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COMMUNIST CHINA'S IMPORTS AND EXPORTS, 1956:
TRADE AND TRANSPORT INVOLVED®

I. Suwmeary of Major Developments During 1956 and Prospects for 1957.
A. level of Trade.

‘The foreign trade of China®* in 1956 was announced as 10.9 billion
yuan (approximately US $4.4 billion***), compared with 11 billion yusn in
1955, marking the first yesr in which China's trade has declined. The
decline was on the import side and reflects a sharp redustion of receipts
under Soviet loans. (See Figure 1.%#ws)

A further decline in trade is planned for 13957, with total trade
expected to be 9,955 million yuen .(slightly more than $4 billion), or
8.4 percent less than in 1956. For the first time, exports will decline.
This furthexr decline in trade reflects the econcmic maladjustments resulting
fram the overaabitious economic activity of 1956 and the effects of typhoons
and floods on the agricultural production of China. Despite this decline
the foreign trade goal of the First Five Year Flan (1953-57) is expected
to be overfulfilled by 6.4 percent by the end of 1957.

# Appendix A (gee D. A-l) presents the revised estimates of value and
direction of China's foreign trade for the years covered by the previous
studies published in this series (EIC~-Rl through EIC-Ri-55), as well as a
discussion of the problems involved in the conversion of yuan values to
dollar equivalents.

** Unless otherwise specified, the terms China and Chinese are used here-
after in this report to mean Communist Chine and Communist Chinese.
##¢ All dollexr values in this report &re in terms of US dollare or equivalents.
i Following p. S-1.

S-1
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Figure 1
[To ve inserted later/

Forelgn Trade of Communist China¥
1950-56

Data for inclusion in figure follow: Million US $

1950 1391 g2 1953 1954 1922 1956
Total trade 1,300 2,650 3,100 3,300 3,450 4,485 4,415

Taports 665 1,565 1,795 1,880 1,795 2,465 2,150
Exporta 635 1,085 1,305 1,420 1,655 2,020 2,265
Trade with: ,
Bloe 435 1,680 2,420 2,490 2,780 3,675 3,325
Nom~Bloe 865 970 680 810 670 810 1,090

~ [To be in the form of a bar chart with one bar for "fotal Trade"
divided into Bloc and non-Bloe, and separate bars sghowing total
imports and expona_.]

¥ Deta for 1950-55 do not necessarily agree vith thet previocusly published
since they reflect revisions based on later data.

&-1a
8-E=C-R~E-T
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~ Trade with the Free World in 1956 rose by more than one-third and

aecmhted for slwost one-fourth of China's totel trade, compared with less
than. one-fifth in 1955. Unrecorded imports fell slightly from $76 million
in 1955 to $66 million in 1956, largely as a result of the increased use
of the CHINCOM exceptlons procedures. The amounts licensed under these
procedures in 1956 were epproximstely $82 million, compared with a total
of aebout §15 million for the preceding 4 years. By mid~1957 the UK, followe.
by most other CHINCOM countries, had abolished the China differential,
appiying COCOM trade control rules to thg entire Sino~Soviet Bloc, thereby
largely nullifying the importence of the exceptions procedures.

Trade with the USSR declined sbout 15 percent, and trade with
the Far Eastern Satellites fell slightly -~- together offsetting an
estimated 13-percent increase in trade with the European Satellites. A
further shift in the direction of trade towerd the Free World i expacted
in 1957

In 1956, China achieved for the first time an export surplus,
vhich emounted to sbout $115 million and which consisted of & $9C-million
surplus with the Free World and a $25-million surplus with the Bloc.

The balance-of-payments position of China appears to have deteri-
oriated in 1956 end 1957, reflecting in large pert the sherp reduction
of receipts under Soviet loans, the increasing commitments for the
repayment of previocus Soviet losns, and the further extengion of China‘s

S5-2
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own aid program. Despite the development of an export surplus in 1956 and
1957, it sppears that China has been hard-pressed to meet its foreign
exchange commitments and has had to reduce its holdings of foreign exchange
and gold as well as to obtain short-term credits from the USSR.

B. Volume of Trade and Trangport Services.

25X1

25X1 f

-

Reilroads continued to carry spproximetely 95 percent of China's

overland foreign trade. The opening of the Trans-Mongolian Railroad on

1 Jenuary 1956, in offering the shortest route between the European USSR
and. central and south China, diverted a conslderable volume of traffic
from that portion of the Trans-Siberian Railroad line connecting with the
Chinese system at Otpor. Nearly two-fifths of the 1956 Sino-Soviet rail
freight moved on the Trans-Mongolian Railroad, more than two-fifths moved
through Otpor, a.nd spproximately one~fifth moved through Grodekovo. The

substantial restoration of railroads snd roads in North Vietnanm facilitated
: 25X1

S-3
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the movement and distribution of an increasing amount of aid from China.
An important although relatively small amount (approximately 3 percent) of

overlsnd trade was transported by river between China and the USSR.

25X1

25X1

45X1

* Following p. S-4.

Seb
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C. Impact of the Closure of the Suez Canal.

The closure of the Suez Canal in late 1956 had a slight depressive
effect on China's foreign trade, although it is daifficult to isolate and
measure this effect because of its coincidence with other factors affecting
trade. Inereased shipping costa as a result of the diversion of trade
either by sea around the Cape of Good Hope or by land over the Trans-
Siberian Railroad msy well have encouraged China to defer some nonessential
imports and exports. A scarecity of shipping following the closure of the
Suez Canel restricted trade in aertain bulky items such as exports of iron

ore and coal, and imports of fertilizer from Western Europe.

S5

5=-E=C-~R<E-T
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II. International Trade and Balance of Payments.

A. Total Trade and Balance of Payments.

1. Level snd Direction of Trade, 1955 and 1956.

The total foreign trade of Chine was slightly smaller in 1956
than in 1955 == 10.9 billion yusn (epproximately $4.4 billion) in 1956,
compared with 1l billion yuan in 1955.% The decline was only on the import
side and reflects a sharp reduction of receipts under Soviet losns. In
commercial trade, both imports and exports continued to inerease.

The most significant shift which occurred in the geographic
distribution of the trade of China in 1956 (as shown in Table 1) wag in
trade with the Free World. Rising by more than one-third in 1956, it
accounted for almost one-fourth of the total trade of the country, compered
with less than one-fifth in 1955. The largest gain was recorded in trade
vith Asian-African countries, which increased 39 percent, trade with other
Free World countries increasing 29 percent. Trade with the Sino-Soviet
Bloe, including aid-financed imports and exports, declined. It is

¥ The rate at which yuan asre converted to US dollars for 1956 trede is

2.46 yuan to 1 US $, based on the yuan-sterling-dollar croass rate. Other
currencies sre converted to US dollar equivelents at official exchange rates
except the Hong Kong dollar, as noted in footnote b, Teble 4 (p. 13, below).
The dollar equivalents of yuan values cannot be arrived at diractly, because
information on commodity prices and exchange rates involved in China's foreipgn
trade is limited. A discussion of the problems involved in the conversion
of yusn values to dollar equivalents is contained in Appendix A, It should
be noted that yuan-dollar equivalents wherever utilized are only approxima.
tions and that these figures should be used with caution. The procedurs for
canverting yuan values to dollar equivalents -- involving the use of yuan-
sterling-dollar e¢ross rates -- may well overstate the dollar value of China's
trade with Soviet Bloc countries.

#% Table 1 follows on p. 2.

ol e

S5~E~C=R=-E~T
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estimated that trade with the European Satellites increased about 13 percent,
that trade with the Far Eastern Satellites declined slightly, and that trade
with the USSR declined about 15 percent.

Table 1

Geogrsphic Distribution of the Foreign Trade of Communist Chine, by Value
1955 and 1956

1955 (Revised) 1956

Million Percent Million Percent
Trade with: us 3 of Total U8 $ of Total
USSR 2,800 62.5 2,310 53.7
Buropean Satellites 6715 15.0 760 17.2
Far Eastern Sutellites 200 4.5 195 4.4
Total Trade with the Bloc 3,675 82,0 3325 5.3
Trade with the Free World 810 18.0 1,090 Ehnl
Total foreign trade 4,485 100.0 l&lhli 100.0

Recent Chinese announcements are consistent with the estimate
of trade turnover in 1955% as published in EIC-R1l-S85 but indicete a
different geographic distribution of this trade. It is now estimated that
in 1955 Soviet Bloe countries accounted for 82 percent of total trade turnover
{rather than 80.5 persent) and that the USSR accounted for 62.5 percent
{rather than 55.3 percent). The value of trade turnover with the Free World

is estimated as 18 percent of the total {rather than 19.5 percent) and that

* On the other hand, these Chinese asnnouncements indicate slightly different
values of trade for 1950-54 from those in EIC-RLl publications {see Appendix A).

nao

S=E-C=R=E=T
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25.2 percent),
2. PBalance of Trade,

Chine ach
. ieved a substantia) export surplus in 1956, exports
ein,
2 5 percent larger than imports. It was the firat year in whi hina
did not sho .
W & surplus of imports over exports. Tmports vere valued
25297 million : m e
yuan (about $2,150 million), and exports at 5,508 mi114
{about $2 265 miil ' o
o R ion). The 6Xport surplus with the Free World, (based on
eation -
& of unrecorded and recordeq trade) is estimated at
$90 million, ang N
2 the export Burplus with Bloe countries, therafore amoun
to $a5 million, as shown in Table 2, 9 -

Table 2
Estimated Trade Balan,
ces of Commmini
1956 8¢ China
Million US $

{cat.£.) £{£:0.b, ) Balance

USSR
European Satellites $1,220 %
150 -
Far Bagtern Satellites ‘*gg ’ 320 N 4
: 165 )
Total Bloe + 135
1,650 -
Free World L.672 £ 25
Grand total ~220 1 20
2,150 2, 26 _
———— &2 2 -u-:z
~ 3 -
S=B=C=RoE=T
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The development of the export surplus in 1956 followed the sharp
decline in imports under Soviet loans and to some extent reflected the
pressures for exports to meet Chine's increasing international comsitments.
The large export surplus with the Free World which arises primarily from
trade with non-Communist Asia reflects a concerted effort to increase
earnings of foreign exchange. The export surplus with Bloc countries
reflects largely aid-financed shipments to the Far Bastern Satellites. A
small import surplus with the European Satellites is believed to have
resulted from Chinese payments for freight charges on dmports. Thus the
remaining $70 million represents an import surplus in trade with the USSR,
arising in large part fram utilization of $48 million of Soviet credits and
from export restrictions placed on a few commodities in the latter part of
1956.

3. Balance of Payments.

The balance of payments of Ghina-]

differs considerably from that of

pre-Communist China. To cover import requirements, China has placed more
reliance on commodity trade and less reliance on capital flows such as
overseas remittances, foreign investments in China, and income from
investments abroed.

The value of eepital goods imported under loan agreements (all

with the Bloc) was less than 4 percent of the value of total Chinese imports

from 1950 through 1956, It is probable that the high rate of military imports

wvas made possible through Soviet loans and/or graents. Oun the other hand,

- =
8xE=C=R<E-T
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China has extended loans and grants to both Bloe and non-Bloe eountries,
so that in 1956, exports under such aid programs amounted to $164 million,
or $116 million more then receipts from foreign loans.

The Chinese have claimed an excess of international receipts
over payments during the period 1950 through 1954. In 1955 and 1956,
despite favorsble developments in commodity trade, China's balance-of-
payments position appesrs to have deteriorated. An estimate of China‘s
balance of payments, based on selected items only, indicated a slight
deficit in 1955 totaling $46 million* and a larger deficit in 1956 totaling
$173 million, as shown in Table 3.

The Chinese recently released information on foreign credit
recelpts and the servicing of foreign indebtedness and on the extension
of foreign aid. This information indicates inereasing demands on China‘’s
holdings of foreign exchange. The data involved are shown in Part II,C, of
Appendix A. OCther Chinese receipts are believed to have declined. For
exaumple, remittances from overseas Chinese have been smaller as & result
of growing dissatisfaction with the Chines regime and of weskening family
ties. Foreign expenditure in China fell when Soviet troops withdrew from
Fort Arthur and Manchuria. Chinese expenditures abroad for diplaomatic

missions and education have inereased.

* It is believed that receipts from foreigners in China less corresponding
expenditures by Chinese abroad might offset this $ib-million deficit. The
balance of payments, however, would still have deteriorated from the favorable
balances reported for previous years.
## Table 3 follows on p. 6.

-5=

S=E«C=R=E-T

Approved For Release 2007/01/20 : CIA-RDP82-00400R000200070004-3



Approved For Release 2007/01/20 : CIA-RDP82-00400R000200070004-3

SeBE=(«ReB-T
Table 3
Bstinated Balance of Paymants of Communist China
1955~56
Million US §
3223 2956
Paymonts
Iports (c.i.f.) -2,465 -2,150
Debt repayment - 196 « 242
Foredgn aid grants and loans - 160 - 164
Total payments -2,821 =2, 556
Receipts
Exports (f.0.b.) 2,020 2,265
Oversens remittances 80 70
Foreign credit receipts ' 675 48
Total receipts 2,775 2,383
Defieit, including errors and cmissions af v 46 ¢ 173

a. For example, this item includes known Chinese payments for which specifiec
value estimates are not availeble, such as the cost of Chinese studeats
etudying in other Bloc countries, the cost of technical services received
fram the Bloe, the meintenance of diplomatic missions abroad, and the like ’
and Chinese receipts for similar expenditures by other countries in China.

In addition, this item includes changes in holdings of foreign exchange.

As a result of these developments, China'g holdings of foreign
exchange and gold are believed 4o have d.ecreaseaa_ Sterling balances in
iondon were reduced sharply in 1956 ang early 195T. Although it is poseible
that some of these balances were transferred to bidden aceounts in Western
Burope, it is probable that = large portion was transferied to Bloe countries

in payment of obligations.

- 6 -
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B. Trade with the Bloc.

1. Trade with the USSR.

The value of Sino-Soviet trade during 1956 is estimated at
$2,370 million, a decline of 15 percent from the pesk trade of $2,800 million
ip 1955.% This decline is attributable to the sharp reduction in 1956 of
Chinese imports financed by Soviet credits. Excluding such imports, there
was an incresse of almost 10 percent in 1956 trade over that of 1955,

it is estimated that China had an import surplus of $70 million
in its trade with the USSR, with imports of $1,220 million and exports of
$1,150 million. Official budget data indicate that repayment of the foreign
debts of China amounted to $242 million in 1956 (believed to have been paid to
the USSR) and that loan receipts were reported as only $48 million (probably
Soviet loans). Although other Sino-Soviet transactions are unknown, it is
believed that China had to draw upon foreign exchange hold.ings.

2o Trade with the European Satellites.

According to Chinese announcements, the Muropean Satellites
aecounted for 17.2 percent of the total foreign treds of Chine in 1956, which
indicates a trade turnover of $760 millfon.** Thig value is $85 million more
than in 1955, an ineresse of 13 percent.

* 'The Soviet-announced ruble values of this trade indicate lower dollar
values than the figures presented here, which are based on Chinese data
expressed in yusn. See Appendix A, Part IIX, for discussion of the conversion
problem involved.

#% Data released by the Buropean Satellites, however, suggest a total of only
$540 million, approximately one-fourth lower than the Chinese announcements
indicate. There are indications that the Chinese data overvalue, vhereas the
Baropean Satellite iata undervalue, Sino - European Satellite trade expressed
in dollar egquivalents. See Appendix A, Part III.

5~E~-C=R=E-T
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Iittle information is available on the ba.lenceg between imports
and exports in S_ino-Satellite trade. Chinese trade with each of the Satellite
natione is plan.n’e_d to balance each year, and there is no indication thet
serious imbalances have developed in either direction. Accordingly it is
estimated that imports and exports during 1956 were in approximate balance
at sbout $360 million (f.0.b.) in emch direction but that China would have
incurred freight costs on imports of about $40 million.*

_East Germany and Czechcslovakia were the principel Burgpean
Satellite trading partners of Commmnist China in 1956, followed by Poland,
Hingary, Bulgaris, Rumanis end Albenis. East Germeny and Czechoslovakis
together probably accounted for one-half of totsel Sino - Buropeen Satellite
trade. o
3. Trade with the Par Eastern Satellites.

It is estimated that the trade turnover of China with the Far
Eastern Satellites in 1956 smounted to $195 million, of which Chinese aid
deliveries tq North Korea and North Vietnam accounted for about two-thirds.
The estimated value of trade turnover with North Korea vas $65 million, about
$55 million of which consisted of .add-financed exports. The estimated value of
trade turnover with North Vietnam increased to $95 millfon, about $75 million
~ of which consisted of aid-finenced exports.

# As Communist China has no merchant fleet in this trade, freight charges on
imports carried in non-Bloc ships (and quite possibly on Bloc ships as well)
would be paid in Western currencies. China, probably recording imports on a
c.1.f. basis and exports £.0.b., presumably recorded trade with the Buropean
Satellites as $360 million of exports and $400 million of imports

- 8 -
S=E=CeRaE=T
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The estimated value of trade with the Mongolien Republic was $35 million,
vhich probably included deliveries worth about $5 million under a $i0-million
program of Chinese aid to Mongolia, anncunced in 1956.

C. Trade with Non-Bloc Countries,

1. General..

The trade of China with the Free World in 1956 is estimated to
have emounted to imports totaling approximetely $470 uﬂlion (0.di.f. Chinese
ports) and exports totaling $555 millfon (£.0.b.)

25X1

The estimate of total trade amounting to $1.02 billion represents
94 percent of the $1.09-biliton figure for Chinese trade with Free World sress
calenlated from annocuucements made by the Chinese. The difference between the
two Ligures fallswellvithintherangeofermrtobee@emdinmiﬁngaﬁ
such a _figum, given the problems involved in arriving at appropriate valuations
of Free World trade snd in converting yuan values to doller ec;uivalentsu

2. Impoxrts.
2. Recorded Dsports.
The value of recorded Chinese imports from non-Bloe countries
in 1956 rose sharply to $405 million, compared with $321 willion in 1955, 4273
million in 1954, and $279 million in 1953. Changes in Chinese imports from
-9 =
S~E-C~R-E~T
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China's varilous trading partners are shown in Table 4.* The inerease of
$64 million in total imports during 1956 reflects in large part the greatly
intensified use of the CHINCOM exceptions procedure, ** particularly in the
latter half of the year.

The value of recorded Chinese imports moving directly from
Western Europe to Chinese ports inereased by nearly 50 percent, almost sll
of the increase occurring in the second half of the Year. As in 1995,

this increase was partly offset by a deecline in imports from Hong Kong.

25X1

Japan

Ceylon, West Germany, and the

UK == imports from each of which were less then half those from Japan ==~
were close contenders for second place. The only major trading partners 25X1

from whom imports were reduced during 1956 were Hong Kong, Pakistan, India,

Burms, Brazil, and Finland. \

|

*# Table 4 follows on p. 1l..

# : procedure; see p. 16, below.
25X1

]
=
¢

2

5-E-C=R=E=T

Approved For Release 2007/01/20 : CIA-RDP82-00400R000200070004-3



Approved For Release 2007/01/20 : CIA-RDP82-00400R000200070004-3

S=E=CeR-E-T

Table 4
Recorded Imports of Communist China from Free World Countries, by Value
1954-56 a/#
Thousand US $
1954 1955 — . 3956 N
Country Total Total  First Balf Second Half  Total
Europe, Western Hemisphere,
and South Africa b/
Argentins, 1,495 981 916 —— 916
Austria L5 2,694 L, 256 2,285 6,541
Belgium-Luxembourg 426 5,435 8,059 11,491 19,550
Brazil 2,938 4,672 3 683 686
Cuba o 1‘-18 6 L 6
Denmark 185 56 549 1,684 2,233
Finland 3,390 14,606 3,270 5,289 85559
France 8,379 6,438 8,634 9,141 17,775
West Germany 20,554 28,488 11,003 -- 20,479 31,482
Greece - ——— 132 62 194
Ttaly 5,285 5,841 3,926 6,703 10,629
Mexisco N.A. b5 1,023 486 1,509
Netherlands 1,565 2,791 715 4,681 55396
Norway 28 35 115 1,077 1,192
Portugal NoA. 3 7 267 274
Sweden 632 1,546 889 3,361 4,250
Switzerland (c.i.f.) 4,085 10,568 3,072 7,555 10,627
Union of South Africa N.A. 1,043 788 337 1,125
UK 18,170 22,756 11,216 17,047 28,263
Yugoslavia N.A. o] (o] 3,691 3,601
Us 6 ¢/ 3¢/ 0 0 o
Canada L7 1,057 0 2,473 2,73
Plus l0-percent
adjustment for e¢.i.f.
(exeept Switzerland)d/ 6,354 9,891 5,551 9,124 14,675
Subtotal 13,984 119,368 64,130 107,916 172,046

* TFootnotes for Table 4 follow on p. 13.
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Table 4
Recorded Imports of Cammunist China from Free World Countries, by Value
1954=56 a/
{Continued)
Thousend US $
1954 1955 _Total
Country Total Totel  First Half Second Half Total
Rear East, Asila,
end Ogeania b/
Australis 3,421 5,794 L, 260 5,364 9,624
Burma e/ 22 13,960 9,844 1,047 10,891
Ceylon 48,429 22,814 14,157 19,609 33,766
Egypt 11,389 23,081 16,846 8, 54k 25,390
Hong Kong 67,154 31,143 9,008 13,515 22,523
india £/ 55798 20,591 6,057 55351 1d,4
Indonesia 1,014 6,221 5,064 7,073 12,137
Jepan 19,109 28,552 22,410 i, 929 67,339
Melaya 6,561 4,031 TT4 6,837 7,611
New Zealand 50 . 266 114 298 hig
Pekistan 26,189 34,525 5,880 10,840 16,720
Sudan Na.A. 812 2 2, )4-93 ?.,9 ‘495
Syria N.A. 165 insig. 1,549 1,549
Plus S5=percent adjust- '
ment for e.i.f. 4/ 9,457 9,598 b1 6,372 11,093
Subtotal 198,593 201,553 99,137 133,821 232,958
Total 212,571 320,021 16§=261 2k 131 405!9014
- 12 =
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Table 4
Recorded Imports of Commnist China from Free World Countries, by Value
1954=56 &
(Continued

a. These 4ats are based on the official trade statistics of the Free World
countries involved. Those data for 1955 which differ from the comparable
EIC-R1-85 figures reflect more up~to-~date information.

b. Figares for imports from countries of Western Burope, the Western Hemisphere,
and the Union of South Africae are based om the assumption of a 2-month voyage ~-
that is, they represent recorded exports of those countries to China during the
12 months ending 31 Oetober in each yesr. With the exception of the import
figures for Hong Kong and Japean, which represent exports for the periods
indicated in the table, the figures for the countries of the Near East, Asia,
and Oceania are based on the assumption of e le-month voyage and represent
recorded exports of those countries during the 12 months ending 30 Novesber.
All trade statistics were converted at the official exchange rates except Hong
Kong figures, which were converted at an average rate of 1 HK $1 to US $0.1715
for 1955, US $0.1702 for the first half of 1956, and US $0.1625 for the second
half of 1956.

¢. Representing US shipments to China under exceptions procedures. These :
shipments consisted of an sutomoblile and othexr goods for the diplomatic mission
of a friendly country in 1954 and printed matter in 1955.

d. Mogt countries record imports in their official trade statistics on a c¢.i.f,
basis (cost, insurance, and freight) and their exports on mn £.0.b. basis (free
on board, meaning the cost of the exports involved excluding insurance and
freight). In utilizing the recorded exports of China's Free World trading
partners -- reported on an f.o.b. bagis == to arrive at China's "recorded"
imports on a ¢.i.f. basis, an allowance mist be made for the insurance and
freight charges, primarily the latter, involved in moving the goods to China.
The adJustments indicated are everage figures based on shipping costs and the
general nature of the commodities shipped.

e. Trade through Burmese ports other than Rangoon is only partially reflected
in these dsta.

f. Including imports into Tibet except for the second helf of 1956.

13 =
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The changing commodity composition of China's imports froem the

Free World frem 1950 to 1956 is shown

The chanpes in 1956 reflected

both domestic econcmic dewvelopments and modifications im the operstion of CHENCH

controls.®* The reduced level of cotton imports wves the result of a reduced

demand follovwing Chinn‘'s abundunt cotton crop in 1955. The decline in imports

of droge vas & contimation of a 3e-year trend and reflected increasing domestie

yroduction. Greater use of the exceptions procedure under CHINCOM permitted a

- 1 -
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sharp increase in imports of metals and machinery and other items. The increase

in rubber imports represented incressed shijpments from Ceylen under the rice-

rubber agreement with that country, as Ceylon made up a shortfall cm the 1955
contract in addition to fulfilling the 1956 contract. There was an increase

in imports of chemicals, consisting largely of fertilizer and industrial

chemicals, as was the case in 1955. 25X1

Imports from Western Europe, Japan, and Hong Eong continued,
as in the past, to consist chiefly of meanufactured goods and chemical fertiligzers.
The only significant exceptions comsisted of imports of wool tops from the UK
and beet sugar from France. Of imports from Japan, machinery (especially textile
machinery) and instruments accounted for 29 percent; chemical fertilizers s
21 percent; textile fabries, 15 percent; and cement, 9 percent. Imports from
Bong Kong showed a similar pattern: chemical fertilizers, 27 percent; machinery,

-15 -
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instruments and equipment., 14 percent; iron and steel, 12 percent; and other
wsmrtactured goods of various kinds, 15 percent.

Imporis from the other Free World countries of Asia and the
Jear Emst consisted almost entirely of agricultural products. Ceylon remained
‘e primary source of rubber. Pakistan and Egypt shipped cotton. Burma
suppiies some rubber and cotton and was the major source of impested rice.
“hinn continmued to obtain large quantities of woal from Australia and of

~oeoout oil and sugar from Indonesia.

9. Use of the CHINCOM Exceptions Procsdure.

& ramber of CHINCOM#* countries during 1956 relaxed the appli-

«ation of trade controls against China in anticization of a removal of the
hina differential and increasingly liceiigsed their embargoed commodities for
«xport to Chins under CHINCOM exceptions procedures. The US, however, cone
iirued to maintain its comml~ic embargo on trade with China. These goveraments
¥ad been under considersble dcmestic pressure, both political and commercial,
£y ravise, if not acolish, the China differential. In the course of 1955 a
mumber of countries participating in CHINCOM began increasingly to reflect

25X1 this dissatisfaction over the differential of controls toward mﬁ

e

% CHINRCOM, or the Citina Committee, 1s a working committee which coordinates
controls on strategic trade with China. It is the counterpart of COCOM, or the
Coordinating Committee, wvhich is the working commnittee for trade controls as
appiied to the Buropean Soviet Bloc. The two committees are subordinate to the
Consultative Group (CG), in which the following countries participate {at the
ministerial level): Belgium, Canada, Denmark, France, Greece, Germany, Italy,
Japan, ILuxembourg, the Netherlands, Borway, Portugal, Turkey, the UK, and the US,
The US maintains a complete embargo on trade with China.

- 10 =
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By resorting to exceptions procedures, trade with China by many
CHINCOM countries in items on the control list began to increase. These pro-
cedures permit a participeting country to license for export to China certain
embargoed commodities under very special circumstances and when it believes
that the comodity would not contribute to the military strength of China and
would be used for civilian purposes. Depending on the particular procedure
employed, the other participating countries were to be notified either before
or after export licenses were granted for the goods in question.

In May 1956 the UK snnounced that "more use will be made of
the exceptions procedure to permit reasonable exports in appropriate cases
%o China of goods which are not on the Soviet /Bloc/ lists.” Thereafter,
greatly intensified use was made of the exceptions procedures. Cases pre-
sented to CHINCOM for licensing in the second half of 1956 were 2.4 times
greater in wvalue in the second half of 1956 than in the first half of the
year, with the result that the value of these cases reached $82 million in
1956, compared with a total of about §15 million for the k-year period 1952-55.
It is apparent from the trade returns, hovever, that only about cne-half of
the licensed shipments were received in China in 1956, vwith the remainder
presumably to arrive in 1957. The UK, West Germeny, France, end Japan
vere the principal countries utilizing the exceptions procsdures, as shown
in Table 7.%#

# Table 7 follows on p. 18.

- 17 -
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Table 7
Value of Exceptions on Rotice to CHINCOM, by Country
1952-56
_Thousand US $
December _ 1956 December 1952 -
Country 1952-53 1954 1955 First Ealf Second Balf ‘Total December 1956
UK &/ 333 koh 882 6,639 20,559 27,198 28,837
West Germany 1,210 1,16 1,235 3,294 12,870 16,164 19,75%
Japan 0 454 5,450 L,ok1 6,155 10,196 16,100
France 20 0 1’71“3 5:853 9,311 15;22,* ‘ 16;987
Italy o 453 > 2,858 9,932 8,7% 9,248
Belgium 24 Lol Th6 1,457 2,347 3,804 5,016
Others 26 159 97 61 540 601 883
Total. 1,613 3,080 10,158 24,203 ST, 774 81,977 96,826

a. UK flgures include overseas territoriea.

Two categories ~-- iron and steel products and motor wehicles
and parts -~ accounted for more than one-half of the value of the goods
concerned. Iron and steel products increesed from abut $5 million in 1955
to more than $25 milliom in 1956. Motor vehicles and equipment, which in
1955 amounted to only $13,000, totaled §15 mm.:ta': in 1956. Tinplate submis-
sions rose sharply to almost $6 million, and sulmissions on excavators and
cranes, which were nonexistent in 1955, amounted to more than $5 million.
Other commodities vhich figured prominently were fishing vessels, bearings,
metalvorking machinery, and power eguipment.

Although variocus CHINCOM countries continued to make use
of the exceptlions procedures in 1957, theybecame :I.nc.ressingly dissatisfied
vith the China trade control sysuca:. After protracted negotiatioms in

- 18 -
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CHINCOM, the UK on 30 May 1957 unilaterally announced that it would adopt

the same lists for China as for the Soviet Bloc, thus practically eliminating
the differential. In June, most of the other perticipating countries took
similar action.

¢. Unrecorded Imports.

The estimated value of unrecorded imports into China declined
from 275,000 tons, valued at $76 million, in 1955 to almost 190,000 toms,
valued at $65 million, in 1956, largely as a result of declining trans-

shipments from Western Europe. These transshipments were, however, still

the main source of umrecorded trade by value,

The main source of unrecorded imports by volume was Southeast Asia, the

tonnsge involved rising

S-E-C-R-E~T
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(1) Transshipments of Western Commodities Through Soviet
Bloc Countries.

China was able to reduce its use of the circuitous trens-

shipment route through the Buropean Soviet Bloc in obtaining CHINCOM-controlled
goods during 1956 as a z;emzlt of greater use by Free World countries of the
exceptions procedure. The volume of transshipments through Gdynia, FPoland,

in 1956 1s, as a result, estimated to have declined two-thirds s compared

25X1 with 1955 |
The value of unrecorded imports from Gdynia in 1956 is

estimated at $40 million, compared with $60 million in 1955. Nonferrous
metals and iron and steel accounted for almost all of these imports, both

25X1 by value and by volu:n1

- 20 =
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(2) Unrecorded Imports Through Hong Kong.
There contimues to b{ 25X1

semuggling from Hong Kong by small eraft and overland to China, but the value
of this trade in 1956 is estimated at $2 million. Ry tonnage, PCL appears
to be the chief strategic commodity involved in this movement. Hong Xong
authorities seized more than 800 tons of POL products in 1956, almost
one-third more than in 1955. Tvwo unusually large shipments of diesel oil

and lubricating oil sccounted for the incresse. 25X1

smiggled cargoes included up to 4,500 tons of diesel oil and

10,000 tons of kerosine, with a combined value of $1.5 million.
(3) Unrecorded Imports from Macao.

There are no published officlal trade statistics on
Macao's exports to China in 1956. Such exports were largely reexports of part
of the goods imported from Hong Kong. Imports from Hong Kong amounted to
{10 mfllion in value and 66,000 tons in volume. It is estimated that, as
a maximm, strategic comodities compriesed one-fourth, by value, of these
imports, of which a portion wvas transshipped to China. POL shipments,
especially kerosine and diesel oll, were importent in terms of volume.
Macao's imports of POL from Hong Kong rose to almost $500,000 in 1956, of
viich sbout $300,000 wortl 16 believed to have been

transshipped to China. Other strategic commodities transshipped included
copper tubes, ball bearings, auto parts, surveying instruments, and radic
fubes. The total value of strategic commodities transshipped is estimated

- a -
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25X1

251 % $700,00f In addition, officis
information from Macao indicated that exports of nonstrategic goods to China

amounted to 4,500 tons velued at $1.3 million.
(4) Unrecorded Imports from Japan.
The existence of a large smiggling ring in Japen which
dealt in diverting refined petroleum products to China was uncovered in 1956.

Petroleum products arriving in Hong Kong were transshipped to Japen, offloaded,
and then reexported, allegedly on consignment to Timor. The POL is believed,
hovever, to have been unloaded by Japenese vessels in North China. Records

25X1

(5) Unrecorded Imports from Southeast Asia.

25%1

Iuring 1956,  [tons of rice were shipped from 25X1
Burme to Ceylon on Chinese account in partial fulfiliment of the rice-rubber
agreement between China and Ceylon. It is believed that the Chinese recorded .
tbzrtcemvanentasanimporhfrommmaaswellasmexporttomwlon.

"22"
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3. Exports.

&. Recorded Exgorta .

The exports of China to Free World countries rose
almost as sharply in 1956 as in 1955. Their value, adjusted to an £.0.b. basis
from the trade statistics of the trading-partner countries of the Free World, was
$544 millton in 1956 compared with $423 million in 1955, $298 million in 1954, and
$323 million in 1953. The rise in exports occurred in the first half of the year,
and the higher level was maintained during the second half, as shown in Tables 10

and 11.#%
Table 10
Distribution of Recorded Exports of Communist China
to Free World Areas
1954-56
Million US §
Western Europe, Asia, Near
Western Hemisphere, East, and
Year and South Africa _Hong Kong Japan Oceanis Total
1954
First half 4o 23 17 1 131
Second half 48 b4 22 %3 167
1955
First half 61 48 38 59 206
Second half 60 59 39 59 a7
12_%
First half a1 62 37 Q91 271
Second half 73 58 100 273
# Table 11 follows on p. 2i.
\ a3
S=E~(=-R-E-T
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Table 11

Recorded Exports of Communist China
to Free World Countries, by Value

1954-56 a/=
Fhousand US $
1954 1955 . 1956 -
Country . Total Total 'Flrst Half Second Half Half " Total

Eumpe, Western

Hemisphere, and

South Africa b/
Aistria 878 1,009 1,175 1,339 ,-“ 5L

Belgium~Luxembourg 2,098 2,123 2,228 4,000 6’ 228

Canada 1,54 4,290 3,776 2,115 5:891
co-lmm 311 3]- HQAO N.A. . .Aq
Denmark 30 195 1,158 298 . 1,456
Finlend 2,953 3,583 952 1,823 2,715
France 8,972 12,002 8,390 7,466 15,856
West Germany 37,688 45,917 28,482 25,461 53,943
Italy 2,182 1,873 4,97k 6,793 11,767
Mexico 354 288 , 400 230 630
Merlﬂnds 6,306 8,524 6,482 9,103 11,585
Norvay 2,439 2,554 1,006 95k 1,960
Sweden 1,159 2,473 1,063 1,621 - 2,684
Switzerland 10,599 19,066 10,626 7,506 18,132
Union of South Africa N.A. 1,023 Lis Tt 862
UK 25,664 33,669 19,829 19,1 38,930
us 170 227 60 128 188
Tugoslavie N.A. 6 3,466 1,637 5,103
Mlimis 15-percens
adjfusement for c.1.f.
(except for the US :
and Canada) ¢/ -15,239 ~20,600 -13,601 ~12,562 ~26,163
Subtotal 88,065 121,253 - 80,911 73,430 154,341

# Pootnotes for Table 11 follow on p. 26.

-2 o
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Table 11

Recorded Exports of Communist China
to Free World Countries » by Value

1954~56 a/
(Continued)
Thousand US $
1954 1955 1956
Gountry Total Total First Half Second Half Total
Near Bast, Asia, and
Oceania b/
Aden NoA. 667 284 297 581
Australia 3,878 4,720 1,996 2,343 4,339
Burma 306 h,522 9,748 l‘:791 14,539
Ceylon d/ 32,260 16, »871 7,751 18,941 26,692
BEgypt 818 1,818 5,758 l; 521 10,279
French West Africa 1,156 1,520 720 500 1,220
Ghana (Gold Coast) N.A. 80 24 14 168
India 4,922 8,960 12,015 8,000 20,015
Indonesia 4,228 10,949 18,229 l’+ 811 33,040
Japan Lo, 770 80,781 39,1;70 Lk, ;178 83,648
Maeao 5,542 5,080 3,100 3,000 6,100
Malaye 29,108 38,570 20,788 24,960 45 748
Moroeeo 12,493 16),973 11,227 9, TOk 20,931
New Zealand 628 830 448 450 898
Pakistan 1,375 394 295 8,150 8,445
Philippines ok5 L4oo 30 30 60
Sudan N.A. T0 8 299 307
Syria N.A. 153 129 207 336
Taiwan 3,411 1;924 891 651 1,542
Thailand N.A. N.A. 4 10 14
Vietnam e/ 8,381 9,165 1,463 2,680 4,143
Minus Se-percent
adjustment for ec.i.f.
(except for the .
Pnilippines) ¢/ ~T,464 -10,202 =6, 717 ~To432  =1h,1k9
Subtotal : 142,757 194, 235 127,661 141,235 268,896
Bong Kong I/ 66,700 107,300 62, 300 58,000 120,300
Total 297,522 422, 788 270,672 272, 662 2&2‘ 531
« 25 o
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Table 11

Recorded Exports of Commmunist China
to Free World Countries, by Value
1954=56 3./

(Continued)

&, These data are based on the official trade statistics of the Free World countries .
involved. Those data for 1955 which differ fram the comparable EIC=R1-85 figures reflect
more up-to-date information. Most eountries report their imports by country of origin,
so that a portion of their imports recorded as from "China" were actually purchased from
intervening owners. Data are complete except for the following eountries in the second
half of 1956: Belgium-Iuxembourg, French West Africa, India, Pakistan, the Philippines,
and New Zealand. In these ceses, estimates based on less than complete data have been
entered in the table.

b. Figures for exports from countries of Western BEurope, Western Bemisphere, and the
Imion of South Africa are based on the assumption of a 2-month voyage -~ that is, they
represent recorded imports of those countries from "China" for the 12 months ending

28 February in the following year. Figures for Hong Kong, Japan, Mscao, Philippines,
Talwan, and Vietnam are recorded imports for the periods indicated in the table. Figures
for the remaining countries are based on the assumption of a l-month voyage and represent
recorded imports for the 12 months ending 31 January.

c. Most countries record exports in their officlal trade statistics on an f.0.b. basis
{free on board, meaning the cost of the exports involved exclu insurance and freight),
end their imports on & c.i.f. basis (eost, insursnce, and freight). In utilizing the
recorded imports of the Free World trading partners of China =« reported on a ¢.i.f.
basis =« to arrive at China's "recorded" exports on an f£.0.b. basis, a deduction must be
made for the insurance and freight chargee, primarily the latter, involved in moving the
goods to the importing country. The adjustments indicated are average figures based on
shipping costs and the genersl nature of the commodities shipped.

d. Sugar imports from Taiwan amounting to $1.223 million were deduced from first-half
1954 imports from China as reported in Ceylon's trade statistics.

e. The deta for 1954 are for "Indochina" and inelude trade with Vietnam, Laos, and

Zambodia. January-May 1955 data are imports by North and South Vietnam. Beginning in
June 1955, the figure represents imports by South Vietnem alone.

£. A dedustion had been made from Hong Kong's recorded imports from China to eliminate
duplicetion resulting from the fact that many countries {(all listed countries except the
UK, Belgium, Canada, Denmark, the Netherlands, Baypt, Australia, India, New Zeslaend, and
the Philippines) record imports from Hong Eong of Chinese origin as imports from "China.”
Goods exported by China to Hong Kong end reexported by Hong Kong to these sountries are
recorded as imports froin "China" both by Hong Kong and by the country of destination. The
amount of this deduction for 1955 and 1956 follows:

- 26 =
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Table 11

Recorded Exports of Coomunist China
to-Free World Countries, by Value

195456
{Continued)
(Footnote £/ continued) Million US §
1955 1956 -
Total First Half Second Half Total
Hong Kong'®s total imports from
Gom(::‘is: China 154.2 87.8 85.1 172.9

legs: Estimated reexports
recorded in import data of
other countries as imports

from China

Taivan 2.0 0.9 0.6 1.5

Japan 12.8 6.4 7.0 13.

Maleya 12-9 6.6 803 l‘h9

Indonesia 2.4 2.1 2.7 4.8

Vietnam 3.2 1.5 1.8 3.3

Other 13.6 8.0 6.7 4.7
Total deduction 46,9 25.5 27.1 52.6

Hong Kong's retained imports
from China plus reexports
not recorded in import data
of other countries as imports

froa Catos 1913 823 80 1mg
Hong Kong figures were converted at an average rate of exchange of 1 HK $ to US $0.1715
i;;é:fssg US $0.1702 for the first half of 1956, and US $0.1625 for the second half of
Although China again {ncreased its exports to nearly all of
its industrialized Free World trading partners in 1956 as in 1955, the most
striking development in 1956 was the increase in exports to the underdeveloped

countries of Asfia and the Near East. This increase accounted for 60 percent

- 27 =
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of the total increase in the value of exports to Free World countries.
BExports to underdeveloped areas, nevertheless, represented only 35 percent
of Chinese total exports to the Free World, and exports to a number of
nearby Asien countries remained negligible. China‘s only new trading

partner of consegquence was Yugoslavia.
Hong Eong continued to be important as a customer and

broker for China's export trade in 1956. Goods valued at $173 million,
nearly one-third of China's exports to the Free World, moved to or through
Hong Kong, and of this emount an estimated $120 million worth (22 percent
of Chiness exports to the Free World) vas consumed in Hong Kong. The 2-yesr
trend of increasing exports to Hoog Kong was interrupted, however, during
the second half of 1956, when such exports failed to rise above those of
the first helf. This change probsbly reflected an increase in direct
trede between China and other Asian countries. In 1956, China's exports
to Hong Kong (including goods reexported by Hong Kong) exceeded its imports
by $150 million, yielding significant sterling earnings.

Exports to all Free World countries consisted, about
L5 percent by value, of foodstuffs (ineluding rice, other cereals, vegetoble
oil, eggs, fruit, vegetables, pulses, and tea); 30 percent were oilseeds and
other sgricultural raw materials {textile fibers, oils, hides arnd skins,
tung oil, and miscellaneous cruds meteriels); and 25 percent were other
goods (weinly ores, minerals, and products of light industry). The growing

amg
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ability of China to produce and market. 1ight menufactured goods was
demonstrated by increased exports of such items as sewing mschines,
flashlight batteries, amall radios, and sheet glass.
More than 40 percent by value of China's exports to Hong

Kong were basic foodstuffs, chiefly for consumption in Hong RKong; 26 percent
were Chinese specialty foods and products, primerily for reexport to mropej
and 30 percent were miscellaneous manufactures for local consumption and
for reexport to Southeast Asia. Textiles accounted for a substantial
portion of the menufacture -- $32 milifon, compared with less than $2 million
in each of the 2 previous years -- despite s near cessation of exports of
cotton yarn in the second half of 1956.

Japan was China's second best Free World customer,
importing primarily foodstuffs and industrial raw materials.

b, Unrecorded Exports.

In addition to recorded exporbs*:ltonrs of Burmese

rice, valued at $8.7 million, were purchased by the Chinese for shipment

25X1

directly from Burme to Ceylon in partial fulfillment of the rice-rubber
agreement between China and Ceylon.®

As in EIC-R1-S5, no allowance has been made in this report
for exports of opium and other nareotics. It is estimated that earnings
from such exports were not sigaificant in the period under review.

* See p. 22, above.

e @ -
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In 1955, estimated overland imports were siightly greater by volume
than seaborne imports, but in 1956 sesborne imports probsbly increased more
rapidly than overland imports, largely &8s & result of a sharp increase in
inporis of cement and fertilizer. 1In the absence of mMOYe precise data,
therefore, the volume of seaborne imports in 1956 has been set as Qpproximtely
equal to overland imports, and consequently the volume of seaborne and of
overland exports wee also approximately equal.

B. Total Transport Services.
1. Shipping Servics.

The year 1956 egaln witnessed an increase in the volume of merchanb:y
25X1

shipping engaged in trade with Chine B

2pX1

25X1
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a. External and Internmal Arrangements for Movement of
Forelgn Trade,

All international rail shipments in the Sino-Soviet Bloe
are governed by the multilateral “"Agreement on International Railroed
Freight Traffic" (SMGS) of 1954, which is intended to facilitate and
stimilate Sino-Soviet Bloe foreign trede apd overland trensport relations.
Shipments between Sino-Soviet Bloc countries which must trensit a third
country are subject to the rates and regulations contained in the Uniform
Transit Tariff (UTT) which supplements this agreement. Freight rates for
rall shipments between neighboring SMGS countries are de-bermined by the
individual tariff agreements in effect between those countries. When
freight must transit thrid countries by railroad, however, transport charges
for such transit are determined by rates contained in the UPT. The rates
contained in the UIT are, as a ruls, lower than the rates which formerly
applied to transit traffiec in the SM3S e¢ountries.

A reduction of tyansit Ireight rates brought sbout con-
currently with the inclusion of Commmmnist China, Mongolia, and Rorth Korea
in the SM3S and the UTT in 1954 provided significant reductions in the cost
in international averland trade to these countries. New UTT rates 1ssued in

-38 -
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January 1956 lowered transport costs even further, although the changes
were not great. Of the cherges which China must ray on imports, re-
ductions ranged from 11 to :33 Dercent of many of the important commodities
whichinthepastfewyearahavemdbyrail. There were, however, no
changes whatever on many other items. Sizable reductions in the UTT
freight charges were also mede on a nurber of commodities originated
by China and destined for the Europesn Satellites, but rates on rubber,
silk, wool, tea, and the Principal greins were not reduced.

On many items, rates in the 1956 UTT were still listed
8t the equivalent of from $110 to $160 per ton (payable in rubles) on
movements to China from Eest Germany and Czechoslovakia. The new rate
on fertilizer, although now only ebout $45 rer ton for the same through
movement, was more than twice the sea tariff, and apparently diseounts
were not customarily permitted for large bulk shipments. UTT rates do
not decrease with inereases in distance of shipments. In this respect
the UIT differs from Soviet internal tariffe, which provide speeial rates
aver reg\nar long-haul routes end vhieh, on a kilometer basis, generally
taper downward as the distance increases. Thus the UTT must be working
out to the benefit of the country which provides long-heul serviee and
to the detriment of those countries with retwrns on short hauls, where loading,

= 30 =
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overhead, and transfer costs canuot be absorbed by returns on many
kilometers of movement. Because of the long haul through the USSR for
trade between China and the European Satellites, these countries must
£ind that the tariff favors the USSR,

b. Changes in Facilities for Movemsnt of Forelign Trade.
(1) Railroeds. |
(s) USSR.

The apprecisble increase in the capability of
China to move foreign trade between the USSR and China which accompanied
the opening of the Trans-Mongolian Railroad constituted the major develap-
ment affecting Sino-Soviet traunsport connections in 1956. Although basically
completed before the end of 1955, the line was not opened for through
internatioral traffic until Janusry 1956. The Chinese reported that on the
Chining-Erhlien section of the iine the volume of traffic increased sub-
stantlally each month during 1956. Improvements continued to be made in
facilities on the line in 1956, and there are indications that the cost
of transport was substantially reduced, even though the conditien of the
nevly constructed roadbed has required that freight ears be lightly loaded.
During 1956, China continued to improve the lower capacity mail lines

o 30 -
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approaching Chining in order to handle the increased amount of traffic
floving to and from the north. This work will no doubt be continued in
1957, if needed, as Chinese railread investment plans eall for incrensed
ewphasis on rebabilitation and expansion of existing fecilities rather then
on nev line econstruction.

The transloeding point on the Trans-Mongolian
line 18 loeated at Chining, more than 200 miles inside China. This
loeation permits the use of Sovist rolling stock in Chinese territory as
fer as Chining. The Peiping-Paotou line, which reportedly will be one of
the first lines in China to be electrified during the Chinese Second Five
Year Plan, joins the transloading point at Chining with the Chinese rafl
system There is 1little information available about the facilities in use
&t Chining. It is probedble, however, that the capacity to trancload at
Chiningiamerheqmltotheeameityoftheﬁhineserullinesse_rﬁng
Chining and that it will be increased In the future as the capacity of
the comnecting lines 1s increased to take sdvantage of the shortest rail
link between the USSR and south and central China.

(b) Zorth Vietnam.

By early 1956 the transport system of North

Vietnam, disorgeanived and severely damged during the civil war, hsd been

25X1

substantially resiored and in some recpects W/

=41 -
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distribution of increasing materisl aid from Chins. Capability of the
#snol - Plug-hsiang llne would be substantially increased if the line
wers convertad from the present meter gauge to Chinese standard gauge.
Tre use of Chinese equipment would then be possible as far south as

Ranol and would tend to offset any present limitstion imposed by the
swall Viet Minh locomotive and rolling stock park and by trsnsloading
problems. No information is availsble to indicate that aetual conversion
of the line to standard gauge has been initiated.

Reopanlng of the rallroad from Hanoi to Kunming
in Yunnan will further enhance transport capability between North Vietnam
srd China. Reconstruction of the portlon of the line between Hanol and
180 Kay in North Vietnam was completed in 1956, and that portion of the

1ine was opened to traffic before the end of the year. On‘ the Chinese

side of the borderx £Ahe probabllity

that the connetion with the North Vietnsm system will be mmde in 1958.
gurrent reports indlcate that the entire line will be meter gauge. Once
the line is open to through traffic, 1t probably will be of more importance
to China than to North Vietnam. Restoration of the section between

im0 Kay end Kunming will facilitate the exploitation of Southwest China's
mineral resources, which can then be transshipped through the port of
Halphong for water export or shipment to consuming centers in China instead

¥

of being hauled long distapces overland.

Y 1T .
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{2) Roads.

The sapabllities of some of the roads comnecting

Chine with neighboring countries were improved during 1956. \ 25X1

_|In Novermber 1956 1t vas estimated that road connections

between Banol and Chins were capable of carrying 60 percent more traffic
than 1n 1955. The importance of road connections to foreign commerce
petween China and North Vietnam, however, has not been so oritical since
the restoration of the Hanoi « Ping-hsiang railrosd in Pebruary 1955 and
will ve of even less importance after the opening of the entire Hanol-
Kunming railroad.

During 1956 the Burma Road remeined the principal

interior connection betveen China and Burma for the transport of foreign

" , 25X1

A In spite of these owverland connections, most

Sino-Burmese trade moved by sea.

“’1&33
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(3) Inland Waterways.
The use and capabillity of the Sungari River, tae

only significant waterway comnection svallable for the foreign trade of Chiom,

remained unchanged during 1955-\

(5] RIE.

Significant developments in air trensport in
1956 included, in addition to intermational £llghts to Burma and North
Vietnam, the establishment of & jet alrcraft service (flown by Aeroflot,
the Soviet carrier) from Prague to Peiping via Moscow. FPurther exparsion
of eivil air services betwsen Chinn and adjacent mreas is elso anticlpatei.
Negotiations have been golng on between India and China; Ceylon andi Cambodian
asre seeking rights for their air carriezrs to fly to Canton; and there have

bsen rumors of & Japanese Tokyo-Peiping-Moscow route.

w bl -
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. Overland Trade and Interior Transport Services.

1. Total Overland Trade

The total overland trade of China in 1956 is estimated at
2.7 million tons. Exports continued to account for the larger share,
aggregating 5.75 million tons, compsred with 2.95 million tons of imports.

¥irtually 211 Chinese overland trade in both directions was with the Bloc.

3., Trade with the Bloe.

8. USSR.

The major portion of Sino-Soviet trade moves overland by
" rail. The USSR reported that rail transport, apparently during 1950-55,
accounted for 81 to 85 percent of the volume of Sino-Soviet trade, river
transport accounting for 0.1 to 3.5 percent and truck transport for

2 to 3 percent.® This pattern of transport was altered somevhat in 1956,

as the share of truck traffic decressed and the share of river shipping and

rail traffic incremsed. The estimated tonnage of rail freight moving

between Chipa and the USSR was about 6.1 million tons in 1956, comprising

nearly 88 percent of the total tonnage of Sino-Soviet trade during the year.

% The remainder moved by sea. See p. 58, below.
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River traffic 1s estimated to bave reached 275,000 tons » 8ccounting for
almost 4 percent of the total in 1956. Truck traffic in 1956 1s estimated
at 140,000 tons, about 2 percent of the total.
The USSR has reported that approximately one-fifth of its
1956 rail traffic with China was transported via Grodekovo, two-fifths

vis Huashil, and two-fifths via Otpor.| | the mctual freight

shipped on the Trans-Mongolian Railrcad suggest, however, that its share
of Sino-Soviet rall freight was less than Otpor's share. Therefore, it is
estimated that about 37 percent of the freight moved through Neushki and
L3 perceat through Otpor.
(1) Imports.
The volume of overland imports from the USSR in 1956 is
estimated at about 2.7 million tons, of which more then 2 million tons

have been identified in officisl Chinese announcementsl

0fficial announcements report that Chins

imported 5 million tons of petroleum during 1953-56.

Chinese announcements

indicste that imports of steel during 1953-56 amounted to 2 million tonms.

w U -
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Tae figure probably includes castings, prefabricated steel, and other steel
products not included in estimates of steel imports carried in previous
ZIC-R1l reports. It 1s believed that the anmual fluctustion in volume of
stesl imports has been small and thet the volume in 1956 was sbout

500,000 tons. It 1s estimated that imports of military equipment and
supplies amounted to about 15,000 tons. The 635,000 tons of imports not
ldentified probably included vehicles, machinery, instruments » and chemicals
ani way also have included paper and wood products.

o BT =
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Tmports on the Cherny Irtysh and I11 Rivers in Sinkisng
during 1956 are estimated at only 20,000 tons. Imports along the Sungari
River are estimated at 150,000 tons, including petroleum and petroleum
producte from Sakhalin and iron and steel. These imports accounted for
three-fourths of the total international traffic on the Sungari River
during 1956.

Tt 18 estimated that 1 million tons were imported over
the Trens-Mongolian Railroad during 1956, including large quantities of
petroleum products. Other Soviet products reported as moving into Chipa
over the Trans-Mongolian Railroed were industrial equipment, machinery,
electrical equipment, and chemical products. Imports from the USSR moving
on the line through Grodekovo are estimated at 450,000 toms in 1956,
ineluding petroleum products from Sakhalin and the Black Sea area as well
as rolled ferrous metals, tubing,and other manufactures of the Maritime
Territory.-

The total volume of imporis moved by truck from the
UBSR into China is estimated at 100,000 tons in 1956. The balance of
overland shipments, or 930,000 tons, would therefore have been moved by

rail through Otpor.

- 48 =
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2} Exports
viw: wyolume of overiand exports to the USSR in 1956 is
antimated at about 3.9 million toms, including & wide variety of agri-

slsural aod anisal products, chemiemls, coal, cement, plg iron, mineral

ares, and textiles. |

25X1

25X1
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. Europesn Saceliites.

“he value of overlsnd imports Iroa hbe Eusupisn
sntellites in 1956 is caleulated at $170 millicn. It is beldever Tami,
an in 1955, imports consisted primerily of high-value comwaodftine aack
a8 vehicles, machinery, electiieal equipsent, end pharmmceuticonic , with 8n
average velue of $1,500 per ton. AT i5 estiuated froa these Thn r€3,
sherefore, that the imports amounted to sbout 115,000 uvono, &Ll o wnich
woved by rail.

(2} Exports.

fs estimsted seaboxne chipments accounted Ior aouui
one-half of the value of exports to the Kuropean Sateliites o= 5 A wmilhien
of & total of $360 million -- it is believed that the walu2 o¥ o eriscd
shipments was sbout $180 million. In contrest 1o eXpartis Dy sen. aver lund
ngporis bave a bigh value per ton, for they consist ¢f sunh comy d1th:s 8o
mristles, casings, canned foods, ard bandicrafts. Only small emunis oi
compoiities with a lower value per tomn, such as oiiseeds wod foox stalis,
wove to the Eurcpesan Satellites by rail. The asverage value of o eriscd
sxports 1o the European Satellites is estimsted at $1,000 por to , &
necordingly the volume of such exports in 195 1is estinated at 10,000 ionk.

var Eastern Satellites.

{1) Worth Kores,

{2) ‘mports.

25X1

Overland imports from North Keven in 190 are
25X1 estimated aif k $5 mtllion,
25X1
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(b} Exports.

Fzports to North Korea, inclwdlang aid shipments,

25%1 Are estim#:.el | at $60 million, all of which moved
MTJ&MI 25X1

25X1

{1} Horth Vietnam.

(=) Imports.
47 the total imports of China Trom North Vietnum

25X1 in 1956, , valued at $10

@illlon, overland shipments probably accounted 1"01 | 25X1

4% sbout $8 million. Cement probably was the largest item moved overland
in terus of vonnage, and other imports consisted of small amounts of highe
ralue comodities such as splces, tea, coffee, hides, and tamboo.

fotal expvorts to North Vietnam, including shipments

finaneed by Chinese ald programs, rose in 19 25X1

25X1 veiued 8% $85 million.

% It is believed that iron snd steel accounted

for & Jarge portion of these exportsl 25X1

25X1
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(3) Outer Mongolis.

(a) Imports.
The volume of overland imports from Quter Mongolia
in 1956 is estimated at 50,000 tonﬂ

r

25X1

(b) Exports.

The volume of exports to Outer Mongolia during the
first 9 months of 1956 was reported by its government as 48,000 tons,
indleating exports for the year of about 65,000 tons.

L. significance of Overland Foreign Trade Traffic.

The total volume of the foreign trade of China with Bloe
countries which moved overland in 1956 amounted to about 8.5 million tons.

25X1

25X1

During 1956 the Trans-Siberian Railroed and three of its

gonnecting lines with Ching -- the Tarskiy-Manchouli-Harbin, the

- 52@
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Voroshilov-Suifenho-Harbin, and the Trans-Mongolisn -~ were the only
Sino-Soviet rall comnections utilized in Chinese forelgn trade with the
USSR, the European Satellites, and Mongolia. The importance of these lines
is indicated by the fact that in 1956 they earried about 6.5 million tons,
er nearly 38 percent of the total estimated tonnage of Chinese international
traffic moving by all routes, including ocean shipping. The Trans-Siberian
Railroad and its conneeting lines, moreover, earried approximately 75 per-
ecent of the total tomnnage of Chinese forelgn trade moving aver interior
connacting routes. The foreign trade traffic of China represents alse an
importent part of the total traffic carried by these lines.

In 1956, international rall traffic constituted only a small
part of total tonnage originating on all Chinese rail lines. It was not
of sufficient megnitude in itself to place an undue burden on the Chinese
r6il system, nor is it estimsted to have added significantly to the
congested traffic situation which developed on portions of the system in
19560

- 853 =
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Lii viguTicsses of Iln-Bloc Shipping in the Crina Trede.
e avergess trad: of China is trensported entirely in

wetcimnt ships of non-iinese reglsty) , with the exception of 8 very amall

cutiguer marrisa o dhireses vessels bevsean South China and N;@rhh Vietnaw .

Gk e peasing greduslly i terns of both quantity and quality, the
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merchant fleet of China remains old, slow, and inadequate even for Chinese
coastal requirements. There is reason to suspect, however, that of the 28
Polish shipe on the Baltic-China run in 1956, about one-half are effeciively
controlled, if not owned, by the Chinese through the Chinese-Polish Ship-
brokers Corporation {CHIPOLBROK).

In any case, the Chinese must depend on increasing
numbers of non-Bloc ships to carry their seaborne trade. Of the more than
1,000 non-Bloc ships chartered by the Bloc in 1956, several hundred were for
China trade. Although chartered shipping carries the bulk of the cargn in
this trade, liner services are of more importance than the volume of CArgo
carried might suggest. These ships provide a regularity of shipment which
enables the Chinese to engage space to move smaller lots of import and
export cergoes promptly without having to await charter arrangements. For
the most part, non-Bloc merchant ships during 1956 transported only the so-
called noncontrolled commodities in the China trade. This service, vhich in
itself ie of great importance to the Chinese, also releases Bloc ships to
transport embargoed items to China. Bloc vessels continually deliver stra-

tegic goods from Gdynis and rubber from Ceylon and Indonesia.

p5X1

ity
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Non-Bloc coastal services are far more important
than movements of Chinese vessels in the Chekiang-Fukien coastal area ‘
opposite Taiwan. Until the rail line to Amoy was completed in December 1956,
this area had been notably lacking in rail facilities, and local Chinese
ports and installations would have been difficult to supply adequately
except for the avallability of non-Bloc shipping along this coast. Some of

the British-flag shipe, which are owned by Hong Kong-registered firms, prob-

unist sympathizers. 25X1

I

'Therefore, without the bemefit of non-Bloc shipping,
Sino-Soviet Bloc tramsportation and distribution facilities, already heavily
comnitted, would face incressing difficulties. 25X 1
b. Review of Bloc Shipping.

¥ Tollowing p- 66.
## Table 19 follows on p.67. - 66 -
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(3] FRoutes Employed.

(a) General.

Subsequent to the seizure of the Soviet tanker
TUAPSE by Chinese Nationalist naval forces in June 195k, Bloc ships avoided
the Malacca Straits, South Chinsa Sea, and the Formosa Strait en route to
Communist China and the Soviet Far Bast. An alternative route through the
Sunda Strait, Java Sea, Macassar Strait, Celebes Sea, and northward east of
the Philippines was substituted for the less secura route adjacent to Taiwen.
In February 1956, however, for unknown reasons Soviet ships returned to the
South China Sea route via the Malacca Straits but continﬁed to avoid the

Formosa Strait, Proceeding northward via Babuyan Channel off the northern

tip of Iuzon. 1In March 1957, Soviet ships reverted to

the use of the Sunda Strait, the Java Sen, the Macassar Strait » and the

Celebes Sea route.

- 68 -
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(b) Tanker Voyages from the Black Sea.
The last Soviet tanker bound for the Far East
cleared the Suez Canal days before the closing of the
Canal. Thereafter, no Soviet tankers departed for the Far East via the
Cape of Good Hope during the remainder of 1956. | 25X1

- 69 -
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The Communist Far East continued to benefit from
logistic support provided by the Soviet tanker construction program in 1956.
By the end of the year a total of 36 Leningrad/Kazbek-class (8,229 GRT) -
tankers were in operation, a majority of which were in the Far East trade
25X1

exclusively or intermittently.

- 70 -
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All POL shipments from the Black Sea to the

25X1

25X1
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In addition to the movement of petroleum in Bloc
ships, a considersble portion of total POL exports from the Black Sea wus
carried in chartered non-Bloc tankers to Free World porte as well as in the
intra-Bloc petroleum trade (to Albania and Poland). The availability of
Free World tanker tonnage to supplement the Bloc maritime capabllity in the
petroleum trade with other (European) areas enables the Bloc to allocate a
considerable portion of its own tanker fleet to support the Communist Fer

East.

c. Utilization of Capacity of Shipping Engsged in Communist
China's Seaborne Trade.

The pattern of utilization of cargo-cerrying capacity of
shipping arriving in China remsined generaslly similar to that of previous
years. Utilizetion continued to be low on non-Bloc liner services from West
European ports, although the booking of greater volumes bf cargo on liners
serving China increased their utilization ratio over 1955, The cargo- 25X1

carrying capacity of non-Bloc tramp service from Western Europe continued to

be well utilized.J

-T2 -
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The utilization of cargo-carrying capacity of vessels plying

between China and Japan increased in both directions. | 25X1
\Utilization of available cargo capacity continued
to be low for shipping between Hong Kong and China in 1956. The utilization 25X

of capacity of vessels plying between Bloc ports snd Chinas continued to show

a great disparity. I

|
The utilization of vessels plying between China and ports in

North Vietnam, Africa, and Free Asian countries was roughly the same in each

25X1 direction
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d. Port Activity.

Shanghal, the Tientsin - Taku Bar - Tangku-Hsingkang complex,
Centon-Whampos, Tsingteo, and Deiren (in that order) continued to serve as
the main ports of entry for shipping. Of the totsal foreign merchent Pfleet
arrivels in China, three-quarters were effected at Shanghai and ports north-
werd. Shanghai, with 33 percent of the total, received the bulk of the
traffic as in previous years. The ports of Chinvangteo and Swatow continued

as important ports of entry, end Yulin (Eainsn Island) retaiped its slgnifi-

csnce as a port for the export of iron ore.j

e

£ Lo =4 C4 w C L

28%1

25X1
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During 1956, there were two dsvelopments of significance on
the Chinese coast. The first was the reported development of the Chinese
port of Tsamkong (Chankiang), located at Fort Bayard in the former French-
leased territory of Kwangfhowan, as & year-round, deepwater port. Tsamkong
was opened on & limited basis in May 1956, several months ahead of schedule,
and is reported to be capable of handling 1.6 million tons of cargo annually.
If presently announced plans to expeand the port are fully consummated, its
annusl cargo-hendling capacity will reach 4.6 million tons. The development
of this additional port in South China was undertaken in order to reduce
dependence on Whampoa, where occasional problems of port congestion exist.

25X1
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(1) Bunkering.
During 1956, non-Bloc controls on bunkering of merchant

vessels involved in trade with China were continued by the US, the UK, France,
and Japan. Under these control procedures, bunker supplies for merchant ships
en route to China were denied by the above countries when a vessel was known
to be transporting unauthorized strategic commodities. The UK, France, and
Japan authorized bunkers for non-Bloc vessels transporting controlled goods
to China vhen such shipment had been licensed for export to China by a
country participating in the COCOM/CHINCOM organization. The US, however,
considered each bunker application on its own merits, according to the circum-
stances prevalling at the time of application. Thus, even though a particular
strategic cargo had been duly licensed under COCOM/CHINCOM exceptions
procedures, the U3 denied bunkering application of the vessel on which it was
carried.

The major difference between US bunker controls and
those of the other three countries is that only those of the US provide for
a review of bunker gpplications for ships returning from China. Consequently,
most Bloc vessels avoided bunkering from British, US, or French supﬁlies en
route to China but bunkered without restriction at Singapore on the return

trip.

- 77 -
S-BE~C-R-E-T

Approved For Release 2007/01/20 : CIA-RDP82-00400R000200070004-3

25X1



.Approved For Release 2007/01/20 : CIA-RDP82-00400R000200070004-3

. S-E-C-R-E-T

The system of limited bunkering controls did not
effectively prevent the movement of controlled materials to China dnring
1956. These controls, hovever, are believed to have continued to produce

considerable uncertainty and inconvenience for the Bloc. |

{2) FNon-Bloc Deliveries of Merchant Ships to the Sino-
Soviet Bloc.

The Soviet Bloc and, to & much lesser extent, Chins
have been able to sugnent considerably their owm international transportation
facilities by the acquisition of new and secondhand nerche.nﬁ ships from non-
Bloc countries. During 1956, 46 new merchant ships aggregating 132,584 GRT
(including 2 tankers totaling 6,566 GRT) and 2 secondhand freighters with a
total GRT of 12,600 were delivered to the Sino-Soviet Bloc from Western ship-
yards, a8 shown in Table 24, I and II.#* This represents an increese in
tonnage of more than 100 parcent compared with 1955 when 26 new ships of
62,000 GRT were delivered to the Bloc.

The forelgn trade of China in 1956, however, benefited
only indirectly from these new ship acquisitions. Only 2 small Firnish-
built cargo vessels » totaling 4,600 GRT, were delivered to China but were
used only in coastal traffic. The resaining new ships were built in Belgium,
Denmark, Finlend, France, West Gemeny, the Netherlends, and Sweden for Soviet
account, and only one engaged in China trade. Moreover, only 1 of the 2
secondhand ships, the 5,242-GRT SLOWAKT acquired by Poland from Norway, was
assigned to China trade. The other, a British freighter of T s+ 372 GRT, was

sold to Bulgaria.

* Table 24 follows on p. 80, - 75

S-E-C-R-E-T

Approved For Release 2007/01/20 : CIA-RDP82-00400R000200070004-3



Approved For Release 2007/01/20 : CIA-RDP82-00400R000200070004-3

Fe et o «T

{3} Nom-Bloc Repairs tc Soviet Bloc Vessels.

Although no Chinese merchant vessels are repaired
in pon-Blec yards, Chinse benefits indirectly by ship repair services
provided to other Bloc countries by the Free WOE”ld; as shown in Table 24,
TI¥.* During 1956. 14 Soviet Bloc merchent ships {Sioviet, Polish,
(zechoslovak, and Rumanian) were repaired in non-Bluc shipyerds, about
half of which were aseigned to the China trade. In the malority of caser,
these transactions involved exteunded capital repairs of from 2 months to
more then 1 year in duration. In numbers, however, repairs om Bloc
shipe in non-Bloc shipyards represent only a frezetlon of those effected
domestically in the Bloc. In fact, repalr of Bloc ships in non-Bloe
shipyards has steadily decreased in the last fev yeers. The 1950 figure
represents decreases of about 50 to 75 prrcent in the number of ships
repaired in 1955 apd 1954, respectively. The reductiom reflects the growing
use of domestic ship construction and repalr facilities for merchant mariase
vurposes, accompanied by o decrease in naval corstriction.

¥¥. Relationship of Chinese Foreign Trade to the Ng't.i_dnal Feonomy

A e
[tviaas, 28

Poreign trade has played an essential role in ccntributing to tae recant
rapid growth of the economic and military strength of Chine. OStarting with
an economy largely agrarian in character, China has relisd on imports to
nbtair much of ita military supplies, capltal grods, end essentiial raw

naterials. he Chinese regime from the beginnirg hss sought to maximize

# Table 24 follows on p.80.
- 'z’q -
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exports, which reached a dollar value of $2.3 billion in 1956, more than
three times that of 1950. Thus the trade policy of China has been used
to facilitate the development of the economy with its orientation toward

heavy industry and military modernizatica. .

A. Foreign Trade in Relation to Gross National Product.

A comparison of foreign trade turmover to gross national product
(GNP) provides a rough yet useful guide to the dependence of an economy
upon foreign trade. Between 1350 and 1955, this relationship for China was
about 10 percent, comparable to that of India, which is similarly under-
developed. Imports in relation to GNP have va.r;l.ed between 5 and T percent
for both countries.

In spite of these similarities, the composition of Chinese and
Indisn imports show striking differences. Chinese imports have included
only about 10 percent of consumer goods, whereas India, in contrast, has
imported about 30 percent. In addition, of their remaining importé s India
has included a greater proportion of raw materials and fuels, and China has
concentrated on capital goods and military supplies. India and China both
obtained their imports with approximately the same relative export effort,
measured as a percentage of GNP. The difference ‘in the composition of
Chinese é.nd Indian imports is associated with the much greater Chinese

industrisl and military developments.

-84 -
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B. Contribution of Imports to Economic Construction and Military
Development .

Imports during 1953-56 totaled about 20 billion yuan (US $8 billicn).

The Chinese have stated that imports were divided as follows: consumer
gooaa, 10 percent ($0.8 billion); raw materials and fuels, 30 percent

($2.4 billion); and capital goods, 60 percent ($4.8 billion). Although

the Chinese have never mentioned military equipment and supplies in reporting
the commodity composition of their importe, it is believed that the category
of capital goods includes an indetermminate proportion of material for
military use.

The Chinese estimated that during the First Five Year Plan (1953-57)
imports of machinery and equipment for state comstruction projects would
account for 15.2 percent of total expenditures for state construction, or
aBout 6.5 billion yuan. With 85 percent of the construction program completed
during 3.953-56, these imports are estimated at about 5.5 billion yusn
($2.2 billion) or slightly more than a quarter of total imports. In é.dd:ltion,
Communist China has imported construction materials, particularly steel of
vhich 2.8 million tons were imported during 1953-56. The Chinese claim that
imports would supply about one-fifth of their finished steel requirements
during the First Five Year Plan.

A substantial portion of the machinery and equipment imports has been
obtained under contracts for "complete installmtions” negotiated with the

USSR and other Bloc countries, in which the suppliers undertake to design

- 85 -
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and supervise the construction and initial operation of the installations.

In 1953 and 1954 the USSR agreed to comstruct 156 such industrial instal-
lations with a value of $1.4 billion and in 1956 contracted for 55 additionsl
instellations with a value of $600 million. By 1957, 43 of these instal-
lations had been completed and 102 were under comstruction, and it is
believed that most of them are scheduled to be completed by 1960. Similar
installations, although on a much smaller scale, are being provided by.the
European Satellites.

The Chinese have reported in their budgets total military expanditures
t'kuring.1953-56 of about 24 billion yuan (US $10 billion) but have not indi-
cated what proportion of these expenditures was for imported material. The
Cbinese have reported receipts of Soviet credlts of $2.2 pillion, of which
$1.26 billion were utilized during 1953-56. Economic credits utilized during
1953-56 include a scheduled $120 million from the 1950 loan and almost all
of the $130-million 1954 losn. The bulk of the credits utilized in 1955 --
$675 million -- were specifically stated to be for military supplies and
jnstallstions turned over to the Chinese on the departure of Soviei forces
from Manchuria.

It is uncertain how the remaining $400 million in credits during
1953-56 were utilized, as no formal arrangement covering these credits has
been announced. It may be argued that, because of the secrecy, these were

military credits in spite of the fact that the 1954 credits ($360 million),

- 86 -
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which included a large portion of these remaining credits, were described

in the budget as supporting economic comstruction. In addition to military
material financed by loans, the Chinese are believed to finance some military
imports through trade which have been estimated very roughly at about

$150 million annually. These indications, although fragmentary, suggest
that military imports during 1953-56 may have been between $1.2 billion and
$1.6 villion. |

C. Internal Resources Allocated to Exports.

Products of agricultursl origin comstitute about three-fourths of
the velue of Chinese exports. Although exports represent only a small pro-
portion of agricultural production, exports o:‘ basic foodstuffe compete with
the requirements of an increasing populastion and a growing industrial economy
which requires industrial crops. Total output hes heen affected by adverse
weather conditions as well as by changes in the institutional setting such
as collectivization. As a result of these factore, China has encountered
increasing difficulties in expanding exports of basic foodstuffs and has
stressed greater exports of s’ubsidiary agricultural products such a8 bristles,
feathers, hides, tung oil, and silk.

Of nonagricultural exports, mineral products -- primarily nonfe.rrous -
form the.major share. Nearly sll of the current output of tin, tungsten,
mercury, magnesite, fluorspar, and molybdenum is exported as well as ebout
half of the zinc mined. Although most of the ferrous mineral output has been

consumed domestically, in 1956 about T percent of iroa ore production,

- 87 -
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12 percent of pig iron production » &nd 5 percent of finished steel producticn
is estimated to have been exported. Between 1 and 2 percent of the coal out-
put was exported.

The pressure on Chinese export resources appears to be serious snough
to entail a cutback in the export program for 1957 and possibly for future
years. Although there are indications that China is malking investmants %o
expand production and ez;porﬁs of nobagricultursl commodities such as non-
ferrous metal products, the main possibilities i‘of expanding exports in the
near future are limited to agricultural commodities. The Chinese appear con-
cerned over the dangers inherent in reducing already-lovw internal consumption
further. As am illustration, the Chinesa, after an unsatisfactory crop year
in 1956, apparently were forced to the decision to reduce exports in 1957
rather then to curteil domestic consumption further.

D. Econmomic Growth and Future Trends in Foreign Trade of Comaunist
China.

Reacent events have indicated that the foreign trade of China has
become an increasingly important factor in shaping its ambitious industrial
and military progrems. At the Eighth Party Congress in September 1956 the
Chinese outlined e preliminary draft of their Second Five Year Plan, which
called for a doubling of industrial output and an increase of 50 percent in
national income as well a8 doubling the volume of capital construction over
‘that of the First Five Year Plan. Since then » the regime has indicated thsat

it is lowering its goals and readjusting the program and that one of the
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important factors involved in this re-eveluation of thelr caepabilities is
an appreclation of their limited impori prospects stemning from export
difficulties and other payments problems.

The September 1956 draft of the Second Five Year Plan proposed that,
compared with the First Five Year Plan, imports of machinery and equipment
would decline from 40 to 30 percent of total needs, or from 15 to 11 percent
of total sxpenditures for construction. Because of the planned doubling of
capital construction, however, the volume of such imports was scheduled to
increase by half. More recently the regime hss cenceled several major
industrial projects and has called for increaged emphasis on small and
medium-sized plants which would require proportionately less imports. EHecent
reports that imports of machinery and eguipment would supply only 20 to 30 per-
cent of requirements for a smaller capital construction program than originally
planned indicate that the regime is raducing scheduled imports of capital goods,
possibly to less than those of the First Five Year Plan.

Although the precise factors involved in this reassessment of import
prospects are uncertsin, it is clear that payments difficultiss play a promi-
nent part. During the First Five Year Plan the Chinese had current net
receipte on the nontrade items in the balance of paymente which ensbled the

financing of an import surplus of 1.9 billion yusn.* In the Second Five Year

¥ “including militery imports. Payments on forsign credits and for foreign
aid totaled ¥ 3.4 billion, receipts of foreign credits totaled ¥ 3.1 billion,
and net receipts on all other items amounted to sbout ¥ 2.2 billion, including
particularly overseas Chinese remittsnces and expenditures of Scviet forces in
Chine during 1953-55.

ugg..
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Plan, however, the Chinese appear to contemplate a sharp reduction in
receipts from foreign credits, a sharp increase in service charge payments
on existing credits, some decline in remittances from overseas Chinese » and
a considerable decline in foreign expenditures in China (largely , 88 8
result of the withdrawal of Soviet forces in 1955). Although present Chinese
foreign aid commitments total only one-third of those granted during the
First Five Year Plan, new grants or loans may be extended as current programs
expire over the next few years. On the basis of these factors, the Chinese
would be confronted with nontrade expenditures exceeding nontrade receipts by
poseibly 3 billion to 3.5 billion yuan during the Second Five Year Plan. This
deficit would have to be balanced largely by an export surplus, since present
foreign exchange reserves are limited.

The Chinese, after an umsatisfactory crop year in 1956, appear to have
lowered their estimates of their export potential. A recent analysis of long-
Tun export prospects published in the Chinese press considered that exports
of basic foodstuffs and consumer goods, constituting half of current exports,
could not be expanded appréciably and in some cases would be reduced as the
result of rising domestic needs. The increase in total exports would then
depend on expanding the sales of other exports s particularly specialties to
the overseas Chinese populations of Asia, handicrafts to Bloc and Western
markets » minerals to Japan and other areas, and light industrial products to
Southeast Asia. Although exports rose by half between 1953 and 1957, the

regime clearly expects a leveling off in the rate of export increases. It
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may be noted that, in view of the movements of the nontrade items in the
balance of payments, exports would have to increase by about one-fourth
over the level of the First Five Year Plan in order to finance the same
level of imports.

The Chinese may also have reappraised their import needs. A recent
analysis published in China indicates that the proportion of imports allocated
to essential consumer goods and to raw materials and fuels will be increased
during the Second Five Year Plan, presumably reflecting increased urbanization

and industrislization. There is no indication of the trend in nilitary imports.

V. Impact of the Closure of the Suez Canal on the Trade and Transport of
Communist China and Prospects for 1957.

A. Impact of the Closure of the Suez Canal.

1. Shigging.
Probably the most significant development in 1956 affecting ship-

ping engaged in Chinese foreign trade was the closure at the end of October
of the Suez Canal -- through which about 20 percent of China’s total foreign
trade moves. The effects of the closure were manifested primarily in early
1957. Bloc shipping services, vhose employment in China's trade even under
normal conditions is limited ( reflecting a serious weakness in the over-all
Bloc supply system), were restricted further during the periocd of the closure 9
and to a greater extent than non-Bloc shipping services.
The interruption of shipping between Europe and Asia compelled

the use of much longer alternative sea routes for trade between these areas.

Bunkering was difficult as rerouting became widespread and bunker ports

-9l -
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hacame congested. Moreover, the malntensnce of the flow of commodities
aveyr extended salling distances greatly incressed world shipping require-
wents. 48 a result, the tight ship charter market created when Egypt
pationnlized the Suez Canal in mi1d-1956 became increasingly restrictive,
ard shipping costs rose steeply.

n. Rerouting of Vessels.

Tae cloasure of the Suez Cenal interrupted traffic on the
giwrtest all-season sea ryoute between Europe and the Far East. Vessels
engaged in Chinese trade and nomally using the Canal had to choose between
the Penama Canal or the Cape of Good Hope routes. The use of edther mesntd
a_sigrificant increase in ssailing time and drastic revisions in delivery

25X1
achedulss. For the most part, shipowners found it more sdvaptageous *to use

Hhe Cape routf\ \

A As & result, voyage

5ime between Lurope and China became one~third or more longer. For example,
the distance between Haszburg and Shanghal is 10,785 nautical miles via the
Susz Camal; around Africa the distance is sbout 14,150 nsutical miies. The
time snd distsnce dlfferentisls between Mediterranean or Baltic Ses ports
und Chins becasme even greater.

b. Tlghtening Ship Charter Market.

The extension of voyage time for vessels carrying a sizable
segment of world trade greatly increased the need for both tenkers and cargo

vessels, thus aggravaeting a charter market that had been tightening sinces
- 92 -
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the Suez Cansl was nationalized on 26 July 1956. Over-all tonnage
offerings in October, before hostilities in Egypt » were barsly able to

cope with traffic demands. Hostilitles in Bgypt made it even more difficult
to find vessels, especially for the Far East. Some liners serving the area
were rerouted to other trades, and meny cargo vessels previously available
for charter on a one-trip basis were withdrawn. The impact on shipping
between Burvpe and the Far East in genersl is best illusétrated. by the
freight~-rate increases of 15 percent in early November and 17.5 pasrcent on
1 February 1957 which were incurred by traffic batween these areas. To
these additional costs must be added increased insurance premiums.

¢. Bunkering Difficulties. =

Most vessels engaged in reguler txaffic are built to cperste
ot particular trade routes, with consideration for obtaining fresh food,
fuel, and water at certain ports along the wvay. On the long-established
rouie to the Far East through the Suez Cana.l ; there are wany ports eguipped
to provide these necessities. Ports along the Cape of Good'Hope route are
not 80 numerous; neither arae they sufficiently large to service efficiently
large numbers of vessels diverted from the Suez Canal. Vessels using tha
route, therefore, had to incur certaoin dissdvantages in addition tc those
imposed by lncreased sailing distances. .

The diversion of Clzina;-bound vessels around Africa caused
delsys in bunkering of from 2 to 8 dsys. Regular lines normally using the

facilities on the west 'coa.st of Africa and at Capetown were given preference,

...93..
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and owners of other vesmsels had to é.rimnga for agents and negotiase binker
contracts. Bunker facilities for Bloec vessels engaged in carrying styategic
commodities to China were even more limited, inmsmuch as Western bunke cing
regulations which nomelly apply to ports east of Suez were interureted to
cover ports east of Capetown.

Fhe impact of bunkering difficultiss on the Bloc 48 f1lus-
trated by the report in December that Czechoslovakis almost found it necesssry
%o withdraw its vessels from the China trade becsuse of the difficulty in
obtaining bunker facilities on the route around Africa. Moreover, the USSR
was compelled to bunker some of its vessels at sea from e Soviet tanker.

4. incressed Shipping Costs.

48 & result of the increased vayage tims of 30 days per round
trip between BEurope and the I"ax; East, operating costs for a stendard cargn
vessal in trade between these sreas increased by about $87,000 (approximately
$2,900 a day). To cover the additiopal costs of fuel, wages, and suppliss,
shipowners raised freight rates -- the additions)l rate applied to Chiness
import traffic routed vis the Capa of Good Hope amounted to a minimum of
34.20 per ton. As a result, it is estimated that from Novamber 1956 through

April 1957 China incurred an additional expense of approximately $3 miliion®

25X1
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for imports via the Cape of Good Hope. This expense is in addltion to the
general fraight-rate increase incurred immediately after the Suez Cansl was
nationalized in July 1956, which smounted to sbout $4 per ton. The aggre-
gate of these additional freight charges incurrad by Communist China smounted
to about $6 million.

2. Effect of Suez Canal Closure on the Seaborne Trade of Communist
China.

T 1S

Although some shipowners began diverting their wessels around the

Cape of Good Hope after natiomalization of the Suez Canal in July 1956, the

25X1
majer impact on shipping was not feldt until the Canal closed st the end of
Octobar 1956.
AD5X1
r | the chiaf impact on shipping service pro-

wided for Chine was felt during the period January-April 1957f

L5

Thus the closure ol the Susz Cauhl NGU BONE ITETT EITecyom—vme

comusrce of China. Chinese exporis, mainly iron ore, soys beans and food-
s8iuffs, and fertilizer imports were affected by the shipplng shortage and
increaced freight rates which ensued. The closure of the Susz Canal, howvaver,
coinclded with other factors which also had a depressive sffect on China trade,

such as shortages of exportables and of foreign exchange.
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The downward trend in arrivals prevailed smong Bloc as well 25%1

as non-Bloc vessels, although the former showed the greatest relative decline.

25X1 This increase continued a trend evidenced early
in 1956 and maintained throughout the year. This trend is believed to be &
refiection of the increase in non-Bloc liner services between Buxope and the
Far East and in tramp shipping from Japan.
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b. Reasons for Decrease in Merchant Ship Arrivals in Communist
China.

The decline of the seeborne trade of Chinm, reflected in
decreased arrivals, apparently cannot be explained as being entirely the result
of the closure of the Suez Canal. It is quite certain that the worldwide
shipping shortage and the consequent increase in freight rates were important
factors influencing the over-all downward trend in merchent ship arrivals in
China. There have been reports indicating that cargoes to and :_I.’mm China
have been delayed by the dislocation of shipping since the end of November

1956. For example s shipments of iron ore to East Germany and coal deli._ver:lea

# Table ?7 follows on p. 101
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to Pakistan have lagged because of the scarcity of shipping. Moreover, the
unavailability of shipping has hindered Chins in obtaining desired imports
such as fertilizer from Western Europe.

Other factors, however, probsbly have also had a depressive
influence on China's sesborne trade. Defects in industrial Planning in 1956,
in large part involving overinvestment in some sectors of the economy, led
to the need for “suitable retrenchment" in 1957. During 1957, it was
announced that China's construction program will be 20 percent smaller than
in 1956 -- investment will be limited to about one-third of total govermment
revenues, coumpared with about 45 percent in 1956. Internal and external
economy drives have also been undertskem which may have caused cancellation
of some contracts for equipment abroad.

Furthermore, the faulty planning in 1956 led to serious
shortages of some domestically produced commodities. Iron ore and coal,
both major export items, were reported to be in short supply internslly ia
early 1957 and therefore probably were not available for axport in the same
volume as in 1956. Typhoons and floods in the sumner and autumn of 1956,
which were apparently more serious than originally thought, also affected
the availability of some basic products for export. It was subsequently
announced that exports of certain major commodities in 1957 would be
reduced greatly compared with 1956.

- 104 -
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3. Diversion from Ocean Shipping to Rail Transport.

No specific data are available upon which a quantitative
estimate can be made of the diversion of the foreign trade of China from
ocean routes to overland rail routes as a comnsequence of the closing of the
Suez Canal. Nevertheless, an estimate can be made of what may have taken
Place based upon knowledge of historical movement patterns and the supply
position of China.

Owing to the imperative need of maintaining a constant supply
of petrcleum, the overland movement of this commodity for China via the
Trans-S8iberian Railroad may have been expected to increase by approximately
25,000 tons per month (equivalent to a daily movement of about 800 tone, or
slightly more than one half trein 1oa&)) as a result of the suspension of
sea movements. No Black Sea petroleun is believed to have rcached China
either directly by sea or indirectly by ocean voyage around Africa to
Vladivostok and by rail from there to China via the Grodekovo border point
during the time the Canal was closed.

The tankcar park of the USSR may well have been placed under an
extra strain owing to the relatively long car tumaround time required for
the overland movement of petroleum %t~ Chipa and the Soviet Far East which
probably totaled 60,000 tons per month, or the addition of about 13 trauins
per day. It is even possible thet petrvleun deliveries of lower priority
" within the USSR may have had to be defsrred. No additional strain, however,
was probably placed on the rail system of Chins, because even with the Canal
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in operation there has been a normal rail movement from Vladivostok via
Grodekove to China of the petroleum received at Vladivostok by sea from
BEuropean USSR.

Cexrtain other goods on order by China from the Europeen Satel-
lites undoubtedly were shifted from sea %o overland rail movement as soon
as it became clear that the Canal would be blocked for a matter of months.
These geoods probably consisted mainly of high-value priority items. Diver-
sion to rail up to the end of 1956 of dry cargoes from the Satellites to
China is estimated to be about 15,000 tons. In 1957, such shipments probably
amounted to less than 5,000 metric tons per month.

Westbound freight from China and North Korea for the USSR and
the Satellites, the absence of which might have interfered with Soviet
or Satellite key industrial plans or developments, may have been shipped
overland also in limited amounts. Possibly in this category would have been
rubber, jute, nonferrous metals and concentrates, oilseeds, soya beans, and
certain chemicals. Although the Satellites are known to have been short of
iron ore during this period, an estimate that there was the likelihood of an
overland movement of any great amount must be 1uled out because of the
excessive transport cost for such movement. A rough aetimatg of the maximum
tonnage which under the most urgent circumstances might have been diverted %o
the railroad for westbound movement during 1956 would be in the neighborhood
of 30,000 to 35,000 tons, It would, however, be reasonable to assume that

overland freight costs and the necessity for providing Soviet exchange
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precluded the shifting of an amount so large to the rails for the account
of the Satellites exclusively. A rough' estimate is that diversioms to the
railroads during 1957 probably were no more than 5,000 tons per monmth until
the Canal was reopened, when, after a short lag, they probsbly ceased. The
impact on the railrcads of having to move diverted dry caréo was of less
consequence than the increesed petroleum movement, because the volume was
lower and the need came after the season of peak demand on closed cars had
passed.

One principal factor in restraining the demand for overland %
transportation on the part of China and the European Satellites was the
great excess of land freight rates over oceazn shipping rates. Following
the closing of the 8uez Cansl, it appears reasomsble that except in the most
urgent cases the Chinese and European Satellites would have accepted the
delays to shipments occasioned by the routing of ships via the Cape of Good
Hope rather thsn pay the added tramsportation costs resulting from a rail 251
movement including the release of ruble exchange for the tramsit through

the USSR.
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B. Prospects for 1957-

1. Trede.

At the National Peoples Congress in July 1957 the Chinese
snpounced that the 1957 trade plan provided for total foreign trade walued
8t 9,955 million yuan (slightly more than $i4 billion), or 8.4 percent less
than im 1956. This total would consist of imports valued at 4,755 million
yuan and sxports valued at 5,200 million yuan, 10.2 percent and 6.6 percemt,

respectively, below 1956 levels.
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Planned exports are $150 million less than in 1956. The majox
reduction is reported to be in grain exports;, which are expected to decline
by 540,000 tons, or 4l percent lese than im 1956. Exports of edible vege-
table oils are to be reduced from the 1956 level by 100,000 tons, pork by
85,000 tons, and cotton yarn by 12,200 bales. These cuts would be partly
compensated for by planned increases in exports of minerals and industrial
and heandicraft products. The planned reduction in imports of $220 million
apparently reflects China's currently weak export and foreign exchange
position. There are indications that imports of msachinery will be particu-
larly affected, reflacting concentration on less pretex,;tiouu vlent
construction for which the Chinese can themselves supply most of the materials.
This reduction in mschinsry will, however, be partly offset by increased
imports of consumer goods to alleviate domestic shortages.

Despite the planned reduction in 1957 trade, the Chinese have
reported that the aggregate volume of foreign trade in the First Five Year
Plan will exceed the original target by 6.4 percent and that the plan will
be overfulfilled by 8 percent for imports and 4.8 percent for exporte.

Our present estimsate of China's 1957 balance of paymente indi-
cates a probable deficit of about $203 million, compared with the estimated
deficits of $46 million in 1955 and $173 million in 1956.% The incresse in

¥ GSee Section II, A, 3, P-4
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these estimated deficits in 1956 and 1957 compared with 1955 probably
reflects in large part receipts of goods under barter agreements with the
USSR not paid for by exports during the periods in question. The failure
to meet these export commitments was tantamount to an extemsion of short-
term Soviet credits. In addition, the deficits probably reflect some
draving down of foreign exchange holdings. (See Table 28.)

Table 28
Estimated Balance of Payments of Communist China
1957
Million US $
Payments
mmrts (c.i.fl) ‘13930
Debt repayment - 250
Foreign ald grants and loans - 207
Total -22ﬁ
Receipts
Emns (f.o.bo) 23115
Oversees remittances ‘ 60
Foreign credit receipts 9
Total 2,184
Deficit, including errors and omissions 203
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A slight further shift in the direction of China's trade toward

the Free World is expected in 1957J

A Considering that the total trade in 1957 is scheduled.

to decline, the maintenance of the non-Bloc trade at the 1956 level would
result in an increase in its shsare to at least 27 parcent.

The Chinese have announced that 1957 trade with the USSR would
be L times that of 1950 and would account for hslf of total trade, indicating
a decline in the Soviet trade of as much a.a 15 percent. Assuming no change
in the Satellite share of trade, this snggestq that the Bloc share of trade
will be about 71 percemnt of the total, & level consistent with the indications
of the non-Bloc share mentioned above.

2. Transport.

The opening of the Suez Canal removed an impediment to shipring

engaged in China's foreign trade. Shipping services to China recovered

during the second 4 months of 1957/ 25X1
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The effect of the increase in sbipping service during the
period May-August 1957 was to compemsate for the reduction in shipping

service sustained during the first 4 months of the year, so that the average

It nov appears that shipping service provided China during

1957 will not be substantially greater than that provided during 1956.
‘ Since the opening of the Suez Canal, petroleum shipments by sea

have not completely resumed their pre-Suez pattem ,\

Ovey-

land movements of other diverted goods have probably long since returned to

the sea.
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There are, however, other forces conducive to the maintenance
of adequate shipping service for China's foreign trade in 1957 and the
immediate future. Since the reopening of the Suez Canal , there has been
& decline in the world charter markets for both dry cargo vessels and tankers,
8o that China, as well as other Bloc countries » should have no difficulty
in chartering Free World vessels at relatively reasonable rates for trade
movements during the year. Moreover, as the result of the elimination of
the so-called Chine differential by all countries in the COCOM/CHINCOM
crgapization except the US, in May and June 1957, controls on the use of
Free World vessels in the China trade are being relaxed by a number of the
leading maritime povers. Similarly, efforts are being made to reduce if not
eliminate bunkering controls. The relaxation of these controls would place
China charters on an equal footing with Free World charters and would elimi-
nate an irritant and inconvenience to China. Furthermore » the elimination
of bunker comtrols would in effect increase ‘the payload carryizig capacity
of Bloc vessels engaged in China tfa.de which previously had to sacrifice
badly needed cargo space for the carriage of bunker supplies required for
the long voyage to China.

These circumstances, which wbu'.']'.d.increase the'availé.bi_lity of
salpping to the Bloc with its attendant lower tremsportation costs, may
result in some increasse in the portion of Chinese - Soviet Bloc traffic
moving by sea. The decline in intra-Bloc trade and the relative increase

ia trade with the Free World projected for 1957 would have the effect of

S-E-C-R-E-T
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&lso increasing the relative share of seaborne trade, because the bulk
¢f Free World trade with China woves by sea, and a large proportion of
Bloc trade normally moves overland. Thus, some incre;se in the relative
share of China‘'s seaborne trade is expected, barring unforeseen develop-
wents which would disrupt shipping in the China trade.

China may now also increase the size of its oceangoing fleet
through purchase of merchant vessels up to 155 knots in speed from major
Free World shipping and shipbuilding nations except the US. The purchase
cf even secondhand vessels will require considerable outlays of foreign
exchange or other exports, and Free World shipbuilding yards are already
beavily committed with orders to build new vessels well into.the future.
It is improbable, therefore, that China will be able to avail itself of
this opportunity during 1957. There is no need for China to do so as long
&8s shipping requirements are provided by other Bloc countries and the Free
World. There is some evidence, however, that the Chinese may have plans
for the employment of their own merchant ships in trade with Southeast Asia

vithin the next few years.
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APPENDIX A

STATISTICS FOR THE FOREIGN TRADE OF CO'MUNIST CHINA
1950-55

I, Introduction,

¥ore information on the foreign trade of China was released during
1956-57 than in any previous comparable period by the governments of China,
the Furopean Satellites, and the USSR, Many of the releases are obscure
and difficult to interpret. Most figures of trade activity are given as
index numbers and percentage changes from earlier periods, &nd there sre
@pparent irreconcilable conflicts among some figures, An incressing mamber
of absolute figures, however, have been snnounced., On the basis of this now
information a number of estimates in EIC-R1-S5 have been reviged; the revisions
being referred to in footnotes throughout this report. This information raises
questions regarding the validity of the method far conversion of yuan vaines
into dollar equivalents at the cross rate with the yuan-aterling rates re-
ported by the Chinese -~ as has been done in EIC-R1-S5 and in this report.
As estimates of the yuan value of the foreign trade of Chine for 1950-56
are considered relatively reliable, they are presentad in this repoxt as
& point of reference for the less relisbls dollar estimates.
IT. Yuen Value of Foreign Trade. '

A, Total Trade and Balance of Trads.

In September 1956 the Chinese published an index of the valve of
Potal foreign trade for 1950-55. The value of trade during these yeers
has been computed from this index and en official figure for trade in 195l

A-1
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(8,487 million yusn), The value of exports and imports and the resulting
belspce of trade heve been caleulated from a recent announcement of import-
axport ratiog for 1950-55. Thaese data, together with the announced walus

of exports and importa for 1956 and the 1957 plen, sro pressnted in Tabkle n.

Table 31

Estimated Yuan Value of the Foraign ‘Trada,
Imports, Exports, and Trads Beslences of Cammundist China

1950-57

Million Yuan
Ysar Total Trads Imports Bxporta Trade Balancos
1950 4,160 2,122 2,038 w &
1951 5, 9L9 3,510 2,439 -~ 1,071
1955 1,02 6,063 L, 961 ~ 1,102
1956 10,865 55297 5,568 * 271
1957 (Flan) 9,955 b, 755 5,200 +  hbs

B. Direction of Trade.

The direction of trads has also besn sstimeted frem Chinese officisl
data, In 1956 @ tsble was published showing the percentage of the trade of
Chink with the three mein areas of the Bloc and with the Free World from Y950
tirough 1953.# In 1957, comparable officiel deta foy the distribution

# These percenteges were relsased in conjunction with indexes of Bloc and
total trade which differ from the recently armcunced index of totel trade,
For example, total trade for 1953 wss reported at 181 percent of 1950,
compared with the recent Pigure of 195 percent indicated in the index. The
differences may reflect use of different units of account or incompleta
Boverage, It is believed, however, that thesas percentages, despits their
inconsistencies, indicate reascnebly well the diraction of Chinsse treds
in thess yesars,

&= 2
FaBoalin: B T
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of trade in 1956 were published. Only miscellanecus announcements reporting
the Bloc and Soviet shares of the trade of China have been released for the
intervening years 1954 and 1955, The Bloc share wes reported for those 2 yoars
as 80,55 percent and 82 percent, substantially larger than in 1952, 1953,

or 1956. The Soviet share, however, was announced as 55 percent and 55,3 per-
cent for 1954 and 1955, approximately the same share es in 1952 and 1953

and sgain in 1956. These figures would indicate that the share of the
Satellites (European snd Far Eastern) in the foreign trads of China increased
considerably over their share in 1952 and 1953 and that their share decreased
in 1956.

No other informatiocn, however, supports this indication. It appears,
on the contrary, that the substantial increase in Bloc participation in the
trade of China in 1954 and 1955 was 2 result more of expension of trade
with the USSR than of expansion of trade with the Satellites. In both these
years the USSR extended losns -- amounting to about $360 million in 195k and
$675 million in 1955, Such losns have been observed in earlier years, but in
1953 they totaled only slightly more than $175 million. That the Soviet share
of Chinese trade should be higher than the ennounced parcentages 12 also
suggested by a recently published Chinese index of Sino-Soviet trade for 195%
and 1956 (with 1950 as the base year) which indicates that the Soviet share of
trade in 1955 was spproximately 62,5 percent. The Soviet share for 1954 mey,
therefore, be estimated at 59 percent, With credits reduced to less than
$50 million in 1956, the Bloc and Soviet shares of Chinese trads would be ex-
pected more closely to &ppraximate the 1953 lewel. This expectation is con-
firmed by the Chinese trade announcement for 1956.

A-3
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25X1

trade with the European Satellites suggest

that their share of China's trade dsclined from 19 percent in 1953 to about

16,55 percent in 1954 and 15 percent in 1955. On the basis of these figures

the share of the Far Rastern Satellites is calculated as rising from

2,52 percent in 1953 to S percent in 1954 and declining to L.S percent in 1955,
The percentage distribution of the foreign trade of Chins, shown

in Table 32, was used as the basis for estimating the distribution of the

yuan value of trade, as shown in Table 33,# |

Table 32

Percentage Distribution of th;of’gign Trade of Commnist China
19

Percent of Total v Tx_'ade
1950 _1951 1952 1953 _195% 1955 1956

Non-Bloc 66,52 36,72 21.92 244,51 19,45 18 24,7
Bloc 33.48 63.28 78.08 75,49 80.55 82 15.3
USSR 30,89 48,72 57.3h 56,39 59 @ 2.5 53.7
Eurcpean Satellites 1.99 13.24 19,02 16,58 16.55 . 15 17,2
Far Eastern Satellites 0.6 1,32 1,72 2,52 5§ .5 bl

# Table 33 follows on p. A-S,

Al
S=ExCuR=E~T
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Table 33
Estimated Yuan Value of the Directi;x; 585 sghe Foreign Trade of Communist China
Mllion Yuan
2220 1931 1952 2953 195, 1955 1956
Total. seade Life 500 Sl &2 M me s
Non-Bloc trads 2,767 2,18k 1,423 1,988 1,651 1,984 2,68,
Bloo trade L39) 765 5061 632 6,86 o 8im

USSR 1,285 2,898 3,721 4,574 5,007 6,886 5,834
European Satellites 83 788 1,234 1,345 1,405 1,658 1,862
Far Eastern Satellites 25 79 112 204 L2y 496 478

C. Capital Movements
The budget report of Vice-Premier Ii Hslen-nien to the 1957 National

Pooples Congress provides considerable information of the value of Soviet

loans to Chins. Li reported that the USSR has estended to China loans amounting
to 5,294 million yusn, of which 2,17l million were used Before 1953 and

35120 million are being uved in the period of the First Five Year Plan, The
budgst report also provides the busis for calowlating the anmual utilisetion

of the Soviet loans extended during the Five Year Plan,

Other capitsl movements have been revesled in budget reports. Forelgn
aid expenditures have been reported for the years 195557, Service on debts
(both domestic and foreign) has been reported for the years 1954.57, As infore
mation is available on domestic debt service, foreign debt service has been
caloulated as residusls. These data are shown in Table 3.

# Table 3L Zollows on p, A=6,
, Aot
S-E-CeR-E=T
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table 34
3alected Capital Movements in the Bslance of Paymeris of Cammunist Chins
1550-56
ot et e, L len Toan
vacaipts of Foreign Uebt Foeaisn
~toriod Fareign Credits Service Ald Frtendad
195052 2,17 Negligitle N.A,
1.‘?5'3 L38 Negligible M.A,
195& 88k 138 af
1955 1,657 LiBo 173
1956 17 595 by

@, Aid to North Korea In Y198} has been reported at 300 million yuat .

111, US Dollar Valus of Foreign Trade.

In previocus EIC-RL reports, yusn values of trade have besn sonvarted into
dollar equivalents by using the yusn-sterling exchange rate reported by China,
Although Fres World trade data warrant the use of this rate in convertinz the
yuan vaiue of Free World trade to dollars, there has never beon adegiate
evidence for using the same exchange rate in trade with the Bloc countriss,
Deta in recent Soviet and Satellite releases about their trade with China
indicate that this method for yuen-dollar conversions should be reexamined,

These data indicats lower dollar values for Chinese trade with Sloe
wountries than are carried in previous EIC-Rl reporte. The USSR has snnounced
the ruble valus of its trade with China as 1,656 miliicn rubles (st the
efficial rate of exchange equivalent to $L1l mfllion) in 19505 L. IkO wiliiom
rubles (31,635 million) in 1953; 4,500 million rubles ($1,125 miilior) in
195h; and 5,500 million rubles ($1,375 million) in 1956.

A= 8

SlimlonilalaT
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The reports of the European Sat-ellites of théi.r trads with China indicate
8 value of total Slno-European Satellite trada :ln 1956 of approximately
$510 million. These dollar figures may be compamd in Table 35¢ with the
estimated value obtained by converting Ghinase ﬁgurea expressad in yuan value
to dollar equivalents by using the ym-aternng-bunr cross reto, A com-
parison of the r:l.guroa reveal that for 1950 the cenuraj.on ratio for Sino-
Soviet trade is about the same as the ofﬁ.c.lal cross rate, but that those for
succeeding years indicate a higher conversion ratio,

There are several possible explanations for the discrepancies in the data,
These explanations highlight the difficulties and limitations of attamptling to
reconcile these differences and to express Chinese trade data denominated in
yuan into meaningful equivalents,

Part of the disperiiy between dollar estimates based on Chinese data
and those based on Soviet and Eurcpean Sstellite data might be explained by
Bloc methoda of pricing commodities in intra-Bloo trade, According to
Chinese statements, trade with the Soviet Bloo is conducted at oconstant
ruble prices, based on 1950 world prices. Thus the value of the trade as
reported by China should be the same as the valus reported by the USSR if it
also reported trade in constent (1950) prices. If, however, the USSR
reported trade in constant (1950) prices and China reported it in current
prices, the wvalue of the trath a8 reported by China would increass more
repidly between 1950 and 1956 than the valus as reported by the USSR, for
world prices rose during these years,

A-7
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Such price rises are, however, insufficient to account fully for the dis-
parities, The discrepancy in S:lno-Eﬁropean Satellite trads, as reportsd by
the Chinese on the one hand end the Eurcpean Satellites on the other, can be
accounted for to even a amaller degree by this price factor, The evidence
indicates that unit prices in this trade were not as constant as in the
Sinc-Soviet trade,

Furthermore, in computing trade date, the USSR may have excluded some
items of trade that China may have inoluded, since the reported velue of the
USSR of its trade with China appears especislly low as compared with intalli-
gence estimates as well as with Chinese reports. The items most likely
excluded are military goods shipped to China. This difference in statistical
procedures could account for the disparity in 1953 but not for that in 1956,
when military deliveries were small,

Another possible explanation is that ‘the Chinese figures present forsign
trade as valued in domsstic rather than in internationsl prices. It is
known that several Bloc countries record foreign trads valued in domestic
prices as well @8 in internaticnsl prices for purposes of plsnning snd
accounting,

In Bloc countries the foreign trade price of a commodity usually differs
from its domsstic price. The ratio of domestic prioea to world prices varies
from one commodity to amther. Thus a conversion ratio from yuan to dollsrs
for trade within the Bloe would vary from country to country chpendlng upon
the commodity composition of the trade. Information presently available does
not permit the caloulation of meaningful conversion ratios baged on domestic
prices for Chinsse trade with Bloc countries,

A -8
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Thus there is no availahle explanstion for the discrepancies in trade
data, and a reccnciliation would probably encompass all of these factors and
possibly others. The paucity of information about the mathods of China of
recording end reporting foreign trads, including deta on exchange rates,
precludes a completely satisfactory explémation or exact estimate of the
dollar value of this tra&a. It is belleved, however, that conversion of yuan 25X1
valuea to dollar equivalents by using the sterling cross rate gives a ussful '

appraximation of the value of trade.!

\ 25X1

*}

A - 10
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