber the

reg‘:‘_me.,;:alar{r{ed over, continuing migration, issued a-directive to tighten

SECRET..
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controls, Special offices are to be established to enforce the program

in the five provinces covering the North China plain and the Huai and

lower Yangbze rivers, where the problem is serious owing to dense populations,
unceratain crops, good transportation, and many large citiese. Insp_ection
of permlts was tightened at rail stations and other transféi' points; begging
and unlicensed peddling were prohibited, penalties vere imposed on urban
organizations failing to hire through the labor department , "urban ration
permits w;ere more bightly controlled, and unemployed peasants in urban

areas We;e being rounded up and employed in public works until they could
be escori_;ed in groups back to their original collectives or assigned to

new collectives.

8. Transport. Transportation facilities have been a limiting factor
in Peiping's industrial prograle During 1956, with the expansion in
industrial output, construction, and urban needs, freight carried by modern
means of transport increased by 25 percent, leading to severe traffic
conﬂestlon on the railways in North and Central China and parts of Manchuria
as well as in the Yangtze River ports. (See Appendix, Tables L4 &5S.) With
the pace: of economlc expansion reduced in 1957, freight tonnage increased
by only 9 percent. At the same time, there was a sharp increase in the
1nvestments allocated to expand fac:.lrbles on the strained portions of
the transport system, Thus the regime was able to meet its 1957 require-
ments sa;isfactorily, but the system is operating with little reserve
capaci’gy..

i’.ﬁvestxpents in new rail lines were reduced in order to increase

investments for improving the capacity of the existing network. Construction

SECRET .- ~

D . e . _ wge -
eclassified in Part - Sanitized Copy Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4



Declassified in Part - Sanitized Copy Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4

SECRET
- 53 -

of the line to Foochow, chiefly of military significance, was postponed
for a year, and only 36 kms, of track were laid on the Sinkiang line.
.While ~ZL,?b,’? kms. of new track were laid in 1956, only 535 kms. were laid
in 1957, including the restoration of the Kunming-North Vietnam line,
continued construction of the high-priority Paotou-Lanchou line, and a
nunber of industrial lines in the Yuhan and Paotou areas in preparation
for the erection of large steel mills at these sites. At the same time,
double~tracking was to be increased by over 600 kms. as compared with
210 kms, in 1956, and 1l railway yards were to be expanded. Because of
limited production capacity, only 160 locomotives and 6,800 cars were to
be added to rolling stock, holding the planned increase in rail transport
to four percent. However, by hauling heevier trains and reducing turn-
round time for cars, rail freight transport rose by 10 percent in 1957
over 1956.

Water transport freight tonnage rose by 2l percent in 1956 and

8 percent in 1957 over the proceeding years, keeping pace with the

expansion of total transport tonnage. The rise in Yangtze river traffic
accounted for most of the increase, and there was a much smaller expansion
of coastal and other river traffice The regime is looking toward a sharp
expansion of Yangtze River traffic and Yellow Sea coastal shipping to
relieve strain on important north-south and east-west sections of the

rail system. During 1957, 108 vessels aggregating 110,000 tons were: - ..
;added to the coastal and river fleets, and there was considerable invest-

ment in port facilities, particularly in congested Yanpgtze ports.
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h']_.‘ruck transport increased sharply in 1956, bub remained at the 1956
level during 1957 as imports of motor vehicles and petroleum were cut backe
The reg:;;me appears to be curtailing its plans to develop motor vehicle
transpdrt as a means of opening up isolated rural areasy in (;rder to con-
serve scarce foreign exchange. Instead, native transport -~ junks and
carts -- is to handle such needs. Truck transport, however, will continue

to be important in servicing the sparsely inhabited peripheral areas such

as Tibet, Sinkiang, and Inner Mongolia.

I?l 1958 traffic requirements will again rise sharply, reflecting

particularly the sharp rise in coal énd steel production and in the capital
construction program. Railway investment plans are 19,1 percent over the
1957 outlays, although this increase largely reflects a resumption of new
line construction. Wew track to be laid is placed at 1,290 kms., more
than double that of 1957, while double~tracking is scheduled at 157 ‘kmse.,
one-qua;'ter of the 1957 target., Additions to rolling stock will be in-
creased as a regult of expanded production facilities, and include 200

locomotives, 600 passenger cars, and 9,000 freight cars.
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ESTTI ATED BALANCE OF PAY-ENTS OF CO'ijI'*UNIST CHINA

1956 - 1958
(million Us%)

1956

Payments
Tmports (coiofs) 2,150
Debt repayment 2h2

Foreign aid expenditures 164

————

Total payments 2,556

Receipts
Exports (£.0.b.) 2,265
Remittances from overseas 70

Foreign loans ' L8

——

Total receipts

Deficit, including errors and .
omissions
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C. Military and Public Security

1. Developments in Military Policy and Organization. Chinese Communist

mili’oary~policies during 1957 have continued along lines established in

previous years, w:.th m;jor exnphasis~ on 1) the mo-dernization. of the armed
forces ‘and the establishment of & regular reserve; 2) the maintenance of
party coni‘;rols over the armed forces; and 3) the continuing development of
a defense:indu_stry. The CCP has claimed continuing reductions in military
expenditures and in the size of its armed forces. Efforts to promote
greater economy in the military establishment have reflected the need to
achieve a balance be’bweéﬁ the regime's short-term military program and
its ambit.ious long-term plans for industrial expansion, including military
support industries. Economy measures, however, have not been permitted to
reduce the military effectiveness of the regime. In fact, ‘through modern-
ization, more efficient recruiting and better training, this effectiveness
probably increased during 1957.

While the regime continued its previous efforts tc; modernize its
armed forces, it claimed continuing reductions in military costs during
the year,_ Annual expenditures for military defense, as stated in the -
1957 natioﬂal budget, totalled 5.52 billion yuan (US$2.3 billion at the
official exchange rate), representing 18.85 percent of the total budgete
This would indicate a reduction in budgeted military expenditures of about
10 percent from 1956 and 16 percent from the peal year of 1955. This
leveling off reflects the receipt in 1955 of unusually large quantities
of Soviet military equipment, possible modest reductions in personnel, and

economies” in overhead expenses.
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Thus during 1957, efforts were made to reduce military costs in
the field of logistics. Early in the year the Rear Services Department
annganced that operating expenses would be cut b& one-third; subsequent
directives issued by the People's Liberation Army (PLA) stressed the need
for-greater economy in the use of food, fuel, and other materiel, In
January 1958, the director of the Rear Services Department claimed that

over 70 million yuan had been saved during 1957 through economy measuresa.

a. Recruiting policies. In an effort to create a more effective

military establishment, the regime has continued its previous policy of
rapiéiy replacing aging and less educated PLA personnel with younger
recruits conscripted under the Military Service Law of 1955. During the
winter of 1956-57, the regime carried out a third draft, concentrating
chiefly on the 18-year-old age groupe Former liberal deferment policies

were bightened up, and certain types of exemption for government personnel

were removed, Official figures on the total number conscripted have not

beeﬁi;eleased. On the basis of very fragmentary data, it has been roughly
estimated at 400,000 to 500,000, A fourth draft call, begun in December
1957,. is scheduled for completion in February 1958.

E During 1957 the regime made contlnulng 1mprovements in the general
quality of new recrults inducted into the PIA, reflected in higher stand-
ards- of education, physical fitness, and political rellablllty. Greater
efforts have been made to induct youths haﬁlng some mlddle school educatlon.
Accordlng to official clalms, over 60 percent of the new recruits have had

some education beyond tne level of primary school and a like percentage

reportedly belongs to the CCP or the Chinese Communlst Youth League.
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The government also continued its policy of demobilizing precon-
scription veterans of the PLA, Original targets for the 1957 demobilization
announced in November 1956 totalled 800,000, In July 1957 the regime
announced that 620,000 had been demobilized, CCP leaders have claimed that
the number of veterans demobilired in 1957 exceeded the number of new re-
cruits inducted, resulting in z new reduction in the overail strength of
the PIA.,

Communist statements on demobilization suggest that more than 90
percent of the enlisted personnel on active duty prior to 1955 have now
been replaced, leaving only a small core of experienced persomnel., Such
a rapid rate of turnover in personnel would inevitably result in some
reduction in efficiency. However, this has probably been more than counter-
balanced by the replacement of illiterate older veterans by younger and
better educated recruits and by improvements in training,

Peiping has been gradually formalizing and regularizing procedures
for demobilization. New regulations issued by the Ministry of Defense in
Januvary 1958 provided that all men discharged from the PIA in the future
should be given indoctrination, prior to demobilization, in such matters
as agricultural policy, relations with civilians, and participation in .
militia work. Upon demébilization they are expected to register for
reserve service with their local governments,

b, Military reserve systems As part of its modernization program,

the government has been in the process of creating a permanent military
reserve. The origiqal blueprint for this reserve system set forth in

1955 called for the establishment of two reserves -- a first reserve

»
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consisting of officers and men who have completed tours of active duty,
and a second reserve consisting of men and women between the ages of 18
and L0 who have not had military emperience. Registration for the reserve
was carried out on a localized and limited basis during 1955, but the
reser;re system as a whole appears to be still in the formetive stagese

__ Training for reservists has been limited to short-term military
drills for selected age groups. In August.1957 the PLA announced that
reserve training would henceforth be combined with militia training, In
some ;eas, at least, the reserve appears to be very closely related to
the existing militia organization. To date, however, the militia has
remained a separate organization, having local defense and public security

functionse.

ce Party control of army. Chinese Communist leaders have continued

to emphasize strongly the need for maintaiming strict party qontrol of the
armed forces. This was one of the major themes stressed at the August 1

Army Day celebrations. Subsequent comments by CCP leaders concerning

Marshé.} Zhukov firmly endorsed the existing system of party committees

and du‘gl leadership by military and political officers in the PIA.

~ Since 1956, military men have assumed an increasingly prominent.
role in the highest levels of CCP leadership, Seven of the ten marshals
of th"é!PLA are now members of the Politburo and sbout one-third of the
new Central Committee members elected in 1956 are military men. However,

there -has been no indication that the military group in the party hier-

archy constitutes a separate "vested-interest" group competing with the

civilian legders of the party. All of the military men who have risen

-
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to hiéh rank in the CCP are veteran Communists who have long been
associated with Mao Tse-tung and who are well indoctrinated in Communist
doctrine,”

During 1957 there were a few changes in the assignments of high-
level military leaders. Most of these, however, appear to be routine
personnel shifts lacking political siznificance. Two of the marshals of
the PLA, Lo Jung-huan and Liu Po-ch'eng, vere relieved of some of their
operational responsibilities, presumably because both have now been -
eleva’t:éd to Polii;buro status and have acquired more important policy-
making functions. Io was replaced as head-of the Political Department of
the PIA by T'an Cheng, now a member of the party Secretariate. Liu was
replaced as director of the PLA Training Department by Hsiao K'o, another
veteran general.

Among the rank and file personnel of the PIA, the percentage of
CCP members and members of the Youth Leagsue has continued to be high. An
estimated 75 to 80 percent of the officers and men of the PLA belong
either to the CCP or to the Youth League. This would suggest tha‘t; the
PLA remains one of the most politically reliable groups on the mainland.
Despite a reduction in preferential tfeatmeht dpring 1957, morale apparently
remains high.

" The regime's 1957 rectification program was extended to the PIA,
where it was aimed primarily at improving relat;i.ons fe{:;;;en officers and

men and at promoting better relatiohs between the PLA and the civilian

populace, Official reports on the results of this movement indicated

that a small number of "rightists" had been discovered in the PLA, but that
the gz;?aat nmajority of army personnel were politically reliable.
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Other efforts continuéd to be made during 1957 to improve relations
betv;een the PIA and the people. During February and March, military units
carried on "love the people" drives, marked by "fraternization" meetings
between military personnel, government officials, and local inhabitantse
Military officers took part in manual labor, and army units continued to
participate in various economic activities such as land reclamation, rail-
road construction, and harvesting of crops.

_ The continued dependence of Communist China on the USSR in the
military field was underlined by the sending of a high-level military
deleg;ation to Moscow in November 1957, The agenda and results of these
high-level military talks have not been revealed.

2. Internal Security. The Chinese Communist regime has continued to

maintain a very large and effective security and police organization. The
chief elements in this security network are the Public Security Forces,
which are an integral part of the regular military establishment, and the
People's Armed Pol:ice , which operate under the Ministry of Public Security.
The operations of the security and police forces are reinforced by a large
militia, which has local defense and security functions, and by a system

of Jocal residents' committees, which are linked up with the iower levels
of the police and security organization. The regime's controls over the
population are further reinforced by a network of mass organizations, which
prov\i__de a means of controlling and manipulating various social and occu-

pational groupse

Since 1949, the regime has carried out. a series of né’ciomgide':,

ax

drives against counterrevolutionaries which appear to have destroyed most
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of the effective centers of organized resistance to the regime. The most
recent of these drives, begun in 1955 and completed in 1957, resulted in
the exposure of almost 500,000 persons, most of whom were labelled "counter-
revolutionaries.! In early 1957, the regime took the position that counter-
revolutionary activity had been virtually eliminated. Following the "anti-
rightist" phase of the rectification campaign, however, there was renewed
empﬂésis on the continuing need for periodic drives against counterrevolu-
tionaries for an indefinite period.

.t_During the latter half of 1957, the regime issued several new
regulations which further formalized and systematized its internal security
system and provided additional evidence of renewed emphasis on police state
methods.

In June, the central government issued a series of comprehensive
reguliiions defining the Ypeople'!s police" as a "state security force
having\the character of an armed force." Its chief functions will include
the mé;ntenance of public order, the arrest of counterrevolutionaries, the
guardi#é of prisons and important government buildings, and the direction
of local security committees.

In August, a series of new regulations concerning "labor custody™

was promulgated. These permitted administrative instead of judicial pro-

cedures™to deal with troublemakei‘sj and people not engaged in regular’
occubétions. The regulations provide that such people can be assigned
work b¥_100a1 government agencies, The "labor custody" system differs from
the existing system of "labor referm" in that it applies to people who have

not been convicted of crimes and provides compensation in the form of wages.

tte

SECRET

Declassified in Part - Sanitized Copy Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4



Declassified i - iti :
classified in Part - Sanitized Copy Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4

SECRET

- 63 -

Tn September another method for controlling petty_'criminals and
troublemakers vas officially proposed. This involves the drawing up of
communal pacts by villages and rural cooperatives which place restraints
on such people. It was further suggested that habitual troublemakers in
the cities would be assigned to agricultural cooperatives and forced to
work under surveillance.

In October 1957 the government issued new security regulations
covering minor breaches of public order not sufficiently serious enough
to be ‘dealt with under ordinary criminal law. The prescribed penalties
range from fines to short periods of detention. At the same time new
regulations vere adopted concerning disciplinary actions against government
officials guilty of maladministration and other illegal actionse

Tn January 1958, the central government issued a new series of
regulations regarding the maintenance of population registers, which further
standardized a system of household registration already in existence for
some ‘time., Under these new regulations, population registers are estab-
1ished for each household and placed under the control of local security
agencies. The registration system will enable the public security agencies
to maintain strict surveillance over the population and to establish tighter
controls over freedom of movement. One of the stated reasons given for the
promulgation of these regulations at this time is the need to restrict the
migration of peasants to urban areas, as well as the migration of popu-

lation to areas designated as "national border defense areas."
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"Sino-Soviet Relations

1. General. Developments in the relationship of Communist China to
the ﬁgSR and the bloc during 1957 affirmed existing trends. Peiping
attem?ﬁed at every opportunity to underscore its support of Moscow as the
leader of the bloc and to emphasize its overriding concern that the strength
and ﬁ%ity of tbhe bloc vis-a~vis the West should not again be jeopardized.
At the same time Peiping manifested an independence of thougbt and an
increased initiative in ideological formulations wbich enhanced its influence
tbrough the bloc. These developments underscored the acceptance of Peiping
within the bloc as the senior Communist power next to Moscow., Communist
Cbina's increased stature attained during the period of de-Stalinization
and the Polisbh and Hungarian crises in 1956 was clearly not a temporary
gain during a phase of Soviet adversity, but persisted even at the post-
sputnik celebration of the LOth anniversary of the Bolshevik Revolution,
the bigh point of Soviet post-Stalin prestige. Welcoming Peiping's
under}ying,support tbroughout the year, the USSR demonstgated considerable
tolerance for Communist China's ideological,viewp and enhanced position.
Moscowhbublicized Mao's theoretical formulation on "contradictions," and
incorporated formulations that were identifiable as of Chinese Communist
origin in tbe main address at the 4Otb anniversary celebration.

Beneath the surface of developments reflecting these trends was. the
continéing critical dependence of Peiping upon the USSR as a source of

supply of essentigl equipment, economic and technical assistance, and

military aid, including the military guarantees inherent in tbe Sino-Soviet
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alliance. Peiping's economic relations with the USSR and other bloc states
continued to be close, although officially Communist China remained an
observer rather than a member of the Council for Economic Mutual Assistance
(CEMA). There were, however, indications that Peiping was attempting to
scale:down some of its import requirements as a result of foreign exchange
shortages, aggravated by increasing commitments for repayment and service
on Soviet loans obtained in the period 1950-1955.

- Peiping's dependence on the USSR was further underscored during the
year by tbe bighly publicized achievements of the USSR in the fields of
science and weapons development. Communist Cbina has been engaged since
tbe Korean war in a crash program to "modernize" its armed forces, but as
Peiping uses the term, modernization refers largely to conventional armaments.
In this program Peiping has made great progress with Soviet assistance and
is hoping gradually to achieve a greater degree of self-sufficiency; but if
Peiping is planning ultimately to modernize beyond this level by equipping
its forces witbh nuclear weapons and long-range missilés; it undoubtedly
recognizes that it will be altogether dependent upon the USSR for a much
longer period.

[

2. Peiping's Position Clarified. 1956 closed with the announcement from

Peiping that Chou En-lai would interrupt bis South Asian tour for a visit
to Moscow, Warsaw, and Budapest. Prior to this visit, Peiping on December 28

released its definitive "Marxist" explanation of de-Stalinization and the

Situéfion in Poland and Hungary, to clarify its position on, these develop-

ments. This statement placed Peiping on record as supporting Soviet actions
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in Hungary_ but maintained Communist China's latitude in criticizing past
“errors" in Soviet policy, whetber these had previously been admitted by
Moscow or not (for example, Peiping cited Stalin's sometime tendency

toward "gr_eat nation chauvinism" -~ an "error" that bad not previously

been mentioned by Moscow sources). However, Peiping laid down wbat it
regarded as the essential elements of Marxism that could not be challenged
even in "comradely" criticism: i.e., the Leninist organization of the party,

the necessity for revolutionary struggle and fof the establishment of the

"dictatorship of the proletariat,” planned socialization and economic
P ’

development, and opposition to "imperialist aggression." It made clear
that it would not countenance criticism of the USSR or the Soviet system
such as tbat made by Tito or actions such as those taken by Nagy that
brought these principles into question, that threatened the solidarity of
the bloc, or that seemed to lose sight of the common enmity of the bloc to
the West, to which Peiping demanded that all family squabbles be subordinated.
The December 28 statement included an elaboration of a point -Peiping had
previously raised in regard to Stalin's "errors" -- that these constituted
reflections of "non-antagonistic" contradictions such as inevitably arise
even under socialism, and must not be confused with the "basic" or
"antagonistic" contradiction between socialism and Western capitalism-
imperialisﬁ;'

After the December 28 statement, Chou's visit to Moscow, Warsaw,
and Budapest was sometbing of an anti-climax. Chou stressed on every

occasion the necessity for solidarity among Communist states. He did not
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further publicly elaborate on Peiping's criticism of Moscow'!s past actions,
in line with what appeared to be the primary purpose of his trip -~ to belp
reestabi;sh the bloc's common front against the West., Instead, Chou
stressed Peiping's acceptance of Soviet leadership in the bloc. Ever the
diplomat, however, Chou En-lai subtly tailored bis formulations to local
prejudicéé: consenting to the omission of any referenée to Soviet leader-
ship in ;“communique issued jointly with Gomulka (Chou later explained that
"if no unanimity can be reached for the time being, it would also be normal

to reserve the differences while upholding our solidarity").

3., New Light on "Contradictions." After Chou's trip tbe emphasis in

Peiping'é policies shifted to the situation witbhin China. In his "secret"
speech. of February 27, 1957, Mao Tse-tung restated the thesis of "antago-
nistic" and "non-antagonistic" contradictions in terms of current Chinese
Commnnis£>domestic problems, which he sought to alleviate through a period
of "blooQing and contending." Although Mao's speech was intended to meet
an internal crisis in Communist China, it was cited in various partial
versionét%y trevisionist" and anti-Soviet elements in Poland and elsewbere
as offering a new "liberalized" Marxism, notwitbstanding the fact tbat the
December§£8 statement had already laid down the limitations on free criticism.
In. the initial Feﬁruary 27 version of the speech, Mao reportediy
restated-tbe Chinese Communist position in regard to Eastern European
develobméh%s, elaborating on ‘the criticism of past Soviet ﬁolicy contained
in the December.28 statement. However, in the editing of the speech for

its official public release on June 18, most of the discussion of Eastern
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Europe was deleted, presumabl& to underscore the domestic preoccupation of

the speech and to avoid its misuse by anti-Soviet elements. At the same

time, Mao inserted his Nsix criteria" for permissible criticism, probably
because. the original version bad occasioned "excessive" criticism within

China and misinterpretation of Mao's position elsewhere.

_The revisions in Mao's text, while motivated primarily by consider-
ations of domestic policy, reflected also Peiping's desire that ideological
matters should not undermine the Sino-Soviet alliance and bloc solidarity.
vioscow for its part made a similar effort, deleting from the published
version of a television interview by Kbrusbehev a remark that the "contra-
dictions" thesis did not apply in the USSR. Mao's "contradictions" thesis

was first published in the USSR in the form of an April 13 People's Daily

editorial reflecting the original unedited text, and the Soviet press

carried the final revised version of June 18, Mao's theory was presented

to the Soviet and Eastern European audience as a definite contribution to
Marxism-Leninist theory of general interest, although developed for the
particular circumstances of China and not necessarily of general applicability.

_ L., Popular Attitudes Toward USSR. Aside from the ideological implica-

tions of Mao Tse-tung's "gecret" speech, domestic political events in
Communist China apparently bad no direct.impact on relations between the
USSR and Communist Cbina. However, the criticism of the regime that was
permitged to be published during the "plooming and contending" period
revealed significant hostile attitudes toward the USSR among some sectors of

the Chinese intelligentsia. It was clear from Mao's speech and from

SECRET
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discéésions publisbed in Chinese Communist magazines and newspapers that
Chingse intellectuals and students accepted the official Communist version
of the Soviet intervention in Hungary only with reservations. More
significantly, serious questions and even an unfavorable comparison with the
Us séém to have arisen in connection with Soviet economic policies toward
Communist Cbina.. At the height of tbe "blooming and:contending" phase,

Lung Yun, former warlord of Yunnan province and a vice-chairman of the
Chinese Communist National Defense Council, stated that it was unreasonable

for Communist China to bear the entire expense of the Korean war. Unlike

the US which had cancelled some wartime loan repayments, the USSR was

requiring repayment for loans, and that it was doing this despite the
uncompensated Soviet removals from Manchuria after the war. Lung Yun's
views were described as “absurd" by Peiping, and in early 1958 he was
expelled from bis positions in the NPC and the National Defense Council.
However, his criticisms probably struck a responsive chord among many

people, probably including some CCP members.
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S, Official Visits. As in previous years, Peiping engaged ‘in an

extensive exchange of delegations with the USSR and otber countries of

“the Communist bloc. In addition to the usual exchanges of "unofficiall
visitors and the customary trade and cultural delegations ,: an unusual

~number of bloc states were represented repeatedly in Peiping by high-
Z_Level but largely ceremonial governmental, parliamentary, or military

- delegations, including an unprecedented number of heads of state.
Prominent bloc visitors to Communist China during the year included Soviet

_President Voroshilov (April and May), Czech premier Siroky (March),

" President Cyrankiewicz (April) and Defense Minister Spychalski (September
and October) from Poland, Hungarian premier Kadar (September and October),
and Yugoslav Vice President Vukmanovic (September). Of tbe Asian
Communist leaders, both Ho Chi Minb and Kim Il-sung passed through
Communist China several times.,

Peiping reciprocated these and other bloc delegations to Communist
China witb Cbou En-lai's trip in January to lioscow, Warsaw, and Budapest
(and bis talks in Moscow with other bloc officials, particulariy the

East Germans), Mao's attendance at the November celebration of the
'ia;nniversary of the Bolshevik Revolution, and P'eng Chen's parliamentary
delegation to Eastern Europe. However, despite a publicly announced
.-ihvitation, Mao did not reciprocate Polish President Cyrankiewicz!
_visit, possibly because he did not want to detract from the prominence

accorded the USSR in the November anniversary celebration by visiting

Warsaw, a capital that by no means saw eye to eye with Mao in regard to

_{;‘he deference to be paid to Soviet leadership within the bloc.
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Some of the,bloc delegations toured Communist Cbina during the
height of the "blooming, and cgntepding? and "rectification" period. In a
number of cases, the Chinese Communist press publicized tbe extent to
which the visiting delegations were- given glimpses into these Chinese

~ Communist activities. Voroshilov and members of his delegation were
particularly quoted as engaging in good-natured banter witb Chinese
Communist officials about the rectification drive and the danger of
estrangement between the party and the masses. In a different vein,
Hungarian Premier Kadar was quoted at the time of the "anti-rightist"
phase of the rectification movement as underscoring the importance of
suppressing "rightism" in order to agvoid a Hungarian-type uprising. In
advertising these unique Chinese Communist programs to the visiting
delegations from other bloc countries, Peiping appears to have displayed
considerable pride of innovation and discovery. (The same note was touched
in November by'Ma? him§e1f in Moscow, when be described for the benefit
of his Supreme Sovielt audience the rectification process as a Chinese
Communist development of Leninism. ) ‘

6. Sino-Soviet Relations Viewed Through LOth Anniversary Gelebration.

The various strands of Sino-Soviet and bloc relations, were further
- clarified at tbe LOth anniversary of the Bolsbevik Kevolution, celebrated
shortly after the, spectacular, launching by the USSR of two earth

satellites.  Mao.Tse-tung, on. his second. known,trip outside of China,

participated in the Supreme, Soviet meeting as the; ranking international

Communist. leader. after Khrushchev. yAccording to the. German Communist
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Ebert, the Chinese Communists were-co-drafters with-the Soviets of tbe
declaration issued by -the bloc Communist Parties:on November 2l. ‘A1though
no new major formulations came out-of the meetings in Moscow, the per-
manence of Peiping's increased statire within the bloc was made evidént.
At tbe same time, the Chinese Communists stressed: that, in Mao's words,
ftbe .socialist camp must bave a leader and that leader is tbe Soviet K
Union; the Communist and workers! parties*5f all countries must also have
a leader and that leader is the Communist Party of the Soviet Union ¥
Mao reportedly took a similarly strong pro-Soviet position :’Ln‘-:4
of f-the~-record discussions with bloc delegations in Moscow. One report
stated that Mao's dogmatism on the question of Soviet leadership in the
bloc and on "revisionism" led to strained relations between the Yugosliv
and Chinese Communist delegations. Another report indicated tbat Mao N
.bad taken a stronger position than the Soviets in advising Polish premier
Gomulka not to accept-economic aid from the US. While these reports
cannot be confirmed in detail," the position said to bave been takenﬂb;}';’
Mao is consistent with tbe Chinesé Comminist public position on these"‘\’
tgyestign_Su ’ ax;;tjii:rpaytvaccount in part for Mao !‘-s_,.‘fai’lui"e to follow his visit
to'Moscow with a tour of Eastern Europe. A SRS
. A totdl of at least five separate Chinese Communist dele'gaﬁi'orfé‘
were in Moscow at the time of the anniversary, “¥ncluding six bolitbui"om'

members. Virtually every element of ‘the Chinese¢*Communist Government

and party was represented, It is pr'obabie that’ Peiping used the d‘dcié“ion

for initiatingsnegotiations with:the USSR on'a'number’ of issuves, some of
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which may bave been held in abeyanqe during the pern.od when Pe:.plng was
ir Lepsi

attempting to help Moscow reestabllsh :Lts l_lold over the bloc a.fter the

Polish-Hungarian crises of 1956 Two sclentlflc delegatlons discussed

questions of Sov:n.et sclentlf:.c and techmcal assistance to Communlst

1

China. A major mllltary delegat:.on, called to Moscow after Maols

W

arrival, mthout prior puollc not:.ce 3 heid dlscussn.ons w1th Soviet military
leaders. Economlc discussions may ha}re been staxzted' on trade and other
questions. Mao and some of t.he‘ nﬁlitary and fo;'eirgn office spe;:ialists
who accompanied him may bave dlscussed a revision of the 1950 Sino-
Sov:Let treaty with their Sov-.Let counterparts, many provisions of which
were outdated by the reestabllsk;mex;t of relations between the USSR and

- Japan. It is possible that the questlon of Chinese Commun:.st part:.c:L-
pation in Soviet disarmament proposals and in possible East-West nego-
tiations was also discussed.,

On January 18, 1958 Peipimg and Moscow announced tbe signing of a

_ five-year scientific agreement providing for cooperatién and joint
research on 122 otherwise unspecified scientific and technical projects,
There have been no other announcements or reliable reports of any results
of t}?e negotiations that undoubtedly took place in Mospow. Rumors that
the military negotiétions led to Soviet agreement to éupply- Communist
China with modern nuclear weapons and missiles or to station Soviet units

* equipped with such weapons on Communist Chinese territory have not been

substantiated, Peiping has announced that an agreement was signed on

December 30, 1957. providing for a "readjustment of mutual settlement of
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‘nontrade payments" between Communlst Chlna and the USSR, but no sub-

PR K N .
3 HE LR AN Dt ,

stantlve detalls were putilshed. There bas llkeW1se been no information

- o N
B e . " 2 v ‘l |" " -7

'on p0551b1e Communlst declsions in regard to Chlnese Commnnlst part1c1—

o e . =
PE 4 u:' - "

patlon in EastAWest negotlatlons, generally the issue has been glven

-

kx ‘

purely perfunctory llp sérvice by the USSR and av01ded altogetber by

Pelplng. (An appendlx to Bulgan1n‘s January 8, 1958 letter to

r‘c"’

President Llsenhower stated that questlons dlrectly concernlng Gommunlst
Chlna that mlght arise subsequent to settlement of the magor p01nts .
raised by the USSR could be negotlated only w1th tbe partlclpatlon of
Pelplng, but 1t was not suggested that Communlst China should be an

1n1t1al partlclpant in the summlt conference.)

e

v
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E. Pol_icx Towerd Non-Communist Countries
Lo A7 ERETEEEIIN ;o oot gl 'r, <t 1 b '
1. Genersal. There were no ne..jor shifts in Peiping’s policies

S O I T Ll 1 758 IO e T

toward the US and other non-Comtmist countries during the yea.r. There

- . = VL A I o '

were, however ’ sone propaganda and diplonatic indications that Peiping

‘

had concluded tha.t sorie aspects of us policy a.re susceptible to che.nge

B & . T i aE.,ot

and increasing weaknesses are developing in the anti-Connunist position
t i b e
throughout the world, although the US renains connitted to oppose

3

Cormunist expansion by force in Asia. This possible conclusion has

"-‘,._' s \, - 1

not been reflected in na,jor tactical or stra.tegic changes in Chinese

f'.

Communist policy, but nay have led to a reinforcenent of previous

policy trends. At the saue tine, it ray have led Peiping to expect
< L
somewhat greater returns fron sone of its policies and may therefore

v‘,

be related to the hardening of the Chinese Connunist attitude towa.rd

sone of the countries a.ssocis.ted with the US ) particularly the UK and

" r v, e a
Japan. However 2 Peiping s initial preoccupation in attempting to
exploit these wea.knesses was the negative one of ettempting to foreetall

o ds, ot BE
wider s.cceptance of the status g (typified for Peiping by the slogan

"

of "two Chinas")
Three naJor developments may 'be cited anong those that na.y have
contributed to a possible shift in Peiping 8 appra.isal of Us strength

Ees

and ‘prospec'ts in ‘_A_,sia:
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,a.. The Taipei riots. The ’I.‘eipei riots of Mey'ah a.ppea.rs to

"\"* ot p“ . - f

have convinced Peiping that there were an'bi—Az:erican potentielities

R T "

even :Ln arees that seemed to Ee firmly aligned with the US. The riots

Jreee ,"' ';r.. ey

were trea.ted in Peiping propagande es pe.rt of a norld-wide struggle :
against Us "aggression and mperia.lisn. Chiang Kai—shek, who 1n
recent years had been tree.ted with remarkable 1eniency in Peiping
propaganda s was castigated for "subserviently" enologizing to the Us
for the damage. ‘i’eiping ney heve be].ieved that ‘che riots indica.ted
not only an enti-Americen undercurrent in Teiwan ‘but also a serious

wea.lmess on the pa:rt of Chiang Ka.i-shek.

b, .The Recl Cross Conference. Peiping eppea:ced to be impressed

with the fact, that an official US delega.tion participa.ted in the meeting
in New Delhi“of the Internationel Coumi’btee of tne Red Cross, despite
the fac'b tha.t a Chinese Communis‘b delegation was present (un‘bil its
walkout cn November T in protest agains‘b the seating of the ’(‘}RC delega-
tion). On November 15 Chou En—lai sumnoned the chiefs of foreign |
diplomatic missions in Peiping to an unprecedented ‘tvo-hom- conference 3
at- which he put fgrth the thesis that the US actions in New Delhi
1ndice.ted tha.t 'bhe USIad adopted a "two Chinas policy in recognition
of the impasse its previocs China policy nad Se;;hea‘f’ Ehgu stated that
the US hoped to ease its own ultinate recognition of Peiping ’by obtain—
ing additional international recognition for the GRC. Chou termed any
such development entirely unacceptable to the Peiping regine, and
proclained that henceforth Cormunist China would not participate in any

conference to which the GRC had glso-been invited.
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The gutniks. Capitalizing on the Smriet IcBM announcement

and satellite la.unchings ’ Peiping stated that the balance of world . power
* bhad shifted to the USSR and the Communist bloc. Mao made much of this
point at the Moscow ll»Oth a.nniversary celebration, stating that the East
wind now prevailed over the West wind. .Q.lthough the Peiplng.‘regj:me‘ Was

probably previously e.pprised at 1east in general Yerms of Soviet |

[ M

’ ’scientific and weapons developments » the worldwide reception accorded ,

3 i 1

the dra.matic Soviet gestures must haveimpressed the Chinese Cormunist .,

"

léaders s possibiy more than any advance information they may have

possessed.

- nk

2 Policy Toward the US. Whatever reappraisal may have been

. or

initiaized in response to the above developments s Communisgt China.'s policy
toward the US remained sta.tic during the Yyear. Peiping thus made no .
mav*esw"during the year to ease its rela‘tions with the US s, nor dd it take

ma Jor» ac'bions to exacerbate 'these relations. The Chinese Conmunists.

[P 04 e e

seco&ded“ Soviet ca.lls for Es.st—West negotia'bions a‘fter the sputnik
launchings ) 'but at their own principal point of contact with the.Us,

the Geneva ambassadorial talks ’ no progress was made. during the year.

derf sl
Instead the ’calﬁs were used to present the Chinese Compunist propaganda

position on a variety of iss‘ues. ‘ No US prisoners were released .prior,... .,
N
to the exp:l.ra.tion ot their sentence 2 although four were released,ppon

completion of ’cheir"’prison sentences. When the Us announced on August 22

aly

that 1t—would permit US Journalists to travel to Commmist China,

Peiping gailed to act on visa applica‘tions on the ground. that the US..was
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Hovever , ‘three other Jom'na.lists snd e group of 1&1 youths who had applied.

for visaTs prior to"the rela.xation of the US trs.vel ban, were granted entry

w
w e

without mention of reéiproc'ié;, as::ﬁere ‘Pour relatives of imprisoned
Americens and an American lawyer s'eekiﬁ'gg. evidence for the defense in a
sedition trial. Peii)ing refused to recognize the pessports of the
relatives, the first Anericans to travel legally to Communist China. since
the Korea.n war ’ . and visa,s were as usual issued on seperate pieces of paper

because the "incorrect” passports were not the fa.ult" of the individuals

1‘_'

concerned.

The offshore island situation remained militarily quiescent
throughout the year, with only occasiona.l artillery excha.nges between
Commuﬁfst and Na.tionalist ba.tteries. The only significant military .
inaident between the US and Communist China. during the year occurred on

June 12 when sonme aircraft of the carrie.r Hornet cane within range of

“

Cormunist antiaircraft fire. Even thias incident however » led tO"Oﬂly

routine propa.ga.nda. exploitation.
Teiping's propagenda treatment of the US during the year

continued along sta,nd'ardized lines. The Chinese Communists seconded a.ll

Soviet prcpa.ganda campaigns, particula.rly those reLa.ting to a.lleged US

aggressive int'ention's in’ the Middle East. US defense noves in the Fa.r

o

East, particularly the a.nnouncement in May that US Ms.tador units would

4

~..._,

be stationed on Teivan a.nd the proclama.tion in June 'by the UN comma.nd

in Korea. tha.t modern wea.pons would be introduced into that country,

e

brought the custome.ry charges of US aggression, without further public

foil:ow-up outside of the propa.ganda field. In regard to US policy to-werd

T
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the GRC, Peiping continued, except briefly ai’ter the Taipel riots, to
charge that the US vas an unreliable ally for the GRC and tha.t it was
seeking to displace the present GRC 1eedership with "liberals" or with
advocates of Taiwanese independence. The Chinese Communists continued

subtly to encoure.ge runors that negotie.tions between them and GRC leaders

REATR IR

were in process or about to be initiated, and on several occasions
Chou En-lai and other spokesmen renewed previous offers of a Vaguely-
described “high position" for Chie.ng Kai—shek , If he would subordinete

his regime to that of Communist China. Perha.ps because of the current

lack of international publicity for the Geneva ambessadoriel talks,

Peiping's propaganda failed during the year to press strongly for a
US-Chinese Cormunist foreign ministers?! meeting. Chinese Cormunist
charges of US subversive a.ctivities were generelly linked to cha.rges of
GRC subversion and seemed to bea.r less on US-Chinese Communist rela.tions
then on domestic developments » such as drives against ' counter-
revolutionaries," or on relations with other countries ’ such as Great

Britain, which was repea.‘bedly accused of permitting Hong Kong to be _

used as a be.se for US and GRC subversive activities e.nd espionage.
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3. Relatn.ons with ct,her }bn-Commumst countr:.es. Pe:.p:_ng's :Lnter-

CREGELA H A

nat:.onal (non-bloc) act:wltn.es were, as :Ln the pas‘o : dlrected pr:.mar:\.l;r

l' .‘....."‘ ot

at the Far Eastern area. The Chlnese Comumsts, wh:Lle moderately actlve )
:Ln the Iuddle East, dld not at’cempt t.o match ’che more dramat:.c Sov:\.et
moves. For example, they played a dls’cmctly secondary role at the Ca:_ro

A51an-Afr1can Solldarlty Gonference, in contrast to ‘bhe preemlnent role

il f

played oy Chou En-la:. at Bandune in 1955 In regard to TJestern EurOpe
Pe:.plng slmllarly follovwed the Sonet 1ead. Pelplng expressed 1ts approval

of each Sov:.et move in reoard ‘co dlsarmament, NATO, and ot,her :Lssues s but

N

1n1t1ated no moves of :Lts own.' There were no s:q;mfn.can’c developmen'bs )

in Chinese Conmumst relatlons w:Lth Uestern uuropean st.ates, other than

a deterlora'blon oi‘ rela‘olons w1th the UK because oi‘ a serles of relat:.vely

minor mcldents and protests relatlng “to Hong z(onﬂ and because of

ar

Pelpmc‘s 1ncreas:mg sensrblvlty to what it :Lnterpreted as Br::.’cn.sh

a.‘

pousal of ’che "two Chlnas“ 'bhesls.

Pelplng‘s tactlcs toward ’che non—Gornmunlst coun’ories Were—those

developed in ’ohe pos’o-Korean per:Lod. There were few 1nnova‘o:|.ons p0531bly

because of Pe:\.plng’s domestlc preoccupa'blon durmg ‘bhe year. At the

end oi‘ 1956 and the beginning of 1957, Chou En-lai attempted further to
exploit the favorable personal impression he had created at Bandung in

a tou'rmof seven’ South and Southeast Asian non-Communist countries:
Cmnb:dia, India, Burma, Pakisban, Afghanistan, Nepal, and Ceylon. (Chou
also visited North Vietnam). Chou's trip was followed up with the usual
excher;ge of delegations of all degrees of prominence between Communis®t

China and non-Communist countries, including such figures as Vice President

R U,
. a oW
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‘Radhakrishnan of India, Premier Daud of A{ghanistan, Anti-Fascist
.People's Freedom League head and present Premier U Nu, Chief' Justice
U Hyint Thein, and Deputy Premier Kyaw Nein of Burma, Vice President Hatta,
Nationalist Party Chairman Wilopo, Deputy Chief of Staff Subroto, and
Speaker of Parliament Sartono of Indonesia, the Crown Prince of Yemen,
and the by now customary succession of Japanese politicians, newsmen,
military figures, and cther zroups.

Despite Peipiny's critical foreign exchange situation, the Chinese
Communists made five wajor offers or grants of economic aid and loans:

a grant of US,;515,750,000 to Ceylon in September, a loan offer of

USL, 200,000 to Burma in December, a loan offer of US$20, 000,000 to
Indonesia in September, an interest-free loan of US%16, 000,000 to Yemen
in January 1958, and, apparently, an indirect offer of some Us.;70,000,000
to Laos in February 1957.. (4 reported offer of US ;1,000,000 tg Jordan
in June has not been confirmed.) These aid offers were in addition to
those previously granted: US;22,400,000 to Cambodia, US 12,600,000 to
Nepal, and US;l,700,000 to Eéypt during the Suez crisis.

In addition to the ald offers, Peiping negotiated a number of
trade agreements with non-Communlst countries during the year. However,
Peiﬁing generally took a more moderate position than previgusly‘in‘regard
to the potentlalltles for expansion of trade. Several trade delggablons

. Were‘told that the tlghtness of forelgn exchange and the stlll ,very
tentatlve nature of some of the second flve-year plan targets made firm

S NN ey

trade offers 1mp0551b1e at thls time. In propaganda almed at .Japan and

the UK, the Chlnese Communlsts attempted to ratlonallze thls 51tuatlon

[ - "
».. v . K Lad ‘,,A v o
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byvpointing to the partial nature of the relaxation ef trade controls
by the UK and ﬁapan and to continuing restrictiens on certain categories
of 1tems that Pelplng was most anxious to obtain.
) As in past years, Peiping attempted to extend its influence in

the Asian area also‘through covert use of local Communist movements and
overseas Chinese. However, the Chinese Communists were not overtiy active
in thei?wo most CrlulCal situations in the non-Communist Far East during
the yeer —- the Laoc and Indonesian crises. Offers of economic aid were
madevbut did not figure importantly in either crisis. Peiping otherwise
confined 1tse1f publlcly to propaganda support for a coalition government
in Laos and for the'west Irian campalcn in Indonesia, and sought particu~
la?IY‘to_identify'the US as an obstacle to Lao and Indonesian aep}ratlons.
The'Leo and Indonesian crises nevertheless created opportunities for the
expansion of Commﬁnist Chinese influence through its eonnections with
indigenous Communist movemeets and through its espousal of the "peaceful
coexisfenceil and “Asian-African eplidarity" line. The Indonesian crisis
may have expedited Tndonesian ratification of the Indonesian-Chinese
Communist tfeaiy on the status of overseas Chinese, penéing since April
1955, | | '

Desplte the promlnence of some of the Chinese Commnnist acéivi£ies
durlné the year, no new dlplomatlc recognltlon was accorded Pelplng.
Overtures for the establishment of dlplomatlc relations with Ghana,

Malaya, and Tunlsla were not re01procated.by those countrles. Ampassadors

were exchanged for the flrst tlme with Ceylon, stemmlng from the recog-

nition. of Peiping by Ceylon in 1950 and froﬁ a September 1956 agreement
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to exchange representatives. S:Lmllarly , the Trea’cy of Friendship s:.gned

Vi e

mth Yemen on January 12, 1958 ~~ the f‘a.rst such formal treaty by Peiping
outslde oi‘ ‘the Commum.st bloc -~ rea.fflrmed a previous (1956) aéreemen’c
between Yemen and Peiping to exchange diplomatic representat.lves.

| In fields other than reco'fnltlon s Pelpmg‘s‘achlevenxler;ts during
the year were llkemse l:m.ted. Chou En-lal's receptlon in ’che cities
he nsmted on his Asian tour, althouffh fenerally favorable, was marred
_by Peiping,'s unquallfled backing for Soviet 1nterventlon :Ln Hungary
This was dramatlzed by the sudden 1n‘terrupt10n of the tour for the tr:Lp
o Moscow, Jarsaw, and Budapest which necessrbated a rearrangemen‘b of
the second half of his itinerary on very short notice to the host govern-
ments. Chou's trip led to a ;)omt communlque in every country bu‘b Indla,
the omission probably reflected Johe d:.vergent vievs on hungery, under-
scored the gap that emsts between Communlst Ch:Lna and non-Commurust

Asia whenever Peipmg ‘reveals its overrldlng adherence to bloc as distinct

from A51an aspirations.

There Were some other d:.fferences between Peibing and Johe non-

Communlst countries that were not altogether obscured by Pelplng s

propaganda and dlplomacy. A tour of India by the T:Lbe’oan Dala:. Lama

. tF

coincided W'.Lth Chou's A31an ’cour and led to Chmese Communlst charges
‘-

t.hat the Da.a:L Lama had been sub;]ected to mproper US pressure in India

rt

not to return to T].be‘b. Pelplng has cha.rged also that Indla has per—‘

mltted Kalmpong to become a center of subvers:Lve actlv:Lt:Les a:.med at
SR Y ST

T:Lbet. Rela'blons m.th Pakls’can contmued to be affected by Paklstan s

p_:(:o-\'Iest or:.enta‘ca.on and by Pelplng‘s closer relatlons with Indla.

“
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Relatlons W1th Burma were aggravated bj'fhe.unfesolved border question,

‘ Whlch desplte all Burmese efforts seemed‘no nearer to solution at the

beglnnlng of 1958. Pelplng’s relatlons w1th a number of countries

sui‘fered from Communlst Chlna s tles W:.th local Communist movements and

overseas Ch:.nese H Chou was questioned sharplj on both 1ssues by local

journalists during hls tours

v

Chlnese Comunist relatlons with Japan deteriorated during the
year 3 despl‘be a contn.nu..ng flow to Commum.st China of J apanese delegatlons
represent:.ng all polrblcal v:Lewpo:Ln’os and desplte the fact t.hat Japan had
followed the UI( 1ead in free:.ng a large number of commodities prenously
embargoed under Chincom regulatlons for export to Communlst China.

' Peiping has ‘been partlcularly adroit in pract:.clng “people's dlplomacy"
with Japan and has succeeded in promotmg trade and other relations
through unofln.clal contracts s frequently 1nvolv1ng Japanese polltlclans

of both major par‘bies. The Chinese Commun:Lsts have generally stressed

a “reasonable" 11ne :m such contacts, taking the p051t10n that Japan
1n1t1a11y need not alter 1ts relations with t.he us and the GRC 1n order
to mprove rela‘c:.ons. However ’ Prem:.er Klsh:.'s trlp to Talwan in June

and other expre351ons of fr:.endllness for the GRC as well as md:.cat:.ons

of m.despread support in Japan for a "two Chmas“ formula have led to a

substantlal sharpenlng of Pelplng s commen’os regardmg the Japanese

Government. On “the Japanese s:.de, meanwhlle, there has been some dJ.s:.l-

i et LIS S "~

1us1onment in recen‘c, months on trade prospects s and the uncrltn.cal

r"— Lt \

enthus:Lasm of earller wears for t.he "experlment" on the malnland has

I N W, > -

* ‘;L‘- O

Pei'ceptlbj.y lessened.
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Chinese Communist relatiqg§ with the UK have similarly deteriorated.
On a number of occasions during the year Peiping complained through
diplomatic and propaganda channels of Britain's alleged "unfriendly"

) attitude in connection with long Kong. Peiping sought to obtain.permission
to establish an official representative in Hogg,Kcng -- a request that the
British reportedly intend to reject as they have done when it was raised
in previous years., Other issues raised repeatedly included Britain's
élleged excessively lenient treatment of anti-Communists involved in the
1956 Hong Kong riots and alleged improper resettlement of Chinese resi-
dents of an area of Hong Kong that was being redeveloped. In addition,
Peiping on several occasions leveled charges at the British of permitting
Hong Kong to be used as a base for GRC and US subversive and espionage
activities, as indicated above.

Probably a more basic issue than the minor incidents in connection
with Hong Kong was Peiping's apparently increasing irritation at Britain's

- stand with the US on many Far Eastern issues. Repeatedly since mid-1957
_ Chinese Communist propagardists purported to see indications iﬁ various
—British actions (such as permitting a Chinese opera troupe from Taiwan
~to perform in the UK) of an espousal by Britain of a "two Chinas"

'formula, and Peiping formally‘protested on one occasion regarding this
—issue. In a sharply-worded interview in January 1958 with Reuters
_correspondent David Chipp, Chou En-lai stated that relations between

© TCommunist China and the UK should have improved after the 1§5h Chou-Eden

talks in Geneva but that instead Britain had "even retreated, toeing the

- American line in every matter." Chou dgmplained that Britain's position

+SECRET
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was not "consistent," that while it had recognizéd Commmnist China, it

was engaged in “creating two Chinas," and that this was the "most unfriendly
attitude of. all," Chou demanded that if Britain (and Japan) could not

-""freé themselves from US control":and vote for Peiping's admission to the
UN, then they should abstain from voting, in order to maintain at-least

nthe present level of our relationship."

-
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II. FUTURE TRENDS

A, Political and Soc1a1

KN

Pelp:mg's objectives in domestlc polltlcal and social matters have
undergone no significant change in t'he last, year. These fundamental
objectives are to consolidate cqgtro.l of the country; to mobdliae the
country to contribute more effectively to the ambitious economic and
military programs; and to cqmplete‘the process of transforming the
;gns‘gitutional patterns and the thinking of the people along Communist

. lines. Towa.rds these ends, the Chinese Communists are attempt:.ng to
strengthen the party, govermnental,, and securl’cy apparatuses 3 “to
increase the degree of p051t1ve popular support a.nd to bulld up a large

't

corps of proi‘essmnally capable and polltlcally rellable persons to fill

' e

the pressing needs of 1ndustry,, agriculture, sc:.ence, education,
(N N T ’

government, and party.

1. The Party. Cru?clal to the Chinese Conqn?.nists' future prospects
is the strength and.vigor of the party itsg(;l.f, vhich in turn depends on

the effectiveness of its leadership and the effectiveness of the rank-

and-file members.

.. 8. Lffect of policy disagreements. For years the CCP leader-

- ship.has demonstrated a-unity and.vigor seldom found in oth‘ler communist
parties.. Developments during 1957 suggest that at Jdeast =’c.e:mpora:c'i].y
there was, fairly serious disagreement among the leaders over Mao's
Mcontradictions" approach. Vhether or not the disagreement followed or

created any factional pattern is not clear. “hatever the nature 2>
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and extent of the disagreemént,-—the-bhéiléﬁge of the eriticism from the
nrightists" and the resultant modification of péiié;c,probably ‘did mueh
to :affaéé and perhéps resc;lvéz"tﬁ:é alépﬁtef At "the éémé'tﬁné, the partial
failure of ‘a policy apparentlly‘originat.ec'l by Mao may have resulted ¥n
some lééééning of éonfidéhce in hif among other party leaderse L
However, ‘a1l of the CCP ledders undoubtedly ‘yealize ‘the importance
of mainta 1ni!n'g‘a hlgh deo'ree of unity and of avoiding any action that
mlght Jeopardlze the advantages accrulng from lMao's personél prestlge and
1n.fluence. Therefore they will probably subordinate whatever differences
have occurred or may occur to their cofmon devotion to ‘fundamental objec-
:'tivesl. ‘-’I’his, together with the bond of past association in both hardship
and success, will probably preclude anry"'leéde’rship cleavages of suffi-

cient ﬁfopoi:tions' %o affect significantly the party!s ability to control

v 3,
4 NNy

the country during Mao's lifetime,
However, therquestion arises whether the apparent reemphasis on
=orthodox solutions will impose any limits during the next féw years on
the leadership's ability to devise realistic and effective-methods of
coping with the problems it will continue to' face, particularly: those
related to popular responsessIt iﬂs‘;._p.rcj'lqg{b}e.« }:,hat the. :éhiﬁ, in emphasis
was more than a tactical expediency and ‘that, for example, . the reversion
toﬁ_the theme of continulng and prolonged class- struggle both reflected-
and influenced doctrinal’ thinking. - THus' ‘some lessening -of flexibility
of approach mdy ‘occur, with the possible’ effect: of- reducing ‘the regine's
ability to elicit popular support. - On the other hand,!xecent develop-

ments have probably resulted in a clearer understanding by the leaders

SECRET
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of the problems and a firmer determlnatlon to prevent any problems from
Sl

g1v1ng rlse to unoontrollable 51tuat10ns.

VTGS I o, “r

't
It appears unllkely that the gradual growth of profe531onal elites

E el } - .

in m111tary, 1ndustr1al, and admlnlstratlve flelds will constltute a

. !

—ohallenge to party leaders durlng the next flve years, even 1f Mao were

to d1e. Such groups, with backgrounds dlfferent from those of present

b - ¥l

party 1eaders, will not develop for some years. Moreover, the CCP is

undoubt edly aware of this latent problen, and wnll contlnue to take all

+ - '13} gt

pos51b1e steps to ensure that the emerglng ellte groups remaln reSpon31ve
to party pollcy and control.

b. Probable situation should Mao d1e. It is not unllkely that

Mao, now 6h, will die durang the next flve years. If thls should happen,

party authorlty would probably paes at flrst to a collectlve group com=-

prlslng, under present 01rcumstances, L1u Shao-chl, Chou En-lal, Teng

H51ao-p'1ng and Ch‘en Yun,.\ th Chu Teh beoomlng tltular head of state.

However, as recent developments in the qov1et Unlon agaln demonstrated,

,_ e »

a genuine collectlve leadershlp oannot last long in a Comnunlst totali—

tarian state. It is thus llkely that ‘both pollcy dlsagreements and

-
power rlvalrles would beoome more pronounced and that Chou, Liu or Teng -

1 -

perhaps in that order of probablllty —— wouldfmaneuver hifusedL tb the"top.

Furthermore, w1th Mao's death, the CCP would be deprlved of his marked

¢

abllltles and his preat prestlge. both domestlcally and in the Commnnist

L aafr o yideady R

bloc. All of these factors would 31gn1f1cantly reduce the CCP‘s capa-
e L R RLE B £ : P 2
«blllty to formulate and 1mplement effectlve pOIICIBS, although the

i <psdnngin . e SN B VP

s

problems would p

— s ENVIG TS TIIEAR 37T YA DR LU T E Y R T

robably not become so acute as to 3eopardlze the party‘s

e e v
2
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exlstence or 1ts phy51cal ‘conitrol’ of*the‘country.

¢. Problem of party consolidatlon. The party's ablllty to weld

" the huge rank~and~file membershlp &nto a more v1gorous and effectlve
group is questlonable. The developments of 1957Jsuggest that the party
eaders face more problems w1th respect to thls group than had been pre=-
v1onsly dlsoernlble. The launching of the rectlflcatlon campaign
1ndlcates that the leaders recognize tbesé problems, but the success of
their efforts to colve them is still problematlcal. The current campaign

" i7il1 Undoubtedly tlghten d1501p11ne, put a brake on some undesmrable
tendencies, and probably weed out some of the less capable and reliable
memberS. OOmparable but perhaps 1ess 1nten51ve ﬁr1ves will probably be

: oarried ot periodicallye However, “one fundamental problem s that of
instllllng more v1gor and a helghtened sense of dedlcatlon-ln party.
members, and some aspects of the party's tactlcs - the massive.shift of
cadres of lower levels, the implled threat of expu131on, the expoSure to
crltlelsm, the demand for austerlty -~ may aggravate rather than solve
the problem. Future progress of the reglme's programs will be gradual

' rather than’ dramatlc, and the exhllaratlon of rapmd achievement will be

: 1ack1ng. Furthermore, many members*are caught 1n the middle between the
party and the often dlscontented publlc, and blamefls dlrected at them

- 1 r

from ‘hoth sidesi” | - . . o C o

T Durlng +the next flve years there is llttle likellhood that’ these
cadre problems will become 50 1ntense that ‘a serlous party cr1s1s will

arlse. Itis 11ke1y, “howaver, that thls 31tuat10n w1ll adversely affect

'the regxme‘s efforts in" such matters as the agrarian program and popular

suppart to some degree. “
- . SECHET
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2, Popular Respons'e.. The Chineée‘."dormnunists are committed to an

economic program which at best will provide during the nexf, five years

only sllght‘materlal benefits to the peoﬁle; they are 'als;o conimitted to

a pol:.tlcal and social program which creates more antipathy than goodm.ll.
‘“Peiping is unlikely to make any fundamental changes in t,hese programs,

ahd both factors will continue to impose severe limitations on the regime's

ability to elicit a more pos:.tlve response from the Chinese people,

The Chinese Communists recognize their problem, and have solved

one aspect of it by creatirlé a strong security system which is capable

of preventing a popular uprising of sufficient dimensions to threaten

the existence of the regime. A considerable number of cases of sporadic

but isolated and small-scale active res:Lstance will probably continue to

occur during the next five years, partlcularly in rural and ethnic

minority areas, The regime will probably be able quickly to quell these

miror revolts, and such repercuss:.ons'as they migh't have are iikely to be

of a local rather than national nature. While it is 'highl'y_ fl;mlii(ely tﬁat

dlscontent. will seriously threaten Chlnese Communist control of tl';emcoun-

try‘dur:mg the next five years s disaffection w111 continue to hamper some

of the regime's programs.

2. Probable attltude of peasan ___g, A key group is the peasantry,

on which the&zv:-gﬁme's economlc program largely rests. Dur:.ng 1957 there

. Wt
S

was more ev:.denfce of dlscontent among the peasantry than was dlscerna.ble

T M> :- b PR FYICERR ¢
durlng the process of establlshlng cooperatlves in 1956. Poor crop years
R O YRR e

could seriously aggravate the s1tuat10n, even in good years, 1t is

- v P -
N ont . . . ¢ e
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unllkely that the regime will permlt the peasants to retain appreciabxy

more of their prodnctlon than at present. Nor 1s it llkely that the

-

Chinese Communists will make 1nst1tutlonal changes in the collectlve

S 4

system whlch wouldrplacate the peasantry. On the other hand, the collec-

tlves w111 he managed more eff1c1ently, the peasants will probably become
3 K

more accustomed or resigned to the system, the increase in the number of

cadres in collectives may strengthen the system; constant Chlnese'.

Communlst propaganda may have some affect. On balance, it is pcrhaps '
only possmble to estimate that the peasantry's response to the regime
will not become appre01ably more favorable during the next flve years,
and in certaln contlngen01es could deterlorate. This attltude Wlll .
_probably be a handicap to the efforts to 1ncrease agrlcultural prodnc-'
'tlon, although 1t 18 1mp0331b1e to estlmate its effect in quantitative
terms:
B b Intellectuals d13111u81oned The events of 1957 further

P
Yo o

d15111u51oned many, if not most of the non~Communlst 1ntellectuals and

=

formertbnslnessmen, and it is unllkely that this d15111u51onment w111

dlsappear. Thelr tale ts wzll not be entlrely'lost to the regime dnrlng

the next flve years, but the lack of a more p051t1ve support from this

w_‘group w1ll limit the reglme‘s ability to £ill the gap between the

v

4 regime's need for tralned pe'g" el and %ne Tam “ber of profé551onally

_capable young persons tralned and 1ndoctr1nated under the Chlnese

Communlsts. Pven w1th1n thls latter group, the party w111 contlnue to

face. some problems of morale and enthu31asm.

‘- '

Among Workers, a group vital to the reglme‘s economac plans, the
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problems may be ZL‘ess_ acute than in other secto‘rsﬂ. I-_I'czt.-{ever, the regime's
current e;phasis on psychological rather than xqateiria_l jncentives will
probably continue with minor modifications over the next few years, and
there is 1little likelihood of 2 marked improvement in worker morale.

Ce Anti-Chinese feeling in-minority aréas. The regime will

probably continue to face acute problems in minority-inhabited areasS.
There were indications in the fall of 1957 that the regime was shifting
its policy away from’the cautious, conciliatory .line followed since 1956
to a new emphasis on imposing Cormunist control and programs. The shift
in policy probably reflects a combination of factors, including a con-
cern that conciliation might permit anti-Chinese and anti-Communist feel-
ings to become more vocal and better organized, and perhaps renewed
confidencé in its ability to handle dissidence that might flare into
minor rebellion, During the next year or so, Peiping will probably under
the guise of combatting 'narrow nationalism" attempt to rout out or
suppress dissidence inminority areas. There are some indications that
the new, harsher line will be applied also to Tibet, but Peiping will;
almost ceriainly'be forced to proceed more cautiously in that area than
in the minority areas that have been longer under Communist rule and that
are more";ccessible to the application of Communist force. It seems
probable that no matter how Peiping balances force and persuasion in its
minonityngolicies, the historical anti-Chinese feeling among ‘minorities
will coﬂ%inue to manifest itself in periodic minor disturbanéés and, ir'’
Tipet;rpgssibly in rengygd wide;y.scattered outb;ggks that might ‘necessi~
tate protracted. and fairly large-scale Chinese Cotimiftist military oﬁérétions.

SECRET
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3. Trained Personnel. During the period 1958-62, Commumnist China

plans to graduate about SOO OOO students from its higher educatlonal
instltutlons -~ a reasonable estlmate in view of the current enrollment
of hh3,000. Together with the approximately 370,000 that have been
previously graduated, thls will provide a force of some 870, 000 persons ==
dlsregardlng attrltlon -~ who have completed their un1versmty-le;el
educatlon under the Chinese Communistss Currently, about one-third of
the students are enrolled in teacher-training courses == an indioation
of the regime's planned expansion of primary and middle school educatione
Another one-third are enrolled in engineering courses, and seven to eight
percent in each of the fields of science, agriculture and forestry, and
medic1ne. It is probable that proportlons approximating these will be
maintained over the next five years. A
Desplte these impressive figures, the regime will exnenience
difficulty in meeting the 1ndustr1a1 and scientific needs for persons
with advanced training and experlence. In 1955—56 14,800 students were

receiv1ng post-graduate training, largely in technlcal fields. Some

10,000 students have been sent abroad since 1949, the large majorlty to

the Soviet Union, and an unknown percentage of these have received

*

advanced treining. These procrams will probably be accelerated, parti=-

cularly in the 501ent1f1c fleld, in view of the regime's ambltlous
objectlve of approachlng the most advanced levels attalned in the world

in many 1mportant fields of science, l

By 1962, the regime plans to double the enrollment in‘primary'and

middie schools, hoping to approach the goal of unlversal prlmary

L%} M
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education in 1967. Uhether or not this target is reached, it appears that

the previous problem of an insufficiency in the number of persons qualified
to enter the higher institutions no longer exists. This expansion is lead-
ing to a broadening of the base of the educational pyramid and is creating
the problem that the expectations of wmany primary and middle school graduates
cannot be met -- a prospect hardly brightened by the claim that these
students will comprise the "first generation of cultured workers."

Despite the planned increase in the number of graduates, the
regime's need for trained personnel will not be fully met by 1962, There
will be a particular inadequacy in highly trained and experienced persomnel
in the more advanced scientific and technical fields. The problem is
ageravated by the regime's apparent feeling that many pre~Communist in-
tellectuals cannot be expected to give loyal and enthusiastic support and
therefore should not be given positions of responsibilitys

Qualitatively, the regime also faces problems which will make it
difficult to achieve its stated objective of building up a large group
that is both "red and expert." Earlier pedagogical methods have been
declared unsatisfactory and are under revision. There is a shortage of
qualifieqiteachers. Events in 1957 will further reduce the vigor of
scademic activity. Political indoctrination courses have been increased,
cutting into the regular curriculum; also, it appears that such courses
have been resented by at least a portion of the students, Dislike of the
system Sf assigning graduates with little regard to their preferences has
been couptered by an expressed determination to enforce rather than

modify the systemme
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B. Economic Prospects

1. The First Five-Year Plan. In essessing Communist China's economic

prospects, it is useful to review the character of its development in the
eight years since the regime gained political control of the China mainland.
The initial three years were deseribed by the regime as & "rehabilitation
period," characterized by a stabilization of the economy, an extension and
consolidation of the regime's political controls, and the expansion of
production with relatively little fixed capital investment. The economy,
which had been depressed and fragmented by over a decade of war and civil
war, responded favorably, and by 1952 the regime had sufficiently expanded
its fiscal revenues and improved its statistical apparatus to underteke
planned economic development. During 1949-52 the regime claimed increases
in the gross output of industry and handicrafts from ¥1k billion (us$5.7
billion) to ¥34.3 billion (Us$13.9 billion) (in constant 1952 prices) and
in gross agricultural output from ¥32.6 billion (Us$13.3 pillion) to
¥48.L4 billion (US$19.T billion). This expansion is almost certainly
greza.tl;,»r overstated. and reflects improved statistical coverage as well as
real increases in output. The actual rise in total output is estimated at
gbout 20-25 percent, a Very repid rate of expansion but well under half of
wvhat is indicated by the regime's data.

-The first Five-Year\ an (1953~57) could be termed a "reconstruction
period;" %ring which the regime di:rected. much of its investment towards
restoring the previously existing productive plant and derived most of

the ir#ease in output from such investment and from more intensive

-
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utilization of existing plant. A considerable investment in new facilities
was ‘ma.de during 1953-57, however, much of which would be brought into pro-
duction during the second Five-Year Plan (1958-62) . Because of the
opportunities to increase output with relatively little investment, total
production continued to rise rapidly, and the regime claims that national
income during 1953-57 increased about 50 percent in coﬁstant 1952 prices,

as follows:

T . National Lncome & % of
Sector origin (In ¥ billions) Increase

1952 1957 P

Agriculture ¥36.2 ¥hly 25%
Industry 9.2 22 Lo
Other © 15.7 35 35%

Total national
income 61.1 93 100%

The national income is calculated by Soviet
concepts, excluding certain services not connected
with meterial production.

Nationsl income estimates have been reported for -
1952 and 1956, and the 1957 data are projecticns
based on the expansion of gross output in industry
and agriculture in 1957.

¢. Including construction, trade, transport, and
handicrafts.

This claimed increase in rational income should be somewhat
discounted. Not only is egricultural expsnsion. tonktderably -overstated,
but growth in national income has also been exaggerated, owing to the
undue importsnce the 1952 price structure has given industry, the fastest

gr_gwing sector. Compared with 1936 prices, agricultural and industrial
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prices in 1952 had advanced two and five times respectively, while the
price of imported goods 4n terms of the over-velued yuen exchange rate
hed risen only by half. Nevertheless, the real increase in national
income is probabljr 70-80 percent of what is claimed, indicating a rapid
growth of 35-40 percent over the five-year period.

-a. Industry. The growth in jndustrial output was sharply
oriented towards heavy industry, end the expension of gross output by

industrial sectors during the first Tive-Year Plan was as follows:

(In billion yuan) Percent
1952 1957 Increase

Machinery ¥ 6.3 350%
Other capital goods 9.3 26.4 " 18L4
Consumer goods 16.3 30.1 _85%

A1l industry 27.0 62.8 133%

Tﬁis repid growth was due largely to the reconstruction of existing
plant,” particularly the stripped Manchurian industry, and to an increase
in its utilization. In 1956 the regime estimated that new industrial
plan® téomple‘bed aoter 1952 would contribute 15“percen’c of gross industrial
ou't.z_nrtiT in 1957 and 50 percent in 1962, These estimates would indicate
that the plant existing in 1952 had nearly doubled its output by 1957

end hed contributed nearly three;quarters of the increase in industrial

outpui; ; by 1957 it was approaching maximum utilization, gince an

jncréase of only 5 percent in i1ts output was projected for 1962.
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Fixed investment in industry during 1953-5T was reported at ¥27.8
pillion (US$1l.3 pillion), or neerly three-fifths of total state capital
construction. Although this figure should be discounted because of the
high prices of machinery and equipment -- which accounted pfor 38 percent
of total state capital construction costs == it still represents an
impressive development effort. This investment was concentrated in heavy
industry; the fuel and power industry absorbed gbout one-quarter and the
jron and steel and mechine industries each about one-eighth of industrial
capital construction expenditures.

4. TFuel and pover. In the fuel and power industry, coal

output rose from 63.5 million tons in 1952 to 122.4 million tons in 1957,
with about two-thirds of the increase resulting from the reconstruction
and expansion of existing mines. Fxisting mines absorbed one~-third of the
capital construction expenditures in the coal industry, and their investment
cost per additicnal annual ton of coal production was about half that of
the new mines. Despite the rapid rise in output, the increase in demand.
was even greater, and by 1957 coal was distributed under stringent ration
procédures , affecting household consumption in particular.

) Electric power output rose from 7.3 billion ¥wh in 1952 to 19 billion
kwh in 1957, with a doubling in generating plant from 2,000 ,000 kw to .
1,000,000 kw. A part of the increase in plant represented the restoration
of M;;xchurian powver facilities removed by the USSR in 1945. Five turbine-~
generators agegregating 350,000 kw were re-instelled in the Tafengmen Dam,

and. the large thermo-plants. &t Tushun and Fuhsin were rebuilt. Power
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output per kw of capacity rose 30 percent, reflecting in part the
development of power networks end in part the regulation of demand in
order to reduce peak loads.

Although the petroleum industry contributes only a small part of
the energy resources, it 1s importent to the regime's hopes for industrial
expansion, and & large investment has pbeen made in exploration and
develogment of resources. Crude oil production rose from 436,000 tons in
1952 to 1,445,000 tons in 1957, of which about two-thirds were obtained
from natural oil deposits and the remainder from oil shale and coal
distillation. Despite the regime's efforts, production has lagged behind
the terget, and apparently hopes are fading for the discovery of many
large and easily exploiteble oil deposits. In its long-range plans the
regime-is now celling for the substitution of other energy sources for
petroleum wherever possible and, despite its high cost, for building new
Pacilities for extracting oil from ghale and coal.

i1i. Iron and steel. Iron and steel production was sharply

expanded during the first Fiye—YEar Plan, with pig iron output rising from

1.9 million tons to 5.9 million tons and crude steel from 1.35 million tons

to 5.24 million tons. Most of this increase has been obtained from recon-
structing previously existing facilities and through raising the output
per uwnit of capacity by various technical measures. At the Anshan plant,
which éroduces about half the iron and steel, eight of the former nine
blast furnaces had been restored by 1957, together with both of its steel

planté? production rose far sbove previous levels as a result of careful
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gelection and preparation of meterials and other measures designed to

maximize the physical output per unit of capacity.

iii. Machinery and equipment. In Manchuria and the port

cities a congiderable engineering industry had been built prior to 1949,
designed to provide repair and maintenance services to existing industries.
Tt is largely.this plant, re~equipped and reorganized and provided with a
guaranteed home market, which has enabled the industry to increase its
output 4.5 times during the first Five-Year Plan. Mass production of
certein simplér products within the capebilities of the equipment and
technology of various factories ensbled e rapid. rise in output, but by
1957 market limitations for these items were restricting output. However,
there has been considerable investment in new plant, most of which will
come into production during the second Five-Year Plan. Once in production
these new fg.cilities will ensble increased domestic production of the

heavier and more complex types of equipment.
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b. Agriculture. Agricultural growth claimed during the period is
largely the result of more intensive production on existing farms. Culti-
vated land rose L percent to 112 ,000,000 hectares, while crop area rose
11 percent to 156,000,000 hectares, owing to increased multi-croppinge.

Food output rose 20 percent to 185,000,000 tons grain-equivalent, with the
food crop area rising T.3 percent to 120.5 million hectares and per-hectare
yields rising 12 percent. Shifts to more intensive crops, 1l.€e; rice and
sueet potatoes, account for about one-~third of the increase in ylelds.
Other crop developments include a 9 percent increase in major oil crop area
(soybeans, peanuts, and rapeseed) to 16.8 million hectares and a 3 percent
increase in ylelds; a )y percent increase in the cotton area to 5.8 million
hectares and a 21 percent increase in yields; and a 61 percent increase in
miscellaneous crop area to 12.9 million hectares. The claimed increase in
agricultural productivity was even greater than these figures indicate, for
1952 was a bumper Crop year while 1957 was a mediocre Or ordinary crop yeare
There was also a 10 percent increase in labor animals to 8l;,000,000 head,
of more than one~third in hogs to 125,000,000 head, and of three-fifths in
sheep and goabs to 97,000,000 head.

The main factor to which this agricultural expansion is credited
has been tiie mobilization of idle and underemployed rural 1abor for increased
cultivation work and land improvementse. Trrigated land reportedly rose by
one-fifth to 37,000,000 hectares, and extensive flood control and soil
conservation measures were undertaken. In addition, chemical fertilizer
supplies were raised from 333,000 tons to a peak of 2,000,000 tons in 1956,

providing a small bub important addition to soil fertility. Rural coal
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supplies were more than tripled to a peak of over 25,000,000 tons in 1956,

permitting greater use of straw and other by-products as feed and ferti-
1izer., Improved seeds were developed and by 1957 were sown on 14O percent
of the grain acreage, 80 percent of the cotton acreage, and 30 percent of
the oilseed acreage. There has also been an increase in the supply of farm
tools, and some progress Was made in controlling crop pests. Among offset~
ting factors, there has been a sharp decline in draught-animal power per
crop~-hectare, resulting from a decline in the quality of the animals and
from the fact that the increase in nunbers has been largely in the nomad
grassland arease. Another unfavorable factor was collectivization which has
upset the production and market organization in the farm areas and has
adversely affected the production of certain subsidiary products which were
marginal p;asant enterprises.

Although information is inadequate to assess accurately the consist-
ency of the claimed increase in productivity in relation to the production
measures teken, it seems likely that the regime has overstated the rise in
farm outpute Tt has admitted that its agricultural statistics, although
improving, are still imperfect. Chinese officials, in discussions with
Indian agricultural missions, have indicated that the data prior to 1952
were clearly incomnlete and that, while data since 1952 is generally compa-
rable, the possibility of a small bias from improved statistical coverage
could not be ruled out. At the same time, marketing data indicate that the
production—estimates assume that the peasants have been retbaining and con-
suming muqh larger quantities of grain, cotton, and oilseeds, an assumption

which seems at variance with the facts. It is of interest to note that
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Dr. J. L. Buck's study of Chinese agriculture in 1929-33, which challenged
the official data of that day, describes an agricultural plant very similar
to that indicated by the 1957 data, with a comparable rural population,
cultivated area, irrigated arez, multiple crop index, and livestock popu-
lation, This may suggest that much of the expansion of the past eight years
largely represents a recovery to prewar levels.

c. Foreign trade. Foreign trade has been an important factor in

Cormunist China's first Five-Year Plan, and has supplied the military equip-
ment, capital goods, and essential raw materials required by the program.
To obtain the necessary imports, the foreign trade policy was to expand
exports as rapidly as possible in order to finance a greater volume of
imports, and to limit imports to essential commodities not produced in suf-
ficient quantity in the Chinese economy. During 1953-57, balance of payments
pressures have been growing, reflecting the cessation of Soviet loans, a rise
in foreign debt service, continuing hizh foreign-aid commitments (chiefly to
North Korea and North Vietnam), and declining receipts from foreign expendi-
tures in China and from overseas Chinese remittances., As a result, although
exports approximately doubled between 1952 and 1957, imports rose by only
a third.

The composition of Communist China's imports and exports during the
first Five:iear Plan is estimated approximately as follows:

N (In ¥ billions)
Tmports ) Exports

Consumer goods ¥ 2.5 Agricultural products
Rair meberials, fuels 7.5 Other

Capital goods 10-11

Military supplies L5

Total imports 25 Total exports

Declassified in Part - Sanitized Copy Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4



Declassified in Part - Sanitized Copy Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4

SECRET

- 105 -

Over three-quarters of Communist China's trade has been with the Soviet
bloc during the first Five-Year Plan., The Soviet bloc has supplied all of
the military supplies, most of the capital goods, as well as certain raw
materials and fuels under WVestern trade controls, e.g. petroleum, Most of
the imports from non-Communist countries have consisted of consumer goods
and raw materials, although some capital goods have been received, including
uncontrolled items and those shipped in evasion of trade controls. The
Soviet bloc has absorbed a rapid increase of Chinese exports, although by
the end of the period Communist China appeared to be directing its attention
to export markets in non-Communist countries, presumably intending to uti-
lize its expo:;'t surpluses with the latter areas to settle import deficits
with the Soviet bloc.

d. Population, manpower, and consumption. During the first Five-

Year Plan the regime estimated from its 1953 census, its population regis-
tration figures, and its collection of vital statistics in selected areas,
that its average annual population growth was 2.2 percent during 1953-57,
and placed tﬁe mainland population at 575,000,000 at the end of 1952 and
6L0,000,000 at the end of 1957. Urban growth was about twice as rapid as
total growth, and the urban population rose from 72,000,000 to 92,000,000
during the period. However, because of the small relative size of the
urban population, it absorbed less than one-third of the total population
increase. -

The population engaged in farming increased by 10 percent from

182,000,000 to 530,000,000 while the non-farming population increased by

18 percent from 93,000,000 to 110,000,000, Employment in government and
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state-controlled enterprises (excluding the armed forces) rose from 10,000,000
to 2L;,000,000. Part of this increase reflected the nationalization of private
enterprise, and the net increase in staff and workers, i.e. wage-earners,

is estimated at 5,000,000 - 6,000,000, The remaining non-farm labor force
included the armed forces, personnel in service occupations and handicraft

cooperatives, and a few unassimilated peddlers and tradesmen.

Despite the rapid growth in population, the regime claims that the

even more rapid growth in production has permitted the needs of the develop-
ment program to be met and has provided substantial increases in living stan-
dards, as indicated by the following data in constant 1952 prices of per
capita consumption taken from its national income estimates:

Per cent
1952 1956 Increase

Peasants T 72 ¥ 81 12.5%

Worlkers 151 180 19 4

Total, including others 8L 100 19 %

and social consumption

However, it is believed that the regime has over-estimated the growth
in its agricultural output and thus exaggerated farm retentions, which
constitute about three-fifths of peasant consumption, Further, while peasant
cash income and consumption of textiles and other manufactures have in-
creased, the peasant preferénce is to spend the increased income for food
which has been prohibited by the regime's controls over the distribution of
the crops. lioreover, the measurement of consumption in 1952 prices, when

farm prices were low and industrial prices high, has tended to exaggerate the

SECRET

Declassified in Part - Sanitized Copy Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4



Declassified in Part - Sanitized Copy Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4

SECRET
-~ 107 -

rate of growth of consumption. Thus, it is believed that real peasant
consumption has increased very 1ittle and that the peasants, in view of the
controls over their consumption and the additional work required of them,
consider themselves worse off in 1957 than in 1952.

Real urban per capita consumption has undoubtedly risen during
1953-57, probably close to the of ficially claimed rate of L percent annually.
However, urban consumers have had to accept increasingly stringent rationing
of basic commodities such as foodstuffs, textiles, and coal, as well as
overcrowded housing and urban utilities. The rise in total per capita con-
sumption includes "social' consumption, such as military, health, and
education expenditures, which has increased more rapidly than personal con-

sumption.
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2. The Second Five-Year Plan., At the 8th Party Congress in

September 1956, an initial working outline of its second Five-Year
Plan was presented by the regime. Compared with the 1957 goals of
the first Five-Year Plan, this plan projected by 1962 a doubling of
industrial output and an increase of 35 percent in agricultural out-
jput vhich were to contribute to a 50 percent increase in the national
income. It was calculated that the expenditures would increase at a
somewhat more rapid pace than national income, and that 'state fiscal
expenditures during 1958-62 would rise by three-quarters over that
_.planned for 1953-57. With the expansion in fiscal resources, state
capital construction was to be doubled, with the shares allocated to
industry and agriculture rising slightly to €0 and 10 percent respective-
ly. Fiscal expenditures during 1958-62 were indicated to be as follows:

Plan Plan
1953-57 1958-62
(In ¥ billions)

Economic and social expenditures ¥ 72 ¥ 132-154

“Military and administrative L1 Lk
expenditures

Debt service, foreign aid, other 15
expenditures

= Total fiscal expenditures

Of which:
State capital construction

- Industrial
Agricultural

Other
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Capital accumulation was to represent a slightly higher proportion of
national income than in the first Five-Year Plan, but still was to permit
a rise in consumption comparable to that during 1953-57.

During 1957, as the regime attempted to work out the details of
the p;;n, important modifications were made in the program, reflecting
a recognition of the 1imited resources available., While the regime has
not summarized the effects of these changes, it appears to be attempting
to mainbain the projected expansion in total output through a more
effective utilization of available resources and by stretching out its
timetable for constructing a modern capital goods industry.

_ a. Agriculture. In September 1956 the 1962 farm targets called
for a 35 percent increase in agricultural output over that planned for
1957 including an increase in groin production to 250,000,000 tons, in
cotton production to 2,400,000 tons, and in the hog population to
250,000,000 head. During 1957 it wes recognized that these goals were
too ambitious, and the grain target was lowered to 240,000,000 tons,
the cotton target to 2,150,000 tons, and the hog target to 220,000,000
head. At the same time, the proposed agricultural development effort
was increased, notably by raising the chemical fertilizer production
target from 3,000,000 - 3,200,000 tons to 5,000,000 - 7,000,000 tons.

In early 1958 long-range provincial targets were being raised sharply
underkfhe slogan, “"advance by leaps and bounds." However, as in 1956,

such fargets appear to serve as a propaganda background supporting an

agriéﬁltural program which calls for widespread changes in cropping
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practices, and as yet do not appear to have altered the national targets.

During the second Five-Year Plan, the emphasis will continue to

3

be on increasing the productivity of existing farmland rather than ex-

panding cultivated acreage. The regime claims‘i'b has surveyeci and found
suitable for reclamation some 35,000,000 hectares in Manchuria, and in
northwest and south China, but admits that the costs of drainage, irriga-
tion, and other development preclude bringing more than 7,000,000 hectares
into production during 1958-62. About half of this will be reclaimed by
state farms producing soybeans in Manchuria (1.3 million hectares), cotton
in the northwest ( .7 million hectares) and tropical crops in south China
(1.2 million hectares). The balance is to be reclaimed by peasant re-
settlement programs and by bringing into production unused lands in the
vicinity of the various collectives. Much of these new lands will be of
marginal productivity, but the regime estimates that the program will
increase production by the equivalent of 10,000,000 tons of grain.
Despite the new lands, per capita farm land will decline further

from .19 hectare in 1952 to .17 hectare in 1962. To increase the land's
productivity, the regime proposes to mobilize additional rural labor,
é:q:;and irrigation, and improve fertilization in order to increase yields
and to introduce more intensive cropping systems. During the second

. Tive-Year Plan the irrigated area is to be expanded by 17,000,000 hectares
and irrigation facilities improved on 7,000,000 hectares now under irriga-
tion. The regime hopes also to increase the chemical fertilizer supply
to 7,000,000 tons, which it estimates will increase grain output by

15,000,000 tons and cotton production by 300,000 tonse
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Despite the cutback in targets and'the increase‘in’ developmefit
effort, the farm program still appears* o’ be over-optimistic. The program
has assuied that the mefging of uheconomically small farms into large
collective units ‘would mobilize a’ substantial amount of farm labor for
land improvements'and additional field work. This assumption is
warranted by pre-World Var II studies which show that Chinese peasants
were idle one-s'ixtﬁ ‘of the year and engaged in marginal off-farm tasks
one-fifth of the year, while those on the larger farms*accomplished half
again as much work per man as the averéigé on all farms. However, in
the first two years of collective operation these labor savings have
been dissipated by high administrative overhead and the inefficient use
of labor. The regime ascribes this £3ilire to inexperience in 1956 and
timidity in 1957; and its 1958 plans call for mobili#ing substantial
additional labor., However, the consolidation of the collectives seems
likely to be a long~term process during which the labor potential will
not be realized, owing to large administrative overhead, inefficient
management, and reduced peasant work incentives.

Vith experimental and extension facilities to develop and test
new techniques necessarily limited, the program for rapid changes in
cultivation practices is bound to result in costly errors, as in 1956,
The regime admits this but justifies the program on the grounds that net

’prdduction is to be increased. It has urged its rural cadres not to
think--like one who has hit his thumb with a hammer--of the finger which

has been hurt but of the nine which have not been hurt. The individual

peasant, however, cannot afford to take gambles with his crop, and it is

SECRET

Declassified in Part - Sanitized Copy Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4 §



Declassified in Part - Sanitized Copy Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4

SECRET

- 112 - -

“he .
e, -

likely that local resistance o' the program will inerease. '
"Mt thé samb time, the regime ik l-ilgelf"ﬁbo‘“;o'e""diééﬁpointea in its
’ expectatiohs 'of" i’nl:fééses in farn fﬁ?b&uc’ti:ﬁty.' Cultivatién pra‘c‘l:*bices
are alresdy highly intensivé, and the peasants well awars 'of the ‘advantages
of irrigation 'and maintenance of soil fer:’c,iljity. Increased local efforts
alone aré iﬂcel& to result in only marglna.l increases in oﬁ‘bpilt, and
major expansion will depend on introducing new factors, such as chemical
fertilizé:i' or n{achinery. Fhile such new factors aré."included in tiqe
program, tjh'ey do not cohstit;ﬁté the major part of the planne('lv eicpansién.
The cutback in the major targe'bsw has probably involved a reduction
in the goal for expanding agricultural output from 35 pe’rc'e:nt to between

25 and 30 percent, In view of the difficulties facing the regime's

progran, how:avér, it seems ﬁf&l;ablé=' that the increase will not excetd

20 perceﬁt.
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b, Industry. Under the second Five-Year Plan working outline,
gross industrial and handicraft output in constant 1952 prices was to rise

to ¥ 130.6 billion (US$53.1 billion) by 1962, or double that scheduled for

_ 1957 under the first Five~Year Plan., Actually, at the time the 1962 target

- was announced, the regime was confident it would overfulfill the 1957
target by 10 percent, so that the actual increase projected for 1962 was
80 percent over the 1957 level., The ratio of capital goods to consumer
goods was to be raised to 50:50 in 1962, as compared with the ratio of

i 38:62 targeted for 1957 under the first Five-Year Plan and the ratio

-'actually achieved in 1957 of about 45:55. Vhile the expansion of capital

 goods output would still be more rapid, the disparity in the rates of
growth between the two sectors would be reduced in the second Five-Year

wPlan, with consumers goods output rising by over half and contributing
two~fifths of the total increase in output,
During 1957 numerous changes were made in the second Five-Year Plan
industrial program. Part of these adjustments resulted from changing views

*_of requirements and natural resources, Of more importance, however, are
the indications that the regime found its resources inadequate to carry
out the program it had cutlined., As the various ministries worlked out the
details of the program, it became clear that the plan to increase the
é_oncentration of investment in modern industrial plant --dear to the
l;aart of every Communist regime -- left a wide gap between the targets and
their means of achievement. A number of factors appear to have been

involved in this reassessment, One surprise apparently resulting from the
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calculations was the sharply rising investment cost per additional unit

of production projected for the second Five-Year Plan, refleécting the
necessity to rely on new investment for increased output rather than \plant
reconstruction and intensified use of industrial assets. In addition,-the
long lead time between investment and the redlization of ‘production involved
in the construction of large modern industrial plants apparently had not
been adequately recognized, and it was found that part of the projected
increase in output would not actually be realized during the second. Five~
Year Plan, Further, the agricultural targets were found to be unréalistic N
w::.th the prospect that the expansion of consumers goods output would be
limited by shortages of agricultural raw materials. Again, foreign exchange

resources were found to be inadequate to support the foreign exchange re-

quirements presentad by the program (see Section ¢, Foreign Trade, below) .
» To bring the plan into balance, the regime has increased the
proportion of investment allocated to small industrial plants, which it
is calculated will reduce the investment and import requirements -per unit
of-capacity as well as the lead time between investment and realization
of production. At the same time it is hoped that by scattering these
plants in medium-sized cities, which have not as yet felt the main impact
of-urban expansiocn, the existing labor force and wrban supporting
facilities can be utilized, and "non~productive" social overhead invest-
meh-t in housing and urban utilities may be siashe‘d sharply. The existing,
industrial plant is being re-examined for opportunities. to intensify -

further its utilization or to increase its préductivity chiefly through
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extensions or complimentary investments. This review has led to abolishing
the separate management of arsenals, the surplus capacity of which is now
to be utilized to produce machinery and equipment for the civilian economy.
Development of coastal industry which has been relatively neglected for
strategic reasons is to be emphasized where it can show large potential )
returns on investments., In addition, productive investment is to be
economized through the acceptance of lower standards of construction and
serviceability and the elimination of less essential facilities.

The lag in agriculture is forcing increased industrial support of
the farm program., The 1962 target for chemical fertilizer production,
placed at 3,0-3.2 million tons in September 1956, has been subsequently
raised to 5-7 million tons, with the stipulation that most of the equip-
ment is to be produced in Communist China. In addition, it is proposed ‘
to develop the production of agricultural machinery designed primarily
to increase total farm output rather than mere labor productivity. At
the same time, the tractor program appears to have been cut back in view
of its high import requirements for equipment and petroleum. As yet,

this program of industrial assistance to agriculture appears to be in

the forxﬁative stage, with many of the details remaining to be worked out.

Tn 1957, following the shortages of coal, power, and basic materials
in 1956, it was decided to raise initial targets in the second Five-Year
Plan for these materials to provide 2 ma:rgin oflsafety. The 1962 target
for coal production was raised from 190,‘000,000-210,‘0(29,000 tons to

230,000,000 tons, apparently with the gxpgctatiqn Jthat most of the increase
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would come from developing small local mines with relatively little in-

vestment and relying prirﬁarily on manpower. Coal deposits are widespread

use, The 1962 target for electric power output was increased fram L0143
billion KWH to Lk billion KWH and later to 50 billion KWH, The initial -
target mvolved the addition of about 3,800,000 KW to the 1,000,000 KW
plant existing in 1957, and the later revisions suggest that a further
1 million KW of capacity is now included in the plan. The additional
capaci‘b& will apparently be obtained from increased domestic output of
power generating equipment and be ﬁartly financed by investment economies
on thé glants originally planneds On the other hand, petroleum targets
were cut back by an unstated amount from the 5 ,000,000~6,000,000 ton level
in recognition of ‘the inaxiequate resources.

The 1962 iron and steel targets were raised to 12,000,000 tons of
ingot steel, the upper range of the former target of 10,500,000-12,000,000
tons. The steel centers at Wuhan and Padtou, each with a projected annual

output of 1.5 million tons steel, are to be completed, although the in-

vestment allocation has been lowered by reducing standards and eliminating

auxillary pro,jects. Sc;ne 18 small iron and steel plants are to be built
W:Lth an. annual aggregate capacity of 1.8 million tens, with the expectation
that ‘bhey can be completed more qu:_cldy and at an investment cost per ton
of capacity of less than two-thirds that of the larger mills. At the

same time, em.s’m_ng steel plan‘bs will be expanded, increasing their output

about 2, OOO 000 tons over their 1957 output of 5,200 000 tons. Cement -
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production targets for 1962 have, however, been lowered to 12,500,000 tons,

the lower range of the forme target of 12,500,_000~1h,500,000 tons, pre=

sumably reflecting @ peduction in building construction following the cut
- in "non-productive“ investment.

Inv;stment in machinery plants has apparently been cut back sig~-
nificantly, reflecting in part a cut-back in certain programs, such as
tractor stations, and in part a postponement in the timetable for developing
domestic produc’c.ion of heavy and complex equipment, which is now jmported.
However, the Chinese Communists hope that, with the investment program
now emphasizing less complex facilities, mass production of simpler products
can be further organized and enable more intensive use of existing facilities.

hs a result of all these adjustments in the industrial program, it
geems likely that production of capital goods ab about the levels projected
in September 1956 is now & reasonable prospect, and is based on jnvestment
requirements approxi.mating available resourcesSe On the other hand, con-
sumers goods outpub is 1ikely to be reduced as a result of lowered agri-
cultural targets, and will probably be reflected in lowered consumption
targets, In early 1958 industrial goals were being raised rapidly, par-
ticularly ab the local levels, bub this appears to reflect an attempt to
ac’civaté local planning rather than a realistic raising of industrial sights.

c. Foreign trade. Although no foreign trade targets were mentioned
in September 1956, it was j.ndica’ced in 1957 that the 1imited volume of
imports available dwring the second Five-Year Plan would necessitate

changes in the program, particularly a reduction in the proportion of
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jnvestment in large modern pil:a.nt in which impor® requirements formed a
greater share of total costs, This change may reflect in part a more
pessimis‘oic gview of the balance of payments problems. However, it seems
1ikely that import requiremen'bs were not fully Jmown until the various
ministries had worked out the details of allocating the doubled capital
construction funds; as these calculations were completed in 1957 it became
apparent that the import needs presen’ced were beyond Communist Chinals
capacity to meet.

The balance of payments pressures developed at the end of the
first Five-Year Plan suggest that there will be no great jncrease in
jmports during the second Five-Year Plan. During 195357 net receipts
from non-trade items financed & ¥ 2 billion (Us$.8 billion) import
balance, bub for 1958-62 it is esti ated that an expor?d surplus of

¢ 3 billion (US51.3 billion) will ve used to finance neb expéndibures

from non-trade items, as shown in the following table:

1953-57 1958-62
{In pillion yuani

Trade balance ~2.0 +3.0
~ Foreign credits 43,1 0.0

Foreign expenditures in China and
. Overseas Chinese remittances +249 +1,0-1.5

Foreign debt service 2.0 ~3.0

TForeign aid -2.0 ~1,0-1.5
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Exports reached a peak in 1956 and fell off glightly in 1957
According to"the regime, exports during 1958-62 will increase much more
slowly than during 1953-57, The export of foodstuffs, constituting about
- half of curr_'_ent exports, is to be held constant or reduced slightlys further
expansion o;‘.‘ exports will depend on inecreased exports of minerals, ine
dustrial products, handicrafts, and subsidiary agricultvral products.
Despite the planned reduction in expor® expansion, it is estimated that
total exports during 1958-62 may exceed those during 1953=57 bY aboub
140 percent, peaching a level of ¥ 32 billion (ush13 pillion). This level
of exports would permit an increase of 16 percent in imports to
€ 29 billion (Us511.8 billion).

With the development of ‘the econolys the regime has indicated that
jmport requirements for raw materials, fuels, and essential consuier goods
will rise during the second Pive~fear Plan. At the same time, it seems
likely that mi]i’oafy imports may decline somewhat as the military forces
begin to _s_shhii‘t from & rapid build-up to 2 maintenance and replacement phase.
It seems ‘probable therefore that capital goods imports can be jncreased
to some degrees However, with capital construction expenditur'es being
doubled.‘;it is clear that imports must form 2 much smaller propor’oion of
total i:n_ves’oment costs than in the first Five-Year Plall. In September 1956
it was stated that the machinery industry would supply 60 percent of the
macl'd.nez-y‘ and equipment requirements during the ﬁirst Five~iear Plan and
70 percent in the second Five~{ear Plan, while in 1957 the latter per-
centage__ was raised to 70-80 percent, suggesting either that other impord
needs had proved greater than expected or that the egtimate of total im-
por{evaiiabilities had been revised downwarde
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d. Population, manpower, and consumption. During the second Five-

Year Plan, total population is expected to increase at a rate similar to
that during the first Five-Year Plan, and rise from 610,000,000 at the end
of 1957 to 720,000,000 at the end of 1962, Although a birth control program
is to be promoted during 1958-62, the regime estimates that in view of de-
clining mortality its effect will be to prevent an increase in the rate of
growth rather than to decrease the rate. During the first Five-Year Plan
there was an estimated migration of 8,000,000 from rural to urban areas,
constituting about 40 percent of the urban érowth. In the second Five-Year
Plan it is hoped to reduce such migration sharply through population controls.
However, the urban population in 1962 will probably reach 105,000,000~
110,000,000.

Although.-the population growth is expected to exceed 15,000,000
annually, this growth will be concentrated in the group below working age,
since the population structure is changing from that of a stationary to a
growing population. Nevertheless, it is estimated that the ,_annual growth in
the labor force will be about 5,000,000, of which 14,000,000 will be located
in the rural and 1,000 ,000 in the urban areas. The 1962 goal announced in
September 1956 provided for an increase -in workers and staff in government
and state—contfolled enterprises from 2l;,000,000 in 1957 to 30,000,000~
31,000,000 in 1962, although this goal may have been increased somewhat as
a result(-gf the subsequent adjustments in the plan emphasizing labor-intensive

rather than capital-intensive projects. Other non-farm employment is expected

to increase but little; thus about three-quarters of the 25,000,000 increase

in the labor force will have to be absorbed in agriculture.
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The ]1.962 goals announced in September 1956.provided for increases of

25-30 percent in average wages and in total peasant income, vhich apparently

would allow-for per capita consumption increases at slightly greater rates

claimed
than/in 1953-57, However, agricultural targets have since been lowered, and

are still believed to be unrealistically high. Thus it is estimated that at
best peasant per capita output will rise by only eight to nine percent, 2
large part of which will be extracted by the regime for its own Purposes.
With the agricultural and consumer goods industry targets reduced, the margin
for increasing consumption will be limited on a per capita basis to something
like 1.5 percent annually. While wage-earners will probably be favored over
peasants as in the past, rising peasant discontent or successful subversion
of the regime!s controls in the rural areas could alter the regime's
allocation.

3. Communist China in 1962, In 1962 Communist china will have been

through a difficult period. More than 80 percent of its population will still
be engaged in agriculture, which will have consolidated to a certain extent
the collec\tive revolution and will be in the throes of a technical revolution
involving great changes in its cultivation practices. Peasant discontent
will have been high throughout the period, reflecting rural resistance to
change, 13'.1;t;le improvement in living standards, and the increased hazards to
farm output from promoting new and untested cultivation practices. However,
the regime will probably have improved its control over the collectives and
devised means to enforce compliance with its directives.

Inqll_strial expansion will have been rapid, and by 1962 capital goods

productior;__' will have more than doubled over 1957, providing a basis for a
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very high rate of investment and development. The expansion of consumer
goods outpub, dependent on agricultural development, will be far less rapid,
and will provide for 1ittle increase in living standards. Urban morale is
likely to be low, with a minimal rise in living standards and diminishing
prospects for advancement as the growth in urban employment slows down and
positions are frozen in a stable bureaucracy. Student groups will probably
be disillusioned over their prospects and restive. The problem of the "old"
and "new" cadres will probably remain. In a period of social strains the
regime will probably continue to maintain the politically reliable but un-
trained old cadres in their present 1eadership positions, while the colleges
and high schools will provide several million new cadres to the labor force
who will have little respect for the abilities of their superiors.

By 1962, then, the regime will have greatly enlarged its industrial
base at the cost of reduced political support and by resorting to harsher
controls. Although this development is not 1ikely to threaten the regime,
it may tend to reduce the flexibility and effectiveness of its policies.,
However, thf regime's long-Tun prospects may be increasingly overshadowed by
its population problem. It has only recently faced this question with some
realism and is promising that despite a rural-based population and limited

agricultural 1land resources, its policies of technical reforms in agriculture

and of birth control will increase agricultural output at a faster rate than

the population growth and will in several decades reduce population growth to
manageable-.proportions. By 1962 these claims will have had a partial test.
If the prospects are unfavorable, they may have a corrosive effect on the

unity and»g;elf confidence of the Party.
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C. Military

Chinese Communist military policies over the next five years will
continue to ‘-oe shaped and influenced by the regime's aspirations for
national strength and great power status. The regime will continue its
present efforts to create a modern military establishment and wili probably
seek, with considerable success, to achieve greater self-sufficiency in
the production of conventional weapons. However, it will continue to be
dependent on the USSR for many military items, particularly for more
complex equipment.

Equally important is the fact that the Chinese Communists will
undoubtedly continue to view the broader aspects of the Sino-Soviet alli-
ance as the major deterrent against external attack, particularly by the
US, and as an essential element in Peiping's ability to project its power
position into world affairs. This view was almost certainly underlined
during the past year by demonstrations of Soviet weapons and scientific
achievements, and by Peiping's clearer recognition of the rqle that
nuclear weapons and missiles are likely to play in any future inajor var.
Nevertheless, Peiping will continue to emphasize a large and effective

standing army. On the one hand, it cannot. duplicate the Soviet military

pattern; while on the other hand, it probably believes that such an armed

force will continue to be a decisive factor in any limited hostilities

e,

and that it will continue to constitute an important psychological

instrument against the non-Communist Asian statese
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Levels of military expenditure projected under the second Five-
year Plan do not portend any sizable increase over present levels of
military spending, and Peiping apparently intends to allocate most of the
increase in domestic resources to its ambitious industrialization program.

However, current levels of expenditure are sufficient to promote further

strengthening of its military forces, and continued emphasis on the

expansion of-heavy industry will contribute to the improvement of military
potentialse

Chinese Communist aspirations for a great power status may eventu-
ally.” impel the regime to develop some token evidence of nuclear capabili-
ties. Peiping is developing a program of nuclear research, using Soviet
equipment and technical assistance, However, in view of critical shortages
of technical personnel and the competing demands of its industrialization
program, Peiping is unlikely to carry out a program involving the large-
scale produqfion of nuclear weapons. Over the next five years Communist
China's indigenous nuclear capabilities will probably be largely confined
to non-military uses of atomic energy, from which the regime can reap
propaganda advantages.

Peiping's efforts to modernize its armed forces may eventually
produce a new generation of "technical" officers whose interests and out-~
lock are more purely military, and who are less closely bound to the CCP.
Such a development might tend to weaken party control over the armed
forces., This, however, is unlikely-to become a serious problem during
the next five-years. CCP leaders appear to be aware of this danger and

will seek to maintain a tight party control over the PIA, The percentage
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of party and Youth League members in the armed forces will probably continue
to be high, and the PLA will probably continue to be a well-indoctrinated
group loyal to the regime.

If present trends continue, the general quality and effectiveness
of the PLA may gradually improve. The addition of better-educated younger
recruits to the PLA will facilitate training in modern weapons.

The regime will continue its present efforts to develop a permanent
military reserve. The development of such a reserve on a nationwide basis,
coupled with the emergence of revised military concepts in bloc strategic
thinking, may permit the regime to effect some reductions in the size of

its regular armed forces.
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D Sino-Soviet Relations

1. Objectives. During the next five years Peiping will almost cer-
tainly continue to believe that the military guarantees of the Sino~Soviet
alliance constitute the principal deterrent against attack by the Us.
Peiping will continue to rely on the USSR and the bloc as its principal
source of im?orts, aid, and technical assistances Furthermore, Peipingﬁ
will continue to share Moscow's ideology and view of historye. Peiping's

first objective in its relationship with the USSR will therefore be to

maintain and strengthen the Sino-Soviet alliance and the bloc as & mili-

tary, diplomatic, and economic force in order that the bloc might fulfill
what Peiping believes to be its historic destiny and in order to maximize
bloc assistance for Peiping's domestic program.

On certain issues Peiping's objectives may giffer somewhat from
those of tl_le USSR despite the identity of long-range interests and objec~
tives. Peiging's interests are more immediately involved than those of
Moscow in certain Asian questions, particularly the status of Taiwanj on
these issue-é Peiping may therefore take a more adamant stand than the
USSR. Similarly, Peiping may make demands for its domestic economic
program that Moscow could meet only at some expense to its own economy;
in these cases differences could arise in spite of probable Sino-Soviet
agreement on maximizing the economic strength of the bloc as 2 whole.
Again, Moscow is more deeply jnvolved in East European affairs and might
in some cases believe that its authority must be imposed at whatever
cost, while Peiping from its more detached viewpoint might feeb that

greater flexibility would strengthen the bloc vis-a=vis the non-Communist
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world. In this connection Peiping will almost certainly wish to maintain
its status of independence within the bloc, while Moscow probably does
not view Chinese Communist independence as an end in itself but only as

a contributing factor to the effectiveness of Sino-Soviet cooperation.
However, in all such conflicts of objectives, both Peiping and Hoscow
will probably subordinate occasional differences to the wider interests
of commonly held objectives and ideologye —

2, Probable Developments. Peiping will probably continue to play &

role in the bloc second only to that of the USSR, and its recently in-
creased interest and influence in general bloc policies will probably be

maintained., Chinese Communist foreign and domestic policies and state=

ments will, as they did in 1956~57, have considerable impact in other

Cormxunijst. regimes and movements. However, it is unlikely that Peiping
will in the near future issue another ideological pronouncemen’o that
will arouse as much varied interest as the "contradictions" thesis. In
fact, Peiping may attempt to minimize the international implications of
its domestic activities in order not to appear to be undercutting Soviet
leadershipe.

" The variations of objectives underlying the basic identity of
gino-Soviet interests will create occasional differences and disputes,
such as arise in any alljance. Peiping and Moscow will make every
effort, however, to prevent such problems from materially reducing the
effectiveness of Sino-Soviet collaboration. The degree to which the
efforts to subordinate disputes will succeed will depend in part upon

the personal relationship of the Chinese Communist and Soviet leaderships
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to each other. So long as Mao remains active, his seniority and tremen-
dous prestige will continue to permit Peiping to exercise considerable
flexibility in accepting Soviet leadership without seeming to impair its
independence; if Mao were replaced by lesser leaders, the problem of
building prestige and gaining face might make Peiping a somevwhat more
difficult ally.for the USSR. At the same time, however, lesser leaders
in Peiping might be more dependent upon Soviet support in any domestic
struggle and might therefore be more prepared to compromise on some
issues with the USSR. Leadership developments in the USSR will similarly
influence Sino-Soviet relations. If a delicate balance of political
pover should arise in the Kremlin, Peiping might exert some influence to
tip the scale, despite the apparent Chinese Communist reluctance to be-
come involved in Soviet internal politics. Furthermore, any leadership
instability in the USSR that Peiping might interpret as a sign of Soviet
weakness or indecision would make Peiping less prepared to follow the
Soviet-lead and more adamant in insisting on its own viewghand objectives.
Among the problems in the Sino~Soviet relationship that are
probably uppermost in immediate importance is that of economic relations.
Peiping}s receipts under Soviet loans have ceased and commitments to
servicerioans obtained previously are now creating foreign exchange dif-
ficultieé. It may attempt to obtain from the USSR an additional loan
or at a minimum a postponement of service and repayment obligations for
past loans., It is also conceivable that as Peiping's import require-

ments increase and its ability to increase certain exports, such as food-

stuffs, remains restricted, the USSR may be reluctant to supply in full

Peiping}s needs or accept in paymént the exports Peiping has to offer.
SECRET
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Anotber - pressing problem likely to arise during the next five years
is that of redefining the Sino-Soviet military relationship in the nuclear
and missile age. Peiping will continue to be heavily dependent upon the
USSR for military aid in conventional weapons and may in the next few
years wish to acquire some capability in the missile and nuclear fields.
The USSR would probably be reluctant to provide more than token quantities
of modern weapons for Communist China, and would in any case seek to
maintain m-ore eontrol over sich weapons than it has retained over con-
ventional arms. This might introduce an element of Soviet control in the
Chinese military establishment that Peiping has so far avoided.

Anoﬂther protlem in Sino-Soviet relations may involve the relation-
ship of Moscow and Peiping to the Asian bloc countries: Outer Mongolia,
North Korea, and North Vietnam. Peiping's influence in each of these
areas is substantial, althovgh Soviet control remains predominant in
Outer Mongolia and in North Korea. Outer Mongolia, North Vietnam, and
North Korea are areas of traditional Chinese encroachment in which
Peiping may‘have ambitions that conflict with Soviet interests, Peiping
and Moscow appear to be cooperating in providing guidance and assistance
to these —c’o_untries, but this cooperation could, during the period of

this estimate, assume jncreasingly competitive aspects, particularly if

problems such as pan-Mongol feelings in Inner and. Outer Mongolia compli-

cate the issue,- -
A _é_imilar possibiiity that cooperation may be affected by compe=

tition exists in the field of Sino-Soviet activities in non-Communist

Asia and-Africa, including relations with the_indigenous .Cormunist

——
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movementsa Although Peiping has made gestures such as the regist.ration
of "volunteers" for Egypt during the Suez crisis in 1956 and the grant-
ing of a loan to -Yemen in January 1958, the Chinese Communists have not
attempted so far to match Soviet moves in the Middle East; in any evenby,
it has consistently declared its strong support of Soviet policies in
the area. Tn the Far East and South Asia, Conmunist China, 2aS an Asian
state, has often been more effective than the USSR. In a1l of these
caseSy bPeiping and Moscow appear to have exploited openings for increas=
ing nommunist influence through aid, trade, and other tactics, without
necessarily intending to abridge the influence of the other. However,
with the continuing development of Sino~Soviet activities in the Asian—
African area, it is possible that conflicts may arise over spheres of
influence or over the specific tactics to be followede

There has veen much speculation concerning possible Sino-Soviet
compebition and disagreement in the jdeological field. It is probable
that during the next five years Peiping will maintain and possibly in-
crease its 1deological stature within the world Communist movement, How=
ever, Peiping's pragmatism and flexibility that have in the past created

differences between its approach and that of Moscow to ideological

mabters will also enable Peiping to adjust its formulations (as was’ done

in Mao's uzecret" speech) to minimize the disrupbive effect on Sino-

Sovieb relationsSe
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The above and other similar problems may, m.thm ther next fiveryears

o, .....1.,.-_ -
apm s s e o e T E

reduce somewhat the. efi‘ectiveness of_ S:Lno-Sonet cooperatlon 1n ipeCIflc
i‘ields. However, neither Pe1p1ng nor Moscow is likely to permlt these
problems to assume proportions that would _sg_r;.ously redu'cf‘? ;f‘hﬁ s‘g;‘ength
of theéégg{;Soviep alliance or detract from its posture oi‘,solidarity_

against t-ﬁ_ev. Weste
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V1L 'bbjeéi:i“ves. \Péiping"s’ preoccupa.tion wath' 1ts*domestic “prograiis ;
particularly 148" i,r{é.uéktfria.lization plafn’f'does pot precluﬂ.et'é"'dytiéinic' ik
of its foreigh ‘policy obgectives. "The Chifiese Com i ats wild yndoubtedly
continue to ’i)'elieve that the ploc, " with Connmmist China. gs 1te mést
jmportent component after the USSR, cannot remsin static Bt must move
ghead of the West in 8ll respects, 3ncluding interna‘bione.l jnfluence, in
order to fulfill the destiny outlined for it by Marxism-Leninism. Thus
even during__—_its period of domestic preoccupation, the Chinese communists,
as dogmatic Communists, will be constantly and inte ensely conscious of their

ag—range world objectives, 4ncluding the ultimate comunization of all of
Asia. The question of feasibility, rather than any wegkening of desire OX
intent to achieve these objectives, will be the restraining element in
Communist China'é forelizn policy- 1t is this restraint which mekes it
unlikely “¢hat Peiping will resort o the use of military force as &
principal'foreign policy tactic, barring & najor shift in sovieb policy OF
a soi‘tenii_mg of free world opposition-

Tre US represents for Peiping the chief obstacle to the achievement
of its shor’c—term and long-range objectives. The effort o reduce Us
influenc; in Asia, to weaken US getermination to resist Communism in psie,
and to undermine us bilateral and multila.teral gecurity arra.ngements will

therefore continue o be 'a gominant feature in Peiping’s policies during

the nex’c five years.

Lry
¢
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A concomitant short-term Ch;:nese Communist objective is to increase
its own 1nfluence, particularly in Asia. and to a lesser extent in Africs,
both by exploiting all possible opportunities with countries which have
accepted it as & member of the Asian-African community .end by seeking
wider acceptance. Toward this end, the Chinese Communists will probably
gtrive for the more limited o'bjective of pro=Communist neutralism rather
than demending more positive alignment with the bloc. Since the Chinese
Communists undoubtedly recoznize that Japan constitutes a power rivel in
Asia, they ;rill make a strong effort to weaken Japan's alignment with the
West. They will also concentrate on relations with India, since an
unfavorable policy shift by this leading Asian neutralist country could
have serious repercussions for Peiping throughout the area.

During the next five years it is prooable that Peiping will also
become more impatient to play the major role in in‘cernatlona.l affairs
outside of Asia to which it believes it is entitled. Accordingly, it may
attempt to become more active on matters of broed international import,

even if i’c does not secure entry into the UN. ”

Ellmlna:bion of the GRC will continue to be an 1mportant corollary

to the ob,jectives listed above. It is probable that the passage of time,
even during the next five years, will accen‘buate rather than reduce
Peiping's intention of removing tgis‘cha.llenge to its international position,
although the Chinese Communists will. ;;p_roba.‘oly not resort to military
.action against Taiwan 80 long as the US demonstrates a determination and

ability to prevent & military seizure of the 1sland

D — -
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2. Pelp,.ng s Tactics. There appears to be relatively 1ittle l:\kelihood

at present of a magor shift in Chlnese Communist tactics toward the .
non-ConmuEist world. During the next five years, Peiping will probably
continue "to emphasize non-military tactics, utilizing themes such as
"pegceful coexistence" and "Asian solidarity" that are designed to extend
Chinese Communist influence at the e@ense of the West. Peiping will
continue to attempt to project an image of 1tself as a dynamic Asian country
rapidly solving its social and economic problems ’ but this effort will '
probably be hampered by the continuino necessity of relying on strict con-
trols rather than popular support.

Peiping may a'btempt to negotiate with the West, particularly the US R
over such issues as the status of Taiwan, Korea, or Indochine., but there
is little prospect of s settlement of these issues s.nd any concessions will
be merginal, leaving unchanged the be,smc Chinese Communlst hostility toward
the West.

A reversion to Peiping's earlier tactic of military act:.on and
encouragsmmn of insurrectionary e.ctivity by other Communist movements is
unlikely +c tuke place unlese Peiping comes to believe that Western and
pa.rticw a;. 'y Us determ:.natlon to res:xst Communn.sm has been materially reduced,
unless a magor shift in bloc strategy should ca.ll for military or insur-
rect:.onerj aﬂtlvity in the Far East, possi'bly Por diversionary purposes, Or
unless Pelplng came to believe that its vita.l interests or the existence of

a neighboring Commum.st regme could be preserved only through such activity.

Despite the probable emphs,sis on peacef‘ul" activities, Peiping will

a.ttempt to exploit any opportunlty for political or economic penetration

AN
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’  of Asian snd African nations. Thus {4 will almost cestainly not sever
148 relations with Commintet hoverdents in verious®Asidn’dountriés.
Through“its éonﬁgé%ioﬁs ‘with’ tfxgs;ﬁmb{feﬁeﬁt's and wi”éﬁ“t'}‘le"ove‘rt;eas ChineSe’

Cowi. L R S e - ot R i - L S Wt : £y T
Sefdommunities in sevéral countries, Peiping will continue to supplement its

[4 - . e
Y. ' , H

" peacé'fﬁl"! ’} aétiﬁ'f;:{e's ‘with subversive activities.

. The obStacles which face Commwist China have ied'it o adopt & '
foréign pél'icir which éon“éé,:{né ‘a considérabié éleﬁxén%‘of'fiei:éibiiity, |
combining a "patieént," moderste ‘approdch to some probiéus with grest
ih{;fe'.nsi'géncé’éﬁ ‘éthe¥ issués. Thus, vlien prevented’ from ‘éaiﬁing general
diplomatic Tédognition or edmission to the UN,’ it has ‘émﬁ:‘foyef&‘considér;ble
ingeniity to develdp alterrnate ‘devices, such as "peoplé’s diplomacy”;
~'when ungble t6 extend outrigh'b Communist’ influence, it has advocated

neutralism. ~‘At theé‘same timeé, 1t has not compromised on the ‘basic ‘issues’

invélvidg the status 'of ‘Taiwan or ‘the remaining US prisone¥s.’ Peiping will -

probably ‘contimie t6 démonstrate somé flexibility during the next five
yeers, wi;ch its chief concern to prevent a situation from becoming frozen --
hence, the present and probebly continuing sensitivity on the "two Chinas"
issue.

However, impatience with undramstic progress in certain fields or
indications that the gtatus quo is gaining wider acceptance despite
Peiping's protestations may lead to less rather than more moderation in
Peiping's policies, and may on some questions create a quite inflexible
stand. Peiping may attempt to realize somewhat greater returns from some
of its activities, particularly since it probably estimates that US strength

and prestjge will decline during the next five years while bloc strength

SECRET
EEAeE
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and prestige will rise. N Peiping ma.y e@ect tha:b countries judged

susceptible to its_ bla.nd.ishments 81}013.151 Madlqpt a less neutral or less
pro-Amer:.can stand than here‘cofore , and it may in some cases resort to thrests
and. bluster to attain this end. Without a.bandoning its "peaceful! line,
Peiping may for example attempt to force the UK and Japan to abandon what

it 1nterprets 88 support for a "two Cl;inas" situation. This tactic could
lead to recurring criges over sp.ch questions as the status ofr Hong Kong or
to difficulties in regard tq Japanese fiéh_ing right,g and trade. . Similarly,
if Peiping*believeg_l that it was .making 1it’t_;1g prqgress in a;rfres’tfing the
trend toward development of & status quo in the T_aimg.r} Strait , 1t might re-.
vert to a policy of periodic military.actg'.on in the Stréi’c, _includ{xlng attacks
on the smaller, less defended offshore is}ands y, in an ‘atten'mpt to increase
pressure _on the GRC, the US, and the lattér's gllies, in order to keep the

Taiwan issue alive and in a state of crisis just short of major military

action.
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3. Probable Achlevements. Through 1‘bs various act.:.v:.tles Pe:.p:.ng

Kid e 3

wﬂ_l probably be able, dur:x.ng the next f:Lve years, t_o increase 1ts

]

mfluence sllghtly in the non-Commun:.st world throth official and -
official contacts , propaganda, and astute but necessarily limited appli~
cat:.ons of trade and economlc aid. It is p0551b1e that several countries
Wh::.ch do not reco'rnlze Pelpn.ng now may do so within the next fl;re years,
but most 1«111 refra:.n from reco'rnlzino COmmum.s’o Chlna wha.le the 1atter
is neither ac‘imlt'oed to the UN nor recognlzed by the US. Pe:.plng‘s
principal sphere of actlon Wlll be among the countries of Asia, although

its act:.ntles in Ai‘rlca and the Middle East will probably increase 1n

v ' v A +

prom:mence in the course of the five-year period.

' In a pemod of 1ess than a c.iecade, the Chmese Communlst reg:Lme
has made substantlal progress in exbendlng its influence and making its
impact felt in Asia and the world. It has gained recognition from 17
non~-Communist countries, fought the UN in Korea, participated in truce
negotiations in Korea and in the Geneva conference on Korea and Indochina,
gained acclaim at the Bandung Conference, and generally exerted its
influe_riee in much of Asia and Africa. However, much of this impact is
attributable to factors which have already had their major effect on
Comwﬁ;t China's status; such as the sudden emergence of a Communist
China, its economic achievements, anti-colonialist® sentiment in Asia, and
fhe theme of Asian solidarity. These factors are still relevant, bub

the increments to Communist China's international position resulting

from these factors will not be as great as in the past. It is thus highly

doubtfil that Peiping will be able by its own efforts during the next five

SECRET
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years to apprc')'acﬁ its past record, Insfea"aé‘\""f.uture‘ improvements ‘in its

position will be increasingly dependent ‘ofi overall Communist bloc achieve-

ments,
One of the problems facing Peipiné in the‘nea'ct few years will be

" 'that of Ntransforming coexistence" into meaningi‘ul gains for Com‘I'nupism.
“From the Communist viewpoint the danger is that pr.‘olonged ’coeJC'Ls‘ber;ce

hay lead to widespread acceptance of ‘c;he status quo (or, aé Peil;ihg puts

it, of "two Chinas") or even to stabiliz'ation of trouble spots, I:educing
" the poténtial for Communist exploitation. It is doubtful that such gains

as Peiping can make thréaugh its own efforts during ﬁhe next five years

will solve this problem, the final outcome of which will be determined

primarily by developments in the broadeI; aspects of the East-West struggle.
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Table 1. EXPENDITURES AND REVENUES - COMMUNIST CHINA
(In billions of yuem)

1953

Expenditures:
Economic construction
Social construction

Defense

'
B o ;
?j’: g Administration

Revenues:
Taxes 12,74
Receipts from enterprises 11,20
Loans 2,36 67
Other _+90 250 Y14

' Total .- L 17.56 127,20 Ci307d 0 r83.20% ¢

a. Budget figures. .
be Totals include ¥ .13 billion unallocated supplementary appropriations.
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Table 2, Industrial ;Production, Communist China, First and Second
Five-Year Plans

Product Unit 1952 1957 1962 Targets
Sept/1956 Later
Revisions

(1957)

Coal million : 63.5 122 190-210 230
. Lm‘b

Elec. billion  7.26 19.03 10-13 Ll
power ; kwh :

Steel ingot 000 mt  1,3L9 5,235 10,500-12,000 12,000
Cement 000 mt 2,861 6,683 12,500-14,000 12,500

Chem. fert. 000 mt 194 750 3,000~ 3,200  5,000-
: 7,000

Crude oil 000 mt 136 1,445 5,000~ 6,000 a

Cotton yarn 000 - - 3,618 L,620 8,000~ 9,000 b
bales

Metal cutting 000 units 13.7 29.0 60-65
machines ,

Paper 000 mt 372 890 1,500~ 1,600
Machine-made

Sugar all 000 mt 451 850 2,400~ 2,500
Ed. Veg. all 000 mt 891 1,450 3,100~ 3,200
0il
Salt all million L9 8.26 10,0-11,0
mt

Wine & 000 mt 730 870
spirits

Timber million 10.0 26.58 31,0-34.0

, cu mbs
{

Aluminum 000 mt 0 10 (est) 100-120

a. The regime has indicated that these targets have been reduced.

be Will probably be revised downward to about 7 ,500,000 bales as cotton
crop targets have been lowered from 2.4 to 2.1 million tons.
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Table 3., Communist China, Claimed Increase in'Industrial
Capacity,. Sélected Industries
1953=1957 and planned 1958

195357 & . 1953-57°P
FYP Actual

Industry Unit of measure

Cosl Million m.t. 53.85 52.0

Electric Million kw 2.05 2.0
power

Pig iron ‘ Thousand m.t. 2,800 2,800 -
Steel ingot ~ ® - n°. 2,530 2,200
Rolled steel- -~ " " 1,830

Cement 2,360 2,400
Cruxie oil - 1,520 c
Sugar hg8‘: 436 @

Cotton .
spindleage 000 units installed 1,650 1,300 €

t e e cenere. tem cams . . m.

Published first Five~Year Plan; includes all plants.

FBIS 1/7/58; may include major plants only.

Probably not achieved.

NCNA 1/3/58; includes all mills.

Also given as 2.4 million spindles -- NCNA 12/31/57

FBIS 2/13/58; includes all plants.

Estimated on basis of given capacity increase of 387,000 bales of
yarn.
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Table lj, FREIGHT. BANDLING.BY VARIOUS.MEANS OF . TRANSPORT
IN- COMMUNIST. CHINA,. 1956 -

“Mode of Transport .  Tomnage 47 Ton-Km
(percent of total) .. ...(percent of total)

. - PP ———

Railvays ' 33.0 C 7870

“River shipping 14,60 12,10

Larger shipping 4,70 . 8.50

" Native junks 9.90: - 3.60
doastal shipping 1«50 5.70 .

Motor vehicles R 10.7 2.30

_ Carts and pack animals L4o.2 - 1.20

Total 100.0 100.0

- Source: Rechwgy Transport, Moscow 10/57

v
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Table 5. VOLUME OF FREIGHT TR:liSPCRT®, COi2UNIST CiliNA 1952-1957

(In thousands of metric tons)

e

Mode of 1952 1955 1956 1957 1957 Percentage
Transport .- - o ...{Original (Estimated over Plan
Five-Year  actual)
Plan)

Railroads - 132,100 202,206' 216,050  2b5,500 270,000
Shipping = 15,172 37,331 46,270 40,325 50,000
Coastal 5,765 10,303 10,850 11,01

Tnland 9,407 27,028 35,420 36,86k
Highway 20,718 58,776 79,130 67,493

Air " 2.0 4.7 'S5 est

Total 167,992 . 298,312 371,455 361,324 , %403,200°

Exciua:'mé ‘native transport (e.g.— 'junks, cafté) vhich carry about half of
total freight burdens on the China mainland.
Given as 140 percent over 1952,

., .SECRET
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III. SUMMARY ’AND CONCLUSIONS

Presen‘c Situation.

1 The be.sic objec'bives of the Chinese Communist regime continue to
be: a) to esta'blish' and maintain control over all territory which the
Chinese Communists regard as having been under traditional Chinese control;
b) to—transform.an underdévelopeq cbunfry into a dynamic, igﬂhstrialiéed '
state; c) to establish the social attitudes and 1nstn.tutional pattern of a
comn}ufzist society; d) to ach;;gvg a position of .polit:.Lca.l,'l economic , and
military dominance in Asia and tpe status of an acknwledgesl world 'power;
and e) to promote the obj ective:? of the internationagl Communist movement.

2. The Chinese Communist Par‘tsf, numbering about 12,750;000, continues
to bean effective-apparatus for controlling.-the -country. -However, certain
internal party problems arising from possible policy disagfeemen'bs and
quest:.ons of reliability and efficiency among the rank-and-file members
have hampered. the mplementa‘tion of some of the party's programs ) a.nd the o
leaders are currently engaged in & major effort to reinvigorate the party '
and government buresucracy.

3. Popular dissidence has increased over the last few years,

particularly among the peasants, the students, the non-Communist intel-

lectuals, and the ethnic minorities. An effective public security epparstus,

reig._forced by & large and loyal military establishment, prevents dissidénce
from threatening the existence of the regime. The regime's attempt in 1957

to Qeﬂse a new method of eliciting a greater positive response from the

people largely failed, forcing it to revert to orthodox control and indoc-

trination measures.
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4. The regme virtually completeo. the socialization of 'a.griculture,
commerce, and industry during 195§ anc}l957 . It has claimed that 97
percent of the peasanpe have been organizeq.,‘ near:l'.y all in sgricultural
collectives. Private business has I;een,'__a:l_most oomple‘bely eliminated.

+

Despite the initial success and relative ewse of thie tremendous trens-

formation of Chinese society, it has been followed by a rise of popular

dissatisfaction, particularly among the peasents.

D Dnring t'he f:'t‘rst. F'ixre—ln’ear Plan the Chj..nese Commun’ist‘econom,?
expanded rapidly, with an estimeted average annual growth in its national
income of seven to eight percent. Industrial ou@ut rose 133 percen:b with

a three-fold increase 1n ce.pital goods and a rise of four-fifths in con-

=

sumer goods. The increased industrlal output was obtalned largely from

l

the reconstruction and more 1ntens:we util::.za‘bion of ex:.st:.ng plan’b, _

ISR

although a considerable 1nvesunent was made in new plan’c which is to come
into production in 1958-62‘. Farm output rose sigmfa.cantly, although

the increase was probab 15-2C perc ent rather than the 26 percent claimed
b}{ the regime. Wi le dc.v«.lop,nenb and uecnr.lcal improvements played a role
in ag:rlcultural expansmn, a la.rge pa.rt probably reflected a recovery to

pre-World War IT conditions.

LEe

6. The po pulation rose rapidly _from 575 ,OO0,000 e:b the end o:f‘ 1952

‘ llrt ('I' 0oeny '_

to 640, 000, OOO at the end of 1957, as soclal sta‘bluty and rudmentary

"»’3 .na :=‘.;,' T N, Lo T 38y

publ:.c health measures red.uced morta.l:.ty while fertil:.ty rema.ined high.

B o

al To N Lot d MY, o oawped "f“;:. “ “ . LIRS

The ur'ban population rose from 72,000 000 to 92,000 OOO, absor'bing

B a1 N i (;f(r»f

8 ,000,000 migrents from rural asreas. State-controlled employment of staff

.

Declassified in Part - Sanitized Copy Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4




Declassified in Part - Sanitized Copy Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4

. ."
- 146 -

and workers rose from 10,000,000 to 4,000,000 “{nvolving the nationali-

zation of 8,000,000-9,000,000 in private enterprise and a net increase

of 5,000, 000-6 000,000 wage-ea.rners. B} the end of 1957 nearly 97 perc.ent

of the 530, OOO 000 farm populatlon were in collectives and most of those I
producing ‘handicrafts were in cooperatives. By 1957 *Ehe exba.nded edu-
cat:.ona.l system provided formal training for about 80 percent of the

children at the primary level, 12 percent at the"‘;]unior high level, three

percent at the senior high and vocational level, and one percent at the

college level.

7. The regime successfully captured a le.rge' share of production
- . Prooas '
increases for the support of its programs, and dm"ing 1953-57 both fiscal

expenditures and. total net investment approximately doubled. Per capita

consumption rose very 1ittle, if any, in rural areas , but possibly as much
as four percent annually in ur'ban areais. In the rural a.reas s crop controls

-and collectivization have led the peasants ;co régard themselves as much '

worse off, while.even in urban areas stringent rationing, crowded concht:.ons )

' ‘and JOb dissatisfactions have left the people restive.

: 8. The Chinese Communist leaders continue to view their close
allience with the Soviet Union as the keystone of their foreign Iiolicy.
- Peiping's actlve participa.‘cion 1n bloe matters during the last 'bwo years

has 1ncrea.sed :Lts prestmge and influence wi‘chin the 'bloc ; at the same time

the Chinese Communists he.ve strongly ree:mphe.sized the:.r support of the

- ~ =

pr:mciple of Soviet leadership of the bloc.

-,

'"‘r .
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9. The_Peiping regime is.recognized by }8.non-00mmunist countries, 1b

‘having extended recognition during the first year of the regime's existence.
45 non-Communist states continue to. recognize the GRC. Despite the disparity
in these figures, Communist China has achieved considersble: success, parti-
cularly in Asia, in portray}ng itself as a dynamic country whose impact on
world affairs will prquably increase, although many.countries view this

prospect with concern.

Future Trends,

10, There are at present no identifiable trends within Communist China
which would indicate that the regime's physical control of the country will
be effectively challenged during the next five yearss However, in.view of
the regime's program, any increase in material.or psychélogical incentives -
granted to the people will necessarily be minimal., Thus some decrease in
public support appears likely, which will tend to hamper the achievement of

“the regime's domestic objectives,

11. The Communist Party will probably remain an effective apparatus
-for controlling the country, but ‘some decrease.in-its abi’ility to formulate
g_ﬁd implement policies may occur as a result of morale problems among the
rank and file and possible disagreements among the leaders, If Mao dies,
;J.‘ohority may pass temporarily to a collective group; but with 'the loss of”
-?Mao as a wnifying f_::ictor » rivalry for pover and policy disgufoes_ would proba-

bly grow with considerable rapidity until power was seized by one man, These

—

developments, coupled with the loss of Mao's abilities and his domestic and
3 Y

~international prestige, would appreciably wezken the party.

“n

Declassified in Part - Sanitized Copy Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4



Declassified in Part - Sanitized Copy Approved for Release 2013/06/24 : CIA-RDP81-01043R002000150005-4

-

- e

T .

124 - Beonomid -expansion will ‘be'fmoredifficult and costIy "in the second
Five-Yearr Plany- for increased-output " can'no" isnper be Gbtained primarily’ "
through reconstruction and intensified: itilization of *¢apatity, but’ rather
will depend on new'investment and-technicdl inhbvationis ~InSeptéfber” 1956
a working outliné of the 1955=62 plan'was issued; ptr'éj"’e"c:tiz’ag‘-céﬁital con*

. struction at thrée-quartersiover ‘thatfachieved in 1953-5744and a risé in *’
industrial and agricultural output of 80 percent and 32 pé.réeﬁt;"r'e‘sli'eétively.
As the various ministries filled in the details of the plan in-1957 and '*
early;_1958 y ;itf pecame clear that the outline was over-ambitious and would
ha\lzg»lto Qe re-spgped to -avajlable resources, Despite increased investment
in a.%r:i‘.’c\:“_u;\tltufe , farm: targets have been -lowered, necessitating. reductions in "*
consumer goods ind,ustry’ goals, Stringent investment economies-and a-greater:
emphasis:on small plants req'q:'gr'ing less investment and imports per unit -of .
capacity havg{ . however, maintained industrial targets for capital.goods,
and apparently the regime hopes to maintain,its.investment goals while cut~
ting its consumption ta’.r_'gets.'

.13, During .19587§2 » then, . the regime will probably maintain-a rapid:
econom;c growth, :w'ii.:,hﬁ_' national income rising about six to seven percent: .
annually or somgywhafc less than in 1953-57.. The revised industrial goals
appear feasible, although the cut-back. farm targets still seem. to be over~

optimistic. The economic-growth, therefore, will probably be.associated

with harsher controls over the population, in,the absence of significant

material incentives, and, as.in 1953-575 is'likely.to be-uneven, depending .
on the fortunes of the crop weather,:. ‘The: population problem is likely to

become more significant. The population is expected to grow from 640 million
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to 720 million, with three-quarters of the increase to be held'in rural areas
through control of population movements, By 1962 the degree of success the
regime will achievg in slowing population growth through birth control and
in Iincreas‘ing farm output through technological change is likely to influence
its confidence and unity and be an important factor in shaping its future
prospects.

1he The regime"s overall military potential will probably be increased
by ite medernization program, improved training, and a further development
of the military reserve system. Party control over the armed forces will
coni_:inue to be strong. The regime may develop greater self-sufficiency in
the production of conventional military weapons, but will continue to be
dependent on the USSR for much of its heavy military equipment and for nuclear
or missile capabilities.

15. The mu’;;ual dependence of Communist:China and the Soviet Union is so
crucial to both countries that Peiping and Moscow will continue to rsubordi-
nate any differences that may arise between them to the overriding consider-
ation of maintaining the doctrinal, political, economic s> and military bonds
which constitute their alliance. Communist China will probably continue to
exer‘@:?_se the influence in bloc-wide matters:which it has recently achieved,
While it will continue to defer to the Soviet:Union on crucial questions of
bloc policy, it will also continue to play a major role on questions of
donmmpist policy in fsia,

16, Barring any significant shift in Communist bloc strategy, it is

unlikely that Communist China will make~any major change in its foreign

policy objectives or tactics., Its basic hostility to the US will remain,

SECRET
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and Pelp:mg will attempt ,to exploit what 11; apparently belleves are elements

3

of weakness in U5 pollcy in Asia. Touard this end, it maj :Lntens:Lfy its

o bovn - e

efforts to conv1nce other nations that 1'b desires a rapprochement m.th the

Us, but marglnal concessions that it might offer would exclude resolution
. of such bas:\.c issues as the status of Taiwan, Korea, and Vietnam. On the

other hand, the Pelplng regime probably will not use military force 'bo

resolve these issues so long as 1t remains conv1nced that the US would react

t oy 3

effect:.vely. However, Pelplng is determined to keep the Taiwan situation
from becom:.ng frozen, and might step up military activity in the offshore
1sland area to malntaln fluz.dlty and pressure.

17. The A31an area will continue to be the major target of Communist

KX
A

China's foreign policy activities, and its present tactics of stressing

"peaceful coex:Lstence" and "Asian solidarity" will probably be maintained,

P S .
Communist Chlna w111 probably become mcrea31ngly impatient to achieve a
P

pos:.tlon where 1’0 can partlclpa'be more actlvely in matters of broad inter-

natlonal 1mport. Frus‘orated because its pohc:Les have not been more success-
ful in certain areas, there may be a trend toward a harder attitude toward
such coun’crles. as d a:;an and'.Brn.fta:Ln, although Peiping w111 maintain a flexi-
blllty of approach in order to e;cp101t all opportunl‘o:.es.

Pv \‘

18. Pelplng may achleve _some successes 1n :anreasmv its influence and
o wfe s .

3

prest:.ge, partlcularly in Asia and Africa. Howaver, to a far larger extent

than in the past, any change :1_n Pelplng s mternatlonal pos:L’olon and 1ts

impact on the mternatlonal s:.tuatlon vull be determlned by the course of

Saf e oy

the broad confllct between 'bhe Communlst and non-CommunJ.st worlds, Communist
s, . ",r a .

- -
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China will be a major protagonist in this conflict and its action will thus
influence the outcome, but Peiping's role in Asian and international affairs

will be increasingly dependent on factors wi*lich are not subject to Peiping's

direct manipulation,
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