
i 
-

I() 

• 

� 
� 
c 
\.!:) ...., 

� 
� 
� 

�� � �� � d: \.,::) 

·� 
j2 z� 
5 

I 

� 
.. \{) 
� 



TABLE OF CONTENTS 

I. CHINA 

A. 

B. 

c. 

D. 

• 

l 
A Brier Overview of the Multilateral Development Cooperation Programme in China 

UNDP Activities 

Other UN Agencies 

Organization of the Government 

II. MONGOLIA 

UNITED NATIONS DEVELOPMENT PROGRAMME 

PROGRAMME DES NATIONS UNIES POUR U DEVELOPPEMENT 

• ONE UNITEO NATIONS PLAZA • NEW YORK, N.Y. 1111117 

f). \ BRIEF FOR THE SECRETARY GENERAL � 1 
ON UN SYSTEM'S OPERATIONAL ACTIVITIES FOR DEVELOPMEN 

IN THE PEOPLE'S REPUBLIC OF CHINA AND MONGOLIA 



H . 

• 



> 
. 

• 

• 



A BRIEF OVERVIEW'OF THE MULTILATERAL DEVELOPMENT 

COOPERATION PROGRAMME IN CHINA 



I. Historical Evolution 

Executive Summary 

1. In 1971 China resumed its seat in the United Nations and started 
participating actively in its technical cooperation activities by providing 
assistance to the third world countries through UN regional and inter-regional 
programmes. Later in 1978, in conformity with its modernization programme, it 
sought direct assistance in economic and social development from the United 
Nations. In response, in January 1979, the UNDP Governing Council approved an 
interim allocation of $15.0 million to support 27 speci�ic project activities. 
Thus the 'two-way process' of technical cooperation began with the opening of a 
UNDP office in Beijing in September 1979. This initial cooperation effort was 
followed by an additional $15.0 million allocation made available by the UNDP• 
Governing Council in January 1980. Thereafter, other UN Agencies also began 
operations in China: UNFPA, UNHCR, and WFP began their operations in 1979; 
UNICEF and WHO established offices in 1981 and a Senior Industrial Development 
Field Adviser (SIDFA) was added to the staff of the UNDP Resident 
Representative in April of the same year; FAO opened a representative_office in 
January 1983; UNESCO and ILO opened their offices in May 1984 and January 1985 
respectively. Virtually all other UN Specialized Agencies have activities in 
China, mostly funded by UNDP, and in some cases directly by the agencies 
concerned or through trust fund and multi-bi funding arrangements. 

2. Among the international financing institutions, IFAD was the first to 
provide assistance to China beginning in 1980. After the resumption of China's 
seat in the World Bank and lOA in May 1980, Bank's lending programme to China 
began in 1981 and a Resident Mission was opened in Beijing in October 1985. 
Recently, China has become a member and recipient of the Asian Development Bank 
(AsDB). 

II. Magnitude of the Multilateral Cooperation Programme 

3. The total official Development Assistance to China has increased 
significantly during the past few years but still represents only about 0.4 per 
cent of China's Gross National Product. In general, the larger share of 
development cooperation is provided through multilateral channels (including 
the World Bank, IFAD and AsDB !endings). The total multilateral assistance to 

China in 1985 amounted to approximately $696.6 million representing about 54 
per cent of the total official Development Assistance. 

I I I. Emphasis and Thrust of the Multilateral Technical Cooperation Programme 

4. Besides the World Bank, UNDP is the largest source of technical assistance 
to China. Since its inception in September 1979 to �he end of 1986 UNDP has 
provided a total of $93.5 million covering over 200 projects. For the period 
(1987-91) UNDP has allocated $138.34 million to China making it the second 
largest recipient, after India, of UNDP resources. The current Country 
Programme of UNDP for the period 1986-90 supports the development strategies of 
the Seventh Five-Year National Development Plan (1986-90) with a total 
allocation of $128.7 million (including IPF and all other UNDP-administered 
funds). It focuses on five main areas of concentration namely: (i) human 
resources development; (ii) technical transformation of existing industries; 
(iii) development of advanced technology; (iv) improvement of living standards; 
and (v) application of information technology. 

/ ... 
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5. A brief account of the other major sources of multilateral technical 
cooperation programme is given below: 

i) UNFPA was among the first UN Agencies to start operations in China by 
assisting in carrying out the massive Chinese population programme including the 
1982 population census - the largest ever undertaken in the history of mankind. 
From 1980 to 1984 the total assistance provided by UNFPA to China amounted to 
$50 million.· During its current programme cycle (1985-89) , UNFPA has allocated 
another $50 million for contraceptive production and supply; family planning and 
maternal and child helath care; communication and education; data 
collection/analysis; and policy research. 

ii) UNHCR began activities in China to resettle some 285,000 Indochinese 
refugees. Over the period 1979-86 UNHCR has provided a total of $55.9 million 
primarily for the local settlement and creation of job opportunities for 
refugees. A further $12.85 million is programmed for various activities for the 
period 1986-88. 

iii) UNICEF activities in China began in 1980 and have rapidly expanded to 
include projects in the following primary areas: nutrition; immunization and 
child health; pre-school and primary school education. The total financial 
allocation for UNICEF'S current five-year programme (1985-89) in China amounts 
to $57 million. 

iv) WHO's regular programme of assistance to China has expanded rapidly 
since its inception in 1979. From a $3.85 million programme in the biennium 
1982/83 it has grown to a level of $6.34 million programme in the biennium 
1986-87. WHO's programme in China has largely focused on health manpower 
development, disease control, environmental health, strengthening of health 
services, formulation of drug policies and biomedical research. Close and more 
extensive collaboration between China and WHO is expected to follow in. the years 
to achieve the goal of Health for All by the Year 2000. 

v) Other UN Agencies and Funds such as UNDTCD, UNIDO, FAO, ILO, UNESCO 
and UNFSSTD also play very important role in the development programme of 
China. Besides collaborating in UNDP-funded activities, these Agencies have 
also limited regular programme budget, trust fund and multi-bi funded activities 
in China. 

IV. Multilateral Financial Assistance for Investment Programme 

6. Given its large investment requirements, China relies on substantial 
borrowing from international financing institutions. Between 1981 and June 1986 
the World Bank and IDA lending to China amounted to $4.1 billion for 41 
operations of which about 50 per cent are in the energy and transport sectors. 
World Bank lending to China is planned to increase steadily from about 
$1.1 billion in 1986 to $2 billion annually by the end of the decade. China is 
also a member of the International Finance Corporation (IFC) which is currently 
supporting a joint venture automobile project between a Chinese manufacturing 
enterprise in Guangzhou and Peugeot of France. 

7. The International Fund for Agricultural Development (IFAD) from 1980 to 
1986 has provided $85 million in loans to China, making it the fifth largest 
recipient of !FAD loans. The Asian Development Bank is the most recent source 
of financial assistance for China's large investment programmes. 

I ... 



V. Multilateral Food Aid 
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8. In a span of only eight years, WFP's food assistance to China has grown to 
become one of the largest UN food aid operations, accounting for more than 
11 per cent of its total world wide commitments. Apart from the World Bank, WFP 
is now the largest source of development assistance to China from within the 
United Nations system. WFP's current programme of assistance involves support 
to 23 development projects at a cost of $336 million. 

VI. Significant Features of the Multilateral Technical Cooperation Programme 

9. Multilateral technical cooperation in China has a number of distinctive 
characteristics which contribute to particular success in achieving local 
mastery of technologies being transferred, their adaptation to local conditions 
and requirements, and their widespread dissemination within the country. 
Distinctive features include: (i) management of projects by National Project 
Directors; (ii) use of short-term consultants instead of long-term resident 
experts; (iii) increased emphasis on Government execution of projects; 
(iv) high technology and industry-based projects; (v) use of expatriate Chinese 
nationals in development activities; (vi) strengthening of private voluntary 
organization cooperation for rural development and income-generating activities 
in remote and minority nationality areas; (vii) promotion of economic and 
technical cooperation among developing countries; (viii) mobilization of third 
country (multi-bi) and national resources in support of multilaterally funded 
activities; and support to national economic reforms and management. 

VII. UN Representation in China 

UNPP Resident Representative 
UNFPA Deputy Resident Representative 
FAO Representative 
ILO Director 
UNESCO Representative: 
UNHCR Charge de Mission 
UNICEF Representative 
Hlf Director Operations 
WHO Representative and Programme Coordinator: 
UNIDO Senior Industrial Development Adviser 
World Bank Resident Representative 

Manfred Kulessa (FRG) 
Aprodicio A. Laquian (Canada) 
L. I. J. de Silva (Sri Lanka) 
Ian Chambers (Canada) 
Dr. H. Leo Teller (Australia) 
Raymond A. Hall (U.K.) 
Manzoor Ahmed (Bangladesh) 
Trevor Page (U.K.) 
Dr. Eric H. T. Goon (Malaysia) 
Albertus Sissingh (Netherlands) 
Edwin R. Lim (Philippines) 

(Except for UNICEF, FAO, UNESCO and the World Bank all other Agencies 
listed above are located in the same premises.) 

10. The UNDP Resident Representative serves as Resident Co-ordinator of the UN 
System's Operational Activities for Development. The Ministry of Foreign 
Economic Relations and Trade (MOFERT) is the Government coordinating authority .· .. 

for all multilateral and bilateral technical assistance, except that from the 
World Bank and AsDB for which the Ministry of Finance and the People's Bank of 
China are the respective coordinating authorities. 
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UNITED NATIONS DEVELOPMENT PROGRAMME 
lN. CHINA 

UNDP technical cooperation with China started in 1979. The 
initial · activities were oriented towards meeting some immediate 
needs of the Government. The first multi-year Country Programme 
for China (1982-1985) was formulated to support the objectives of 
the Sixth National Five Year Plan. The priority areas included 
food production and agricultural productivity, production of 
consumer goods and services to the population, energy development 
and conservtion, human resources development and infrastructure. 
More than 150 projects were implemented during that period at a 
total cost of US $64.3 million including $10.8 million of cost­
sharing by the Government. 

The Second Country Programme was approved by the UNDP 
Council in J�ne 1986. It provides an estimated 

of $120.7 million for the period 1986-1990 and is 
support the priorities of the Seventh National Five 

Governing 
allocation 
designed .to 
Year Plan. 

The main themes of the Second Country Programme are human 
resources development; technical transformation of existing 
industries; development of advanced technology; improvement of 
living standards and application of information technology. 

In sectoral terms, the allocation of UNDP resources in the 
1986-1990 period is planned as: general development issues, 
policies and planning (29.4%); industry (27.6%); natural 
resources/energy (14.3%); science and technology (11.1%); and 
agriculture, forestry and fisheries (9.6%). 

Many projects are concerned with bridging critical 
technological gaps which resulted from several years of isolation 
as well as with upgrading and assimilating laboratory research 
into the production process. Some examples are: computer-aided 
designing, manufacturing and maintenance procedures in large 
enterprises; development of improved control instruments and 
precision meters; marine engineering geological investigations, 
evaluation and exploitation of oil reserves; preparation of coal­
water mixtures; turbo machine technology; application of isotopes 
in agriculture; and natural sources of new antibiotics. 

UNDP cooperation has also been utilized at the policy 
planning level of the Government. One project provides very 
high-level advisory and training services to the Commission for 

ADDRESS• Z DONGQIJJE S ... NLITUN, BEIJING TELEX• Z%314 DPBJC CN TELEPHONE• 5%3731 
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Economic Restructuring. Others are assisting in the training of 
senior level personnel in the modern techniques of general 
administration, monetary and financial regulations and banking. 

Since 1985, tripartite cooperative efforts between the 
Government selected private and international non-governmental 
organizations and UNDP have been launched. One aspect of these 
efforts has related to the identification and promotion of small­
scale, resource-based and locally managed enterprises in 
relatively disadvantaged areas and for the benefit of minority 
populations. Joint missions with the representatives of several 
European and American organizations have identified potential 
projects. At another level, senior business executives, bankers 
and lawyers have been brought to China to lecture and advise on 
management techniques, information management, banking and 
financial administration. 

The implementation of the China Country Programme is 
characterized by innovative features. 

All projects are managed by the national project directors. 
Foreign advisory services are utilized for short periods of time 
in well defined areas. The experience so far has been considered 
quite satisfactory. 

The Government itself is the major executing agency of UNDP 
assistance in China, being responsible for well over one-third of 
the Country Programme. (UNIDO comes second and FAO third with 
25% and 10% shares respectively of the Country Programme). 

China is by far the largest user of the facility of Transfer 
of Knowledge Through Expatriate Nationals (TORTEN) under which 
outstanding expatriates of Chinese origin are invited to provide 
technical expertise and training on a voluntary basis. Over 400 
expatriates came to China between 1982 and 1986, for periods 
ranging from 2 to 8 weeks, and proved to be an invaluable source 
of expertise in a wide variety of fields. Since 1984, a 
corollary scheme "Senior Technical Adviser Recruitment" (STAR) 
has been launched to obtain the services of experts of non­
Chinese origin on a similar basis. Many prominent specialists 
have responded to the invitation and made very significant 
contributions in their fields. 

The programme of Technical Cooperation among Development 
Countries (TCDC) is another important feature of the China-UNDP 
programme. The Government earmarked 5 per cent of. the First 
Country Programme resource to support activities related to this 
objective and another US $5 million has been provided for it in 
the Second Country Programme. In order to facilitate the 

ADDRESS• Z DONGQIJJE SANLITUN, BEIJING TELEX• 22314 DPBJG CN TELEPHONE• 523731 
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training of technicians from other developing countries, China 
has established, with assistance from UNDP, seven regional 
Centres in biogas, sericulture, integrated fish-farming, mini­
hydro power, acupuncture, integrated rural development and 

primary health care. These Centres have by now trained close to 
2,000 technicians from Asia, Africa, Middle East and Latin 

America. An Inter-Governmental Consultation held in Beijing in 
November 1983 with 12 countries of the Asia and Pacific region 
agreed on 32 cooperation projects with China which have already 

been implemented. A similar consultation held in November 1986 
with 24 countries of Asia Pacific, Latin America and Arab regions 
identified 142 projects of mutual cooperation. Further 
negotiations and arrangements are under way for their 

implementation. 

There is a close working relationship between the various 

levels of Government and UNDP. All mutual cooperation activities 
are identified and implemented in full consultation with one 
another. The Government has been a very reliable partner in 
fulfilling the obligations it has assumed. 

China's contributions to the UNDP has increased by a little 

over 8% per annum over the last few years, reaching $2.21 million 
for 1987. It provides 60% of the local office costs. 

China is currently a member of the UNDP Governing Council. 

ADDRESS• 2 DONGQIJIE SANLITUN, BEIJING ·TELEX• 22314 DPBJG CN TELEPHONE• 52373! 
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UNICEF in China 

§riefing Note for the Visit of the Secretary-Genecal 

UNICEF co-operation in China 
nationalist areas. It ceased in 
office headed by a Representative was 

Staff and Funding 

began in 1947 in both liberated and 
1949 and resumed again in 1979. A UNICEF 
then opened in 1981. 

CUrrently UNICEF office for China has a staff of 37 including 15 
international staff members. Present programme cycle approved by UNICEF 
E..'<ecutive Board in 1984 covers the five-year period of 1985-1989. Total 
financial allocation for this Cy�le amounts to US$57 million (including 
carry-over of US$7 million from the previous cycle) from UNICEF general 
resources. In addition Mnoting" · or projects eligible for special donor 
contribution approved by the E..'<ecutive Board amount to an additional US$15 
million, of which approximately US$8 million has been so far raised. 

Prggramme 

UNICEF programme in China is aimed at supporting national policies and 
programmes to protect health and well-being of children and create conditions 
for fulfilling the development- potential of each child. Towards this end, 
major activities relate to assistance for progressive expansion of universal 
child irmunization reaching 85 per cent coverage in a 11 parts of the country 
by 1990, improvement of maternal and child heal�h care, operational research 
in priority health and nutrition problems, improvement of teacher training and 
instructional materials for pre-school and primary school education, support 
for All-china Women's Federation's work in improving children's and mothers' 
welfare, establishment of a research and training centre on child development, 
proJect of China Association for Science and Technology to strengthen 
scientific and technical interest and aptitude of children, support for 
experience exchanges and TCDC in various child-related areas, and assistance 
in the survey of handicapped children and pilot educational progr�mmes.for 
them. There are approximately 50 nat.ional and local proJects assisted by 
UNICEF. which span all 29 provinces and autonomous regions of China. 
Generally, UNICEF stresses assistance that benefits disadvantaged segments of 
the population, particularly in remote areas and minority cormunitics. 
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UNFPA PROGRAMME IN CHINA 

The second programme cycle of UNFPA in China (1985- 1989) 
allocated $50 million for contraceptive production and supply; family 
planning and maternal and child health care; communication and 
education; data collection/analysis; and policy research. 

Contraceptive Production/Supply 

China does not import contraceptives, with the exception of a 
small amount for clinical trial purposes. Therefore, it is critical 
for China to increase her domestic production capacity and to improve 
the quality of contraceptive production. In this cycle, UNFPA is 
assisting 14 factories: an oral contraceptive factory to produce 
pills for 3.5 million women a year, two to manufacture bulk steroids, 
one to produce a copper and plastic intra-uterine device (IUD) for 
1.5 million women annually, two factories to manufacture a total of 
1 10 million vaginal contraceptives a year, two condom factories, and 
six IUD factories to improve device sterility. A pharmaceutical 
university is being supported to provide training to contraceptive 
factory workers. Also, a computerized system to improve contraceptive 
distribution is being introduced. 

Family Planning/Maternal and Child Health 

( Family planning administration is assisted through two 
training colleges for family planning personnel, as well as 
development of a management information system to monitor and 

( 

evaluate family planning activities. Four research centres are 
conducting research on contraceptives and developing new ones. 
Maternal and perinatal health care systems in hospitals are being 
improved at the provincial, municipal, county, and district levels. 
In addition, three medical colleges are receiving assistance in 
maternal, pe�inatal and family planning training. 

Communication and Education 

The Chinese family planning programme is voluntary, making 
access to accurate population information very important. UNFPA has 
established one national, two regional, and eight provincial level 
family planning information centres. Population education classes 
are offered in secondary schools to 45 million students. Similar 
programmes are offered in peasant schools and through agricul�ural 
extension centres. 

Data Collection/Analysis 

The 1982 national census provided voluminuous data on China's 
population. UNFPA is assisting the State Statistical Bureau to 

· 

disseminate and store the data, as well as to prepare for future 
sample surveys and censuses. To help analyze the data, UNFPA is 
assisting population research institutes in 22 universities, and the 

1 
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China Academy of Social Sciences. 
networks are being developed. 

D emographic research and training 

� Policy Research 

( 

l 

Integration of population into the development planning 
process is being assisted. Also, because of the considerable impact 
of the one-child family policy on the age structure of the 
population, the role of the elderly in China is being researched. 
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UN H.CR 

ASSISTANCE TO lNDOT-CHI:NES-E 'REFUGEES IN .CRl.:NA 

At the end of 1986 there wer:e some 285,00Q Indo-cb!nese refugees in 
China, the great major:f:ty· of wfi0111 arri'Ved in the mass influx of 1978-19.79 
when hostilities erupted fietween Vietnam and the People's Republic of 
China. The refugees are overwhelmingly ethnic Chinese CW. 6%1, though_ 
many had lived outside Cfi.tna for several generatlons·, in tn.e course of 
which most had forfeited their Cfiinese cttizenship. Since the early 
1980's refugees have ccmttnued to arrive in China at a rate of some 
2,000 per year. 

Unlike other countr:tes in the re.gton, Chtna bas offered pemanent 
rather than temporary asylum te Indo�hinese refugees, This offer baanot 
been conditional on Chinese ethnic origin, China has also provided a 
local integration s�lution for the refugees, who �e been settled at some 
196 locations in five semtfiern provinces. Nevertheless, refugees arriving 
in China since 1983 have not fieen transferred frem th.e border to local 
settlement sites, ostensifily Because of acute land shortages, and their 
situation therefore is more precarious than that of previous arrivals. 

The People's RepubU:c of China acceded to the 1951 Convention 
relating to the status of refugees and its 196J Protocol in 1982, and, 
generally speaking, has aoided by the spirit and specific obligations of 
those instruments. Altheugh no d0111estic refugee legislation has been 
enacted to support the Convention, refugees· locally settled in China have, 
in the main, enjoyed the same rights as the local population, plus 
certain supplementary privileges, Where recent border crossers are 
concerned, however, the protection situation is less well assured, though 
no incidents of "refoulement" have been recorded. 

Since 19 79, th.e Chinese GoverDiijent has reportedly spent over 
US$ 600 million on refugee settlement, At the present time recurrent 
Government expenditure runs at some US$ 10 million per year. Over the 
period 1979-1986 UNHCR bas provided a total of US$ 55.9 million, while 
a furtlier US$ 12.85 million are programmed for 1986-1988. WFP, for its 
part, made available US'$ 42.9 million in the years 1979-1984 in the form 
of food supplies or food for work agricultural projects. 

Since its inception in 1979, UNHCR assistance in China has been 
oriented directly to the promotion of local settlement by strengthening _ 

the socio-economic infras·tructure of refugee affected communities and 
thus creating job opportunities for refugees. By the end of 1986, some 
two thirds of the refugee population had reached virtual self-sufficiency 
though significant numBers continued to be handicapped by the numerous 
dependents in their families, by lack of appropriate skills and by 
inadequate employment opportunities in the agricultural se�tor. In its 
current phase of assistance, UNHCR is placing primary emphasis on education 
and vocational training, while the creation of jobs outside the primary 
agricultural sector is also recei'Ving attention. 

The UNHCR office in Beijing is staffed by two international and three 
local staff members. 
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WORLD FOOD PROGRAMME. CHINA 

WFP in CHINA 

Background 

WFP assistance to China commenced in 1979 with the provision of almost 

$10 million of emergency aid to refugees from Viet Nam and to those 

affected by floods and drought. Since then, the China programme has 

grown rapidly. The total value of WFP assistance committed to date 

stands at $460 million and China is currently the largest recipient of 

WFP development assistance. WFP is the largest donor of grant assistance 

to China. As of 1 January 1987, WFP had delivered just over 1 million 

tons of food to China. China's contribution to the World Food Programme 

for the 1987/88 biennium is $1.2 million. 

Current Programme 

WFP's current programme of assistance involves support to 23 development 

projects at a cost of $336 million. The projects are labour int�nsive 

and are implemented on a food-for-work basis. WFP projects are located 

in 19 Provinces and Autonomous Regions. The sectoral content of the 

programme is as follows: 

Irrigation and Land Development 35% 
Forestry 25% 
Dairy Development 19% 
Fisheries 15% 
Rural Roads and Water 7% 

In 1986, WFP food deliveries to China totalled 355,000 tons at an 

estimated cost of $88 million. 

Three WFP operational development projects are co-financed by the 

World Bank and !FAD. Future projects will focus on the poorer parts 

of the country which are located in Central and Western China. 

X X X 

FOOD FOR DEVELOPMENT 
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Brief Synopsis of the ILO Programme in China 

Although, following the corresponding decision in the United Nations, the ILO 
Governing Body determined in 1971 that the People's Republic of China should occupy 
China's seat at the Governing Body and at the International Labour Conference, it 
was not until 1983 that the People's Republic assumed its seat on these bodies - the 
delay being caused (in part) by the need to deal with significant arrears of contri­
butions and the question of international labour conventions ratified previously in 
the name of China. It was with the opening of the ILO Office in Beijing in January, 
1985, that the ILO technical co-operation programme here began. 

China is now participating fully at all levels of ILO activities, is represented 
on the Governing Body (as one of the States of Chief Industrial Importance it has a 
permanent seat - at least until the constitutional amendments abolishing such seats 
and adopted by the Conference in 1986 come into effect) on both Government and workers' 
benches and sends a tripartite delegation to the International Labour Conference 
each year. China is also active in regional activities and regional technical co-op­
eration projects. 

Much of the ILO's work in China up to now has been devoted to technical and 
policy advice directed to issues of central importance in the economic reform� taking 
place in the country. These include wage structure, social security programmes, rural 
development (with particular emphasis on rural employment), manpower planning �nd 
vocational training. Some of these issues are of great interest to the World Bank 
also and co-ordination with that institution has.been ensured. The ILO has been at 
pains to stress and define the linkages between manpower planning and vocational 
training, productivity and management training, occupational safety and health 
and skills improvement, conditions of work and life and social security. Regular 
discussions with the Ministry of Labour and Personnel, the All-China Federation of 
Trade Unions, the China Enterprise Management Association and line-Ministries such 
as that of the Coal Industry, Communications and Light Industry, have made it possible 
to determine priorities in the context of an overall plan for development in the 
above-mentioned fields. Discussions on technical assistance programmes are held 
against the background of this plan and proceeded with accordingly. Projects are 
already operational in the field of vocational training and agreements have been 
reached in other fields so that operational activities will begin in manpower 
planning, wage reform, skills certification and testing, and further training of 
vocational instructors before the end of the current year. 

One of the major constraints on the ILO programme in China until recently was 
difficulty in securing funds since the ILO had not participated in the formulation 
of the UNDP Country Programme II. This has now been overcome thanks to the generosity 
of multi-bilateral donors, particularly Italy, Denmark, the Federal Republic of 
Germany and Spain, so that from a programme level of US$1.5 million in 1986, financial 
resources of nearly US$20 million will be available in 1987 and 1988. In order to 
cope with this rapid and massive expansion of activities, the ILO Office �n Beijing 
will have to move from the present quarters in the UN Building to accommodate more 
national and international staff. 

Relations between the People's Republic of China and the ILO have developed 
extremely well, as was highlighted during the visit of the Director-General of the 
ILO last autumn, and the Chinese authorities have shown considerable flexibility 
both as regards modalities of technical co-operation and in other matters and 
have been avid to learn of and from the experience of other countries in areas of 
ILO competence. China has been generous, also, in providing opportunities for other 
ILO member States to study successful development efforts in China itself, especially 
in the fields of promotion of rural employment and in dealing with unemployed school­
leavers. In both of these fields, China has achieved remarkable success, given the 
magnitude of the problem: nine million new jobs have to be created each year to 
absorb those born during the high birthrate years and now entering the labour market. 
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SHORT BRIEF ON FAO IN CHINA FOR THE VISIT 

OF THE SECRETARY-GENERAL OF THE UN 

1. The FAO Representation was established in 1982. The current 

Representative Mr. L.I.J. Silva (Sri Lanka) is the second 

Representative. He is assisted by a small staff of. one Programme 

Officer, one Assistant P.O., an Administrative Assistant and 

some Chinese deputed staff. Total staff strength including 

the Representative is 13; 

2. Even though the Programme is small FAO's activities are quite 

wide-ranging and substantial covering T/A in agriculture, food, 

forestry, fisheries and rural development as well as the pre­

paration of investment feasibility studies in these sectors 

for World Bank and IFAD funding and commercial bank funding 

under FAO's Bankers' Programme. 

3. On average FAO has been spending approximately US$ 5 million 

annually. A major source of funding is the UNDP for whom FAO 

is executing Agency for about 30 projects. In 1986, disbursement 

of UNDP funds through FAO executed projects was approximately 

US$ 2.8 million. The allocation of funds to the agricultural, 

forestry and fisheries sectors in the IPF is very small amounting 

to about 6% of the total. The balance US$ 2.2 million comes 

from FAO's own resources notably the Technical Cooperation 

Programme - approximately US$ 1 million and Regular Programme 

funds for workshops, seminars and authors' contracts and Trust 

Fund projects. 

4. With one exception all projects are implemented by National 

Project Directors. Basically the system is working well, but 

problems do persist particularly due to ignorance of UN/FAO 

rules and procedures. 

5. Since any request for UN assistance has to be in consonnance 

with the priorities of the National Plan, all UN assistance 

including that of FAO are meant to address felt needs. The 

programme is therefore relevant .. Despite the programme's 

size, the small infusions of expertise, equipment and training 

have helped to trigger off wider and more enduring activities. 

some have led to large investments such as our projects in the 

Loess Plateau, others such as in the Dairy sector are helping 
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to lay down national standards for milk and milk products, 

some are introducing new technological applications such as 

remote sensing using satellite imagery and still others are 

of a pioneering nature such as Research and Development 

of Growth Stimulants·for Domestic Animals. 

Missions from FAO's Investment Centre have prepared several 

investment project proposals and the value of projects under­

taken for funding since the Centre started its act1v1t1es in 

China a few years ago is close to US$ 350 million. 

• 
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Briefing for Secretary General, United Nations, April, 1987 

Unesco's C urrent Activities in China 

Unesco's Beijing Office has been operational since May , 
1984. However, Unesco has been an active participant in China's 
development programme for the past twenty years or so, after the 
closing of its original office in 1949. Current links be tween 
Unesco and China are also maintained through a National 
Commission for Unesco, a Chinese member of the organizatio n's 
Executive Board, and a Chinese Permanent Delegation to Unesco in 
Paris. 

Programmes 
channels: 

are currently executed through four main 

- The Regular Pr ogramme and Participation Programme -- Between 40 
and 50 Unesco sponsored activities per year include workshops, 
symposia, seminars, training courses and consultant missions. 
In addition, some 80-100 fellowships and travel grants are 
awarded every year t o  Chinese students for study abroad and to 
professionals for participation in regional or international 
activities. Most activities are in education and science, 
but social science, culture and communications are included. 
Unesco spends some U.S. $500,000 per year on these 
programmes, about $100,000 of this coming through the Beijing 
Office, the remainder directly fr om Headquarters or fr om 
Regional Offices in Bangkok and Jakarta. 

- Operational Projects -
Unesco's participation in UNDP operational projects in 
China has declined from 23 projects in 1984 to 10 projects in 
1986, for an annual expenditure of $l.4 million in the latter 
year. Only one new project was initiated in 1986, the others 
have commenced in previous cycles. This unsatisfactory 
situation fo r Unesco has arisen partly because of the high­
level policy decision not to use UNDP funds for education 
projects in the current cycle, and partly because of the 
Government's current emphasis on industrial-development 
projects. 

In addition to the above, Unesco cooperates with UNFPA and 
with UNICEF in aspects of their operational projects that are 
related to education. 

- Funds-in-Trust 

A "Cooperative Ecology Research Project" funded by the 
Federal Republic of Germany and executed by Unesc o and th e 
Chinese National Committee for the Man and Biosphere Programme 
(MAB), will become operational in mid-1�87. An initial budget 

of $2.5 million is foreseen for the first three years. 
Research will. be conducted by four institutes of the Chinese 
Academy of Sciences in Shenyang, Beijing, Guangzhou and 
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Kunming, in the fields of forest ecology, water pollution, and 
urban ecology. 

China has recently become a signatory to the World Heritage 
Convention, for which Unesc o provides the inter national 
Secretariat. The Convention concerns the preservation of man's 
cultural and natural heritag e; signatories to the Convention are 
entitled to participate in international fora in these fields, 
and can benefit from technical assistance and modest financial 
support for planning and training activities. 

Chinese editions of the Unesco quarterlies, International 
Social Science Journal, Prospects, Nature and Resources and 
Impact are published in Beijing. In addition , the monthl y 
Courier is printed in Chinese, as well as in 3 1  other languages. 
Special issues of Unesco technical publications such as Cultures, 
Museum and International Marine Science Newsletter are also 
printed in Chinese from time to time, and Chinese translations of 
Unesco books are produced on a selective basis. 
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Briefing Note for Seer. General Visit 

UNIDO's cooperation programme with China started with the esta­
blishment ot an agriculturai machinery workshop in Mali (1974-1976) 
followed, in 1977 with the organization of studytours and training 
programmes for the benefit of other developing countries. Studytours 
have since then be replaced by workshop and seminars as well as two 
three months training programmes, one in the field of repair and main­
tenance of Diesel Engines (since 1978) the other in the field of manu­
facturing of small and medium sized agricultural equipment (since 1984). 

With the initiation of the UNDP programme in 1979, UNIDO became 
executing agency for technical assistance projects to assist in the 
modernization of China's own industry. Almost from the outset this · 

assistance has been and still is concentrating on strengthening research 
and development of existing institutions and upgrading of industrial 
institutions. These activities in the present cycle of the Country 
Programme cover a wide range of areas such as plastics, silicones, 
synthetic fibres, carbon fibres, components for electronic and mechanical 
industry, textiles (silk and ramie � dyestuffs for the textile industry, 
leather, building materials including the utilization of fly ash. UNIDO 
projects also cover computer applications (CAD/CAM and Management Info­
rmation system), energy conservation and treatment of industrial waste 
water. UNIDO, has after the Government itself the largest share in 
the IPF and is in addition associated agency for a number of Government 
executed projects. 

In addition UNIDO provides assistance funded by its own Industrial 
Development Fund (IDF) towards the establishment of pesticide research 
and a leather development centre. Other IDF projects cover areas such 
as industrial application of biogas, composting of municipal waste, 
industrial waste recovery as well as management Consultancy. 

A first Investment Promotion meeting in China was organized in 
Guangzhou in 1982. This meeting gave an impetus to foreign investment 
and was followed by similar meetings on provincial or sectoral level 
organized by the Chinese auhtorities themselves. A second UNIDO sponsored 
meeting was held in 1985 in Fuzhou, while in 1987 an Investment Promotion 
Meeting was organized in Hannover in conjunction with the Hannover Trade 
Fair. Chinese nationals engaged in investment promotion activities are 
attached to the UNIDO Investment Promotion Services in Cologne, Paris, 
Tbkyo Vienna, Warsaw and Ztlrich. 

Two way cooperation as referred to in the opening paragraph also 
include the construction of a brick making plant in the Gambia and the 
establishment of a rice bran oil mill in Bangladesh with Chinese knowhow 
and machinery and the latter financed by China's contribution to the UN 
Capital Development Fund and IDF. Similar assistance of China to other 
developing countries has been carried out mostly on bilateral basis -
as follow-up of China's participation in UNIDO's Solidarity and other 
similar meetings. 

China is a member of the Industrial Development Baprd. 

A.W. Sissingh�� · 

S I D F A 
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UPDATE ON WHO IN CHINA, AUGUST 1986 

Since 1979 the WHO regular Budget allocation to r.hina expanded 

rapidly. [n the 1982/83 biennium, it was US$3.85 million, in 1984-85 

US$5.84 million and for 1986-87 biennium, it has been estimated at US$6.34 

million. Unfortunately, in the present biennium WHO, as with the whole 

United Nations system, has had to make some cuts in its budget which 

in turn will be reflected in the Chinese programme. 

Health manpower development remains the most important programme 

of collaboration. Fellowships for Chinese professionals to undertake 

further studies take up about 50% of the regular budget. The programme 

has been closely monitored and evaluated by the Chinese authorities and 

WHO, and there is no question that it has been a worthwhile investment. 

�ot only have Chinese fellows performed well during ':h·�i.r course of study, 

but often they have been engaged in original \vork ltO>ading to significant 

advances in that speciaity. Upon their ret�rn, their newly acquired 

skills have been disseminated through detailed reports and workshops 

.-md seminars. Some of the early fello\vS have nm.,r beo..'Jme directors of 

institutions, carrying out work which compar�s well with the best in 

the world. �IOPH has also reported that while the WHO fellowship takes 

·a longer time to place, the programme and its outcome were consistently 

of an excellent quality. Consistent with MOPH policy, WHO fellowships 

are awarded for a maximum of 12 months. However, a significa�� number 

of fellowships have been extended through funding provided by the host 

institutions in order t� allow fellows to study their special· fields 

. � 
in greater 'depth or to complete their research projects. Between 1978 

and 1985, 720 WHO fellowships have been awarded. For the 1986-87 

biennium, over 170 fellowships have been planned. 
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Apart from overseas fe l l owships, many consultants are invit ed to 

conduct tra i ning courses or seminars in China covering a wide range of 

disc ip lines. They not only provide information about the current st ate 

of the arts in their spec i alties but also collaborate with the Chinese 

participants in so l ving prob lems posed by them . Furthermore , the links 

estab l i shed with the consulta nts have been useful for p l acement of fe llows 

and have a l so resu lted in the setting up of inter- institutiona l 

act ivit ies . A number of consu ltants have been invited back, supported 

by Chinese sources . 

Rea lizing that techn ical exchange is dependent on a common lang u a ge 

WHO, at the request of i'IOPH, has set up an English Langu age Centre at 

Xian �edic a l  College. Students are selected from among i ntended WHO 

fe ll0ws as well as staff whose professiona l work is expected to bring 

them into contact with overseas . Two United Nations volunteers, teachers 

of Engl ish as a second language, are expected to start in late 1986 for 

2 yec1rs, during wh ich time facu lty of the Centre will be trained. Staff 

of the :·li nistry of Public Health have also benef itted from an intercountry 

proJect \.ih i ch provides Englis'h lang•.tage training overseas combined \vith 

,a.s ix-week attachment at the WHO Regional Office to familiarize them 

with WHO managerial processes. 

Supplies and equipment also form an important component of the 

China-WHO collaborative progr amme. Many of these are used in · 

demonstrat i on projects and the exper ience gained from the ir use will 

influence Chinese decis�ons on the direct ion of their modernization 

programme. Such is the case in the food hygi ene project in Bei j ing 

municipa llty. And so too the provision of ecl';:.pment to PHC centres in 

Inner i'longolia and Xinjiang. Others compleme(lt the support made by other 
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United Nations agencies such as the provision of cold chain equipment to 

Xinjiang Autonomous Region, which needs to be seen in the light of the UNICEF 

role in the Expanded Programme of Immunization and the targets that by 1988 

85% of children will be immunized at provincial level, and by 1990 85% of 

children at county level. The Expanded Programme of Immunization is the one 

area in which WHO and UNICEF are working most closely. 

Ev�n as the traditional infectious diseases of childhood are being 

controlled by the EPI, China decided that it should focus next on infectious 

hepatitis B, especially its relationship with liver cancer. WHO was 

instrumental in arranging the transfer of technology at no cost from the 

Kitasato Institute in Japan and in a period of 2 years 4 Chinese institutes 

<•f biological products have succeeded in producing their own plasma derived 

hepatitis B vaccine that is safe and efficacious. 

Alth�ugh the inputs' have been modest, WHO has been able to bring about 
- � 

changes on maternal and child health practices such as the high risk approach 

in perinatal care and rooming in of the newborn. Once the beneficial effects 

of these innovations have been firmly established, MOPH will expand their 

application nationwide. 

Acute Respiratory Infections continue to exert a heavy toll on.children 

in terms of illness and death. Baseline studies suggest that the Chinese 

situation is unique among developing countries - viruses are a more important 

cause of ARI than bacteria and among the viruses there is an adenovirus that 

causes extensive damage to organs other than the lungs. Studies are being 

planned to see how best to intervene in this complex situation. 
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As i n f e c t i ou s d i s e a s e s  a r e  r e p l a c e d by c h r o n i c  d e g e ne r a t ive a nd neo p l a s t i c 

d i s e a s e s  as the ma j o r  c a u s e s  o f  d e a t h  a nd i l l ne s s  i n  C h i na , t he i r  c o n t r o l  

a nd p r e ve n t i o n  ha ve moved f r om d e pe nd e n c e  o n  a n t i b i o t i c s  t o  f a c t o r s  whic h 

d e a l wi t h  i nd i v i d u a l beha v i our a nd l i f e s t y l e s  s u c h  a s  smo k i n g a nd d i e t a r y 

prac t i c e s . H e a l t h  e d u c a t i o n  i s  t he mea ns t o  a c h i e v e  t h i s  a nd WHO has he l pe d  

t o  s t ren g t h e n  t h e S ha ng h a i  H e a l t h  E d u c a t i o n  I n s t i t u t e  t o  e n a b l e  i t  t o  p l a y  

a mod e l r o l e  i n  t h e soc i a l  m a r ke t i n g  o f  h e a l t h  p r a c t i c e s . 

As C h i n a mode r n i z e s  a nd u pg r a d e s  i t s he a l t h  s e r v i c e s , i t  h a s  b e e n  made 

� wa re of t h e c o s t  i m p l i c a t i o n s  o f  s u c h  c ha ng e s . WHO ha s bee n i nv o l ved i n  

i 11 t rod u c i n g  s u c h  d i s c i p l i n e s  a s  h e a l t h  e c o no m ic s  a nd t r a i ni ng h a s  be e n  p r o v id e d 

t o  i m p r o v e  p l a n n i n g a nd ma n a g e m e n t  o f  t he he a l t h  s e r v i c e s . :-Ia n a g e me n t  

d � c i. s i u n s  c a n  o n l y  be a s  g o od a s  t h e he a l t h i n f o rma t i o n  o n  w h i c h  d e c i s i o n s  

a r e made . U n t i l q u i t e  rec e n t l y ,  be c a u s e  o f  t he l i m i t e d a b i l i t y  o f  t he M i n i s t r y 

o f  P u b l i c H e a l t h  t o  m a n a g e  l a r ge vo l u m e s  o f  d a t a , t he d e ve l o pme n t  o f  a 

s � n s i t i v e h e a l t h  i n f o r m a t i o n  s y s t em h a s  l a g g e d  be h i nd . H owe v e r , w i t h  Wo r l d 

B a n k  s u p p or t , a n  I ns t i t u t e  of H e a l t h  P l a n n i n g a nd S t a t i s t ic s  h a s  b e e n  s e t  

t i p i n  t h e i'li n i s t r y a nd t h e  s e t t i ng u p  o f  a g o od hea l t h  i n f o rma t i o n  s y s t e m  

h a s  be g u n  i n  e a r ne s t . 
. . .  

To f ac i l i t a t e  t he e x c h a n g e  o f  t e c h n i c a l  i n f o rma t i on a nd e x pe r i e nc e  b e t we e n  

c o u n t r i es WHO u s e s  a g l oba l n e t wo r k  of c o l l a b o r a t i ng c e n t r e s . The s e  a r e  

i n s t i t u t i ons w h i c h  h a ve a c hi e ve d  c r e d i b i l i t y  i n  t h e i r  o w n  c ou n t r y a nd a r e  

w o r k i n g  i n  f i e lds wh i c h  a r e o f  i n t e r e s t  t o  WHO i n  t e rms of t h e O r g a n iz a t � o n ' s  

g l oba l p r o g r amme . I n  C h i n a , 46 c o l l a b o r a t i n g  c e n t re s  ha ve b e e n  d e s i g n a t e d  

' 
i n  f i e ld s  r a n g i n g  f rom p r i m a r y  hea l t h  c a r e , p a r a s i t i c  d i s e a s e s  t o  t r a d i t iona l 

med i c i n e , in o t he r  wor d s  t he who le s p e c t r u m  of WHO p r o g r amme s . S i x t e e n  o f  

t h e s e a r e  i n  S ha n gha i , . t: '1 e l a r g e s t  c o nc e n t r a t i o n  i n  .t n y  one c i ty i n  t he \vo r l d . 
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To ach ieve the goa l of Health for Al l by the Year 2000 , it was rea l i zed 

that a l l  re s o urces need to be broug ht into p l ay. Trad i t i ona l med i c ine has 

a long h i story in China and modern research i s  successfu l l y revealing its 

sc i entif ic basis . [ n  add i tion to prov iding tra in ing in acupuncture and herbal 

med ic ine , C h inese experts have served as consultants to br ing t he i r s k ills 

and kno w l edge t o  ot her cou ntr ies . 

WHO executes a number of projects fu nded by UNDP and UN FPA invo lving 

safe drin k i ng water and san itati on, diagnost ic reagent developmen t ,  train i ng 

i n  � a �� g c mc n t , mat ernal and c h i ld health and fam ily plann ing and human 

• 
re product i on. The imp l ementat i on of these projects have not only brought 

to Ch ina the latest techno l ogy but also the understanding that the acq u i s ition 

of modern sophist icated technology and equ ipment is not an end in itself but 

must be tempered by cons iderations of the country ' s  ability to manage and 

.:; upr;ort t h e ir cost . �JHO execu ted pr ojects go beyond �IOPH to the �linistry 

, , f  �·:.1tQr C o nsc n·ancy and E l ectr i c  P"l.fer and the r-Iin i s t ry of Urban and Rura l 

Constr uction and Env ironment a l  Protection . As some of these proj ects terminate 

WHO has been able to prov i de continu ing modest inputs through tra i n i n g 

act ivities i n  the important f �eld of environmental protect ion . 

. ..... . -:111 wHO ha s been a b l e to prov i d e  t e � hn i c a l  b a c ks t o pp i ng d u r ing t h e f o rT.t• l � r · � " 

stages of projects supported by UNDP as well as i n  the preparat ion of World 

Bank loans for the health sector . A number of these projects have drawn from 

the exper ience of WHO supported act i v i ties . 

A j o int coordinat i on comm ittee involving MOPH and WHO meets each year 

to review the i mplementation of the WHO regu lar budget ac t i vities as well ' 

as to di scuss new direct ions for future suppor t. This has been found to be 

a use f ul monitoring and �v � l u a t i o n  tool . 
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T H E  WO R L D  B A N K  & C H I N A 

A BRI EF I NG 

The fundamental ob j ect ive of the Bank ' s  activi ties in 
Ch i na is to help to overcome the maj or constra ints on development 
in the areas of energy , industry , agr icul ture, transport, human 
resources and modern techno l ogy . Equal ly important is the _ Bank ' s  
role - through economi c ,  sector and pro ject work - in promoting 
more eff i c i ent use o f  domes t i c  and external f inanc i a l  resources 
through improved macroeconom i c  management and p l ann i ng ,  i nves tment 
resource a l location and i ndividual pro j ect analys is and se lect ion . 
Dur ing the next few years , Bank lend ing wi l l  be aimed at he lping 
Ch ina to fac i l i tate i t s  access to fore ign techno logy and pract i ces 
and to support the imp lementat ion of reforms des igned to improve 
the effi c i ency of resource use and the reduc tion of poverty . · 

Through June 3 0 ,  1 9 8 6 ,  Bank / I DA lend ing to Ch ina total l ed 
about $ 4 . 1 b i l l i on for 4 1  operations, o f  wh ich about ha l f  was for 
energy ( coa l ,  electric power , and petro leum & gas ) and transport 
( hi ghways, ports and rai lways ) ,  about 20% for agricul ture, about 
10% for education and heal th ,  and the balance for industry, techn i c ­
al ass i s tance, and water supp l y . The Bank has also undertaken 
and pub l i shed two maj or reports on Chi na ' s  economy - one, in 1 9 80/ 
8 1 ,  which i ncluded a retrospect ive analys i s  of China ' s  soc i o ­
economi.c deve lopment to date, and the second, in 1 984/8 5, wh ich 
assessed Ch ina ' s  economi c  prospects and deve lopment options dur ing 
the next two decades . In co l laboration wi th UNDP, the Bank ' s  Econ­
omic Deve lopment I n s t i tute ( ED ! ) has also carr ied out a l arge prog ­
ram o f  education and train i ng of Ch i nese government o f f i c i a l s  at 
all levels . 

Looki ng ahead, Bank / I DA lendi ng to Ch ina i s  planned to 
increase stead i l y  from about $ 1 . 1  bi l l i on i n  FV 1 986 to about $2 
bi l l ion annua l l y  by the end of thi s  decade . Spec i f i ca l ly, Bank / I DA 
commi tments i n  the current f i scal year end i ng June 3 0 ,  1 987 ( FV1987 ) 
are estimated to reach about $ 1 . 4  b i l l ion . Wh i le the broad sectoral 
di str i buti on of ass i s tance noted above wi l l  continue , most of the 
pl anned i ncrease i n  commi tments i s  expected to be concentrated 
in three ma in areas , namely energy, industry and transport i nfra ­
structure - i n  l ine wi th the prior i t i es outl i ned i n  Ch i na ' s  7th 
F ive Year P l an ( 1 9 8 6 / 90 ) . The Bank wi l l  a l so continue i ts program 
of economi c  and sector work - for examp le, studies in the areas 
of f i nance and i nvestment, external trade anQ capi ta l ,  ent�rpri se 
reform and struc tura l economic change are ei ther underway or planned 
- and techn i cal ass i stance to government ag�nc ies respons ible for 
medium- and l ong-term p l ann i ng in spec i f i c  sectors such as iron 
& steel , petrochem i ca l s  and electric power is a l so envisaged . 

As a Spec ia l i zed Agency of the Uni ted Nat i ons system, 
the Bank has active ly co l laborated inter a l i a  wi th the UNDP, FAO, 
UN I CEF , WFP and WHO as wel l as wi th a growing number o f  b i l ateral 
aid agenc i es in Ch ina. I t  w i l l  continue to seek opportun i t i es 
for coord i nation of i ts activ i t ies wi th these and other agencies 
through i ts Res i dent Miss ion in Bei j i ng . 

f Apr i l  09 , _ 1 9 87 ] 
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Whe�-� �t t1e  Power Lies i n  C h i n a  
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I rhc Chrne� Co�Ymunisl Party ho1ds :llf puri,it.;a! POWt!r. ccntcrctl rn 
� 

the Politburo nnd the Secretariat o f ihe Ccnrrat Commiut1e /t tf lhc 
imDOrranr decisions - in  torc1C)fl t)olicy, the economy illll1 soc1;tl at 

l;trrs - arc rnado !here and carrie<.! out by lhe Governrncnr.  kno 
a !;  lhc Slate Council, and by the nominal legrslature, the N.1 r io• 
�cor>lc':; Congrc!'..s, wl1ich laCks inclepcndent nowcr. 
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. Commu n i s t  P.'lrty Con�ess ' -.. .. .  _ ... . . . .. -� 
!' 

Thcoretocally rne lughest ooay Consosl s or at>ou l I .SOO aelr:l�;; l c S  er.:creo oy oa n y  � 
o•gan•Lalrons atouna lhe country ana me c i S  once on love ye.1 r s  1 • 1  1 .1 s 1  m('l rn 1 91321  ft. _,T�e �ongress elects: · .::: � 

-- � �,;,::��� ;"�n::::."�":::'""• non•o.,no,men•�" �< '•O � 
; !tom amonq conq ress Ot!1e9att!S Act s rot Jnt! congress oerw..,en '>cS�•ons ro '-< 

. aoscuss ana approve pahcoes II  erects wh<st are. on ertecl . tne lwo II•� nest ''" o t �  1:1 
ooaoes:  

The Politburo 
S e t s  I he over all pohCy or th<: 
country Consoslc<.l untol lhc l:l tcsl 
shuMic ot 2 ·1 l u ll . votong mcrnt:...! r s  
a na lhree allct n,J tc. noovol rng 
mcmoe r 5 .  all or whom were among 
lhe teaaong POhlocat l rgutcs or Chona 
M emoershop IS not a posoloon on otserr. 

• a l l  mcmt>c r s  have rC<Jular fulltomc 
d ulies in eolher fhe parry or I he 
Government. 
FULL M E M O E RS ( a lter lhe shuffle):  
Chen Yun, Oenq Xiao1-1ing. Fang Yi, 
Hu Ciaomu. Hu \·aobang, li 
X o annoan. Ni Zhrhl. Pcng Zhen. Wan 
Li. Xi Zhongxun. Yanq Oer.ho.  Y ang 
Shanq k un. Yu Oouh. Z h ao T inq f a  • 
Zhao Ziyang . 

Alternate memt>ers· Chen Muhua.  
Oon Jiwco. Yao Yihn. 

The Por.rouro ooc k s  a Sranaonq 
Commoncc. 01 onnet CIICIC. whoch.  

h a lter fhe r elotcmcnl ol Yc Jo.1nying. 
conStSI� ot ltvt� nu:mbl.� r s: Q,�ntJ 

- J(o.:JOPor>t�. l lu Yaot>.1n9. Chen Yurt. L• 
X o .1nno,1n.  Z h ao Z o yanq 

1---------·· 

� /· ------... 
The Secretarial J 
A c tually r uns th.:> oJ <J y ·tu·Oa� .; u :u r s  r;: or Ch.na � ieaoca ov r n.:: A c t  .G �n .1> 
Scc rera r y .  ZhaQ Z i yang who � 

a memtlt!f ol Ill-? PohiOuro s S i an<Jong · · 

Commonee 

M E M O ERS: Zha o Z i yang , C h en 
Pixian. Oeng Lioun. uu M u .  Hu Ooh. 
M r .  Wan. M r . Xo.  Mr Y ,l o. M r  Yu 
There are a l so lwo a11erna1e 
secrelaroes· Ho10 Jooln lllJ ana Ooao 
Shi 

The Cenrral  Common,•,• ,Jpnou>ls 
lhrce w atchaog groups · lhe C�nu ar 
Advrsory Commr55oon·. woth t 6 2 
memoer5. who5e c h a o r m ol n  IS O.!ng 
Xiaoping. the Central Oo�cophnc 
lnspectoon Conrmossoon. woth t :.>9 
mcmbet5. hcaaco oy Chen Yun. ll>c 
Molitaty Com mo5 su>n. wofh none 
n\Cfftb.:;r s.  agatn he·.l<JC\S Oy l),�u<_J 
X o ,101>"'9 

01�--------------
. . 

. ,; �- . 

ii'llit�·1·1�i!$T,I�:j4B&& 
National People's Congress

' 

Counterpart of lhc party congress ana lhc nomonal 
par lramcnt: consists or at>out 3.500 meme>e r  s erc-ct o.-<: 
every love years from a single slale or canaoa a t e •;  
hanapocked Oy t h e  reaaership. M e e t s  oertunc1o111y 
once " year 10 approve legtslalion a r  ailed ov 11\c 
lcaaershrO ana selects twO key govetnment DoCl•e5 

S tate Council  
T h e  actual go• �r:>menr, 
whrCh IS hcaaeo Oy the 
Prome Monoster (now 
Z h ao Zry angl. assosleo 
Oy tour Deputy Prrme 
M•n•sters. ten 
councilors a s  wt!ll as 
Inc heads ol monost rrcs. 

commos.soons ana other 
agcncoes or the Slate 
CounCol. ThP. Prrme 
Monoster and his 
aeputoes and counc ilors 
mak.e up a Stanaong 
Commonce, 01 innet 
Cabtnet. of the State 
Councrl . 

- -•- --- --·--V· • 

S tandin J:: 
Committee o f  � 
National p�·� 
Congre s s  
Pcr1orms t�'go51.1 t • v C  
a n a  aecre-e-r5Surng 
!unctions �tween 
ses.sions vi me Natoon ;o l  
People's Conqr e s.s .  
and con�oSIS ol a 
charrma n .  Peng Zl>cn. 
who Sols on the 
Politburo. an<.l 2 2  

· - • deputy charrmcn 

- - . . . . . . .  -- ··-···-.. ·-;-; _ _  ... -.--: - --- -... - . '--"1'1"1ria also has a laraefy t>ooora,Y pos.IIOO ongona.rrv kno......, 
as chairm;m of thef>ooplc's RCt>ublic ol China and now 
called President. The position Was �blishoo in 1 9� 31'< 
wa.s hold by Mao Zed<xw;J uoti(t959;er\d then by liu 
ShaDQi, unlil ht3 purge at the stiut o' l'tle CYrturaJ Rcvolurro 
in 1 OOG. Tll6 post men remained-;.,:acant"and wa s abot.sn..--. 
in 1 9 75. It wa� restored in 1 962 8iid"reoamed Pres-den I 
wiltl li Xrannion llle iocumbcoLThoVice Pro:sic...'OI, 
Ulanhu, i!\ 11monQ those rotirod in tho Ia Iost !1lulflo. • 

! · •  • ,"'" X' :-�· : l � • il ·�: ot 

·. 
· . · 
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THE M A I N  LEA L> E R.SH I P  O F  TH E J' R  CH I N A  A S  OF FEBR U A R Y  I ,  1 91! 7  
( C h a n ges are ma rked b y  u ndcr l i n i n g s )  

( Wo l fgang Dar t k e )  

STATE COONC I L  
P r em i � r  
V i c�· Premi �rs 

GOV E R N M ENT 

Z h a o  Z i yang 
l i Peng 
O i ao S h i  
T i an J i VU"  
llan L i  
Yeo Y i l i n 

S i nce 
PBm CCm M/ 9 
PBm CCm 83/ 6 
PBm CCm 86/ 4 
PBm CCm 83/ 6 
PBm CCm M/ 4 
PBm CCm 7'9/ 7 

S t a t �  COinC i l l ors Chen Huh ua ( f )  PBa CCm 82/ 5 
Fang Y i  PBm CCm 82/ 5 

Gu Mu CCm 82/ 5 
J i  Peng f e i  82/ 5 
Kang Sh i en CCm 82/ 5 
Song J i an CCm 86/ 4 
Song P i ng  CCm 83/ 6 
\Jeng B i ngq i an CCIII 83/ 6 
11U Xueq i en PBm CCm 83/ 6 
Zhang A i p i ng  83/ 1 
Zhang J i ng fu CCm 82/ 5 

Secr�tary· generat Chen J�nsheng 85/ 1 1  

COMM I SS I ONS M I N I STERS 
Economics L u  Dong. 
Educat i on  L i  Peng 
Fami l y  P l ann i ng  \Jang 1/� i 
Mac h i ne  Bui l d i ng  I ndus t ry Zou J i ah ua  
N a t i ona l i t i �s A f f a i rs l � i l  Amat 
P l ann i ng  Song P i ng  
Phys i c a l  Cul ture a nd  Sports L i  Henghua 
���s t ructur i ng Econom i c  Sys t em  Zhao Z i yang 
Sc i en t i f i c  & T�chno l og i c a l  Song J i an 
Sc i �nce, T�hnology & I ndus t ry 

for N a t i ona l  Def ens� D i ng  Henggao 

H I N I S T II I ES 
Aeronaut i c s  I ndus t ry Ho ll�nx i ang 
A g r i cul ture, An i ma l  Husbandry 

84/ 9 
PBm CCm 85/ 6 

83/ 1 2  
CCm 86/ 1 2  
CCm 86/ 1 
CCm 83/ 6 
CCm 8 1 /  9 

PBm CCm 82/ 5 
CCm 84/ 9 

CCa 85/ 6 

CCm 82! 5 

& F i shery He Kang CCm 83/ 6 
Ast ronaut i c s I ndus t ry L i  Xu ' e  CCm 85/ 6 
Chemi c a l  I ndus t ry O i n  Zhongda CCm 82/ 3 
C i v i l A f f a i rs Cui Na i f u CCm 82/ 5 
Coa l I ndus t ry Yu Hong�n CCm 85/ 6 
Commerce L i u  Y i  CCa 82/ 3 
COI!m.Tiica t i ons o i an Yongchang CCm 84/ 7 
Cut tur� liang Heng CCm 86/ 6 
E l ec t ron i cs I ndus try Li T i �y i ng  CCm 85/ 6 
F i nance llano B i ngq i an  CCm M/ 8 
Fore i gn A f f a i rs 1/U X ueq i an PBIII CCm 82/ 1 1  
Fore i gn Economi c  R e l a t i ons 

and T rade 
Fores t ry 
Geo l ogy and M i nera l s  
Just i c �  
Labor a nd  P�rsonne l 
l i gh t  I nciJs t ry 
Me t a l l ur g i cal I ndus t ry 
Nat i ona l  Defense 
N uc l �ar I ndus t ry 
Pet ro l eum I ndus t ry 
Pos ts and T e l ecommuni ca t i ons 
Publ i c  Hea l t h  
Publ i c  Secur i t y 
R ad i o ,  C i nema  and Te l ev i s i on  
R a i l ways 
S t a t e  Secur i t y 
Sl.perv i s i on  
Text i l e  I ndus t ry 
Urban and Aura l Cons t ruc t  i on  

Zheng T uob i n  
Yang Zhong 
Zhu X�n . 
lou Yu 
Zhao Dongwan 
Yang Bo 
Oi Yuanj i ng  
Zhang A i p i ng 
J i ang X i nx i ong  
llano Tao 
Yang T a  i f ang 
Cui Yud i 
lluan Chongwu 
A i  Zh i sheng 
Ding Guan ' gen 
J i a  ChlllWang 
1 
1/U lleny i ng( f J 

CCm 85/ 3 
CCa 82/ 5 
CCm 85/ 9 

83/ 6 
CCa 85/ 9 
CCm 82/ 5 
CCa 85/ 9 

82/ 1 1  
CCm 83/ 6 
CCIII 85/ 6 
CCm 84/ 7 
CCm 82/ 5 
CCm 85/ 9 
CCa 85/ 6 
CCm 85/ 6 
CCm 85/ 9 

CCm 83/ 3 

& Envi ronmen t a l  Protec t i on  Y� llute"9 85/ 1 1  
\Je t e r  Conservancy & Power O i an lhengy i ng ( f )  CCm 82/ 3 

O T H£11 GOI.'E RNH[ N l  Oll GANS ON H I N I S T E � I AL l E VE l  
Ch i � �e P�op l � ' s Bank , P r e s .  Chen Huhu11 ( f )  P811 CCm 65/ l 
X i nhua News Agenc y , D i r�c t or Hu O i nq  CCm 82/ 8 
AW i t or · g�ne ral L u  P e i j i an CCm 6�/ l 

C H I N ESE COM M U N IST PA R T Y  
Pol i tburo ( S�� = Act i v i t i �s of the 

CCPCC Po l i tburo Cadr�s ) 

CCPCC Secre t a r i a t  S i nce 
ac t . Gen. Secret a ry =Z h;.:.;a..,o"--::Z'""i J...V •;:n_,gL-....:...;P B"'m'"-::C�C!:!m-;8:-;7:-<1:-::,1 
Members Chen P i x i an CCm 82/ 9 

Genera l Of f i c e  
D i r�ctor 

D�ng L i qun  CCm 82/ 9 
Hao J i anx i u  CCm 85/ 9 
Hu O i l i  PBm CCm 82/ 9 
l i  Peng PBm CCm 85/ 9 
O i ao Sh i PBm CCm 85/ 9 
T i an J i yu'l PBm CCm 85/ 9 
\Jan l i  PBm CCm 80/ 2 
liang Zhaoguo CCm 85/ 9 
Yu O i ul i PBm CCm 80/ 2 

ll�n J i abao 86/ 6 

Department of I nterna t i ona l  L i a i son 
D i r�c t o r  Z h u  L i ang 
Dpty.D i rectors J i ang Guanghua 

l i Shuzheng( f )  
Yang Ba i b i ng 
Zhu Shanqing 

Organ i zat i on  Department of 
D i r�c tor 
Dpt y . D i r�ctors 

IJei J i anx i ng 
Cao Z h i  
Lu F�ng 
liang Zh aohua 

Propaganda D�partment of 
D i r�c tor 
Dpty . D i  rect ors 

Red F l ag 
E d i t or · i n · c h i e f  
Dpt y . ed ·  i n · ch i ef 

Peopl e ' s  Dai l y  
. D i r�c tor 

Ed i t or· i n · ch i ef 

\Jang Renz h i  
He J i ng z h i  
l i 'ran 
\Jang Daming 
liang Huide 
Z�ng Del i n  

X i ong  F u  
Ma Zhongyang 
Su X i ng 
liang Renzh i 

O i an L i r�n 
Tan ll�nrui 

Department of Un i t ed Front �ork 
D i rec tor Yen H i ng f u  
Dpty . D i rectors L i  D i ng 

l i Gui 

Comm i s s i on  for Po l i t i cs and Law 

CCm 85/ 1 2  
82/ 1 1  

cca 8 1 /  7 
85/ 6 
85/ 1 2  

CCm 85/ 9 
83/ 9 
83/ 1 0  
80/ 9 

CCm 8 7/ 2 
CCm 80! 7 

87/ 1 
86! 6 
81/ 6 
82! 7 

78/ 1 0  
82/ 5 
84 / 1 1  

CCm 82/ 5 

CCm 85/12 
86/ 4 

85! 1 2  
82! 5 
77/ 1 1  

Secretary C i ao Sh i PBm CCm 85/ 7 
Party School 

Pre s i dent �eng Zhen 82! 5 

M i l i t ary Comm i s s i on  
Cha i rman Deng X i aop i ng PBm CCm 8 1 /  6 
Ex�cut i ve chm. Yang Shangkun PBm CCm 84 / 1 2  
S�c e t a ry· gen. Yang Sh angkun PBm CCm 8 1 /  7 
Dpty. s ec · g en. Hong Xuezh i 82/ 1 0  

Cent r a l  Comm i s s i on 
1 s c Secr�tary 

2nd S�cr�tary 
Perm. Secr�tary 
Sec r�ta r i �s 

Yang Dezhi PBm CCm 83/ 3 
Yu O i u l i PBm CCm 82/ 1 2  
Zh ang A i p i ng 82/ 1 0  

f or l ns�c t i ng D i s c i pl i n� 
Chen Yun PBm CCm 78/ 1 2  
\Jeng H�shou 85/ 9 
Han Gueng 85/ 9 
Chen Zuol i n  CCa 85/ 9 
Hen T i ansh i 82/ 9 
O i ang X i aochu CCm 85/ 9 

C�n c r a t  Adv i sory Comm i s s i on 
Cha i riMn Deng X i  aop "'g 
Perm. V i c� · c hm . Bo Y i bo  
V i c� · c h �t i rmrn 
li11ng lh(•n 

Song Renq i OOI\J 

I' lim ( Cm Hl/ 9 
82/ 9 

8�/ " 
!i� l ' 

0 
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Ti l E  M A I N  L E A D E R S I I I I' O F  Ti l E  I ' R  CI I I N A  r co n t i n ucd ) 

M i l i TARY 
C E N T RAL L t AOt R S H ! P  
Ccnere l  S t a f f  • • • • • • • • 

Ch i e f :  Yang Dezh i 
Deputy Ch i e f s :  Han Hua i z h i  

H e  O i  z ong  
Xu Hui z i  
X u  X i n  

L og i s t i cs Oeper tment 
D i rector Hong Xuezh i 

Pol i t i cal Deportment 
D i rec tor Yu O i u l i 

Servi ces • 
A i r  force 
Navy 
2nd Art i l l ery 

• Conmander 
liang H a i  
L i u  Huaq i ng  
He J i nheog 

M I L I TAR Y RE G I ONS 

s i r>C "  
P B m  cern 80/ 2 

85/ 5 
8S/ 5 

CCm 85/ 4 
cca 82/ 1 2  

. . . . 

80/ 4 

PBrn cern 82! 9 

CCm 85/ 7 
82/ 1 0  

CCIII 83/ 2 

S T A T£ P R E S ! D£1 1 1  

P res i dent 
V i c e - pr.,s i dent 

�A T I ONAL PEOP L E ' S _CONGR E S S ,  6 t h  
Ch r1  i nnsn 
V i c e - cha i rmen 

B a i nqen  E rden i 
Chen P i x i an 
Chu TU'\IIn 
Geng B i  ao 
Hu Juewen 
Huang Hue 
L i ao Hensheng 
Ngapo i Ngawang 
Peng Chong 

Sec retary Gene r a l  

80/ 9 
CCm 83/ 6 

86/ 4 
83! 6 
7'5! 1 
83/ 6 
83/ 6 

J i gme  65/ 1 
cern 80/ 9 

• • • • • S i nc e  
L i  X i ann i an 
U l anhu 

P8m CCm 83/ 6 
83/ 6 

. . . . . . . . . . . . . . 
Peng Zhen PBm CCm 83/ 6 

P.ong Y i ren 
Seyp i d i n  
liang Renzhong 
lle i Guoq i ng 
Xu Deheng 
Yan J i c i  
Y e  F e i  
Zhou Gucheng 
Zhu Xuehn 

liang Hanb i n  

83! 6 
CCm 54/ 1 0  
CCm 83/ 6 

7'51 1 
7'5! 1 
83/ 6 

CCm 83/ 6 
83/ 6 
8 1 / 1 2  

cern 83! 6 

Commande r s · · · · · · · • • • · • · • • • · · •  Pol i t .  Commi s s a r s  · • • · · ·  

SUPREME PEOPLE ' S  COURT 
Pres i dent : Zh eng T f anx i ang 
s i nce 83/ 6 

S i nce S i nce 
Bei j i ng 
Chengdu 
Gueng zhou 
J i nan 
L anzhou 
N an j i ng 
Shenyang 

Q i n  J i wei 
Fu Quanyou 
You hi zhong 
L i  J i u l ong  
Zhao X i anshlrl 
X i ang Shouzhi 
L i u J i ngsong 

PBa cern 80/ 1 
CCm 85/ 6 
cern 82! 1 1  
CCm 85/ 6 
cern 85/ 6 
cern 82/ 1 1 
CCm 85/ 6 

Yang B a i b i ng  85/ 6 
lien Ha i f eog CCm 82/ 1 1  
Zhang Zhongxi anCCa 85/ 6 
Ch i Haot i an CCm 85/ 6 
L i Xuanhua 85/ 6 
fu Ku i q i ng  CCm 85/ 6 
L i u  Zhenhua CCm 52/ 1 0  

SUPREME PEOPLE ' S  PROCURATORATE 
Ch i e f  Procura tor : Yang Y i chen 
s i nce 83/ 6 

ACADEMY OF SCI ENCES 
Pres ident : Zhou Guangz hao 
s i nce 87/ 1 

ACADEMY Of SOC I AL SCI ENCES 
Pres i dent :  Hu Sheng 

P R 0 V I N C E S 

P a r t y  Secretar i es 

. . .. .. .. .. .. .. .. .. ... .. .. . .. . . .. .. ..  - .. .. .. .. .. - .. S i nc e  
Anhu i L i  Gui x i an CCm 86/ 6 
B e i j i ng L i  X i m i ng  C Cm  64 /  6 
Fuj i an Chen Guangyi CCm 86/ 3 
Gansu Li Z i q i  C CAI  83 /  4 
Guangdong L i n  Ruo CCal 85/ 7 
Guangx i Chen Hui gueng CCIII 85/ 6 
Gui zhou Hu J i ntao CCIII 85/ 7 
Hebe i X i ng  Chongzh i CCm 85/ 5 
He i l ong j .  S lrl  lle i ben  CCIII 85! 1 1  
Henan Yang X i zong CCIII 85/ 5 
Hl.bei Guan Guang f u  CCIII 83! 4 
HU'\IIn Mao Zh i yong cc.. n1 6 
J i angsu Han Pe i x i n  CCIII 83 /  4 
J i angx i llan Shaofen( f )  CCIII 85/ 6 
J i l i n Gao D l  CCm 85/ 5 
L i aon i ng  Oua n  Shuren CCa 86/ 7 
NeiMongol Zhang Shuguang CCIII 86/ 3 
N i ngxi a L i  Xue zh i CCIII 79/ 5 
Q i ngh a i  Y i n  (e&heng C CIII 85/ 7 
Shaanx i B a i  J i n i an CCIII 64 / 1 0  
Shandong l i ang  But ing CCIII 85/ 6 
Shangha i Rui X i ngwen CCIII 85/ 6 
Sha nx i  L i  L l gong CCal 83/ 3 
S i chuan Yang Rl.da i  CCIII 80/ 6 
T i an j i n  N i  Zh i f u PBm CCno 64/ 1 0  
r i bet 1/u J i nghua CCM 85/ 6 
X i n j i ang Song Hanl i eng CCa 85/ 1 0  
Y\IY\en Pu Chaozhu CCIII 85/ 7 
Zhej l ang liang Fang CCIII 83/ 4 

Governors + 

.. .. .. .. .. .. .. .. .. .. . .. . .. . .. .. .  S i nce 
liang Yuzhao CCa 83/ 4 
Chen X i t ong CCm 83/ 3 
Hu P i ng  C Cal  83 /  4 
J i a  Zh i j i e 86/ 5 
Ye X� i ng  CCm 8 5 /  8 
lle i ChlllShU 83/ 4 
liang Zhaowen CCIII 83! 4 
X i e  F eng  CCno 86/ 5 
Hou J i e CCm 85/ 5 
He Zhukang CCno 83/ 4 
Guo Zhenq i an 86/ 5 
X i ong  Q i ngquan CCm 85/ 7 
Gu X i u l  i an( f )  CCIII 83/ 4 
1/u Guanzheng CCa 86/ 9 
Gao Oezhan CCa 85/ 6 
L I Changchlrl CCa 86/ 7 
Bu He CCIII 83/ 4 
H e i  Bol i CCa 83/ 4 
Song Rul x i ang 85/ 8 
Zhang Box i ng  86/ 1 2  
L l  Chang • an CCno 85/ 6 
J i ang  Zetnin CCM 85/ 7 
liang Serll ao CCM 83/ 4 
J i ang  M i nkuan CCal 85/ 5 
L i  Rui huan CCM 82/ 1 0  
Doje Cer i ng  85/ 1 2  
T 0111.1r 0 awama t CCm 85! 1 2  

H e  Zh i q i ang 85/ 8 
Xue Ju co. 83/ 4 

CCm; s i nc e 85/ 9 

Abbrevi a t i ons :  
PBm = Pol i t buro, member 
PBa Pol i tburo, a l terna t e  member 
CCm = Cent ral  Commi t t ee , member 
CCa = Cent r a l  Comte, a l t ern. member 

Ch a i rmen ,  Peopl ., • s  
Congresses 

· - - · - - · - - · - · · · · · ·  S i nce 
liang Guangyu CCal 85/ 3 
Zhao Pengfei 83/ 4 
Cheng Xu 85/ 1 0  
L i u B i ng  86/ 5 
Luo T i an· 83/ 4 
Can Gu 85/ 7 
Zhang Yuhuan 85/ 5 
Slrl Guozh i 85/ 6 
L i  J i anba i  85/ 5 
Zhang Shude 85/ 6 
Huang Zh i zhen CCM 86/ 5 
J i ao L i nyi CO. 85/ 7 
Chu J i ang 83/ 4 
liang Shufeng 85/ 7 
Zhao X l u  85/ 6 
Zhang Zhengde 83/ 4 
Batu Bagan CCa 83/ 4 
Ma O i ngn i an 80/ 1 
Song l i n  83 /  4 
Yen Ke llrl 83/ 4 
L l  Zhen 85/ 6 
Hu L i j i ao 8 1 /  4 
Ruan Bosheng 79/ 1 2  
He Haoju 85/ 5 
Zhang Za i wang CCIII 83/ 4 
Ngapoi NgawangJ i � / 4 
Amudun N i yaz 85/ 1 2  
L i  Gu i ying( f )  85/ 8 
L i  feogping 83/ 4 

Conmanders 
M i l . O i s t r . /Ga r r i son 
· · · · - · · · · · · · - ·  S i nc e  
L i  Yuanx i 85/ 1 1  
L i Zhongxuan 64/ 4 
Lu fux i ang 83/ 5 
7 
Zhang Juhui 
Li X i n l i ang 
liang Zheng 
Oong Xuel in 
Shao Zhao 
Zhan J i ngwu 
liang Shen 
J i ang J i n l i u ­
Zhen Shen 
liang Baot i an 
Chen X i ngyin 
7 

83! 5 
83! 6 
83! 7 
86! 9 
86/ 8 
83! 6 
85/ 9 
83! 6 
64/ 3 
64/ 3 
85/ 1 1  

Ca i Y i ng  8 1 / 1 1  
L l u  Xuej i 83/ 9 
X i e  ouanwei 83/ 6 
J i  T i ngbi 84 / 1 0  
L i u  Yude 83/ 7 
Ba Zhong t an 85/ 9 
Yu Hongl i CCa 86/ 1 
Zhang llenq i ng 83/ 7 
Zheng Guozhong 85/ 7 
J i ang Hongquan 85/ z• 
L i u  H a i q i ng  CCa85/ 8 
liang Zuxl.n 86/ 6 
L i  C i ng 85/ 1 2  

. . .. .. . . .. .. .. . . . .. .. . . . . .. .. . ..  - .. . .. . . . .. .. .. . .. .. . . .. . ..  - .. .. .. . .. . .. .. . .. .. . . .. .. .. .. .. . .. ... .. .. .. .. . .. .. . .. . . .. .. .. .. .. .. ..  · . .. .. .. . .. .. . . .. .. .. .. .. ... .. . .. . .. .. . .. .. .. ..  .. 

+ Governor& of Prov . , Cha i nften  of Auton. Reg i ons ,  Mayors of B e i j i ng ,  Shangh a i  and T i anj in.  
• CCa 



Key Persons in the Government 

DENG X I AOPING ( 8 2 ) , Cha i rman of the Mil i ta ry Comm i s s io n  of the Commun i s t  Pa r ty 
·of Ch i na , (C PC) Ce nt ral Comm i t tee 

Deng X i aoping was bo r n  in Guangan County , S ichuan Prov i ne� in 1 9 0 4 . He 
wen t to France unde r a wo r k -study prog r amme i n  1 9 2 0 . He j o ined the Ch inese 
Commun i s t  Youth League i n  1 9 2 2 ,  and became a member o f  te Commu n i s t  Pa r ty of 
Ch ina in 1 9 2 4 . He s t a r ted wor k ing fo r the Pa r ty dur ing h i s s tay in Fr ance and 

. wa s s e n t  to the Sov i e t  Union to s tudy in 1 9 2 6  • . . ; . · . 

H i s  pol i t ic a l  career began i n  19 2 7  and .took· pa r t  i n  the well -known 
2 5 , 0 0 0 - l i  Long Ma rc h . -

� Dur i ng the per iod of the War of Res i s tance aga i n s t  Japanese Ag ress ion 
( 1 9 3 7 -1 9 4 5 )  and the Libe r a t ion War ( 1 9 4 5 -1 9 4 9 ) , he held many impor tant pos t s  

· A f te r 1 9 4 9 ,  h i s  pol i t ical s t a t u r e  g r adually r o s e  u n t i l  he became Vice 
Prem i e r  of the S ta te Counc i l .  Du r i ng the Cu l tu r al Revolu t ion he wa s removed 
from powe r .  In 1 9 7 5  he was r e i n s ta ted as Vice Cha i rman of the CPC . He was 
aga i n  removed f rom powe r i n  1 9 7 6  and once aga i n  rehab i l i t ated a s  
Vice-Cha i rman , Vice Prem i e r  a nd Ch ief o f  S t a f f  of t h e  Army a f t e r  t h e  death of 
Mao Zedong . He is now the pa ramou n t  lead e r  o f  Ch i n a . 
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Key Persons in the Government 

LI X I AN N I AN ( 7 7 ) , P r e s ide n t  o f  the Poeple ' s  Re pu b l ic of Ch ina . 

He i s  f rom Hube i Prov i nce . He bac ame a membe r of the Commu n i s t  Pa r ty 

of Ch i n a  in 1 9 2 7 . He was Vice Ch a i rman o f  the CPC . He i s  a l so a membe r o f  

the Po l i t ic a l  Bu reau o f  CPC . 

PENG Z HEN ( 8 4 ) , Cha i rman o f  the S t a nd i ng Comm i t tee of the Nat ional Peopl e ' s  

Cong r e s s  ( N PC ) . 

Bo r n  i n  1 9 0 2  he i s  f rom S h a n x i  Prov i nc e . He j o i ned the Ch i nese 

Commu n i s t  You t h  League i n  1 9 2 3 . He became membe r o f  the Commu n i s t  Pa r ty o f  

Ch i n a  ( C PC )  t h e  s ame yea r . He i s  a l so a membe r o f  the Pol i t ic a l  Bu reau of the 

CPC Ce n t r a l  Comm i t tee . 

Z HAO Z I YANG ( 6 7 ) , P r ime M i n i s t e r  o f  the S t a t e  Cou nc i l  

Bo r n  i n  1 9 1 9  i n  Hu a x i a n  Cou nty , Hen a n  Prov i nce . He j o ined the 

Commu n i s t  You t h  Leag u e  in 1 9 3 2  a nd t h e  Commu n i s t  Pa r ty o f  Ch i na i n  1 9 3 8 .  
Du r i ng the Wa r o f  Re s i s tance Ag a i ns t  Japa n h e  s e r ved i n  seve r a l  impo r t a n t  

po s t s . 

A f t e r  L i b e r a t ion , he went to Gua ngdong Provi nce to lead the l a nd r e form 

i n  1 9 5 1 . La t e r , he se rved and r e p r e se n ted many prov i nc e s  i n  the Pa r ty Ce n t r a l  

Comm i ttee . B e f o r e  becom i ng P r ime M i n i s t e r  he s e r ved i n  va r ious impo r ta n t  

pos i t ions i n  the Pa r t y  Cent r a l  Comm i t tee . 

HUANG HUA ( 7 3 ) , Vice Cha i rman o f  the Sta ndong Comm i t tee o f  the Na t iona l 

Peop l e ' s  Cong re s s . 

Hu ang Hua was bo r n  i n  C i x i a n  County , He be i P r o v i nce , i n  1 91 3 ,  a nd 

j o ined the Ch i n e s e  Commu n i s t  Pa r ty i n  1 9 3 6 .  

W i th Com rade Zhou E n l a i ,  h e  a t t e nded t h e  Geneva Con f e r e nce i n  1 9 5 4  a nd 

the B a nd u ng Con f e r ence i n  1 9 5 5 ,  s e r v i ng a s  a d v i s o r  to and spokesma n  of the 

Ch i ne se d e leg a t ions . He was l a t e r  a depa r tme n t  d i rector i n  the M i n i s t ry o f  
For e ig n  A f f a i r s , t h e  Ch i n e s e  Amba ssador to Gha n a , Egypt and Canada , and 

Ch i n a ' s  Pe rmane nt Rep r e s e n t a t i ve to the U n i ted Nat ions . He wa s M i n i s te r o f  

Fo r e ig n  A f fa i r s  s i nce 1 9 7 6  a nd became Vice Ch a i rman o f  the S tand i ng Comm i t tee 
o f  the Nat ional People ' s  Cong r e s s  in 1 9 8 3 .  

I . . . -
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· · Key Persons in . the Government 

wu XUEQI AN ( 6 4 ) , St a t e  Counc i lor and Fo re ign M i n i s ter . 

He i s  f rom S hangha i a nd h e ld many i mpor tant posts in the Gove rnment 

� espec i a l ly i n  the Mi n i s t ry o f  For e ig n  Af fa i r s  pr ior to becom i ng M i n i s te r .  

Z HENG TUOB I N  ( 6 1 ) , Mi n� s t e r  fo r For e ign Econom ic Re lat ions a nd Trade . 

He i s  f rom Shanx i Prov ince . He j o i ned the Revolut ion i n  19 3 9 .  He 
g r aduated f rom the People ' s  Unive r s i ty of Ch i na i n  the e a r ly 19 50s . He knows 
the Ru s s i a n  language . He became Mi n i s t e r  i n  1 9 8 5 .  
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Brie f  for the S e cre tary-General ' s  visit to Mongoli a (14-17 May) 

UNDP ' s  Programme in Mongo l i a  

1 .  the UN Development System and Mongol ia; 

The Mongol ian People ' s  Republic joined the Uni t ed Nati ons in 1961 . 
S ince then it has become a member o f  all the maj o r  speciali zed agencies , and 
i t  part icipates act ively in the activities o f  the UN o rgani zat i ons concerned 
with development , which are its only source of deve lopment cooperat ion apar t  
from the Counci l  fo r Mutual Economic Assistance , which meets mo st o f  it s 
development cooperat ion requirements . Agreements covering UN technical 
assis tance , ass i stance from the UN S pecial Fund , OPAS , and the agreement 
covering the UNDP o ffice were signed in May 19 63 , January 1966 , January 1970 
and April 1972 r espect ively . These agreements were supers eded by the UNDP 
S t andard Bas i c  Ass i stance Agreement , which was si gned in S eptemb er 1976 . The 
office o f  th e WHO Programme Coordinator was opened in 1971 and the o ffice o f  
the UNDP Res ident Representat ive was opened in 1973 . These remain the only 
two UN o rgan i zations repre sented in Mongo l ia .  The UNDP Resident 
Representative serves as Resident Coordinato r  o f  the UN development sys t em ,  
working with the St ate Commi ttee for External E conomic Relations as his 
count erpart body in the Government . 

2 .  Bri e f  hi story o f  UNDP ' s  Cooperation; 

The UN Development System has ass isted Mongol i a  since 1968 . The first 
UNDP Country Programme for Mongolia covered the years 1972-7 6 , overlapping 
with the fi fth Na tional five-year plan ,  and was based on resources amount ing 
to $ 1 0  mi l l ion made avai lable from the Indicative Planning Figure ( I PF) for 
that peri od . The second and third Country Programmes ( 1977-81 and 1983-8 6 )  
were also based on an IPF o f  $ 1 0  mill i on. After the third country programme 
was prepared , however , and b ecause of the global reduction in UNDP re sources 
avai lable fo r p rogramming at that t ime , expenditure levels for Mongolia were 
established at 5 5  per cent of the I PF for the five year I PF cycle (1982-8 6 ) . 

3 .  Present status 

The IPF for Mongolia fo r the current cycle ( 1 98 7-9 1 )  is $5 . 94 million .  
Taking into account o f  carryover from the previous IPF cy cle , total UNDP 
resources avail able for the period amount to $ 6 . 074 million .  The current 
country p rogramme covers the years 1987-199 1 ,  and coinc ides wi th UNDP ' s  
current I PF cycle . I t  was approved by the Governing Council at its 33rd 
sess ion in June 198 6 . I t  overlaps with the country ' s  current five-year 
na tional development plan ( 1 9 8 6-90 ) .  By the end of the current Country 
Programme �n 19 9 1 ,  UNDP will have implemented approximately 130 proj ects in 
Mongoli a with a total value o f  around $ 5 6 . 1  million .  

I . . .  
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4 .  Main themes 

The obj ectives o f  the gove rnment ' s  development plan are to : 

Incr ease ag ricul tural product ion by increas ing the s i ze o f  the 
l ivestock herd and the volume o f  fodder production ;  

Further expand exploi tation o f  the country ' s  natural resour ces to 
provide the raw materials needed for accel erated indust r ial 
development ; and 

Apply modern s c i ent i fi c  and techni cal knowledge to increase 
p roduc tivity in indus t ry and agr i cultur e .  

In accordance wi th these obj ect ives the main themes o f  UNDP ass i s tance during 
the present count ry programme are : 

The development o f  appropriate forms o f  non-conventi onal energy so as 
to increase the productivity o f  animal husbandry , the main form o f  
agr i culture i n  the country . 

The explo i tation of domest i c  resources o f  pigments to improve the 
quality of raw materi als for the building indus t ry ,  and the 
ut i l i zat ion o f  animal by-p roducts and industrial was t e  mater i als to 
promo t e  further indus t r ial development . 

The development o t  research fac i l i t i es t o  promo t e  the appli cat i on o f  
biotechno logy to improve productivity i n  agri culture .  

There are at present nine UNDP proj ects under way , for whi ch budgets during 
the current I PF cycle amount to $325 , 000 . Planned rev i s i ons will add $30 1 , 000 
to this amount , and new proj ects a r e  be ing prepared whi ch w i l l  add $4 . 811 
million to approved budgets . 

5 • Trends in UNDP ' s programme 

The se ctoral dist ribut i on of UNDP resources in Mongolia has remained roughly 
unchanged s ince the first Country Programme . As in the first programme ,  
indus t ry i s  the mos t  s i gni fi cant secto r ,  presently planned to consume 38% o f  
UNDP resources during the Country Programme period ( compared with 29% i n  the 
first programme ) .  Agri culture consumes 14% of UNDP resources during the 
curr ent country programme , compared wi th 16% in the first programme . S c i ence 
and technology also account for approximat ely the s ame share of resources in 
the fourth country programme as in the f i rs t .. However , the ' social ' s.ectors 
(heal th , educat i on ,  and labour and employment ) do no t rece ive any assis tance · · . 
during the current country programme , whi l e  they rece ived 31% o f  UNDP · 

resources dur ing the first programme . This i s  be cause the Government 
cons iders that the country does no t require further technical cooperat i on from 
UNDP in these areas , s ince the ir needs are met from bilateral sources . The 
Gove rnment wishes UNDP cooperation to be ext ended only in areas in whi ch no 

bi lateral techni cal cooperat ion is available . 

I . . .  
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6. Government attitude to UNPP programme 

Relations between the UNDP office and the Government are good. UNDP 
assistance is given great importance by the Government, despite the small size 
of UNDP ' s  programme, because UNDP is the only source of technical cooperation 
available to Mongolia apart from the CMEA countries. There is some 
frustration in the Government at the small size of the IPF for Mongolia. This 
has been raised in the past by Mongolia's permanent mission to the UN .  The 
Government have been informed that it is difficult for UNDP's Governing 
Council to reconsider the IPF for Mongolia, since IPFs are calculated on the 
basis of standard criteria, principally the country's population and its per 
capita GNP (they also take into account certain special circumstances, amongst 
which a country ' s  land-locked status is the one most applicable to Mongolia). 

1 .  UN Development System Programmes other than UNDP : 

WHO provides the second largest source of UN development system technical 
cooperation apart from UNDP. Between 1978 and 1989, WHO will have funded 
projects from its Regular Programme amounting to $8.75 million. Current 
activities cover health planning and management, manpower development, 
environmental health, maternal and child health and disease prevention and 
control. 

UNFPA : The UN Fund for Population Activities is carrying out three proj ects 
in Mongolia, amounting to $2.1 million, in the areas of population data, 
setting up an integrated system of demographic statistics, and the 
strengthening of Maternal and Child Health and Family Planning Services. 

IAEA : The Regular Programme of the International Atomic Energy Agency for 
1986/87 amounts to approximately $180, 000, covering five projects in the areas 
of nuclear technology, spectrometry, plant mutation breeding, radiation 
protection, and radio-immunassay techniques for animal production. 

FAO : FAO's Technical Cooperation Programme is financing assistance 
amounting to $120, 000 in the field of embryo transfer. 

; 
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Struggle to control the future intensifies 

A year of 
By Robert Delfs in Peking 

U ncertainty about China's political future - and there­
fore the future of reform policies - has intensified in 
the weeks following the forced resignation of Hu 

Yaobang from his post as party general secretary in January. 
The campaign against "bourgeois liberalisation." 

launched in response to student demonstrations in De­
cember, has alarmed intellectuals. reformist leaders within 
the party and rural peasants. This is despite reassurances 
from Premier and new acting party General Secretary Zhao 
Ziyang and other leaders that the campaign will be limited to 
party members and will not be extended to rural areas. The 
full-scale mobilisation against "counter-revolutionary crimi­
nals" in Shanxi province suggests that in some areas, at least , 
the ideological campaign has already gone far beyond Zhao's 
limits. 

The larger questions raised by Hu's dismissal and 
the new campaign concern what these events mean 
in terms of further changes in the leadership 
structure and the consequences for China's 
policies of economic and political re­
form. 

This is a critical year. The 13th National 
Congress of the communist party is sche­
duled for October. That congress will elect 
a new central committee,  which will then 
immediately convene in its first plenary 
session and elect a new politburo, polit­
buro standing committee and secretariat .  
and may also name a central military 
commission .  

In fact , however, t h e  policy and per­
sonnel decisions to be announced at the 
13th congress will already have been 
made. The struggle and debates over , 
China's future are already under way in a 
political atmosphere that has been drasti- \ 
cally altered by the dismissal of Hu and the 
campaign against bourgeois liberalisa­
tion within the party. 

B a r r i n g  e x t r a o r d i n a r y  
changes. these bodies will 
remain in place for five 
years. The political 
c o m p o s i t i o n  o f  
m e m be rs h i p  i n  
the top party 
organs will thus 
be a crucial 
d e t e r m i n a n t  
o f  China's fu­
ture policies in 
the next half decade and in the 
years to follow. 

For the first time in a dec­
ade , divisions over political 
goals have erupted into a strug­
gle within China's leadership 
elite . For the most part carried out 
behind the scenes, the clash has 
been outwardly expressed in Hu's dis­
missal and the often confusing explo­
sions of harsh rhetoric attacking rightist 
tendencies and counter-revolutionaries 
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ec1s on 
- rhetoric which to many Chinese is a painful reminder of 
the two-line struggle of the Cultural Revolution.  

But a return to the leftism of the late 1960s and early 1970s 
is,  perhaps. the single outcome that can be confidently 
excluded. The current struggle is rather a split within a group 
of leaders who were , with few exceptions, victims of the Cul­
tural Revolution . Under Deng Xiaoping's leadership. they 
submerged their internal differences in an alliance against 
the Left, accepting or acquiescing to the need for some de­
gree of change in the management of the economy. 

On one side of this struggle are those this magazine arid 
others have caUed ''reformers" - advocates of continuing 
the economic reforms but also political reformers favouring 
restricting the scope of the party's control over everyday life 
and greater tolerance of intellectual diversity and dissent.  

On the other side of the struggle are 
those described as conservatives, pri-

marily defined by their commitment 
to an orthodox Leninist concept 

of the political role of the com­
munist pal ty, but many share 

also a preference for the Sta­
linist model of a planned com­

mand economy, such as 
China implemented in the 
early and mid- 1950s, and 

who thus take a restrictive 
view of economic reforms. 

Underlying the political 
conflict between reform 

and orthodoxy is a gen­
erational conflict that 

may, in retrospect, prove 
the most salient factor ex­

plaining the events of 1987 . 
Although many of China's 

ministerial-level state lead­
ers are relatively young, ul­
timate decision-making 

power in t he party still re­
mains in the hands of an 

elderly generation who re­
member the party's earliest 
days and are survivors of its 

long march to power. 
Prominent among this 

group are military lead­
ers who facilitated 
Deng's comeback in 
197 4 and again in  1977. 

and civilian state and 
party leaders who came 
back with him. These 

allies of Deng were re­
formers in the context of 
1977. but their deepest 

political convic­
tions now lead 

them to suspect or 
reject the changes 

l posed by the late 
1980s. 

In a political crisis, 



the formal structure of 
party decision-making 
breaks down, and the 
prior right of those who 
were present at the crea­
tion to speak and be 
heard in the councils of 
power, never entirely 
extinguished, becomes 
paramount. 

Of the 22 present 
members and alternate 
members of the polit­
buro , 14 are 70 or older. 
Five are in their 80s, in­
cluding Deng himself 
and the three most im­
portant conservative fig­
ures in the leadership ­
Peng Zhen (head of the 
National People's Con- i China's youth. 
gress [NPC) standing 
committee) , Chen Yun (first secretary of 
the party central disciplinary inspection 
commission) and state President Li 
Xiannian . The two most prominent con­
servative ideological spokesman after 
Peng - politburo member Hu Qiaomu 
and former party secretariat member 
Deng Liqun - are 75 and 72 respec­
tively. 

Retired and semi-retired elderly 
party and military leaders such as Bo 
Yibo and Gen .  Wang Zhen, both 79, and 
Gen. Song Renqiong, 83, have returned 

1 to the political stage in recent weeks as 
conservative spokesmen or supporters, 
and participated in the expanded polit­
buro meeting which resulted in Hu's res- 1 
ignation. 

Another group believed to have 
played a key role in the decision to oust 
Hu and crack down on political liberali­
sation, are the military leadership, most 

--�-�-�- --=-- ----==� .-
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It is impossible at this 
time to predict how 
China will change in the 
coming months or the 
magnitude of such 
changes. Conflicting 
rumours are heard each 
week, and widely di­
verging interpretations 
of events have been pre­
sented by respected ob­
servers of the Chinese 

' political scene. 
In the short term, at 

least, there is little 
doubt that the backlash 
will have profound ef­
fects on the composition 
of the party leadership 
selected by the next 

party congress. It is possible that Zhao 
will not be confirmed in his new post as 
acting party general secretary. 

The new state council premier, if one 
is selected at the NPC later this month, 
will probably be the current vice-premier 
and party secretariat member Li Peng, a 
Soviet-trained technocrat. Li is an ar­
ticulate leader with demonstrated man­
agerial competence, but he has never 
displayed a commitment to reform com­
parable to that of Zhao. More likely, the 
decision on a new premier may be put off 
until early 1988, conditional upon 
Zhao's confirmation as party general 
secretary. 

The renewed emphasis on orthodox 
ideology, political indoctrination and 
control of the media will not fade 

. lA -� quickly. Political reform, other than 
arch conservative. "" ideologically neutral steps in the course 

importantly the members of the party Central Military Com­
mission, headed by Deng himself. Most are 80 or older; the 
youngest, Yu Qiuli, is 73. 

of bureaucratic streamlining and cos­
metic changes, is a dead issue. The prospects for continuing 
domestic economic reforms which extend the scope of mar­
ket forces and restrict central planning have seriously deter­
iorated. Only 16 months ago this list of conservative elders would 

have been longer. Gen .  Xu Shiyou, Deng's protector in 1976, 
died in October 1985, at the age of 79. Marshalls Liu 
Bocheng and Y e Jianying died last October, and Gen .  Huang 
Kecheng in late December. ' 

This is the basis for the "last hurrah" theory. While 
the conservatives clearly have support, both principled 
and opportunistic, within the broader party ranks, none 

· The importance of the open-door policy, however, and 
China's need for continued access to foreign technology and 
capital, is apparently accepted by conservatives as well as re­
formers. But the uncertain political climate will tend to dis­
courage risk taking by foreign investors and Chinese bureau­
crats alike, and the campaign against bourgeois liberalisation 
may generate suspicion or fear of foreigners. 

The most serious consequences of all , of the visible leaders and spokesmen for 
the conservative backlash are younger than 
73. 

These are the men who built the revolu­
tion and survived its trials and struggles 
over more than half a century, and who see 
themselves, not without reason, as its guar­
dians. As such, their claim to authority, in 
extremis, is undeniable. But their aware­
ness of their own mortality is heightened 
each time they attend another funeral of a 
colleague-in-arms. 

They, more than anyone else, realise 
and fear that they represent the party's and 
China's past, not its future, and they know 
that this may be the last time the generation 
that made the revolution will exert a deci­
sive influence on the direction and shape of 
events in the years to come. 
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lt is true that, despite its excesses, the 
campaign against bourgeois liberalisation 
so far is in nci way comparable to the anti­
rightist campaign of the late 1950s, when 
thousands were killed and many thousands 
interned in labour camps, much less the 
horrors of the Cultural Revolution. 

But to young people in China today, a 
generation which has received unprecedent­
ed exposure to the outside world, the return 
of the rhetoric of those eras, the liturgical 
condemnation of rightists and counter­
revolutionaries, the purge of anti-party ele­
ments, is as bizarre as it is to outsiders. 

The party is torn between two conflicting 
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CHINA'87 
tendencies - one leading towards reform and liberalisation, 
the other seeking a return to classical Leninist orthodoxy. 
The exigencies of economic recovery and the sb�ed experi­
ence of victimisation by the Maoist Left made ir possible for 
these two tendencies to coexist for a decade. In a sense, Deng 
personified this contradiction between reform and or­
thodoxy. 

But now that these two submerged t�ndencies in the party 
have emerged into conflict, Deng l'lilhself has become a my­
stery. his role in recent events inexplicable . To some. Deng 
was and must still be the kingpin of the reformists . Was he 
forced to abandon Hu, or was this a shrewd tactical move? If 
so, can he still be in control? Others say Deng has now shown 
his true colours as the arch-conservative, the primary mover 
behind the campaign against bourgeois liberalisation. 

Deng was both. He was the bridge between the revolution­
ary values of the founding generation ,  who succeeded in mak­
ing China communist, and the performance-oriented goals of 
the next generation of leaders, typified by Zhao. whose job-it 
is to make communist China work. This Janus role was the 
key to Deng's leadership role in the past decade. 0 

Now you can advertise in Chinas 
first general business magazine . . .  

IB�lfti�!ifflm 
INTERNATIONAL BUSINESS AND MANAGEMENT 

A new monthly business magazine directed to 
25,000 business, trade and government officials 

. in the People :S Republic of China. 

International Business and Management will consist 
of articles translated into Chinese from Business 
Week, Business Week International and International 
Management, all McGraw-Hill publications. Ads will 
be translated into Chinese and inquiries into English 
- at no additional cost. 

For more information contact Maria McCabe 
(21 2) 5 1 2-4853 - Business Week I nternational, 
1 221 Avenue of the Americas, New York, NY 1 0020. 
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The conservative · 
chal lenge is 
deeply rooted 
By Robert Delfs in Peking 

l I 

N
early five years ago, in August 1 982, just days before 
the 12th party congress was scheduled to convene , the 
Jiefang Junbao (Liberation Army Daily) and the 

Shanghai lie fang Ribao (Liberation Daily) published an arti­
cle written by the People's Liberation Army's navy political 
department charging that some "responsible comrades" 
working in the fields of ideology, culture and the media had 
"supported bourgeois liberal points of view" and' criticised 
the party leadership for · ·  

having "failed t o  cor­
rect such errors soon 
enough. "  

This article was 
widely understood as a 
move by conservatives 
to pre-empt plans of 
party leader Deng 
Xiaoping and his allies 
to move the political 
focus of the party fur­
ther in the direction of 
economic and political 
reform at the congress 
through the appoint-· 
ment of younger and 
more liberal candidates 
to the central commit­
tee, politburo and sec­
retariat. 

The attack was not 
tolerated. Deng and his 
allies got most, though 
not all, of what they 
wanted at the 12th con­
gress, including the 
confirmation of Hu 
Yaobang as party gen­
eral secretary. No campaign against bourgeois liberalisation 
was launched. In September 1982, Wei Guoqing, director of 
the general political department of the PLA, was replaced by 
Yu Qiuli, and in October the head of the PLA navy; Ye Fei, 
also stepped down. 

Although mildly worded compared to the rhetoric against 
bourgeois liberalisation in recent weeks, the 1982 Jiefang 
Ribao article articulated precisely the charges that have 
dominated political life in China since mid-January, and 
brought about the forced resignation of Hu. 

Deng must have not only approved, but probably master­
minded the handling of the 1982 case and the removal of Wei 

· and Ye. Party and state leaders today insist that Deng himself 
is behind the campaign against bourgeois liberalisation, and 
that he was a primary force behind Hu's resignatiQn .• 

Deng's speeches from eight and nine years ago have been 
quoted to demonstrate his consistent concern with �he prob­
lem of deviation towards bourgeois liberalisation, and on 16 
February a Deng speech on democratic centra,li:sm was 
splashed across the front pages of all China's major national 
newspapers on 16 February - 25 years after it was delivered 
at an enlarged central committee work conference in January 

. 1962 (REVIEW, 26 Feb.) .  
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In late February, the texts of the first three central com­
mittee documents of 1987 were leaked to foreign journalists 
in Peking. The first of these consisted of Deng's remarks on 
the handling of student unrest at a meeting of party leaders, 
including Hu, on 30 December. 

Deng praised Polish party leaders' use of martial law to 
suppress the Solidarity movement and said that the battle to 
oppose bourgeois liberalisation must continue for at least 20 
years. "We cannot adopt Western ways (of democracy] , be­
cause if we do, it will mean chaos," he said. 

Deng also specifically criticised statements by Fang Lizhi 
and Wang Ruowang, two dissenting intellectuals who have 
since been expelled from the party, along with the People's 
Daily reporter Liu Binyan. Fang, Wang and Liu's collected 
articles and speeches have been used as primary material in 
st\}dy and self-criticism sessions on bourgeois liberalisation 
for party cadres, ironically bringing their work to a far 
broader readership than ever before. 

What is disconcerting is that the use of these speeches in­
creasingly appears to be consciously intended to deter specu­
lation that Deng may have been pressured into agreeing to 
Hu's dismissal and the launching of t he campaign. It may also 

[I p,..k:JMtt 
@Li Xlannlan- 1905 
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be an attempt to defend Deng from the charge that he , as well 
as Hu. has been soft on bourgeois liberalism . "In the battle 
against bourgeois liberalisation, I am the one who has spoken 
out the most, "  one of the party documents quotes Deng as 
saying last September. 

But Deng mescapably bears at least indirect responsibility 
for the implementation as well as the direction of policies as 
the party's pre-eminent leader for the past decade. Hu was 
Deng's personal choice as the successor to Hua Guofeng and 
is understood to have acted as point man on some of Deng's 
riskier policy initiatives, making it easier for Deng to step 
back from the fray and adopt his preferred role as mediator. 

Among the most frequently cited examples of Deng's long 
adherence to conservative values are his speeches at the time 
of the fifth central-committee plenum in February 1980, 
which championed the four baste principles (leadership of 
the party, Marxism-Leninism-Mao thought, democratic cen­
tralism and the socialist road) as fundamental party policy. 

But historians of the period generally agree that Deng at 
that time was under pressure from both the survivors of the 

Cultural Revolu­
tion Left and sup­
porters of Hua, 
who the Dengists 
had recently de­
posed, and from 
the elderly con­
servative but anti­
l e f t i s t  l e a d e r s  
whose s u p p o rt 
was a vital ele­
ment of the Deng­
ist coalition. 

----: 
®Tian Jiyun - 1929 ©LI Peng - 1929 

"D e n g  w a s  
forced to compro­
mise," according 
to China scholar 
Jur�en D o m e s, 
writmg in his 
book The Gov­
ernment and Poli­
tics of the PRC: A 
Time of Transi­
tion . "He agreed 
to curb the hu­
man-rights a n d  
democracy move­
ment, setting the 
four basic princi­
ples as the limits 
for all political 
and economic ac­
t i v i ty . . . [a n d] 
thus succeeded in 
securing the con­
tinuing support 
of military lead­
ers . . .  " 

L------1- - - - - - - - -
• • • • • • 

® Refonner 
© ConMrvettve 
@t..ftlet 
@ unitary 
(fl .... 

®OiaoShl - 1 924 ®Wan U - 1916 

©��1917 

®��.:=::.!�11121 
sr.a. CouneiUM 

®Fang Yl- 1916 

©2C..""!C::.� 
- 1920 

s-c .... ncllltH8: 
®Gu Mu - 1914 
®ZhangJingfu 

- 1 914 

_, 
®HuQIII - 1929 

@Deng Uqun-1915 
®H8a Jl..,xlu (F) 

- 1135 
®Wang Zhaoguo 

- 1 940  
®C'- Pixlan - 1t16 

- - - - - - - - -����� - - - - - - - - - - 11----' 
• • • • • •  

CPPCC NATIONAL CDIIII!Tl!E 
12.0361 -

• • • • • • 

ADVISORY COMMISSION 11110) 

@Bo Ylbo - 1908 
@Song Renqlong 

- 1 104  
@Wq Zhen - 1 908 

• • • • • • 

Dip. -.-o.n.. - -
®ZMng Alping - 1910 

Dip. S.C..-.. 8Hong Xuezhl - 1911 

8Nie Rongz'- - 1 889  
8Xu Xlangqlan - 1800 

• • • • • •  

Nor do Deng's 
hardline remarks 
as reported in the 
central-party do­
cuments leaked to 
Western journal­
ists mean he was 
not pressured by 
conservative lead­
ers this time as 
well.  His com­
ments on 30 De-

L� ...... � .............................. �::::::::::::::�::::::::::::::���� cember came only 
A£VIEWOIAGR.,. .., .,., r..,. five days after the 

FAA EASTERN ECONOMic REVIEW. ,g MARCH 'i r 59 

. I  I 

r 
l 



I I  

- �� ��� -�- . · - -�- . .  

CHINA '87 

end of the big�est, enlarged meeting of the Central Military 
Commission smce the late 1970s, a meeting that apparently 
concentrated on political issues. The student demonstrations 
in Shanghai and other cities earlier that month could have 
provided sufficient grounds for military leaders to demand 
changes in party leadership and the handling of ideological is­
sues. 

The conservatives had mounted a political challenge at an 
extraordinary national party conference in September 1985, 
which was highlighted by an attack by politburo standing­
committee member Chen Yun on economic corruption, fall­
ing grain production and lack of attention to party ideological 
and political work. 

But corruption, particularly as it focused on the mis­
behaviour of high officials' children, was a potentially 
dangerous issue to both camps. A high-level task force to 
handle corruption cases was formed in January, headed by 
politburo member and Vice-Premier Qiao Shi , and suc­
ce�ded in burying the issue (REVIEW, 29 May '86). 

Deng's remarks at that meeting also followed shortly after 
the first serious public statement on the student demonstra­
tions by conservatives. Remarks by Bo Yibo, Wang �hen 
and Song Renqiong- all vice-chairmen of the party's central 
advisory commission - politburo member Hu Qiaomu and 
party secretariat member Deng Liqun at a tea party were re­

"The people do not want to see a political movement," 
politburo member and party secretariat member Hu Qili told 
an Australian journalist last April, with no doubt unintended 

ported on TV on 27 December and ap­
peared in party newspapers the following 
day. For the first time they directly linked 
the demonstrations with the "trend of 
bourgeois liberalisation" and "advocacy of 
complete Westernisation" - two phrases 
that would be heard many times again in 
the following weeks. 

The current attack on party liberals is 
primarily intended to change the political 
balance of power in the run-up to the 13th 
National Party Congress, now scheduled 
for October. Better timed and organised 
than the abortive effort in September 1982, 
this assault has, so far, been extraordinari­
ly successful. 

Only a few months ago, the reformists 
appeared to have the upper hand, and 
many observers believed that younger and 
more liberal party leaders would join the 
central committee and politburo in Oc­
tober in unprecedented numbers, and that 
many of the superannuated party and mili­
tary veterans, who still dominate the upper 
reaches of decision-making, would finally 
retire . 

How the power structure works 
The 13th National Congress of the 

communist party in October wiD 
select a new central committee, which 
will then immediately convene its first 
plenary session and elect a new poUt· 
buro, politburo standing collllldttef:, 
secretariat and central military com­
mission, which would normaUy remain 
in place for fin years un.til the next 
party congress. 

These central party bodies, particu­
larly the politburo, are nonnaUy the 
core decision-making structures in the 
Chinese political system, the apex of a 
hierarchical organisation which ex­
tends to every government office, each 
military unit, every state-owned fac­
tory, schools and universities, all publi­
cations and media, mass organisations 
and to each rural commune. 

Deng Xiaoping, without doubt the 
pre-eminent party leader since his sec­
ond return from political disgrace in 
1977, has never been in a position to 
dictate policy without restriction. To 
win acceptance of his policies, Deag 
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and his allies, like political leaders in 
other systems, have had to forge a con­
sensus among the top circle of party 
leaders. 

In theory, decisions of the politburo 
or its standing committee - which on 
major issues are nonnaUy ratified by a 
plenary meeting of the full central com­
mittee - are the ultimate determinants 
of state policy and are binding upon aU 
party members. 

Politburq members both represent 
and lead external interest groups. AU 
but three of the politburo members and 
alternates bold key interlocking posts 
in the central party orpas, military 
forces and civilian bureaucracy. Of the 
five vice-premiers of the State Council, 
aU politburo members, four are also 
members of the 11-persoa party sec­
retariat, the nerve-ceatre and execu­
tive ann of the central committee. 

Implementing legislation and regu­
lations passed or issued by the National 
People's Congress and the State Coun­
cil come into being only after the 

policies have been detennin� by fhe 
party eentre. . • 

The secretariat, headed by tbe gtm.­
eral secretary, directs operational cJe­
partments through the eeatral coiDJIIit­
tee general office. The departments bt· 
elude proJ!aganda, organisation, inter­
national liaison, united froat and the 
publications People's D.ny, Ho�1qi (Red JiJ�) and the Gullllglllill1 Daily. 

Thns the decision to shift the focus 
from politics to economic construction 
after 10 years of predomiaaat leftism 
and embark on rural reforms was made 
at the third plenum of the 11th central 
committee in December 1978; ratifyiag 
the conclnsions of an earlier central 
work conference. The third plenum of 
the Uth central committee iD Octo* 
1984 extended the scope of comprehen-
sive reforms to urban industry. ' 

But the unique nature of tbe poliO. 
cal coalition that brouKht Denc back tO 
power in the late 1970s bas dictated .a 
departure from the theoretical pattenio. 
The two most importut elements .r 
this coalition were elderly conservative 
but anti-leftist leaders, ID8IIY with close> 
personal ties to Deng, and younger re;,; 

1 9  MARCH 1987 • FAR EASTERN ECONOMIC REVIEW 



irony. "A movement, like a storm which damages many 
houses, may create new unjust charges and verdicts which 
would later have to be reversed. "  

In addition, excessively high economic growth had been 
brought partly under control, export performance improved 
and there were indications that grain production would be 
better than the year before, if only marginally. 

By mid-1986, the conservatives appeared in retreat as the 
party liberals launched an unprecedented effort to extend the 
bounds of cultural freedom and free speech. Under the ban­
ner of the i l l-fated "hundred flowers" liberalisation of the 
late 1950s, newspapers and magazines published theoretical 
articles and commentaries that would have been unthinkable 
only a few months before and are unthinkable again today. 

The conservatives' objective has been to correct what 
they see as a dangerously liberal bias in the leadership of the 
party , one that they believe could lead to the destruction of 
the party as a ruling institution if allowed to proceed un­
checked. Their estimation of the breadth of support for 
democratic reforms within the. ranks of the party member­
ship and leaders exceeds that of most Western analysts. 

I 
n policy terms, their political victory is unlikely to result in 
the reversal of the reforms already in place, but rather is 
intended drastically to limit the scope of reform, particu­

larly political reforms which might weaken the principles or 
practice of party control. · 

The measure of their victory, and its most important and 
enduring consequences for the future, will be the effect on 
the 13th congress, particularly the selection of candidates for 
the central committee and other key party organs. 

"The line for the 13th congress is now clear," one Chinese 
official told the REVIEW. "And now the only thing is to solve 
the personnel issues."  In fact, the personnel issue was the 
only real issue from the beginning, and the new "line" means 
that it will be resolved in a very different manner from that 
originally envisioned by Deng Xiaoping and other reformist 
leaders. 

The campaign against bourgeois liberalisation will be con­
tinued at least through the 13th congress. Limiting the cam­
paign to party members has in no way compromised its pri-

-� -
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mary purpose .:._ cripplin� the promotion prospects of cadres 
who have supported pohtical liberalisation, press freedom, 
expressed sympathy for the demands of the students, or 
whose careers are closely tied to Hu Yaobang. 

Restricting the campaign in this way, moreover, may ac­
tually help in averting excesses affecting the general popula­
tion which could generate support for a counter-backlash . 
This, some conservatives beheve, was the primary tactical 
flaw in the abortive 1983 campaign against spiritual pollu­
tion, whieh focused excessively on ephemeral instances of 
Western influences in everyday life , such as long hair, l:iell­
bottom trousers and listening to Western music. 

The national and �rovincial press have devoted consider­
able space to reassunng non-party intellectuals in particular 
that this campaign will be limited. "I can tell you with com­
plete assurance that there is no change in the party policies on 
intellectuals and in the guideline of respecting knowledge 
and talent . . .  " Sichuan deputy party secretary Nie Ronggui 
told a forum on intellectuals in Chengdu. 

Reiterating the earlier statement by Premier and acting 
General Secretary Zhao Ziyang, Nie added that "the strug­
gle is limited strictly to within the party and will be conducted 
mainly in the political and ideological field. It will focus on 
resolving problems of fundamental political principle and 
orientation." But provincial leaders admit that there are "ap­
prehensions in the thinking of some cadres and members of 
the masses as regards reforms, opening up, and invigoration 

" 
Hebei provincial party committee secretary Xing 

Chongzhi, speaking at a meeting of county and township 
leaders, noted that "some rural households that have pur­
chased lorries now want to turn them over to the collective , 
others have put machinery purchased for new rural enter­
prises into storage and dismissed technicians hired to run it, 
while those who have raised capital to set up enterprises dare 
not set them up now." Such instances "reflect the fact that 
some of the masses are afraid of confusion and policy 
changes," Xing said. 

The most alarming indications have come from north-

formist administrators. These two were 
agreed that the Cultural Re-volution 
had been a disaster and many, like 
Deilg, had been purged in the period 
that the leftists were in power. 

'There was a rec:ognised need to re­
jliTenate the leadership and promote 

younger cadres on the one band. But 
some elder c:oauer"Yati-ves were unwil-
1� �o retire, and could not be forced, 
making it all the more important that 
Deng's doser allies of the same �aera­
tion also remained in positions of power. 

This led to the creation of the Ceo-

tral Ad-visory Commission (CAC) at 
the 12th party rongress in September 
1982, to pro-vide alternate posts for 
senior leaders. CAC members are al­
lowed to attend plenary sessions of tbe 
central committee in a non-voting ca­
pacity. Vice-chairmen and members of 
the CAC standing committee may simi­
larly attend politburo sessions at the 
discretion of the politburo. 

FAR EASTERN ECONOMIC REVIEW • 19 MARCH 1987 

Nearly a third of the members of tbe 
lltb central committee (tm-82) were 
transferred to the CAC at the Uth con· 
gress, but the new politburo eleded in 
1982 remained heamy weighted in 
favour of elderly leaders with an aver­
age age or 77. 

Senior CAC leaders, iiKiuc:l.iog 
former politburo and military-commis­
sion member Wang Zhen, former polit� 
buro alternate Bo Yibo and former 
party organisation departmeat head 
Song Reoqioog, have played a promi­
nent political role in rec:ent months and 
may have participated as full voting 
members in the enlarged politburo 
'meeting on 16 Jaaury that resulted in 
the resignation ofHn Yaobang. 

- Robeft Deffa 
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cal awareness and their spontaneity in struggling against 
counter-revolutionary activities ." 

western Shanxi {>rovince, where a full-scale campaign against 
counter-revolutionary crimes has been launched. "Enemy 
elements pose a very serious threat in some parts of the pro­
vince," deputy provincial party secretary Wang Jiangong 
told participants in a telephone conference of local party a.nd 
government leaders on 7 February. The meetin� warned that 
"if we relax the struggle against counter-revolutionary sabot­
age, the enemy will become more and more rabid." 

At the grassroots level orders haye·f· one out that "all fac­
tories, mines, enterprises and interna units must establish 
security and protection systems, put them on a sound basis 
and strengthen them. Security or�anisations in rural areas 
and neighborhoods must be consohdated, perfected and sys­
tematised . . .  party and government at all levels . . .  must im­
prove security, register visitors strictly, organise night patrols 
and so on . . .  they must block every loophole. "  

Shanxi is a poor province, with a complex political his­
. tory. The site of the communists most important wartime 

base area at Yenan, Shanxi was a "major disaster area" dur-
: ing the Cultural �evolution. "Leftist influences are rather 

profound, there is serious factionalism which has not been 
completely eliminated, and a few people still doubt the 
party's line, principles and policies since the third plenum of 
the 1 1th central committee regarding reform and opening up 
to the outside world,". a�ording to a report of an enlarged 
plenary session of���cial party committee broadcast 
on 20 January. • ' ·-

While the national campaign against bourgeois liberalisa­
tion is in theory limited to cadres and restricted to ideological 
and political work, the Shanxi counter-attack against 
counter-revolutionaries is not. Local leaders have been told 
that "cadre congresses, worker congresses and village con­
gresses in factories, mines, schools and rural areas must take 
action and genuinely mobilise the masses to take part in this · : 
struggle."  The National People's Congress standing-commit­
tee decision on stepping up legal education and preserving � 
unity and stability "must be conveyed to all the millions ofl 
households and everyone must know of it." This, the Shanxi 
leaders were told, will be helpful "in raising the masses politi· 

ECONOMY 

Major hurdles 
on the road to 
revital isation 

The Shanxi party meeting was held from 13-19 January, 
spanning the dismissal of Hu as party general secretary. It re­
ferred to a "small number of hostile elements" which have 
"frenziedly carried out counter-revolutionary sabotage ac­
tivities" in the province, attempted to link together 
"preachers of bourgeois liberalisation," "remnants of the 
Gan$ of Four" and other hostile elements, and also mentions 
speCial instructions from the centre on work in Shanxi. 

While it is unclear precisely what is meant by instances of 
counter-revolutionary sabotage , an earlier erovincial broad­
cast attacked "subversive activities of hostile elements who 
sneak in from abroad" and linked them to "reactionary ele­
ments who have incited students."  The rhetoric of these 
broadcasts suggests that the campaign against bourgeois 
liberalisation in Shanxi has been escalated into an all-out of­
fensive against counter-revolutionaries and has already gone 
well beyond the limits Zhao attempted to impose. 0 

ing supply to the changing demands of the market and the up­
grading of the transport and communications networks. 

In contrast to the "overheated" economy in 1985, when 
economic growth registered an overall increase of 12.3% , 
with industrial output rising by 18% , China's overall growth 
in 1986 moderated to 9.2°/� . Total in�ustrial output overshot 
the planned 8.8% and regtstered an mcrease of 1 1 . 1 %  over 
1986. (If the output of rural industry - which may be as high 
as Rmb 330 billion (US$86.66 billion] - is deducted, the in­
dustrial-growth rate is 9.2%.) 

But growth in the state sector declined from the previous 
year's 12.9% to 6.2% . Results from the collective sector are 
almost as bad- increases in output dropped from a 30.9% in 

By Ellen Salem In Hongkong 1985 to 16.7% last year. Only the indiVIdual and private sec-c. hina's 1986 economic indicators provide ample am- tors registered positive changes, with output up 60% over 
munition for the conservatives to attack the reformers, 1985. 
or the reverse , depending on one's perspective. Either Heavy-industrial production rose 9.6% . According to the 

excessive reliance on market forces or state planning could Ministry of Metallurgical Industry, China is expected to pro-
be made a scapegoat. Seen in the context of the Seventh Five� duce 51.5 million tons of steel in 1986, up 4.7% over 1985. As 
Year Plan, which set the goals for the Chinese economy for of 18 December, the iron and steel companies had met the 
1986-91 and the priorities set for 1986, China's economic in- steel-production quota of 50 million tons, thus making China 
dicators, as well as reforms initiated in the first year of the the fourth-largest steel producer after the Soviet Union, 
plan, point to a number of �� .... P'"",..-.w_. ... ..,....,... Japan and the US. 
severe fundamental problems While output of coal, iron, 
that must be addressed if China steel and non-ferrous metals 
is to realise the goals it has set �. (Growth by sector) showed marked gains as of 
for itself. November 1986, only 39 of the 

Early in 1986, Premier - Gross industrial country's 100 major industrial 
Zhao Ziyang outlined the key 25 • � output products had met their annual 
tasks for that year's economy 

• quotas. In. part, this is due to a 
as "consolidating, digesting, 20• State-owned decrease m energy consump-
supplementing and improving" .Collective tion. In the steel industry, for 
on reforms in place while pre- 15 •  example , output of key ent�r-
paring for further reforms in prises increased by 6.7% in tbe 
1987 and 1988. Judging from first eight months of 1986, but 
performance indicators, the 10• energy use increased by only 
Chinese economy needs far 2.8% .  
more than fine tuning for the 5 •  · As in 1985, the light-indus-
socialist market economy to trial sector registered the high-
work. Three areas are particu- 0• est growth, with an increase 
larly crucial:  the revitalisation of ·12.7% . According to the 
of the ailing state sector, match- Ministry of Light Industry, ex-
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ports from that sector (excluding textiles) will be the highest 
m the past three decades and are expected to total US$5 bil­
lion . 

While labour productivity and efficient use of inputs are 
said to be improving in the industrial sector, profits, taxes 
paid, production costs, use of working capital (despite exces­
sive working-capital loans) and inventory investment have 
fallen behind target. Much of this is due to the fact that sup­
ply does not match demand. Products t:tave not a�apted to 
changing consumption patterns and sales of many ttems are 
sluggish . Stockpiling is increasing, even as output is expand­
ing. This is most marked in the state firms, where total profit 
and taxes fell by 0. 2% . 

In addition, profitability is down in the light-industrial 
sector and in the textiles industry because of the higher prices 
that must be paid for agricultural and raw materials and 
changes in foreign-exchange rates, particularly the apprecia­
tion of the yen. 

Agricultural production grew at 3.5% , but grain produc­
tion only increased by 1 1 .99 million tonnes. With a total yield 
of 391 .09 million tonnes, grain production fell short of its 
targeted growth by 50%.  Output of cotton dropped by 
14.6%, while the oil-bearing crop fell by 
6.7% . f 

On the bright side, exports registered � significant gains, rising to US$30. 9 bit- j lion, up 13. 1% over the P.revious year, · 

while imports (US$42.9 btllion) only in­
creased by 1 .6% . As a result, Chma's 
trade deficit fell to US$1 1 .  97 billion, 
down from a record US$14 billion in 
1985. 

Despite China's intention to sell more 
light-industrial goods and electronic pro­
ducts abroad, their export value in 1986 
was about US$2.2 billion out of a total es­
timated US$5 billion. Nonetheless, this 
export value is the highest in the past 
three decades. Textiles - no longer 
under the administration of the Ministry 
of Light Industry - were the major ex­
port earner in the light-industrial sector, 
with a value of US$6.5 billion . 

The pace of investment in capital con­
struction has slowed considerably, but it 
is still far too high. According to the State Statistics Bureau, 
investment in fixed assets totalled Rmb 296.7 billion, 16.7% · 

more than in 1985, but below 1985's 38.7% increase over 
1984 . 

In 1986, state-owned enterprises invested more than Rmb 
60 billion in projects, allegedly for technical renovation, ex­
ceeding the state plan by more than Rmb 18. billion. Of that 
amount, some Rmb 10 billion was used to finance the build­
ing of hotels, restaurants and other no.n-productive projects. 

A
t present, more thl;ln 100,000 projects are under con­
struction , far beyond the number that can be accom­
modated by the state's economic and managerial 

capabilities. The result, according to Chinese economists, 
has been prolonged construction projects, less than antici­
pated investment returns and loss of some key energy and 
transport projects. It has also had negative effects on the gov­
ernment's overall control of the economy, structural reform 
and steady economic development. 

Also outpacing targeted growth in 1986 were wages of 
Chinese workers which averaged Rmb 1 ,332, 8.4% higher 
than in 1985 after price adjustments. Total pay, which in­
cludes subsidies for meat and other non-staple foods reached 
Rmb 166 billion , bringing the total rate of increase to 12.2%, 
exceeding the rate of increase for economic growth. 

Despite overall gains in productivity, the state budget will 
see a deficit of several billion renminbi in 1986, following a 

64 

surplus of Rmb 2.� billion in the previous year. As a result of 
lower profits , the mterest and taxes paid by state enterprises 
decreased 1 .4% in the first 10 months ofthe year. Tax arrears 
rose to a record high of Rmb 4 billion at the end of October. 
This has been accompanied by a rise in spending which has 
not been compensated for by the rise in non-tax revenues. In 
addition, foreign-trade losses (oil and subsidies for grain and 
other agricultural products) have put pressure on the budget . 

The major reforms in the second half of 1986 give a clear 
indication that compromise was already the name of the 
game last year, particularly in terms of the key areas of re­
form stipulated in the Seventh Five-Year Plan. The plan calls 
for: · 

.,. The transformation of large- and medium-sized enter­
prises into socialist commodity producers that assume sole 
responsibility for their balance-sheets. 
.,. The further development of a commodity economy, the 
initiation and development of capital markets and labour 
markets and the gradual establishment of an open-market 
system . 
... The introduction and implementation of the management­
responsibility system, thus replacing direct state control of 
enterprises with a system of indirect control. 

As a first step in making enterprises responsible for their 

profits and losses, a provisional bankruptcy law which pro­
vides for the liquidation of unprofitable state enterprises was 
approved for trial implementation in December. However, 
actual implementation of the law -which is a watered-down 
version of the draft prepared under the guidance of the 
reformers -is to be postponed until the enactment of the en­
terprise law, which will establish the ownership and liability 
of enterprises. 

Progress was made in tenns of the development of capital 
markets and was highlighted by the opening of a stockmarket 
in Shanghai. Provinces and major cities issued bonds to raise 
funds for capital construction and a joint-stockholding sys-
tem was implemented on a trial basis. . . . 

Continued efforts were made to wtpe out the. tron nee­
bowl and the number of contract labourers reached 5 . 18 mil­
lion, or about 4% of the total workforce, by end-1986. In an 
attempt to reduce the drain on the state budget by money­
losing enterprises, some 2,900 small state-owned firms had 
been either leased or contracted out as of the end ofthe year. 
About half of these firms reported an increase of a�proxi­
mately 20% in production and profits over 1985 . Pekt�g.set 
up a labour market which could become a model for stmtlar 
innovations on a nationwide basis. 

Although the use of price levers to govern the consump­
tion of consumer goods was on the increase, poor distribu­
tion networks continued to be one of the major impediments· 
to the development of a market economy. Whether the deci-
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sion made late in Decembt:r, reportedly at the insistence of 
the ·conservatives, to stabilise the prices of major consumer 
items through 1987 is a harbinger of things to come, remains 
to, be seen. Plans are now on the books to initiate major re­
fQrms in the pricing of capital goods this year. 

; The management-responsibility system was put in place in 
some 23,000 of the 54,000 state-owned industrial enterprises 
in 1986. The final version of this system (all major reforms 
ane first implemented on a trial basis) as announced in 
January is yet another compromise. The regulations stipu­
late that the factory director- and not, as was previously the 
case, the secretary of the factory's unit of the Chinese Com­
munist Party- is the sole director and legal representative of 
the enterpnse and has the responsibility for the production, 
management and administration of the enterprise . 

But his authority could be constrained and possibly nul­
lified by the powers now vested in the factory units of the All­
China Federation of Unions, which may review the enter­
prise's plans and make decisions on punishments, including 
dismissal , as well as incentives for individual workers and di­
rectors. 

Fundamental to the successful implementation of the five­
year plan is a genuine diminution of state control. Last year 
saw an increase in those sectors of the economy operating 
largely outside of the constraints of that control . However, 
both the bankruptcy law and the management-responsibility 
system strengthen the ultimate authority of the state , while 
increasing the fiscal and managerial responsibility of enter­
prise management. 

At this juncture, the extent to which state control will be 
increased is not clear. Conflicting signals abound. In agricul­
tural reforms, for example, both market forces and more 
stringent state management will be used simultaneously .  In­
diVidual state enterprises have just been given the right to set 
.their own pay scales, provided the total wage bill does not ex­
ceed the overall quota set by the state . Budgetary constraints 
will probably result in an increase of unprofitable firms being 
leased or contracted to individuals or cooperatives, thus 
lessening the control of the state over an increasingly impor­
ta't sector of the economy. 

Rhetoric aside, however, nothing has happened to date 
that indicates that China is about to embark upon an abrupt 
change in its economic policies. Controversial reforms, 
though, may well be postponed until the party congress in 
September. 

Judging from statements by Chinese authorities, 1987 will 
be a year of austerity while attempts are made to address 
some of the fundamental problems now facing the Chinese 
economy. According to Chinese Vice-Premier Tian Jiyun, 
"the task for economic work this year boils down to a drive to 
increase enterprises' economic performance, reduce non­
key projects and non-production related expenditures and 
concentrate on key projects. "  Speaking at the same confer­
ence, Minister of Fmance Wang Bingqian called for an in­
crease in cost efficiency , a reduction in material consumption 
and a speeding up in the circulation of funds. 

Emphasis will be placed on increasing grain l?roduction 
and energy output, the promotion of product quahty, the up­
grading of raw-materials production based on the growth of 
steel output, the construction of transportation and com­
munication facilities, the expansion of export trade and 
tourism, scientific research and the improvement of living 
standards, particularly in the poor areas. 
� . For the longer term, it matters little if China's leadership 

puts reforms, such as the further development of the stock­
market;on hold.' Indeed, given the level of development of 
China's economy at present, one wonders if stockmarkets 
a:re truly appropriate now. However, the economy could ulti­
mately �tagnate if the policymakers decide that it is possible 
to invigorate the economy while closing the door to mtellec­
tual activity in the name of adhering to the "four principles" 
- leadership of the party, socialism, dictatorship of the pro­
letariat and the primacy of Marxism-Leninism and Mao 
Zedong·thought. 1J 
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FOREIGN RELATIONS 

Sino-US l inks are 
sol id desp,ite 
occasional storms 
By Robert Delfs In  Peking 

A 
decade and

. 

a half after the signing of the Shanghai-Com­
munique marking the first step in normalisation of Sino­
US relations, they have reached what US diplomats 

describe as an impressive breadth, solidity and sturdiness. 
''During the past 15 years we have weathered political 

earthquakes and tremors in China and America ," US Am­
bassador Winston Lord said at a reception commemorating 
the communique, "yet the successive leaders of both our na­
tions, who have profoundly disa�reed among themselves on 
other issues, have all seen it m the national interest to 
strengthen Sino-American relations." 

Two-way trade reached US$7.3 billion last year (more 
than two-and-a-half times total Sino-Soviet trade) ,  according 
to Chinese customs statistics, which do not include re-exports 
through Hongkong, and the US is China's third most impor­
tant trading partner after Japan and Hongkong. 

In addition to trade and cultural ties, the militarv relation­
ship between the two countries has also deepened, with a his­
toric port call by US warships to Qingdao last November, ex­
tensive mutual visits by military staff, a US$550 million sale 
of radar and avionics for the Chinese F8 fighter signed last 
year, and more radio and radar equipment expected to be 
sold this year. 

Analysts agree the events of early 1987 - Hu Yaobang's 
forced resignation as party general secretary and the launch­
ing of a domestic campaign against "bourgeois liberalisation" 
- do not appear to threaten these ties, which are based 
primarily on geopolitical considerations and mutual interest, 
as it is termed by the Chinese. There is general agreement 
among leaders of both sides of the current political struggle in 
China of the continuing need for technology and financial as­
sistance from the West. 

China's foreign-policy establishment, primarily liberal in 
orientation , and the more conservative military leaders both 
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tend to see the expansion of the Soviet Union's influence and 
power over the past decade as the most salient geopolitical 
development for Asia and the world. Looking ahead, 
Chinese leaders tend to see their northern neighbour as the 
competitor which poses th-e most serious potential threats to 
China in the next century, a consideration which underscores 
the importance of continuing US-China ties. . 

But China's recent political upheaval will inevitably affect 
certain dimensions of the Sino-US relationship. For the US, 
the resurgence of more orthodox Ma�st forces within the 
leadership brings into question assumptions about China and 
its reforms that are part of the psychological underpinning of 
Washington's pro-China position . 

The gradual and continuing advance of of economic re­
forms in China in the decade of Deng Xiaoping's leadership 
and what appeared to be steady movement towards signifi­
cant political reforms, have made it possible for a strongly 
anti-communist US Government to view China as fun­
damentally different from its pri­
mary global antagonist , the 
Soviet Union, and its client­
states around the world. 

As long as internal change in 
China continued in a liberalising 
direction, it was possible to ima­
gine this process continuing inde­
finitely, and that its ultimate re­
sult could be a society whose eco­
nomic and even political system 
approximated to the open and 
pluralist societies of the West. 

Regardless of whether these 
assumptions were realistic or not, 
they have been shared by a broad 
spectrum of the political elite in 
the US and other Western coun­
tries, and contributed to a gener­
ally sympathetic understanding 
of China. To the extent that re­
cent events in China undermine 
those assumptions, the political � 
consensus behind pro-China 
policies may be weakened. 

At the least, rightwing politi-
cal forces in the US leadership who 
never accepted the theory of a 
liberalising China in the first place , 
will be less restrained in criticising 
China's shortcomings in the areas of 
human rights and political freedom, 
and will be able to take a stronger line 
on Taiwan as well as on trade and 
other bilateral issues which have been 
continuing sources of friction - but 
not fundamental disagreement - be­
tween Peking and Washington. 

Sen. Jesse Helms, a rigid anti-com­
munist, has objected for years to 
China's penetration of US clothing 
and textiles markets, and now the 
ranking minority member of the Se­
nate Foreign Relations Committee has 
introduced two resolutions in the US 
Congress. 

The first, citing arrests of demon­
strators in Shanghai, the purge of Liu 
Binyan and Wang Ruowang from the 
party and the demotion of a former 
party propaganda chief, calls for the 
"current urgent situation on human 
rights in the People's Republic of 
China to be placed on the agenda of 
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the UN Human Rights Commission now meeting in Geneva. "  
The second resolution calls for the expulsion of a Chinese 

reporter in response to the expulsion of Agence France Presse 
reporter Lawrence MacDonald earlier this year and New 
York Times reporter John Burns in 1986, and directs the sec­
retary of state to inform Chinese authorities that the US 
would be "forced to consider the US-PRC Cultural Agree­
ment rsi�ned in 1979) as null and void" in the event of any fu­
ture Chmese expuls1on of an American journalist or jour­
nalist workin� for a US news organisation. 

On the Chmese side, the conservative swing may also lead 
to a cooling of enthusiasm for closer Sino-US ties. _The 
hardline conservatives, who have recently become much 
more politically prominent, tend to be more xenophobic and 
suspicious of Western countries than the reformists. 

Some of the key conservative leaders, including politburo 
member Chen Yun , head of the standing committee of the 
National People's Congress Peng Zhen, as well as ideologists 
Hu Qiaomu and Deng Liqun, rarely meet visiting US politi­
cal leaders or the Western press. 

More troubling is the fact that 
the campaign against bourgeois 
liberalisation is specifically 
targeted against Western con­
cepts of democracy and political 
freedom , and prominent targets 
of the campaign , such as former 
university vice-president Fang 
Lizhi, are accused of advocating 
"comprehensive Westernisation." 

Student demonstrations Last 
December, which triggered the 
downfall of Hu Yaobang and the 
launching of the campaign, refer­
red explicitly, if occasionally im­
precisely, to American-style poli­
tical freedoms. 

Deng Xiaoping, in the year's 
first central-committee docu­
ment, pointedly rejected t,h.e 
applicability of such freedoms to 
China, criticising the "tripod"­
style separation of powers of the 
US Governmen• as the same as 
"three different governments." 
A letter raisins questions about 

Hu's dismissal, s1gned by several 
hundred Chinese students in the US 
has been the only public protest 
by Chinese over recent events to 
date. 

C
hina's conservatives thus view 
the US as the international 
fountainhead of bourgeois 

liberalisation , and believe that 
the greater exposure to the US 
is related to what they regard 
as alarming ideological slackness 
among youth and particularly intellec-
tuals. · 

For this reason, an important 
theme in the anti-bourgeois liberalisa� 
tion propaganda has been to explain 
differences between the standard of 
living in China and the US in terms of 
historical factors, rather than dif­
ferent political systems. The 1Chinese 
media has recently taken pains to 
point out shortcomings and {>roblems 
m US society and the US political sy�­
tem. 

Thus, the People's Daily on 20 
January described how the economio 
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status of Blacks has deteriorated in the past decade, based on 
a study by the US National Urban Coalition. However, this 
story, as well as other reports on sensitive areas such as 
tra� protectionism, was quite factual and objectively pre­
sented. 

The official Chinese Government line continues to stress 
overall stability of Sino-US relations, though reiterating that 
problems remain, most importantly the question of Taiwan. 

1 China insists that the US could do more to encourage the 
nationalist government to agree to talks with the mainland, 
lc;ading to eventual reunification . The possibility that the US 
would consider exercising such a mediating role , or that 
T!liwan would respond,  appears more far-fetched than ever 
in the light of China's new ideological campaign. 

One positive note is the evident determination on both 
siqes to minimise the fall-out (rom the campaign and Hu's 
dismissal on bilateral relations. Chinese leaders have stress­
ed that the reform policies, including the open door, will con­
tinue. They have also studiously avoided directly linking 
bourgeois liberalisation to cultural influences from any par­
tici.darly forei�n country. Cultural relations between the two 
countries, wh1ch would seem an obvious potential target of 
the current campaign, remain normal and unaffected, US of­
ficials say. 

·, If China's tilt towards orthodoxy poses potential prob­
lems for Sino-US relations, it does not follow that any benefit 
will accrue to the other corner of the triangle , the Soviet 
Union, despite efforts by the Soviets to improve relations. 

Chinese officials express considerable scepticism about 
the. Soviet Union's peace offensive towards China, most im­
pqrtantly Soviet leader Mikhail Gorbachov's speech at Vla­
diVostok last July. Gorbachov announced in his speech the 
p�i:tial withdrawal of troops from Afghanistan and Mon­
golia, and said Moscow was prepared to discuss "commensu­
rate lowering of the level of land forces". in the Far East with 
Cl\ina. 

Gorbachov also offered a concession on the two coun­
tries' long-standing border dispute , suggesting that the de­
mirrcation along the Amur river could pass along the main 
ship channel, and ot'fered assistance to China in building the 
Xinjiang railway linking Urumqi with Soviet Kazakhstan . 
The Soviet concession on the Amur contributed to the re­
sumption of border talks between the two countries. 

The first round of border talks, held in Moscow in Feb­
ruary, apparently did not result in significant progress, how­
ever, and Chinese officials reject any suggestion that there 
has been a significant improvement in Sino-Soviet relations. 

The six Soviet regiments removed from Afghanistan are 
not even one-twelfth of total forces, and the one division out 
of eight removed from Mongolia means little, Foreign Minis­
ter Wu Xueqian told a reporter from West German TV in 
late February. 

Even ' if there were significant Soviet movement in these 
two areas, Wu continued, the problem of Vietnam's occupa­
tion of Cambodia remains unsolved and is still the most im­
pdrtant of the three obstacles to improved Sino-Soviet rela­
tions. · 

Chinese leaders are also concerned about the Soviet 
Union's growing influence and presence in North Korea, 
though officials insist that bilateral ties remain strong, and 
tactfully refuse to criticise the Kim dynasty's blatant cult of 
ptrsonality and unorthodox theory of Marxist succession. 
B:ut relations with Pyongyang have suffered to some extent 
due to gtowing trade and other indirect contacts between Pe­
king and Seoul , while Soviet political and military links with 
the North appear to be on the rise. · 

There has been no response to the rumours, attributed to 
East European sources, that Gorbachov has extended an in­
vitation to Premier Zhao Ziyang to stop off in Moscow in 
June during his trip to five East European countries. Soviet 
sources; perhaps wary of a snub. deny that any direct invita­
tion has beer:t issued, but note that an invitation extended to 
Zhao last year to visit the Soviet Union by Soviet Deputy 
Foreign Mmister Igor Rogachev, is still alive. 0 
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JAPAN/CHINA 

Sanity returns 
after . the big 
buying "Spree 
By Charles Smith in Tokyo 

After what one trader calls the "crazy year" of 1985, 
sanity returned to Japan-China business relations in 
1986, though at some cost to Japan's share of China's 

global trade . 
According to Japanese customs-clearance figures. 

Japan's surplus on bilateral trade fell from the 1986 figure of 
nearly US$6 billion (described as unacceptably high by no 
less a person than Deng Xiaoping) to US$4.2 billion , reflect­
ing a steep 18% fall in exports (to US$9.9 billion),  partially 
offset by a 12% fall in imports (to US$5. 7 billion). 

China's Central Statistics Bureau, now regarded as the 
most reliable of several conflicting sources on the nation's 
foreign trade , puts the deficit with Japan considerably 
higher, at US$7.67 billion, almost certainly because of the in­
clusion of goods transshipped via Hongkong in the Japanese 
export figures. However, the bureau at least agrees with 
Japan's Ministry of International Trade and Industry (Miti) 
that the 1986 trade gar was significantly smaller than in 1985. 

Officials in China s �inistry of Foreign Economic Rela-

A leading British journalist probes 
China's political evolution and search 
for nationat wealth and power in-
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tions and Trade are said to have described the general trend 
of China-Japan trade in 1986 as "healthy," in sharp contrast 
to the bitter comments made a year earlier. This clearly does 
not mean that China accepts the current level of defiett with 
Japan as something that can be continued for the indefinite 
future. Japanese sources claim, though, that China regards 
"a certain level" of deficit as reasonable, given China's status 
as a developing nation, dependent for its growth on imports 
of large amounts of capital equipment. Another reason for 
China's change of mood could be the expectation that higher 
oil prices will further reduce Japan's surplus on bilateral 
trade during 1987. 

The shrinkage in exports that was the main feature of 1986 
trade with China, left Japan with a 28% share of China's 
global imports as compared with the 33% stake achieved in 
1985. But Japanese traders refuse to see this as a result of dis­
crimination by Peking. Rather, according to Masaharu 
Hishida, a China specialist at the Japan External Trade Or­
ganisation, the change reflects China's policy of severely cut­
ting back on imports of non-essential consumer goods. 

In 1985 when China opened its doors to massive imports 
of cars, TV sets and other electronic consumer goods, Japan 
took the lion's share of orders. In the following year, the im-

position of severe import controls cut Japan's car exports by 
92% and its TV exports by 86% . Sharply falling sales of 
finished products, though , were offset to some extent by in­
creas_ed shipments of parts as Chi�se factory managers 
struggled to keep production lines workmg. 

Thus, Japan shipped 33% more refrigerator components 
to China in 1986 than in the previous year while selling 70% 
fewer refrigerators. Similarly, parts for washing machines 
rose by 50%, while shipments of finished machines fellJ2r._ 80%. 

- � ...:....... 0 n the export side of the trade account, analysts in 
Tokyo point to the collapse of oil and oil-product 
prices as the only significant reason for the shrinkage 

of Japanese purchases. Oil accounts for rou�hly half of 
Japan's imports from China (though for only 25 Yo of China's 
global exports), but falling prices cut US$1 .2  billion off the 
value of oil imports in 1986, easily exceeding an increase of 
US$500 million in other exports. 

In addition to collapsing oil prices, China had to cope with 
weak markets in 1986 for nearly all the primary commodities 
it sells to Japan, but in most cases sharply increased shipment 
volumes made up for declines in value. Sales of raw cotton to 
Japan, for example, were up by 8% in value during the year, 
but by 45% in volume, indicating a steep fall in price per ton. 

Japan's imports from China are expected to recover 
somewhat in 1 ?86 if oil prices remain in the current range of 
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US$18-20 per barrel. But few if any analysts see much chance 
of a revival in exports. China's policy, according to one 
source, is to step up imports from a given trading partner only 
after the country concerned has increased its purchases of 
China's products, not at the same time. 

Analysts also point to China's tight foreign-exchange po­
sition as reason for caution with regard to imports. Peking's 
foreign-exchange reserves in September 1986 stood at 
US$10.37 billion, down from the mid- 1984 peak of US$ 17 
billion, but analysts point out that only US$2.2 billion of this 
total were held by the state. The remaining US$8 . 1  billion 
worth were attributed to the Bank of China. 

Apart from doubts about China's ability to finance a new 
round of imports from Japan, Tokyo analysts feel that politi­
cal developments may dictate caution towards foreign-trade 
partners for some time to come , even if there is to be no re­
versal of the "open-door" economic policy. 

The dismissal of Hu Yaobang as general secretary of the 
Chinese Communist Party on 16 January was followed by a 
rash of announcements of plant and capital-goods import 
contracts involving Japanese suppliers. But China watchers 
suspect that the contract signatures may have been deliber­
ately speeded up to reassure Japanese businessmen about 
events in China. Contacts between smaller Chinese import­
ers and · medium-sized Japanese suppliers appear to have 

been stalled since mid-January, owing to doubts on both 
sides about future developments in Peking. 

Japanese investment m China in the form of joint ven­
tures with Chinese partners shrank to almost half the 1985 
level in 1986, as China's increasingly stringent demands for 
the earning of foreign exchange by foreign-manufacturing 
enterprises deterred companies from going ahead with pro­
jects. In the current year, most observers expect this situa­
tion to continue, but Miti - once distinctly cool towards 
China's requests for more investment - does at least appear 
to have taken the problem to heart. Among measures to en­
courage Japanese mvestment, the ministry is said to be think­
ing of establishing a joint-investment promotion entity which 
could lend Japanese aid funds to small companies establish­
ing ventures in China. 

Miti's plan to include China in its Specified Trade Com­
modity Export Programme , which provides special assist­
ance to export industries in developing countries , is another 
sign that Japan at least pays lip service to the idea of helping 
China solve its foreign-trade problems. Despite this; China 
specialists in Tokyo feel it may take years for China to offer 
the kinds of export products to Japan that are now available 
from some of the Asian newly industrialised countries . Pro­
moting economic relations with China is seen as a problem 
for the long term - despite the brief flowering which made 
China Japan's second largest trade partner in 1985 . 0 
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Reforms could 
lose momentum 
in power shift 

CHINA'87 
cal basis of much of the recent criticisms of the economy. In­
dustrial output expanded 1 1 . 1% in constant-value terms, 
reaching a total of Rmb 1 , 1 15.7 billion (US$301.5 billion), 
slightly higher than the target rate of 8.8% , but a welcome 
cooling-off after the 18% increase of 1985, and China was 
able to rebuild stockpiles of some key raw materials that had 
been in short supply. Investment in fixed assets, though still 
higher than desired, was substantially brought under control, 
increasing by 16.7% versus 38.7% in 1985 and 35% in 1984. 

One cost of the slowdown, however - and the most ur­
gent problem facing China's economic planners this year -

By Robert Delfs in Peking was a general decline in profits and mushrooming numbers of 

U 
rban industrial reform in China stands at a cross- loss-making state enterprises. Total profits and taxes remit-
roads, poised between retreating back to primary ted to the state by state-owned industrial firms slid down 
reliance on Stalinist mandatory planning or nsky ad- 0.2% in real terms to Rmb 1 19.3 billion. This has led to a sen-

vance into fuller use of indirect market-based macro-econo- ous squeeze on the state budget, which ran a deficit of several 
mic controls. billion renminbi last year. In 1985, the growth in profit and 

Since late 1984, when the party central committee tax revenues had been more than 14% . 
adopted its revolutionary "decision" on urban reform, the At the National Economic Work Conference in January, 
debate over reforms has focused primarily on practical prob- reformist supporters of Premier and acting Party General 
lems of how and at what pace to expand the scope of market Secretary Zhao Ziyang were able to ward off what looked 
forces and incentives in the economy. But with the dismissal like a radical step back from the commitment to reform. The 
of Hu Yaobang from the post of party general secretary in reformers remain on the political defensive and this situation 
January and the accompanying shift in the balance of J?OWer will probably continue at least through the National People's 
within the party towards orthodox ideology, the question of Congress session scheduled for late March , where Zhao is ex-
defining the ultimate pected to make a report 
goals of reform has on the nation's economic 
once again been reopen- and social development. 
ed. The challenge to cur-

The conservatives can- rent economic policies 
not at this time openly at- posed by conservatives is 
tack current policies. probably not intended to 
Economic reform and achieve a complete rever-
opening up to the outside sal of economic reforms 
world were adopted as already in place, nor is 
the official policy of there any support for the 
the communist party. Ac- leftist hyper-collectivist 
cording to the doctrine decentralism of the Great 
of democratic centralism, Leap Forward and the 
no - party member can Cultural Revolution , 
openly oppose party deci- though some critics would 
sions, and the conserva- prefer that the role of cen-
tive wing of the party tral planning be restor-
is least likely to chal- ed to something similar 
Ien�e this doctrine. But to the Stalinist model 
criticism can be express- of a command economy 
ed indirectly, through Huang Hus: tor plain Jiving. •• that prevailed in the 
euphemism and by ex-'------------------------------' 1950s. The conservative 
plaiting ambiguities in the wording of the key reform docu- opposition appears united, however, in its concern that the 
ments. ultimate result of further comprehensive reform could be 

Party leaders, particularly conservatives, have recently an economy that is no longer, by their standards, social-
taken a more critical stance towards the economy, particu- ist. 
I arty excessively high Ievets of output growth and investment, In the current ideological campaign, "bourgeois Iiberali-
and slogans emphasising the virtues of "plain living and ardu- sation" has been defined not only as opposing or negating the 
ous struggle" have become prominent in the party-controlled leadership of the party, but also in terms of ne�ating social-
press. ism and attempting to divert China from the soaalist road to-

The first signs of this were evident only a few days after wards capitalism . 
Hu's dismissal at a meeting of members of the National Peo- To say that reforms work in strictly pragmatic terms has 
pie's Congress standing committee to deliberate reports by not been enough so far. They must also be socialist , and the 
the state planning commission and Ministry of Finance. "We reformist leadership under Deng Xiaoping has to date sue-
must pay attention to the planned part of the planned-com- cessfully been able to justify the reforms ideologically by re-
modity economy, follow objective economic laws and not defining the concept of socialism as an intermediate stage to 
make a huge hue and cry ," said committee vice-chairman communism. 
Huang Hua. The key element in this has been the argument that com-

" We cannot totally negate mandatory planning and par- modity production (that is, the production of goods for mar-
ticularly we cannot negate all of the planned economy itself," ket) remains the primary economic mode even during the 
said standing committee member Xu Dixin, an adviser to the socialist stage. It is enough, say the reformists, -that the state 
Chinese Academy of Social Sciences. "It is unrealistic to pro- sector retains a dominant role in the industrial economy and 
mote high consumption and one-sided to say that high con- that land ownership, though not necessarily operational con-
sumption can promote production" (REVIEW, 29 Jan.). trol , remains in collective hands. 

Ironically, 1986 was a very healthy year for the Chinese The real threat to further reforms posed by this campaign 
economy in many respects, a fact which underlines the politi- is that the conservatives will succeed in re-narrowing the def-
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inition of socialism, or make a convincing case that further 
reforms will threaten the dominant role of the state-owned 
sector. Particularly sensitive issues are changes in the owner­
ship structure of state-owned enterprises and further reduc­
tion of the scope of mandatory planning. 

The fact that the Western press and other observers have 
also tended to interpret the reforms as a turning towards 
capitalism - dismissmg the reformists insistence that China 
remains generically a socialist economy - is one measure of 
the potential strength of the conservative position at a time of 
leadership instability and the resurgent stress on ideolo�y. 

Structurally, since the 1984 central committee dectsion, 
China has already become what Chinese economists describe 
as a dual economy, in which elements of a planned and mar­

in value . terms, also about half the 1985 rate . Collec­
tive growth was led by rural industry, which expanded by 
28.5% . Individually operated industrial enterprises grew 
even faster, with output value up 60.6% by value, but 
still accounts for less than 1% of total industrial-.output 
value. , 

The experience of last year suggests that collectives have 
continued to outperform the state sector even under £Ondi­
tions of declining overall economic growth, constriction of 
credit and shortage of raw materials. When such constraints 
are removed, the collectives tend to rebound faster and 
farther than the state-owned enterprises. 

The collective sector now includes a well-defined strata 
of enterprises operating almost exclusively under quasir 
market conditions, consisting of rural collective indus-

ket economy coexist side-by-side. , 
But in some respects, reform has 
already gone much further in 
China than it has in East European 
countries. (o/o change over previous year) 

tries as well as collective and pri­
vate transport and commerce , 
both urban and rural. Under all 
conditions collectives appear more 
efficient in utilising investment 
funds and responding to botb natUr 
raJ and artificial shifts and disru¢­
tions in market conditions. ..; 

Last year's 1 1 %  rise in indus­
trial-output value conceals signifi­
cant differences in performance 
among the ownership sectors that 
make up China's mixed economy, 
differences which are alarming to 
conservative elements in the 
leadership which fear over-exten­
sion of the reforms. State-owned 
enterprises, accounting for about 
70% of total industrial-output 
value, grew by only 6.2% last year, 
down by half from 1985. 

Collectively owned enterprises, 
representing about 30% of total 
industrial output, gained 16.7% 
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In addition, many enterprises 
in the state-owned sector as, well 
operate simultaneously in two dif· 
ferent modes, with part of .their 
production governed by mattdat­
ory plans using raw and inter­
mediate materials obtained 
through state allocation anq the 
rest consisting of market produc. 
tion using materials purchased 
outside the plan. .>i 

The number of commodities 
subject to unified allocation by the 

Output cools off after 
unwelcome growth of 1 985 

rate of eDe�"gy-inteDSive heavy inddstry 
and eaergy savings through installadon 
of more eflkieat equipment at most 
new plants and some older factories. 

Coal production stagnated, remain­
ina at the 870 million-tonne level, alter 

,several years of rapid gaias in wfllkb 
China overtook · the US aad Soviet 
Union to become the world's bigest 
producer. Output of smaDer locally 
operated and coDectively owned coal 
mines, which accouat for nearly half of 
China's output and geaeraled most of 
the incre1111es in the mid-1980s, dediaed 
slightly as demand and the price .t dlar­
ket coal softened duriag .the lintluM of 
1986. Coal stocks were report� up 
7.4% last November, coapared to the 
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I ndustrial output expanded 11.1% in 
constant-value terms in 1986, reach­

ing a total of Rmb 1,115.7 billion 
(US$301.5 billion), sliptJy higher than 
the target !!'ate of 8.8°7o but a welcome 
cooling off after the 18% increase of 
1985 . 

Light industry grew faster than 
bea:z industry, with. output value up 
12.7 Yo versus 9.6%, reOecting in part 
the fast-�fowing collective sector's a1: 
most exclusive concentration on light­
industry products. Lildat industry's 
share of total industrial-output value 
recovered to 47.4% . 

The combination of stress on in­
creasing the output of key raw materi­
als and the slow-down in industrial out­
put in the first half of last year, bas par­tially restored depleted stocks of com­
modities that bad been in chronic short· 
age during the boom. 

Steel output climbed 11.2% to 52.1 
millioa toaaes, a remartuable jump, 
and rolled-steel output rose 9.8% to 
40.5 million tonnes, about the same 
rate of increase as in 1985. China was 

thus able to bring steel imports uder 
control, after a trade-balance �r­
ing rise of more than 61% in 1985. Steel 
purchases, almost entirely from Japan, 
were reduced by 6.6% last year to 
about 18 million tonoes. November 
stocks were reportedly up nearly 20% 
from a year before and spol cbecb with 
individual enterprises indicate that 
prices and availability of steel sold on 
markets bad returned to reasonable 
levels by May 1986, tlaou&b certain 
categories of speciality and doy steels 
remain in short supply. . 

Generated electric power, still a 
critical constraint on industry ia China, 
rose 8.5% to 445.5 billion kWJr.. New 
power-generating capability confiaued. 
to grow rapidly, totalling 7.12 million 
kW, up 26.5% over 1985 and Slo/o' over 
1984. 

Although the growth in geaerated 
electric power was slightly less tlaaa the 
proportional rise in industrial-output 
value, the electricity squeeze did not get 
any worse last year and may have im­
proved slightly, due to the lower growth 

year before. tt. 
Although . China is the wod�'s 

largest producer of cement, it bas been 
in short supply in recent years due. te 
the boom m constnlction. Outputdn­
creased 10.7% to 161.6 miiUoD toues, · 

foUowing an 18.6% increase a year M­
fore. November stods were reportadly 
up 4.6% over 1985. � 

Production of motor vehicles cbdp­ped 15.6% to 369,000, tractors •by 
nearly a quarter to 34,000 and tDKhine· 
tools output slid by 5% - all reftecting 
slipping big-ticket purchases as the 
1984-85 growth boom subsided. Sbip-

19 MARCH 1987 • FAR EASTERN ECONOMIC RMW 



state has declined from 256 to only 23 as of 1986. Of those 
commodities subject to allocation by the state , the propor­
tion of total production .actually allocated by the state using 
fixed prices is surprisinf,IY low ...-- in 1985 only 50"/o of coal, 
57"/o of rolled steel, 31 Yo of timber and 20"/o of cement, ac­
cording to a study by Zhao Renwei, a Chinese Academy of 
Social Sciences economist, published in the journal Jingji 
Yanji11. (Economic Research) last-September. 

' ·  "It is impossible to abandon the original system just like 
that," Zhao concedes. But the increase in the volume.of in­
dustrial materials traded at floating or negotiated prices has 
made life more complex for state enterprises which operate 
in both the {'lanned and market sectors. The existence of two 
different pnces for the same goods has provided obvious in­
centives for diversion of goods from the planned sector to the 
market, and makes it difficult or impossible for enterprises to 
compete on an equal footing under uniform market conditions. 

There are four possibilities for the future, according to 
Zhao: 
.. Switching back to centralisation and the old system. 
.. Maintaining the current situation, keeping the dual econo­
mic system as it is, with remedial measures to reduce friction 
between its planned and market components. 
.. Bringing the dual system to a rapid end through a swift 
transition to a primarily market-based system using indirect 
macro-economic controls. 
.. Treating the dual system as a stage in a gradual transition 
from the old system to the new . 

. The first option, according to Zhao, cannot be ex­
cluded - it is the simplest and easiest for the state to ope­
rate , whereas operating under dual and interlocking market 
and planning systems is the most difficult and complex. Some 
of the techniques adopted to slow down economic growth last 
year constituted a return to reliance on the old system of 
mandatory controls, though this "should be kept within the 
bounds of necessity and not abused just because it is easy to 
carry out." 

. . 

CHINA '87 

In view of the difficulties of excessively high invest­
ment and growth rates encountered in 1984 and 1985 , Zhao 
believes that advocates of rapid transition may have under­
estimated the costs to be paid in the course of economic re­
form in the absence of mature mechanisms or macro-economic 
control. 

The third option, of gradual transition to full reliance on in­
direct macro-economic controls under essentially market con­
ditions, probably now represents the preferred choice of most of 
those leaders who have here been referred to as the reformers. 

Concretely, this would require a cammitment to 
thorough-going implementation of the factory-director re­
sponsibility system, substantial reforms in finance and bank­
ing, a political consensus on modifying the ownership struc­
ture of state-owned enterprises, plus a commitment to steady 
progress in price reform, though the implementation of these 
measures could be spread out over a number of years, or 
even a decade. The prospects that this programme will be un­
ambiguously endorsed at the party congress (now scheduled 
for October this year), however, have declined dramatically 
in the past few weeks. 

Zhao's second option - sustaining approximately the 
current mix of planning and market forces as a goal in it­
self, rather than viewing it as a transitional stage - is no­
body's ideal choice. But this course can be defended in 
terms of the 1984 compromise position on socialism as a 
"planned-commodity economy," and may be acceptable to 
those in the party leadership who seek to retain as much of 
the old planning system as 1s consistent with high economic 
performance . 

In the current political climate, an agreement that the eco­
nomic system be maintained in its current form may be the 
most that the reformist forces can hope to achieve between 
now and the upcomin� party congress. But once the momen­
tum Of reform is lost, It may be years before it is regained. 0 

building feU 30.7% to 1.54 exports is cbanging. Manufac-
million dwt. turedJoods may have ac· 

Sulfuri� acid is vital in �ount for nearly two-thirds 
making syuthetic fertilisers as . of China's total exports by 
well as other basic: induatrial value last year, up from just 
processes. China - short of over half in 1� and only 
sulfur deposits - does not 45% in 1984. 
make enough. Produdioo Consumer durables show-rose 11 o/o to 7.5 million ton· ed lower and even negative 
nes+ but this was not enough rates of growth, a sharp �on-
foa:; full reeovery from the trast to 1984 and 1985. TV pro-
18.2% drOf in 1985. duction fell 13.l"'o to 14.5 mil-

Production of nitrogenous lion sets, and oolour sets were 
fedi.liser had fallen 5.7% in down 4.9%, versus increases 
1985 to 11.8 millioa tonnes, of 61.6% and 206% res�-
and the more �ritic:al phos- tively in 1985. Household 
pbate fertiliser ·dropped washing ma�bines were stable 
28.3% to 1.8 million tonnes, at 9 million sets and produ� 
exacerbating �ritic:al short· tion of household refrigerators 
ages in the first half of 1986 1 jumped 54.8% to 1.4 million, 
that oontributed to disap- '----------------------___) after a 1S4% �rease in 1985. 
pointing agriwltural gains last year. 12.1% to 3.96 millioa tonnes and eot- While, to an extent, these manges 
Fertiliser-produmon figures were ton clotla by 7.8% to 15.8 billion m. may represent a �onsolidation in the 
omitted from the State Statistical Textiles and dotlaing have become consumer-durable market and wt­
Bureau annual report this year, but China's most important export pro- backs by less eftkient or low-quality 
monthly output fipres indicate that duds with the eolfapse of the crude-oil producers, much of the decline was due 
phosphate production r�overed from marltet - in 1986 cotton-doth exports to the shortage of �irrulating atpital 
Mar�h onward and total production is rose 23% to about l_biiUon ...Z, cotton• in the first quarter of 1986, which hit 
estimated to have reacheCl l.S million fibre I8Jes climbed 47.6% to ll8,709 hardest enterprises whkh bad ex· 
tonnes. up 36%. Nitrogenous-fertiliser tOIRl411J and clothing expom were up panded most quicldy in 1984-85, but 
produmon in�ased by 2% . 43% tty •atue to more tlwl US$2.3 bil- did not in most � disc:riminate be-

a Amo.aa light-industrial productS, lion. ( i ' : ... .., i . ••··...•• ...
...... 

.
· ·. tween efficient and inefficient produ�-

eottoa-yarn production increased AB a � theltnldureofOW.'s ers. - Robert Delfs 
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CHINA'S? 

STATE SECTOR 

Reforms urgently 
needed to 
avert decl ine 
By Ellen Salem In Hongkong 

U 
nless effective reforms are put in place over the next 
several years, the state-owned sector could become 
China's albatross. Last year, that sector's growth, 

which accounts for about 70% of industrial output, fell to 
6.2% . While the 12.9% growth registered in 1985 was too 
high, 1986's results are below target and are the lowest since 
1981,  when economic readjustment had a recessionary im­
pact , as it did in the first half of 1986. 

Also, as in 1981 , the state budget 
suffered a deficit in 1986. In both 
years, the deficit primarily was at­
tributable to a fall in the profits of 
the state sector. Some 17% of all en­
terprises are now operating in the 
red and losses in the first half of 
1986 totalled about Rmb 2 billion 
(US$537 .34 million), compared with 
1985 full  year's losses of Rmb 2. 7 bil­
lion . 

Much of this loss was caused by 
poor sales. According to a survey 
cor.ducted by the Economic Daily, 
an official Chinese-language news­
paper published in Peking, about 
Rmb 40 billion had been tied up in 
stockpiling in large- and medium-
sized state-owned enterprises. The .....,.., """"' ___ _ 
problem of excess inventory was particularly severe in the 
heavy industrial sector, where stockpiling in the first three 
quarters of the year was 40 . 1 %  over the beginning of the 
year. Stockpiled rubber products increased by 82% and 
metal goods by 55.3% 

In the state-owned light-industrial 
sector, excess inventory had increased 
by 30.6% by the end of the third quar­
ter. Stockpiles of consumer electronics 
were up 76.4% , while unsold consumer 
durables - except for refrigerators 
- registered increases ranging from 50-
200% . 

Part of the malaise of the state sector is 
due to factors intrinsic in China's still­
evolving transformation into a socialist 
market economy. But the way it is cur­
rently organised and administered, the 
state sector can only slow down China's 
development if that development is to be 
in accord with the goals set by the Seventh 
Five-Year Plan. 

The problem of supply not meeting 
changing and increasingly sophisticated 
demands is not unique to the state-owned 
sector , though it is more pronounced 
there. State-owned enterprises' reactions 
to market forces are constrained by the 
dictates of central planning. Technologi­
cal innovation, for example , is not in step 
with China's overall development. 
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According to Sun Shuyi, the deputy chief economist of the 
State Economic Commission, in 1985 the output value of new 
products accounted for only 7% of total production, a failure 
he attributes to the paucity of research and development 
(R&D) facilities. At present, only 27% of the country's 
large- and medium-sized firms have R&D departments, and 
many of these are inadequately funded, he said. Increased 
state efforts to promote and support integration of industrial 
enterprises and scientific research institutes are planned for 
this year when 10% of China's governmental research insti­
tutes will be merged with enterprises. 

Cao Jairui, formerly deputy director of the import of tech­
nology department in the Ministry of Foreign Economic Re­
lations and Trade (Mofert), believes that poor state planning 
is an important contributing factor to lagging technological il)­
novation. Marco-economic management has yet to find com­
mon ground with the micro-economics of the market. In an 
article published in Hongkong in the journal of the Amer:icaJl 
Chamber of Commerce, Cao notes: "All plans to import tech­
nology are planned, approved and governed by regulations. 
Yet when these plans are carried out, they tum out to l?e no 

different from a planless mess."  
Poor plans, poor communica�io*� 

intra-departmental rivalries and pro­
vincial protectionism are worsened­
by layer upon layer of local , provin-' 
cial and national authorities that 
supervise state-owned enterprises. 
Lack of coordination aside, admini-l 
stration is expensive. 

In Harbin, one of 10 cities that 
have cut back on the number of ad­
ministrative companies (depart­
ments which liaise between factories 
and various government bureaux), 
enterprises reported a 65% cut in 
management expenses. Similar cut­
backs have been initiated in Shang­
hai. In the absence of many adminis­
trative bureaux, enterprises now 
have more freedom to decide how 
their goods will be produced and 
marketed. 

Nonetheless, problems of overstaffing and overlapping 
still exist in most enterprises. According to the Economic 
Daily: "The problem of overstaffing involves too many peo­
ple in non-production positions, and not having enough for· 

production-related jobs." In the Peking 
Crane Factory 22% ofthe 3,200 workers are 
cadres and in a Shanghai computer factory 
cadres account for 41 .9% of the workforce. 

Overal l ,  it is estimated that surplus 
personnel account for about 15-20% of 
the total workforce in state enterprises, 
presumably without dealing with the 
problem of cadres. Based on that esti­
mate, some 10-12 million people will 
need to seek new employment between 
1987 and 1990. 

While the contract-labour system has 
been put in place with the ultimate aim of 
addressing not only the problem of the 
"iron ricebowl" but labour mobility as 
well , a number of issues must be ironed 
out if the state sector is to rationalise its 
labour force in the near future . Expan­
sion of the contract-labour systetn 
beyond its present 4% of the total work­
force is difficult given the lack of a labour 
market and unemployment insurance, 
plus the present policy of restricted 
labour mobility. These factors· limit the 
factory director's ability to hire and fire in 
accord with the needs of his enterprise. 
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Adding to the high cost of the state sector is that a high 
proportion of funds earmarked for productive investment 
appears to have been frittered away on parties ,  dinners, un­
earned bonuses and guanxi or connections. In Shanghai, for 
example, 40% of investment in fixed assets is said to have 
been spent on banquets and the like. It is unclear, however, 
whether unjustifiable extravagance is truly on the rise. 

l Overall, the percentage or non-productive investment -
which usually refers to housin§, schools, health facilities, 
h!Jtels, etc. -stands at about 40 Yo of the total. Indeed, given 
tl\e current political climate , one cannot help wondering 
whether Shanghai's alleged excesses are merely being used as 
an el!lcuse for closer supervision. 

· As state enterprises have gained limited autonomy, there 
has been a tendency for local units to invest in much-needed 
but non-productive fixed assets such as housing. In many 
localities, the party secretary will ignore the dictates of pro­
vincial and central authorities should they be counter to what 
he perceives as the interests of his work unit. 

' In sum, the state sector is inefficient, overstaffed and 
over-cossetted. If there is any message in this year's econo­
mic ·Indicators it is that those sectors of the economy that 
must - in the Chinese context - fend for themselves are the 
most.productive. 

l 

- � - - - -

CHI NAt'S'? 
Some moves to tum the situation around have already 

been made. Approximately 29,000 small - and unprofitable 
- state-owned firms have been leased or contracted out. A 
factory-manager responsibility system has been put in place 
in 43% of all state enterprises. But apart from the constraints 
placed on managers by the powers vested in the workers' 
congresses . they themselves still form an integral part of the 
state system in terms of much of its funding, plans and quotas. 

In effect, until the enterprise and bankruptcy laws are im­
plemented, state enterprises are in a sort of jurisdictional and 
administrative limbo. In addition. failure to enact an enter­
prise law makes it impossible to proceed on anything other 
than a provisional bas1s with the proposed joint-shareholding 
system. This system if unfettered could go a long way in terms 
of transforming individual units into rehttively autonomous 
productive units. 

Even given the present political climate . it is foolhardy to 
say that reforms in this direction will be put on hold or even 
abandoned. Revitalisation of the state sector is a priority of 
the central government, but one must doubt that the mea­
sures taken to date - including the lure of increased wages 
and bonuses - are sufficient to reverse the present trend. 0 
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f you're travelling to Guangzhou you can't be more 
conveniently located than at the China Hotel. It's 

--- Immediately opposite the Guangzhou Foreign Trade 
Centre, just five minutes from the Guangzhou Railway Station, 
twelve minutes from the airport and only twenty five minutes 
from the Guangzhou/Hong Kong Ferry Pier. When you arrive in 
Guangzhou whether it be by air, rail or sea you'll be met by a 
hotel representative and you'll travel to the hotel in the air 
conditioned comfort of one of the hotel's Mercedes Benz 
limousines. 
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Seeking higher 
yields from 
fewer fields 

were largely ineffective in supplying proper inputs to farm­
ers. As a result, grain yields stagnated at 1985's depressed 
levels and despite an increase in grain area, grain production · 

showed only a modest 2% increase, less than half its targeted 
growth. 

This year will be critical for agricultural policy in China. It 
is apparent from announced measures that policy will, for the 
most part, continue to rely on market forces to achieve the 
desired mix of agricultural output. In 1987, grain production 
will be more profitable than last year. The state will further 
reduce the purchasing quotas set in state contracts, increase 
the procurement price for rice and maize, §,ive farmers an ad­
vance payment, or interest-free loan, of20 Yo when grain con­
tracts are signed, and provide 60 kg of fertiliser and 30 kg of 
diesel oil at subsidised prices to farmers who contract to grow 
grain.  The soil is the mother of mankind and it will furnish him life 

and the material basis for happiness and comfort if he does not 
make too strong demands upon it. 

(Geography of the Soils of China, Thorp, 1936) 

Much concern and critical comment has centred on the in­
creasing preference of farmers to grow more profitable cash 
crops, presumably at the expense of producing grain for sale 
to the state. Declining grain area is repeatedly cited by con· 

By Stephen Dowdle in Hongkong servatives to imply a "spiritual pollution" of farmers. It 

T he grain harvest in 1986 was China's second largest in should be noted, however, that the same forces which led to 
history, yet due to a growing awareness that future diversification of China's agriculture also led to record grain 
growth in grain production will be more difficult to harvests, despite declining grain area. The dismantling of the 

secure than many had realised, there was little opportunity people's communes and the return to family farming,, 
for self-congratulation. Concern over grain production, a coupled with vastly improved supplies of inputs resulted· in 
highly sensitive issue in China, has prompted public debates impressive gains in yields. 
over agricultural policies, incentives and inputs, and the de- From 1979-84, the area sown to grain shrunk by more than 
dining quantity and quality of agricultural land. 6 million ha, yet grain production increased by 22.6% due to 

During the period 1978-84, grain production increased an a 29.6% increase in per unit area yields. This was made pos· 
average 4.8% a year and reach- sible because of economic incen• 
ed a record 407 million ton- tives to produce improved sup-
nes in 1984. Rural reforms im- plies of seeds, pesticides and fer-
plemented by Premier Zhao tilisers (consumption of chemica• 
Ziyang were an indisputable sue- fertilisers increased by more than 
cess as evidenced by peasants' in- 60% during this period) and sev-
creasing productivity, expanding era! years of unusually favourable 
rural enterprises and industries, weather conditions. 
rising rural incomes and record The experience in 1986 tllus-
harvests in an encouraging variety trates that a danger inherent in 
of grain and cash crops. China's constantly juxtaposing grain. and 
goal of 425-450 million tonnes of cash crops is that attention .can 
grain by 1990 seemed within easy be diverted away from recognis-
grasp. ing and resolving issues directly 

Then came the poor harvest of affecting yields and production . 
1985 - a 7% decline in grain I'OOOkg�MJ IIOmin�2'1_ In Hunan province, for example, broduction - brought on in part 3·8• local cadres and farmers duti-

• 12.o y new pricing policies aimed 3.6• ��i;J3�..-.......,..._ __ • fully responded to resurrected 
at reducing the enormous agri- 3.4• 

1 1 ·8 rhetoric, such as "taking grain 
cultural subsidy and the simul- 3.2 • 

• 1 1 ·6 as the key link," and exg,anded 
taneous challenge by conserva-

3_0• 
• 1 1 ·4 grain area by more than 2 Yo over 

tives voicing concern over the • 1 1 ·2 1985 . Nevertheless, grain out-
efficacy of relying on market 2·8• ----- • 1 1.0 put and yields declined by 9% 
forces to guarantee adequate 2.6• . 1 0.8 and 11% respectively. Not coinci-
grain production. Stagnant .2.4 • .  • • .• 10.6 dentally, there appeared several 
growth in grain production has be- '79 '80 ·81 '82 ·as ·ae· reports in the Hunan Daily com-
come a powerful focal point for 'Estimatn. Sourcea: Ofllclol st __ _, -.w  .. timalea. plaining about shortages of chemi-
conservatives discontented over REV«wo..,.....,..,......., r..,. cal fertilisers, especially potash·. 
market-oriented reforms and the diminution of central con- The issue of inputs is likely to be a deciding factor in whe-
trol. ther China meets its grain targets this year and in future 

Measures were introduced during 1986 to encourage years. As it is impossible to greatly increase the area under 
farmers to grow grain and included reducing the amount of cultivation, the focus should be on raising yields. This is evi-
contracted grain the state would purchase (allowing farmers dent in the report China in the Year 2000, prepared by the 
to sell more on the free market at higher prices) ; raising the State Council and the Chinese Academy of Social Sciences at 
floor price of grain (the price at which the government would the end of 1985. According to the report, the area sown to 
purchase above-contract am�unts); and providing subsidised grains is expected to decline by about 20 million ha from 
fertiliser, pesticides and seeds to farmers who contract to 1980-2000, while grain output is expected to exceed 500 mil-
grow grain. In addition, administrative pressure was in- lion tonnes in 2000. In order to meet these targets and main-
creased by urging local cadres to give greater attention to the tain a grain availability of 400 kg per person, grain yields will 
"guidance plans" on sown-area and production targets which have to nearly double from 2. 74 tonnes per ha in 1980 to 5.3 
were passed down through administrative channels. tonnes in 2000. This presents an enormous challenge to 

The results of these efforts were disappointing. The Chinese agriculture which is already producing at relatively 
policies succeeded in reversing the decline in the area sown to high-yield levels. 
grain, a trend since the late 1970s. However, the policies Investment in rural areas will be critical .  This year, state 
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CHINA 'S7 capital spending in rural areas is expected to grow by nearly 

40% from 1986. This has become necessa� in part because 
the government can no longer mobilise vo untary labour to production as costs of raw materials and operations were ris-
build and maintain rural facilities, such as dams and irri�a- ing and they were no�rmitted to increase prices .. 
tion projects. In recent years, many facilities built dunng The upgrading of hina 's fertiliser industry is a priority in 
Mao's ;era have deteriorated and the ability to deal with the current five-year Alan. China will concentrate its efforts 
floods and drought has been affected. The first large-scale ir- on producing more o the higher-analysis urea at the expense 
ligation drive in recent years was initiated this winter and in- of low-analysis ammonium bicarbonate , a cheap product that 
corporated a new reward system whereby labourers receive deteriorates rapidly in storage but accounted for 55% of 
cash for their work. · . domestic nitrogen production in 1985. The largest expan-

• !  Stable gr�wth in grain production will depend on the gov- sion, however, is planned for production of phosphates and 
ernment's ability to provide economic incentives and proper potash in an attempt to promote a more balanced use of 
in�uts for China's intensive agriculture . With the masses of chemical fertilisers and to reduce the dependence on im-
C ina's rural inhabitants carefully considering every option ports. 
available to them to maximise their earning potential, grow- It is estimated that imports of urea and diammonium 
in� grain is in competition with more profitable crops and phosphate already contracted for 1987 exceed total 1986 im-
ot er activities, such as working in rural industries, construe- ports. However, because farmers are increasingly interested 
tion , transportation, fish breeding, etc. The list is limited in higher-quality fertilisers and in a more balanced supply of 
only by one's imagination. Recently, a farmer in Wuhan who chemical fertilisers it is no longer simply a matter of supply-
became rich by raising scorpions was elevated to the status of ing large quantities of nitrogen fertiliser. 
·�model farmer." Since China began using chemical fertiliser in the 1950s, 
, The government continues to control retail prices of the country has overwhelmingly been a consumer of nitro-
basic"food commodities. Although there is concern over in- gen. Due to several decades of an imbalanced use of chemical 
creasing subsidies, passing higher costs onto consumers is at 
present a more politically controversial option. It is not clear 
to what extent the government will make grain •ruly competi-
tive with other crops. The ability to affect farmers' income by -
fine tuning procurement prices appears to be on the wane. In 

m 

The Brookings Institution 
a report in the People's Daily in November last year, a re-

�� r} 1 
Executive Education Programs in the Pacific 

searcher from the State Administration for Commodity Meeting the Challenge of a Pricei estimated that farmers now get only 52% of their extra 
income from price rises, compared to 92% in 1979. This has +;, Q'-! Multinational Competitive Environment 
the greatest impact on grain production. Increasingly, grain S'1-flNGl0'(4 
is being produced for self-consumption instead of for the na-

-
The Tokyo Seminar 

tion ·as a whole because grain sales are not sufficiently Iuera- May 31-June 5, 1987 tive . 
In 1985 and 1986. the relationshil? between the price of in- Tokyo, Japan 

puts and the price the farmers rece1ved for their output de- The Tokyo Seminar provides firsthand exposure to business--

teriOr-ated, much to the disadvantage of the farmers. The. · government interaction in Japan's economic decision and 

prices of rural-oriented industrial goods, especially fertilisers policymaking processes and emphasizes forging long-term busi-

and insecticides, increased sharply, thereby lar�ely negating ness relationships in. and with Japan. The seminar has been 
the financial benefits of the state's abolition of 1ts monopoly prepared in partnership with the Japan Center for International 

on farm produce. Exchange (JOE). It provides executives of U.S. multinational 

In order to bring about stable growth in grain yields, the firms and their subsidiaries, in the United States and abroad, an 

government must address a major impediment to increased in-depth view of Japan's economic and political system and 

yields- assured availability of high-quality chemical fertilis- strategies for success. 
ers. fln 1987, farmers with grain contracts will be allocated 60 
kg of nitrogen fertiliser and 30 kg of diesel oil at subsidised · The China Seminar 
prices for every tonne of grain. Similar policies were tried in October 25-31, 1987 
19%, but were not consistently implemented because local Beijing/Shanghai, China governments were expected to finance the subsidies. Also, 
with black-market prices soaring as much as 200% of the The China Seminar is designed for U.S. executives, operating in 
price set by the state, it was a particularly difficult environ- the U.S. or abroad, interested in the strategic significance of the 
ment in which to expect local governments to subsidise distinctive and difficult China market. Discussions will focus 
prices. This year, the central government will assume more upon the major policy developments affecting future prospects 
financial responsibility. for trade and investment in China. The program is sponsored in 

partnership with the Shanghai Institute for International Studies " I R· 1986, the situation regarding fertiliser in the countryside (SIIS) and in cooperation with the China International Trust and 
teached crisis proportions. There were several r.eports in Investment Corporation (CITiq. 
ne�spapers about peasants halting fertiliser-laden trucks � - - - - - - - - - - - - - - - - - - - -and demanding to purchase the fertiliser. In 1985 , domestic 

production of chemical fertiliser was down 9.5% against I 0 Please send further details on Name I 
1 984, and �roduction in 1986 did not pick up until the second 

I the China Seminar I half. Tota production in 1986 is estimated to be only slightly 
above 1985 levels. Coupled with declining production was a I 0 Please send further details on Title I 
dramatic reduction in imports. Imports of chemical fertilisers I 

the Tokyo Seminar 
I 

in :1985 were 17% lower than 1984, and for the first three 
I 

To: David Fingennan Corn2anl 
I quarters of 1986 were 47% lower than the same period in Center for Public Policy 

1985. I Education Address I The Brookings Institution As anxiety over grain production heightened, the govern� I 1775 Massachusetts Avenue, I 
ment reacted to ease the severe shortages by adjusting pric- I N.W. I ing policies and stepping up imports. Fertiliser factories will 

I 
Washington, D.C. 20036 

I be allowed to adjust prices seasonally. During the past two USA 
years, fertiliser factories had no profit incentive to expand I (202) 797-6162 Tel: ( l I 

L - - - - - - - - - - - - - - - - - � - �  
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fertiliser, there are now regions where soil fertility has de­
teriorated due to overapplication of nitrogen at the expense 
of phosphates and potash. The effect of this imbalance has 
been exacerbated by decreasing use of organic fertiliser, ris­
ing crop yields and higher- cropping intensification which re­
sults in more nutrients being removed from the soil. As a re­
sult, the efficiency of nitrogen fertilisers and their ability to 
increase yields has declined. 

In China, the imbalance between nitrogen and potassium 
is particularly serious and requires attention. Last July, the 
People's Daily reported that for the first half of 1986 only 
12% of the total demand of potash had been provided. 
China's agronomists recognise this acute imbalance and have 
begun to educate farmers about the importance of using a 
proper balance of chemical fertilis­
ers. In Guangxi province, for exam­
ple, agronomists from the Academy 
of Agriculture Sciences conducted 
an extensive demonstration pro­
gramme on farmers' fields in six 
counties on several crops. The re­
sults of this programme demonstrat­
ed the potential for increasing yields 
by applying potash along with nitro­
gen and phosphorus. Rice yields in­
creased by an average of 20% ,  while 
kenaf yields rose by an average 38% . 

In Liuj iang county, Guangxi, 
from 1970-79 the application of 
nitrogen increased four-fold, yet 
yields increased only 34.6% over the 
10-year period. In 1981 , potash was 
applied to 670 ha of paddy rice, re­
sulting in a yield increase of 47.4% in 
just one year. This year similar 
demonstration programmes are 
being implemented in Sichuan, 
Hunan, Jiangxi and Hubei . 

bution, import and research of chemical fertilisers it is not 
surprisin� that China has been slow to react to the chang­
ing conditions and demands of the agricultural economy. 
GFain production is more sensitive to disruptions in the 
supplies of inputs than in the past, and better coordination or 
revised roles among the numerous organisations involved 
with fertilisers will be necessary to serve the farmers prop­
erly. 

In 1987, it is not yet clear whether proper inputs will 
be available and whether the incentives to use them will 
be adequate to increase grain yields significantly. The 
Ministry of Agriculture , Animal Husbandry and Fishery 
is fully aware that it is impossible to greatly expand the 
area under cultivation and that the pressing task is to take 
measures that will lead to higher yields. Clearly, there 
is an urgent need to guarantee farmers a steady supply of 

.1985-86 

high-quality inputs to support the 
modernisation of China's agricul­
ture. 

Grain production is taken seri­
ously in China, as it should be in a 
country with an enormous popula­
tion growing at approximately 1 %  
( 10 million) annually and with ap­
proximately 0. 1 ha of arable land per 
person. It will be important for the 
continuation of reforms begun in 
1979 to analyse and understand the 
underlying reasons behind stagnat­
ing grain production . It is imperative 
that those concerned primarily with 
political movements realise the im­
portance' of solving the technical 
shortcomings that exist in the ag­
ricultural sector. 

The importance of taking correc­
tive measures and reigniting growth 
cannot be overstated. As events in 
recent years and months can testify, 
political stability in China has no 

With different ministries involved 
in the production, transport, distri- "-----------�� ........ -� stronger ally than stable grain pro-
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TRADE 

A policy marked 
by erratic 
twists and turns 
B y  Louise d o  Rosario I n  Hongkong 

C hina's market of 1 billion people is easily the most 
volatile and unpredictable in the region. The en­
thusiasm with which China went on a buying spree in 

late 1984 and the severity with which the authorities clamped 
down on imports in the middle of the following year, is JUSt 
the most recent example of erratic twists and turns in policy. 

China traders have reached different conclusions about 
the nature of this market, which is shaped by more complex 
factors than just supply and demand. Japanese traders, who 
have done more extensive research on the China market than 
others, trace a two-year (some say three-year) boom-bust 
business cycle . Small businessmen in Hongkong, well known 
for their smart, but sometimes dubious, business deals with 
their mainland cousins, believe business opportunities are al­
ways there, given the right timing and connections. 

Whatever their marketing strategy, most traders will find 

80 

the market more difficult to crack this year. The recent politi­
cal upheavals will make already cautious Chinese bureau­
crats even more hesitant about committing themselves to 
major business deals with foreigners. There is also the prob­
lem of the US$12 billion trade deficit (customs figures) at 
end-1986 - a level still too large for conservative planners. 

China's challenge lies in narrowing the politically sensi­
tive deficit to a more acceptable level by further squeezing 
imports and pushing exports. To this end, China had a rela­
tively successful year in 1986 as the merchandise-trade deficit 
narrowed from US$14.9 billion to US$12 billion, according 
to Chinese customs authorities. The Ministry of Foreign Eco­
nomic Relations and Trade (Mofert) said the deficit nar­
rowed from US$7 .61 billion to US$5.76 billion. (The two 
bodies have different methods of calculation for imports and 
exports, but customs figures are generally regarded to be 
more accurate .)  

But more hard work is needed if the deficit is  to shrink to 
US$7 billion by 1990, as predicted in the Seventh Five-Year 
Plan (1986-90). To finance its trading, China is already bor­
rowing more in the international market, in a radical depar­
ture from its traditional conservative financial policy. IMF 
figures, available through diplomatic sources, estimate 
China's foreign debts to have doubled from US$9.6 billion in 
1983 to US$20 billion in 1985 . 

To promote exports, Peking has come up with more in­
centives,. such as tax rebates, lower export tariffs and higher 
foreign-exchange retention for factories. To reduce imports, 
Peking imposed an overnight ban on popular consumer 
goods, a credit squeeze and a strict licensing system. There is 
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also strict prohibition on rerouting of imports from one pro­
vince to another - a common practice which had enabled 
Shenzhen and Hainan Island (once exempted from duties for 
certain products) to make great profits by importing popular 
consumer goods. 

Import and export licences, once widely used until they 
were swept aside during the 1984-85 buying spree, have re­
emerged as a powerful weapon to control the movement of 
goods. Fm; vital goods, the licences are in the hands of Pe­
king-based Mofert officials; others are issued by local au­
thorities and Mofert's provincial branches. The customs act 
as the final gatekeeper to ensure that goods obtain the neces­
sary approval before leaving or entering the country. 

In the current belt-tightening process, China's foreign­
trade system has been recentralised again and Mofert 
emerges as the real winner. Since 

I (US$ 100 miNion) 
450 • 

1 :: 

1 debate on the restructuring of the 
trading system began a few years 
ago. Mofert has always been on the 
defensive . Reformers envisioned 
decentralising the traditional cen­
trally planned trading structure, thus 
transforming Mofert into a supervis­
ory body devoid of actual trading 
power. Developments in that direc­
tion in recent years have already 
eroded some of Mofert's power 
base, with non-Mofert enterprises 
joining the once-exclusive foreign-
trade game. 250 · 

The past few years' experience, 
200 • 

however, has indicated that when-
ever there is a decentralisation of 1 50 •  

trading power, i t  always leads to 
confusion, speculation, cut-throat 

50• 

CHINA 'S7 

. .. 

China's latest belt-tightening began in mid-1985 , but it was 
not until a year later that exports began to catch up with im­
P.Orts. Exports and imports grew 13. 1% and 1 .6% respec­
tively in 1986. If oil losses are discounted, the growth is even 
more impressive when compared to the average percentage 
growth foF exports. 

Fatting oil and other commodity prices have been a bless­
ing in disguise because they forced China to export more 
manufactured and non-primary products. Textiles have 
overtaken oil as the leading export, contributing US$6.5 bil­
lion, or one-quarter of China's ex£0rts. Other manufactured 
exports , namely electronics ( 105 Vo up from the 1985 level) 
and electrical machinery (40% up), also registered impres­

sive increases. Non-merchandise 
goods and services (notably tourism, 
labour and technology exports) also 
grew 10% to US$5.6 billion . 

A further testimonial to China's 
successful rural reforms are the ex­
ports of agricultural products and 
other foodstuffs which recorded a 
big increase last year (exports of 
aquatic products and peanuts grew 
40% and 60% in quantity respec­
tively). Cotton, an import item as 
recently as 1982, contributed 
US$500 million in exports. China is 
now the world's second-largest cot­
ton exporter. 0 n the import side, the picture 

is mixed. TV sets and motor 
vehicles, which together ac­

counted for 16% of China's imports 
in 1985, dropped to negligible levels. 

prices and a heavy drain on foreign 
exchange. Inevitably, a chaotic 
period would be followed by a 
clampdown on illicit trading com­
panies, a foreign-exchange freeze 

o•.----,.----.,-------.---.--,.--.-"'--.---'"'; With the clampdown on capital con-
'78 ·ie ·IN> •81 ·liz •a '84 '85 ·lie struction, imports of cement, cop-

Soun:e: Customs Statistics via Slate Statistical Bureau. per and COpper alloy, al umini Uffi 
and a resultant depression. 

In reforming its foreign-trade machinery, China has for 
years tried to strike the right balance between the two ex­
tremes of chaotic decentralisation and rigid central control. 
The pendulum is currently tilted towards the latter - and 
Mofert, the machinery and the symbol of centrally directed 
trading, is making a strong comeback. 

There has been a clean up of so-called briefcase com­
panies, which at one stage completely outcompeted well­
established national firms in the trading of. certain pro­
ducts, known commonly as 
parallel goods. Mofert has 
also regained a monopoly in 
the trading of certain pro­
ducb. . 

Thomas Chan, an eco­
nomist at the University 
of Hongkong (Centre of 
Asian Studies),  describes 
China's current foreign­
trade system as "a combina­
tion set-up," with Mofert 
and non-Mofert interest 
groups sharing the pie. As a 
general rule, provinces 
north of the Yangtze river 
and in remote inland areas 
are within Mofert's orbit of 
influence, while those in the 
south and along the coast 
are more independent be­
cause of their better con­
nections with the outside 
world. 
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AeviEWaRAPH and alloy, and other raw materials 
for construction,  fell as much as 50% . Steel ,  which accounted 
for 29% of all imports in 1985, also had a bad year as a result 
of full inventories stockpiled during the period of spiralling 
imports and earlier local production. Domestic steel prices 
have plummeted to new low levels. 

Certain imports, such as chemical fertilisers, components 
and machinery, however, continue to enjoy good sales. Im­
ports ottechnology and equipment are still going strong, with 
a 50% increase to US$4.45 billion last year. Contracts worth 

US$8.38 billion were also 
concluded in 1986, most of 
them energy related and fi­
nanced by concessional 
loans. 

In the short to medium 
term, the foreign-exchange 
shortage will continue to be 
the major hurdle in China 
trade. In February this year, 
Chen Muhua. president of 
the People's Bank of China 
(PBoC, the central bank),. 
said at a Nanning meeting 
for PBoC managers that con­
trols on foreign exchange 
will be further strengthened 
this year. She stated that 
foreign-exchange revenue 
and expenditure will be sub­
ject to close supervision and 
that no local authorities or 
units are to exceed the 
foreign-exchange limits set 

85 
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for them. Unnecessary trips overseas and other unproductive 
uses of foreign exchange are to be severely curbed, she 
added. 

cials claim export contracts for electronics will be four times 
more than 1986. There are also plans to boost coal exports 
from 9.8 million tonnes to 16 million tonnes this year, a 63% • 

increase. Critics doubt if the target can be reached, given the 
depressed world market and the uncompetitiveness of Chi­
nese coal in terms of price and quality when compared to that 
from the US, Canada and Australia. 

With the current emphasis on thrift, the market for con­
sumer goo�s appear� dim. For certai!! "luxury" products, de­
mand has hterally dned up because of the high Import tariffs 
and the sudden squeeze on money. One press report said 
90% of the 20,000 microcomputers imported by Peking­
based enterprises are still in warehouses. The state is also 
having difficulty in disposing of imported motor vehicles, 
which are sold at prices many times more than locally pro­
duced ones. 

The share of oil exports in the country's overall export 
revenue, meanwhile, will decline further. China has said it 
will not increase oil exports in 1987 in accordance with an 
Opec agreement. 

Unless China abandons its modernisation goals, it will 
need to continue to import advanced technology and equip­
ment. Also, to keep the many assembly lines imported m 
1985 and other processing industries running, China has no 
alternative but to continue importing semi-finished products 

China exported 28.5 million tonnes of crude oil (5% less 
than 1985) and 5.4 million tonnes of refined oil ( 12% less) in 
1986, earning about 55% less revenue than the previous year. 
Making use of the cheap spot market, China also imported 
(mainly from Indonesia) oil for domestic use . 

Chinese exports have been suffering for years from the 
high cost of production,  caused by domestic inflation and the 
partial deregulation of prices. To promote exports, Peking 

and components for the foreseeable 
future. 

When it comes to exports, China 
is preparing itself for another major 
assault on the international market 
this year. Special export bases, or 
trans-provincial associations, have 
been set up in the past two years for 
the textiles, electrical and mechani­
cal industries to facilitate better divi­
sion of labour. A typical arrange­
ment is to have a resource-rich pro­
vince provide the raw materials and a 
highly industrialised coastal area 
familiar with overseas markets the 
processing, with Mofert responsible 
for marketing, transportation and 
other coordination work. More such 
bases are expected to be established 

· this year. 

CHINA'S 1 
TOP FIVE TRADING 

PARTNERS 1 986 
(US$ million) 
Chinese exports 

Hongkong and Macau 
Japan 

United States 

Britain 

Singapore 

ChineH imporUI 

Japan 

Hongkong and Macau 

I United States 

I 
West Germany 

Soviet Union 

MQ!:IMMM@IW,ij.!.$ 
9,829.76 31 .78 +31.1 

4,764.112 15..40 -22.11 
2,622.05 

..__8._48
--i 1 ,433.33 ..__4._113--i 

1,214.92 l-__3._93__, 

12,436.18 

5,622.71 
4,714.18 

3,555.38 

1,431.!15 

28.99 

13.10 
10.99 

Ul 
3.36 

+12.1 

+306.2 
-41.8 

-17.3 
+15.1 

-7.4 
+47.7 
+46.8 

Soc.rce: c..stoms statistica. 

has been subsidising factories, 
but the record budget deficit this 
year means the support will have 
to stop somewhere. Minister of 
Foreign Trade Zheng Tuobin said 
in February this year that tradi­
tional exports are now at a cross­
roads at which production costs must 
be reduced and quality raised. He 
hinted that Mofert will have to end 

· its long-established practice of pay­
ing factories high purchase prices 
to ensure adequate supplies for ex­
port. 

For items which China considers 
to have under-utiiised potential, ex­
port targets set this year have been 
extraordinarily hi�h. Chinese offi- REVIEWT A8L.£ � Alwty Tq 

The current caution brought 
about by political uncertainty means 
that the existing foreign-trade system 
is unlikely to undergo any drastic 
changes this year. However, rong­
standing proposals to . make 1 the 
hundreds of Mofert provincial·� and 
municipal branches nationwide fi­
nancially independent, may be given 
a harder push this year. 0 
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The Big Two, again 
J apan and Hongkong again dom· 

inated China's foreign trade in 
1986, accountiq for 42% of its im· 
ports and 47% of its exports. The US is 
China's third-largest trading partner, 
followed by West Germany and the 
Soviet Union. Such an order is un­
likely to change in the foreseeable fu­
ture. China's etJorts to diversify its 
markets have been hampered by pro­
tectionism, the relatively low quality 
of Chinese products and other struc• 
tural problems of Chinese industries. 

Hongkong bas been both a Iuera· 
tive and troublesome market Cor 
China� The trade in so-called parallel 
goodS outside traditional state chaD· 
nels has been most r= be· 
tween Hongko111 and nei bouring 
Guanpng province. These activities 
have led to cut-throat. prices, dulos, 
and serious losses of foreign exchallle· 
As a result, certain kinds of Chinese 
medicine and poultry products have 

dropped to r�ord-low prices as exces­
sive supplies flooded the Hongkong. 
market. 

With the clampdown oa paraDel 
goods, ChiJta's expodl to HOJIIkong 
grew 32� to US$9.8 bUHoa in 1986 
(compared to 1 5.76% growth in 
1985). However, much of this volume 
is probably Hongkoag-originatecl ex­
ports to China processed there and re­
exported to Hongkong. The enent or 
the doubl�untiog is unlmown, but 
is believed to be substantial, espedally 
for textiles products. Textiles have 
been Hoftlkong's No. 1 export to 
Cbina siaee 1978, witb. the exception 
of 1984 and 1915, ranKin� ft'OID ll· 
48% of total exportJ, according 
to Hongkong)Jank China- Semces 
ec:onomists. 

China ceatiaued to aaffer,a. larJe deficit of US$7 .67 biiJiQD with Iapan 
last year, thus attounting for about 
60% of China's US$12 billion deftdt. 

In light of the recent ousting or party 
general secretary Hu Yaobang, who. is 
generaUy regarded as pro-Japanese, 
there is concem that the politically 
sensitive deficit will become a t.homier 
issue iD bilateral economic relations. 

Compared to China's trade with 
Iapan ud Hongkong, Sino-American 
trade bu been relatively stable. For 
both 1984 and 1985, the US deficit 
with China was US$400 million 
(Cbinese statisti�, which do not cover 
China's exports to the US via Hong­
koac, instead show that trade Wafl in 
the US' favour). The deftdt rose to 
US$2.1 biiUon, attonfinl to US oftl· 
dal llaures. Analysts say the bilateral 
trade lias much untapped potentiai ­
Chbaa's exports to the US are only a 
fradlon or the four lllini-dngons 
(Sinppore, Hongkoag, South Korea 
aad t&iwan) to lbe same IDBI'ket. 

· Cbiaa's trade with the Soviet 
Unioa iDereued from US$363 million 
ia 1982 to US$2.63 billion ln 1986. 
Based on barter, the trade has been 
largely balanced. -Louise do Rosario 
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FOREIGN I NVESTM ENT 

Caution prevails 
as pol itics takes 
centre stage 
By Elizabeth Cheng In Hongkong 

A 
combination of unhappy experiences by foreign in­
vestors and continued tight foreign-exchange controls 
led to a dramatic close to 50% drop in new foreign in­

vestments in China last year from 1985 levels. But just when 
the foreign-investment climate appeared set to change for 
the better, with the speedy 1 1  October rromulgation of the 
22-article Provisions of the State Counci of the People's Re­
public of China for the Encouragement of Foreign Invest­
ment, foreign confidence was rocked by the re­
moval of Hu Yaobang from the post of communist 
party general secretary in January. The departure 
of Hu, one of elder statesman Deng Xiaoping's 
chosen successors, indicates to many an erosion of 
reformist strength against orthodox Marxists. 

Despite assurances from Premier Zhao Ziyang, 
China's acting general secretary (also a protege of 
Deng) and other leaders that economic reforms 
would continue, the mood in the foreign business 
community is decidedly cautious, with few show­
ing interest in doing business with China, one 
banker told the REVIEW. Many are waiting to see 
how the foreign-investment provisions will be im­
plemented in the cities and provinces and for a re­
turn to stability at the top of the political hierar­
chy. If the provisions are implemented in a cloudy 
manner and wrapped in red tape, the international 
community will react negatively, said a US law­
yer. 

Contracted foreign investment fell sharply last 
year, for the first time since China opened its doors 
in 1 979, to US$3 .31 billion from US$6.3 billion in 
1985, according to Zhou Keren, a spokesman of 
the Ministry of Foreign Economic Relations and 
Trade . He said at a news conference in Peking in January that 
the actual foreign-investment level was better at US$2 . 16 bil­
lion, compared with US$1.9  billion in 1985. Zhou said China 
last year approved 1 ,400 ventures with foreign investment, 
compared with 1 ,900 in 1985. This brings the total number of 
foretgn-invested ventures since 1979 to about 7, 738 - 3,210 
equity joint ventures, about 4,390 contractual joint ventures 
and 138 wholly foreign-owned firms. Production ventures 
made up the bl!lk of those approved last year, and the 
number of non-production ventures was lower than the 1985 
level. 

Chinese officials said .the drop was due to a policy to re­
duce non.:productive projects, such as hotels, service firms 
and taxi fleets, while encouraging productive enterprises , 
such as those offering advanced technology and producing 
for export. Tight credit controls in the first half of 1986, 
which made it difficult for Chinese partners in proposed ven­
tures to get funds, may also have contributed to the fall. 

Foreign businessmen, on the other hand, believe that the 
investment decline was largely due to red tape, excessive 
costs, inadequate legal protection, lack of access to the 
domestic market and difficulty in converting renminbi­
earned profits into foreign currency. Foreign investors' un­
happy experiences appeared to have come to a head last 
year, in the wake of problems connected with some showcase 
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ventures, such as the US$51 million Beijing Jeep Corp. joint 
venture between China and American Motors Co. !kijing 
Jeep's problems with high costs and production (delayed by a 
lack of foreign exchange to buy imported parts) were widely 
reported around the world and came to symbolise investors' 
problems in China. 

China's answer to these problems was the promulgation 
of the foreign-investment provisions, which, though . com­
mendable in spirit, left many wanting more. Since the new 

regulations need to be fleshed out 
considerably on local levels, busi­
nessmen have expressed doubts 
about whether middle-ranking offi­
cials would interpret the regulations 
in the way their leaders intended. A 
major weakness in the regulations is 
the lack of provision for an effective 
mechanism to supervise their im­
plementation. They noted tlla.t the 
regulations deal mostly with the 
post-investment phase, when what 
is needed is more pre-investment in­
centives, such as waiving or lower­
ing service fees and simplifying in-

' 

vestment procedures so that a one-stop department would 
handle aU investment enquiries and procedures. 

"At this point in time, the foreign-investment incentives 
just introduced are not much use," a- China trader said, 
"though they may be useful in the medium to longer term in 
providing direction." He believed the decline last year could 
partly be attributed to the panicky response of potential in­
vestors in faraway countries to dramatic headlines on the 
problems of foreign investors in China. In contrast, Hqng­
kong and Macau Chinese, who account for the bul�. of 
foreign-investment ventures in China, though mostly in as­
sembly-line operations, have a relatively more balanced and 
realistic view. 

S 
orne bankers, such as China investment consultant 
S. C. Tam, are optimistic. Tam expects a pick-up in 
China's foreign investment this year, after last year's 

dramatic fall. The provinces are likely to take another two to 
three months to expand upon and implement the national 
provisions which represent efforts to resolve some of the 
problems faced by foreign investors. 

The second half is likely to be significantly better than the 
first half, particularly after the party congress in September 
and October when a new politburo will be selected, Tam 
said. Once the new leadership is in place , businessmen will 
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have �clear idea of who to deal with in government, and that 
should facilitate operations, he said. Tam and many others 
believ'e that Peking will do all it can to step up economic 

_momentum this year - given that it is the second year of the 
Seventh Five-Year Plan - even if in order to achieve this it 
becomes necessary to loosen foreign-exchange controls. 

· Although the 22-article provisions have only addressed 
some "of the most common and blatant problems raised by 
overseas investors - businessmen feel the provisions do not 
go far eriough and are merely a sop to the unprecedented 
flood of complaints and criticisms last year - the fact that 
they have been made at all holds out hope for further im­
provements. The Chinese Government has further indicated 
that 'it is preparing to promulgate 16-20 more sets of regula­
tions to supplement the 22-article provisions. 

Tbe all-important supplementary regulations, most of 
whicb have yet to be announced, are expected to cover im­
plementation in such matters as foreign exchange, import 
substitution and the Chinese definition of "advanced tech­
nology." China's eagerness to solve the investment problem 
is shown by the speed with which some of the implementing 
regulations - seven such regulations offering preferential 
tax terms have already been announced - have been intro­
duced (in a matter of months, in contrast to the years it took 
to implement the 1979 Joint Venture Law). 

The 22-article provisions offer some important incentives. 
One!of the most important is Article 14 which provides for 
the �justment among foreign-invested firms of foreign-ex­
change surpluses and deficits. In addition, Sino-foreign firms 
rna>' borrow renminbi to pay for local costs from the Bank of 
Chma and other banks designated by the People's Bank of 
China (the central bank) , using excess foreign exchange as 
collateral . A major complaint from foreign firms in China 
has been about the difficulty in offsetting renminbi use with 
hard currency. Foreign-exchange trading, which has been 
started recently in various cities, will come under the "super­
vision" of foreign-exchange control departments, and not be 
subject to their approval, as has been the practice. But the 
mechanics of trading and the applicable exchange rate have 
not_ been spelled out. 

Other provisions include exemptions for exports of 
foreign-investment firms from industrial and commercial 
consolidated tax. More importantly, imports for export pro­
cessing will no longer need approval or be subject to duty, 
thus cutting through much bureaucratic red tape. 

They also offer strong incentives to two newly designated 
types of foreign-investment enterprises - export-oriented 
manufacturing concerns and technology enterprises (which 
provide advanced technology, engage in the development of 
new product�, or contribute to the upgrading and replace­
ments of products in order to increase foreign exchange gen­
erated by exports or to substitute for imports).  

'fhese two types of enterprise are now assured of impor­
tant improvements in infrastructural supports that include 
priority in water and electricity supplies, transportation and 
communication equipment - at the same cost that applies to 
Chinese state enterprises. This provision is expected to 
smooth many operational problems connected with erratic 
utility supplies, extremely slow installation of telephone and 
telex lines and unpredictable cargo-space allocations. Al­
though the provisions have not guaranteed priority in the 
supply of raw materials, some cities, such as Peking, Canton, 
Tianjin and Shanghai , have, on their own initiative, set up 
special companies to procure materials and equipment for 
foreign investment enterprises, at the same cost as applies to 
state enterprises, US sources said. 

Export and te�hnology enterprises will also enjoy a bunch 
of tax incenti�. including exemption from paying a 10% 
profit-remitta.nce tax on repatriated profits, reduced land­
use fees, priorities for short-term working loans and reduced 
subsidies for labour. Labour costs are now limited to wages, 
labour insurance, welfare expenses and housing subsidies, 
and exclude subsidies for heat, cooking oil, grain allowance 
and other items. IJ 
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Oil exports drop 
as demand at 
home increases 
By Michael Morrow In Hongkong 

C hina's petroleum industry has lost glamour but gained 
credibility during theJ'ast year. Despite a drastic drop 
in export revenue an a slackening of foreign interest 

in exploration, production has grown steadily. China is pull­
ing away from the pack as Asia's largest crude-oil producer 
while also becoming one of the region's largest consumers 
with domestic more than international markets now driving 
production growth. 

Last year China National Chemicals Import and Export 

Corp. (Sinochem) was displaced as the country's top export 
earner by China National Textiles Import and Export Corp. ,  
king of China's rag trade . Lower international oil prices and 
sluggish international markets were largely responsible for a 
49.6% drop in oil-export revenues. Indeed, 1986 m�y be re· 
membered as the beginning of the end of China's crude-oil 
exports. 

Oil and textiles have more than a casual relationship, par­
ticularly giv�n the expansion of China's synthetic fibre pro­
duction. Although it may be.of little immediate consolation 
to China's oil traders or others charged with righting China's 
balance of payments with oil exports, China is having consi" 
derable success with its industnal . agricultural and aquatic 
exports, and the oil industry, as well as coal, gas and other 
energy-related industries, ar.e doin� yeoman's work in sup-
port of expanding domestic production. · 

China has good reason at this stage in its development to 
process niore crude for home use and, if it can find the capi­
tal, to continue to expand production, development and ex­
ploration activity. Given the depressed state of today's inter­
national oil markets and the increasing ability of some 
Chinese consumers to pay hard currency for out-of-plan oil 
P.roducts, the argument is even more compelling. particularly 
1f one must make a virtue of the ne.cessity that the quick-fix 

89 

t• 

I 
i 
l i  

I I  
I 

! ' t  I 
l 1 j  



CHINA '87 
hard currency of oil exports is a habit that cannot be sus­
tained. 

Revenues from oil e�ports fell to US$3 .8 billion i� 1986, 
from US$7.8 billion in 1985, on exports reportedly down 
about 5% from 1985's record 30 million tons; they are expect­
ed to fall again this year. Meanwhile, oil production last year 
rose 4.6% to reach 1-30 .6 million tons (about 2.6 million bar­
rels per day [bpd]) and may rise by a similar rate this year. 

Last year Sinochem was reportedly criticised for trying to 
export into a dead international market when oil products 
were short in Guangdong and other export-orientated south­
ern provinces. This is less likely to happen this year, espe­
cially given Guangdong's ability to pay for extra oil at fixed 
prices in hard currency while international markets still de­
mand netback contracts. 

China's Seventh Five-Year Plan aims to have the coun­
try's refiners processing 1 10 million tons of crude by 1990 
from a total production targeted to reach 150 million. Both of 
these objectives are attainable. China National Petrochemi­
cal Corp. (Sinopec), the cash-rich owner of China's 26 major 
refineries and a competitor of Sinochem, would like to see re­
fining increase even faster. Sinopec's general manager, Chen 
Jinhua, has said that the refining target could be met before 
1990 if more crude were allocated to the refining industry. 
Given the difficulties Sinochem faces in moving Chinese 
crude abroad, he appears to be getting his way. Sinochem is 
likely to send less crude to Singapore for processing this year. 

China's refiners are constantly tinkering to eke out more 

products for the market and more profits for themselves . (So' 
much so, said one senior Sinopec official, that even tre does 
not know actual refining capacity .) Officially, Rmb 4.'33 bil­
lion (US$1 . 16 billion) was committed to petrochemical pro­
jects in 1986. About 70 petrochemical projects are ·under. 
way. New projects mostly aim to increase yields of ligh�r dis­
�illates and sophisticated products and to raise product qual-; 
tty. 

All over the developing world, refiners are doing much 
the same. While China can hope to increase its exports of oil 
products somewhat, competition for international market 
share will keep margins slim. But , again , China can hope for 
refinery and petrochemical-plant investment to ift:tpact 
favourably on domestic production and transportation and to 
reduce imports, which in 1986 were US$150-200 million; 

C
hina is now the world's sixth-largest oil producer; 
moreover, while most other countries are curbing 
exploration, development and production, China is 

powering ahead. According to Chinese press reports, a re­
cord 5,700 wells will be drilled this year. Drilling efforts will 
focus on Heilongjiang's Daqing field complex, China's age­
ing super field , where enhanced oil recovery methods are 
now required to sustain production at slightly more than 1 
million bpd; the Shengli-Gudong complex near the mouth of 
the Yellow River and other large fields in the northeast 
where production is still expanding, and the large and highly 
prospective basins of China's western provinces. The 
offshore segment of the industry, which despite a reported 
increase. in production from 94,000 tons in 1985 to 375,000 

The world's biggest producer? 
C 

hina may have quietly become the largest coal pro­
ducer in the world. Including production from small 
private and collectively run mines, China produced 

about 880 million tons of coal last year, a 60 million-ton in· 
crease on 1985, and by Chinese reckoning enough to pull 
ahead of tbe Soviet Union. 

· 

At an estimated 5,000 billion tons, China also has the 
world's largest coal reserves and by 1990 should have little dif. 
flculty in reaching its production goal of 1 billion tons a year. 

The country counts on coal for about 70% of all commer· 
cial energy. With coal's share in the rapidly expanding power 
sector also increasing, coal's role is becoming even more cen· 
tral to overaU development. But the Ministry of Coal Indus· 
try takes pride in havmg made major strides in easing domes· 
tic-coal shortages and now has its eye on the international 
coal trade. 

Coal exports have taken on increased importance with the 
decline of China's oil trade and also with the increased influ· 
ence of Peking's conservatives, many of wbom, including 
Peng Zhen, have their rear-base constituencies in the coal 
heartland of northern China. 

Beginning with the Pingshuo strip mine joint-venture pro­
ject in Shanxi, on which a consortium of international com· 
panies led by Occidental Petroleum are spending about 
US$325 million to open a reserve of 500 million tons, whole 
mines are being desagnated as producers for export; special 
funds are being allocated for expanding the network of coal-
dressing plants. . 

Railways and ports are also being built, upgraded or ex· 
panded and overall competitiveness sharpened. Plans to 
modernise 77 major coal mines by 1990 by introducing 
mechanised coal cutting and tunnelling operations, aim to 
achieve two tons of production per worker a workday, more 
than double the national average. 

China currendy produces more than three times tbe 270 
million tons of coal internationally traded, but, despite a 
25% increase over 1985, was able to export only about 10 mil· 
lion tons in 1986. During the current five-year plan new pro­
duction of 318 million tons is planned. China hopes to export 
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16 million tons of coal this year and would like to see exports 
rise to 30 million tons by the end of tbe current plan. 

At the centre of China's coal-export strategy is Sa.nxi 
province, home of world-famous Datong steam coal . Elec­
trification of the double-track railway between Datong- and 
tbe port of Qinbuangdao has already been completed. 
Shanxi spent over 40% of its total development budget in tbe 
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�ons la_st year, still claims less than 3% of China's crude and 
will ac�ount fo{ less than 1 %  of all wells drilled. · 
. .) . � 
. Although; state councillor Kang Shien was recently 

quote9 as saying that Daqing's production could be sustained 
at CllJifent Ieve�s for another 10 years, his projection assumes 
incre�."ngly �xpensive recovery techniques. Attention has 
alrea y begun �o shift to Shengli and Gudong, where com­
bine production is approximately 700,000 bpd, and to 
Zhongyuan and other fields in the northeast. Gudong, a new 
field located at the estuary of the Yellow River. is targeted 
for special treatment with advanced domestic and foreign 
technology and equipment being deployed there, including 
50 d£#ling rigs and 1 ,000 vehicles. Discovered in Juty 1984, 
the infrastructure is already in place and production already 
over \30,0QO bpd. 

China is also beginning to develop heavy oil deposits in 
Karaqtay, Uaohe and Shengli, having begun thermal eQ­
hanQ!fp proc;(uction at the far northwestern Karamay field in 
1985. According to Chinese reports, China has confirmed 1 .7 
billion tons of heavy oil deposits and is planning 5 million tons 
per year refining capacity to handle heavy-oil prc;xluction. 

The highly publicised state-of-the-art efforts of foreign· 
oil-exploration companies, confined for the most part to 
offshore areas, have so far contributed little to national pro­
duct\Qn. Consortiums led by Japan National Oil Corp. in the 
Boh<Jj Sea and Total in the Beibu (Tonkin) Gulf have the 
only1producing fields; at today's prices these are of question­
able�commercial value. 

Which is not to say that foreign oil companies have acquit­
ted themselves poorly. China has so far given foreign com-

Sixth Five-Year Plan on the energy sector, most of it coal re­
lated. But more work remains. The province can still trans­
port less than half of the coal it produces. 

Sbanxi produces about 25% of aU China's coal; together 
with the provinces of Henan, Shaanxi, Ningxia and Inner 
Moagolia - the so-caUed "northern energy base" - it pro­
duces 40% and this figure is targeted to rise to SO% (700 mil­
lioll', tons) by the end of the century. Development of the 
20,000 kml Shenfu coal fields in Shaanxi-Inner Mongolia is 
part of this plan. The field complex in the Ordos Basin is con-

C H I N A 

- Planned railways 
G Coal production areas 
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panies access to vast virgin offshore basins or to small hard­
scrabble onshore basins only; that is, to areas where its own 
drilling companies are not technically or financially prepared 
to go, or where potential for large discoveries is low. Results 
are acceptable - though too late for the era of high prices­
despite the well-publicised failure of British Petroleum and 
several others. 

Arco's gas-field discovery south of Hainan is of world 
scale. Operators Agip-Chevron-Texaco, Occidental, Phil­
lips, Pearl River, and, just this past month, Amoco and 
Huanan, have made a cluster of significant discoveries south­
east of Hongkong. Had international oil prices not collapsed, 
all of these fields would be immediate candidates for deve­
lopment. As it is, China pondered so long on how it could 
best exploit the worldwide need for exploration acreage of 
the late 1970s and early 1980s that it missed the peak. Yet, it 
did its best to browbeat with exorbitant costs and ponderous 
bureaucracy those companies to whom it eventually did li­
cence acreage and is. now scrambling to keep the foreign oil­
exploration companies from packing their bags and going 
home. A new, more flexible way of integrating foreign oil 
companies into China's oil industry is beginning to emerge ­
including service contracts, optional drilling programmes 
and reduced royalties. 

Although a new m�dus vivendi with the international oil 
industry is now being worked out, it will not be sufficient to 
affect the self-reliant character of China's oil industry. Even 
offshore, Chinese companies are taking on more responsibil-

sidered one of the world's seven largest coal fields with re­
serves estimated at 200 billion tons. SO% of Shenfu's produc­
tion wiD go to exports. 

China wiD have much greater difficulty in attaining its 30 
million-ton export goal than its 1 billion-ton production goal 
by 199(). Even if it does, the decline of coal prices in the in­
terim may strip the effort of much of its profits. 

Despite rail and port expansion, Chinese coal is still 
handicapped by transportation costs when competing against 
Australian and South African coal. Australia and South Af­

rica are both closer to European markets and can 
handle vessels of up to 100,000 tons. Chinese 
ports are restricted to 50,000 tons. The Japan 
market, where China has done weD, is in decline, 
under the impact of cheaper oil and gas prices 
and structural changes in the Japanese economy. 
Only South Korea (with whom trade is expand­
ing rapidly on an unofficial but direct basis), 
Taiwan and Southeast Asia o(fer much hope for 
expansion. . 

Steam-coal prices have fallen to about half 
their 1985 levels (US$43-45) with both Australia 
and South Africa determined to hold their mar­
ket share. South Africa, facing a boycott in some 
markets, is said to be offering steam coal at 
US$20 fob and South Korea is looking at landed · 
P.rices no higher than US$29. Chinese insensitiv­
Ity to international market conditions usually 
means that Chinese prices lag in a falling mar­
ket, which limits opportunities for marginal 
sales. 

China's coal-equipment manufacture de­
serves watching. As it modernises its own mines, 
China is developing economies of scale at home 
to become a major exporter. The country is also 
increasing the so'phistication of its coal technol­
ogy. China's first coal-gasification project, a 
240,000 m3 facility plus a 240-km pipeline from 
Fuxin, Liaoning, to Peking is under way. The 
country's first coal-slurry plant, with a produc­
tion capacity of SO,OOO tons per year, has been 
completed in Liaoning. - Michael Morrow 
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ity- with plans to develop their own discoveries in Liaodong 
Bay and the East China Sea. 

Nor is their equipment as bad as it once was. While oil­
field equipment manufacturing is languishing in most other 
countries, it is, in the words of Prof. Bao Hongshu, secretary­
general of the Chinese Petroleum Equipment Association, 
"developing vigorously" in China; 50 manufacturers now 
produce nearly 200,000 tons per year of oil-field equipment 
and spares, much of it under licence from foreign manufac­
turers and it is American Petro­
leum Institute certified. 

As China reaches for its 1990 
production goal of 150 million 
tons of crude , it is creating con­
ditions for its oil-equipment 
manufacturers to squeeze out 
imports and eventually become 
a stgnificant force in world mar­
kets. At the same time, China 
has been able to take advantage 
of depressed equipment prices 
elsewhere to buy equipment 
abroad . Nanhai West Oil Co.'s 
recent purchase of the Bow Drill 
2 semi-submersible offshore 
drilling rig from its location on 
Canada's east coast is a case 
in point. Less than four years 
old, the rig was built in Nor­
way for US$1 12 million. The 
selling price was undisclosed, 
but Husky Oil ,  one of the own­
ers, confirmed a loss on the 
sale. 

World Bank assistance is also 
proving a boon to Chinese oil GJ 
fields, helping them to purchase 

YlnggMiai Bssln 
consulting services and equip- • 
ment, and even financing con-
firmation wells. · 

• with grotesque tales about Chinese techniques and technol­
ogy. Nonetheless, there is a growing respect for those 
scruffy, stubbled men (there are almost no women) with all 
that rusty equipment who keep producing more and more 
oil .  Backward and jury-ri�ged as they often are, domestic 
drilling operations, followmg in the footsteP.s of China's re­
spected home-grown geologists, are responstble for nearly all 
of China's oil production. China's petroleum industry is not 
as glamourous as it was a few years ago when the social life at 
Canton's White Swan Hotel and China Hotel was at full tilt, 
but it is more credible. D 

SOUTH CHINA SEA 

0 Pr&-2nd round contract area 
mJ2nd round contract area 
0 Post-2nd round bilateral contract area 
EJonshore contract area 

Foreign oil experts who visit _, _ _  0 Chinese oil fields usually return ..._ ______________________ _ 

P�wer shortages 
major headache 
T

he power sector is the first l!riority of China's Seventh 
Five-Year plan, and not Without reason. One of the 
most serious obstacles to China's economic develop­

ment is its shortage of electrical power. The country is ex­
periencing its worst-ever power shortage, one that will re· 
quire the rest of this century and between 1% and 2% of 
gross domestic product to overcome. 

According to a report recently released by Hon_skong­
Bank Cbina Services, in the past two years, electrioty pro· 
duction has been around 50 billion kWb short of demand, 

· causing around 25% of total industrial-plant capacity to lay 
idle. With the exception of the sparsely populated northwest 
region, most areas are now seriously affected. 

Power shortage is causing China to bn.ke industrial 
growth, which, according to the HongkongBank report, 
slowed from an annual average ofll% in the Sixth Five· Year 
Plan, to 6.4% in the first three quarters of1986. Meanwhile, 
electricity output increased 9.1 %, against a target of only 
5.6%. 

World Bank e$timates made during the sixth plan pegged 
electricity growth to GOP expansion at a 1:1 ratio. But the 
HongkongBank report suggests that the rate of industrial 
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growth, a higher figure, is the better figure. Cbina had 11% 
annual industrial growth during the Sixth Five-Year Plan and 
only a 6.3% increase in power generation. Industry accounts 
for about 70% of China's primary consumption of commer­
cial power. 

By 1985, China ranked sixth in world generating capacity 
and sixth in output; nonetheless, given its 1 billion people, 
per capita production was a low-ranking 389 kWh. As impor· 
tant, China's economy is now growing rapidly and it will take 
staggering investment for the power sector to overcome the 
shortaxes and the economic entropy that accompanies them. 

In the current five-year plan, 2% of GOP is targeted to 
power generation, double the previous plan. 6-7,000 mW a 
year of new generating capacity wiU come on line during the 
current plan, with an equal amount for completion in the 
next plan. Thermal power plants, almost entirely coal fired, 
are favoured, accounting for more than 70% of new con­
struction. Units will be 300-600 mW, effecting fuel 
economies, but increasing reliance on technology imports. 

Eventually aU oil-fired plants will be converted to coal. 
Many of the new plants will be mine-mouth plants using high· 
voltage transmission to obviate the need to move coal from 
pit to power plant by China's inadequate rail system. 

Cbina bas tapped only 7% of its 380,000-m W hydropower 
potential, according to the bank study. However, the greater 
capital efllciency of investment in thermal power is com­
manding the attention of planners. The same can be said of 
nuclear power more or less, even though China is still com· 
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mitted to two of the four nuclear plants originaUy planned -
tlae lint, being built at Qinshan in Zhejiang province to 
Chinese design with Japanese assistance, and the secopd, 
with Freach and British technology, at Daya Bay near Hon� 
kong. But why even two nuclear plants are being built re­
mains a -.uestion. The World Bank estimates steam coal must 
rise to US$70 per ton (it is now about US$25) and the cost of 
nuclear-power capacity fall to US$1,200 per kW before coal· 
nuclear parity will be achieved. 

Such heavy re6ance on coal is going to create even graver 
pollution problems for China, even if it does appear the most 
economic choice. Another option, which is just beginning to 
be looked at, is the use of gas turbines. As David Spottis­
woode, director of Gasistance and one of the world's leading 
gas consultants, recently pointed out, the speed with which 
gas turbines can be put in place and their relatively low capi· 
tal cost per kW (US$400 compared with US$900 for steam), 
make gas a good option when alternative uses for the gas are 
not available or unaft'ordable, even if turbines are less 
energy-efficient than other technologies. And when you 
bum gas the residue is water. 

China recently purchased from John Brown Engineering 
of Britain turbines for five power plants at Liaohe, Shengli 
and Zhongyuan oil fields. The units will be installed over the ' 
next two years to run on gas that would otherwise be Dared. 

- Michael Morrow 
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Competition comes to the industry. 
By Jill Hunt in Hongkong 

C hina's travel industry is in the throes of a major organi­
sational upheaval. Government-supported decentrali­
sation and deregulation of the industry, first advocated 

in late 1984 as a means to quickly increase overseas arrivals 
and build tourism revenue, has resulted in a surge of new tour 
operators throughout China to challenge the organisations 

given complete financial autonomy, and competed with each 
other on a frice and quality-of-service basis. 

The ful extent of the boom in new tour operations in 
China - some state-owned, some run by s::ollectives, and 
some private operations - is not yet clear. In theory, new 
operators should register with China's National Tourism Ad­

traditionally responsible for handling 
tourists from overseas - China Interna­
tional Travel Service (CITS), China 
Travel Service (CTS) and China Youth 
Travel Service (CYTS). At the same 
time, the Peking control bases of the 
three state-owned corporations are los­
ing ground to their increasingly inde­

(VIsitor spending In China, 1 978-86) 

ministration (NT A), the policymaking 
body of the travel industry, but, in prac­
tice, a number appear to be operating 
without NT A approval. In 1986, an 
NT A spokesman put the number of new 
agencies in China at 1 ,000, but this fig­
ure included agencies only permitted to 
deal with domestic tourists. 

(VS$ million) 

pendent regional branches. 
'78� 

Most significant for China's tourist 
industry is the fierce competition that 
has sprung up within the ranks of errs, 
China's largest agency. The branch of­
fices, which used to passively n�ceive 
foreign tour groups sent to them by 
head office , now liase directly with 
foreign operators , and, most impor­
tantly, receive foreign-currency pay­
ments. Foreign operators report that 
CITS regional branches are consistently 
undercutting the head office by 10-15%, 
and attempting to attract away head-of­
fice custom with promises (often un­
founded) of better service . In 1986 over 
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half the 454,oqo tourists handled by .86• 

1 ,131 

CITS came through branch offices. c.....::== 
Competition among the branches .Converting at US$1 = Rmb 3.20 

has grown so rapidly that veteran US IIJauoted in uss 

New operators are covering the 
whole spectrum of the travel industry. 
Some are simply ground handlers, like 
the collective of Peking University 
teachers, which is doing lucrative busi­
ness providing guide/interpreter ser­
vices for non-group clients of upmarket 
travel agents such as Lindblad Travel. 
Others have more ambitious targets, 
such as the Crane Travel ServiCe , just 
launched by newly formed Shanghai 
Airlines, which boasts its own taxi fleet, 
its own guides and offers a range of 
nationwide tours. Some have clear 
travel-industry interests - Shanghai's 
Jingjiang Group, for example, involv­
ed in hotels, shipping and aviation, 
has set up its own travel agency - while 
others are unrelated enterprises jump­
ing at an easy way to earn foreign cur­
rency. operator Lars-Eric Lindblad envisages 

a situation similar to Yugoslavia in the 
1950s, when all branches of the cen­
tralised state tourist organisation were 
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'Quoted at US$ million. 
Source: NT A - T...,... Business Analyst. 

Some new operators are simply 
state-initiated CITS clones, with NT A 

.._ ________ III!!.!!! •• !!!!,.WOWl!!!!!!,.....!!!!.,�"""�rl!!!..,. permission to operate exactly on the 
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lines of CITS, CfS and CYTS. China Civil Inter­
national Tourist Corp. (CCITC), for instance , 
funded by a Peking trade corporation, is headed 
by an ex-head of CITS' Peking branch and relies 
heavily on CITS branches to do its ground hand I� 
ing in provincial cities. But the handful of state­
initiated competitors have so far made little im­
pact - CCITC aimed for 5,000 visitors to China 
in 1 986, but is believed to have handled less. As 
yet, none of the new agencies come near CITS' 
volume, which still represents the lion's share of 
the tour-group market. 

So far, however, the goals of decentralisation 
- a speeding up of growth in the volume of ar­
rivals and revenue - are only partially success­
ful. The financial returns for 1986 look healthy 
enough , with a 22% rise over 1985 (though lack 
of detail on how the statistics are compiled 
undermines the validity of the figures). But the 
sums involved are still small - the expenditure 
of the annual 3 million visitors to Hongkong, for 
instance , is more than that of the 22 million visit­
ors to China. 

However, overall growth in arrivals slowed 
in 1986. Particularly disappointing is a slow­
down in the category that counts most for the 
tourist industry - the high-paying foreigner. 
The larger increase in traffic from Hongkong and I ����������::::!���=����===�====:J Macau is little consolation for Peking's tourism �-: planners, since it is mainly low-yield. Overseas 
Chinese growth should also be trea�ed cauti­
ously, since the method of counting this cate­
gory, on the NT A's own admission, is particu­

The State StatiaUc.a Bureeu reported that the grand totM for 1N8 WM 22.7 miWon, up 26. 7%, .nd ..,inga www US11.47 
b<llion, up18%.H""""•·the1.47 mllllcncountwuuponly 7.8%-a-growthlo<Chln&.OI-.the�count 
waa up 1.4% to 470,000, - up 20.8% to 2110,000, Gormo...48,000, - 1i,OOO. New breakdowno•o .-belnggtyon, butM Is not known on - -.  �tllio. fa< Instance, theSSB...,.,rtod that 
the number of foreign tx.ineamen wae up 41.2% to 240,000, and the number of "�" was up 9.2% to 347,000. And, acco<ding toCTS, CITS had a drop in ID<oign \riOi!O<OJanuary.octobar 19M of2.37%, though tho drop on "ponon· 
nights" was only 0.78%. larly rough. 

Growth in foreign arrivals is down 13 percent­
age points, from 20.8% in 1984-85 to 7.8% in 1985-86. Al­
though many destinations in Asia would be delighted with 
this increase, it is not good enough to match the expectations 
outlined by the NT A at the start of 1986. The NT A calls for 
an average annual 11% increase (not including Hongkong 
Chinese visiting friends or relatives) until 1990, to reach 5 
million arrivals, of which 3 million would be foreigners. Then 
arrivals should slow to an annual increase of7-8% to reach 8-
10 million (7-8 million of them foreigners) . 

While the 1986 economic 
slowdown suggests a levelling 
off of foreign-business traffic 
(China does not publish a busi­
ness/leisure breakdown), there 
is also evidence that tourist ar­
rivals slowed. Most telling are 
CITS' own figures for the first 10 
months of 1986, which show a 
drop in volume of 2.4% over the 
same period in 1985. This is the 
first time since China started to 
develop its tourist industry in 
1978 that CITS has recorded a 
drop, and the figure contrasts 
strikingly with its 17% growth in 
volume from 1984-85. Indicators 
for the 1987 ·tourist traffic are 
gloomy, with a senior official at 
CITS predicting a 30% drop for 
the first half of the year. 

'83 

'84 

tralisation have misfired, he says. Wang is also unhappy 
about the current price war, which he views as "damaging to 
the competitors, and also damaging to the industry as a 
whole ."  He says the NT A and CITS head office are working 
on a scheme to control prices, possibly through indirect 
taxes, but some foreign observers feel deregulation has 
spread too far for controls of this kind to halt it. 

Foreign-tour operators identify other disturbing trends to 
account for the slowdown in foreign tourists. The competi­

,380,000 

tive market place has not brought any improve­
ment in the quality of service. On the contrary, 
says one operator, the branches are deliber­
ately mishandling clients sent to them through 
head office, ·in order to demonstrate to foreign 
operators that they would do better to deal di­
rectly with the branches. But many of the 
branches are too inexperienced, and lack a 
nationwide network to successfully handle 
tours to several destinations. 

One angry US operator, facing several law 
suites from disappointed clients in 1986, said he 
had used a CITS branch to organise a number 
of his nationwide group tours, but had discover­
ed too late that the branch did not have enough 
clout to reserve hotel space and air tickets else­
where in China. 

CITS president Wang Erkang 
blames the tourist slowdown 
partly on errs branches, which 
have been squabbling over the 
existing market, rather than at­
tempting to expand it. To this 
extent, the intentions of decen-

.CITS clients .Foreign arrivals 
( ) CITS share of foreign arrivals 

CITS' approach to pricing is becoming a ma­
jor deterrent to foreign tourists, say foreign ope­
rators. China is already at the high end of the 
scale in Asia and there are fears that it will 
fare even worse in comparison with its neigh­
bours in 1987, following tour-package price in­
creases of 30-70% . Although many foreign ope­
rators have subsequently managed to reduce 
prices through individual negotiation, the scale 
of the increases is unprecedented anywhere else 
in the world. US operator Abercrombie and Kent 

<0 Asia Trsve/ Trade. S<x.rces: NT A, CITS. 
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says that,in the context of wholesale rises of 2-5% in Asian 
destinatiQns like Burma, Thailand and Indonesia, it is difficult 
to j ustit)tto the consumer a 30% increase for a China tour. 

Wang says price rises were imperative because of the fall 
jn the value of the renminbi against the US dollar, resultin� in 
h loss for CITS of US$360 million in 1985 and US$250 million 
in 1986. Wang cites a 30% rise in CAAC's domestic air fares 
for foreigners, with a possibility of a second 30% rise in April 
this year, as further justification. He argues that higher hotel 
rates have to be covered, though hoteliers point out only a 
dozen or so foreign-managed hotels in China are actually 
oharging international rates. · 

[n any case, none of these_ [a�tors can appease the con­
s.umer unless the rise is coupl��ftle visible improve­
J:llent in standards of service and facilities. While some deve­
lopments are obvious - in 1986 the first of CAAC's new 
aircraft came into service (more than 75 aircraft were or­
dered in 1985 and 1986) and some 15 international-standard 
hotels were in operation - a number of basic tourist gripes 
temain. 

· 

T ypical of current complaints are those outlined in an un­
published report from seven major China-tour operat­
ors in France. The report identifies major problems as 

deteriorating standards of guides, who are accused of rude­
ness and incompetence, the worsening quality of food fed to 
tour groups and lack of hygenic conditions in some hotels. It 
notes little change in CAAC's performance and continuing 
difficulty in securing seats on trains and aircraft and on 
Yangtze River cruise boats - despite reservations made a 
year in advance . On some routes - notably the Silk Road ­
it complains of tour groups stranded for over a week because 
of lack of transport. The report makes a plea for reimburse­
ments to foreign operators for substandard service, pointing 
out that it is unfair for them to bear the full brunt of compen­
sation to the client for damages and inconvenience . 

Lars-Eric Lindblad agrees that China now has less value­
for-money appeal. It can be boring for the average tourist, he 
says, who has no particular intellectual interest in the China 
- a point reiterated recently by NT A director Han Kehua, 
who said China's tourism was monotonous and urged agen­
cies to develop more specialist programmes. 

However, foreigners involved in the industry also point to 
positive developments. They stress the government's obvi­
ous concern to maintain tourism development, a point that 
was underlined by Han at the national-tourism conference in 
Pekin� in February this year. 

Chma's supply of first-class hotels will continue to im­
prove .. It is not known how many of the planned 60,000 
rooms' (in some 150 hotels) will be foreign managed (a pre­
requisite for quality) , but firm projects in Peking and Shang­
hai alone amount to over 25 foreign-managed international­
standard hotels by 1990. Developers and foreign-manage­
ment groups say they do not expect any finalised projects will 
be tampered with, though some suspect outside investment 
may slow. 

There are signs that much-needed marketing of China will 
also improve - to date, a low priority for tourism au­
thorities. Although the NT A's promotion budget is a low 
US$7 million for 1986-90, marketing impetus is expected to 
come from CITS branches. Already, the larger branches are 
making their pwn sales trips to the US and Europe and at­
tending trade shows. China's first travel mart, held in April 
last year, was organised not by the CITS head office, but by 
Hangzhou. The head office followed suit, organising a travel 
fair in December. 

Another new trend is the apparent (though not accurately 
documented) increase in independent travellers. China is 
easier to manage both for upmarket and budget travellers. 
An easing ·of travel restrictiOns in 1986 (the troublesome 
travel permits were abolished) and the official opening of a 
num,ber of new areas, which increased from 192 to 436, are 
more evidence of government determination to support 
tourism development. D 
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CHINA'S? 

BUSINESS TRAVEL 

The executive's 
lot is a much 
happier one 

I 
t is eight years since the Inter-Continental hotel group an­
nounced to the world it would bring international stand­
ards to China with a chain of Inter-Continental hotels 

across the length and breadth of the country. But hotel deve­
lopment did not turn out to be the smooth process foreign 
hoteliers had hoped for, and today China is still far from 
being able to offer business visitors a network of interna­
tional-standard accommodation in major business and indus­
trial centres. 

Although Inter-Continental has long since dropped out of 
the run ning, other foreign-hotel groups have managed -
with much-publicised difficulty - to get hotels operating. 
First came the Peninsula-managed Jianguo in Peking in 1982, 
and now Holiday Inn, Sheraton, Hyatt, Shangri-la, JAL sub­
sidiary Nikko, Swedish group Sara, Hongkong-based New 
World and GFIS, and Swiss group Movenpick are running 15 
hotels in nine cities. 

It is these hotels which have been largely responsible for 
improving the businessman's lot. Facilities outside the hotels 
are still minimal, though there are notable exceptions like the 
wave of new Japanese joint-venture golf-courses (by May 
there will be three in Peking alone) and a handful of 
newly formed World Trade Centre clubs. · 

Amenities in the new hotels would be unexceptional 
in many other Asian cities - confirmed reservations, 
computerised billing, credit-card facilities, 24-hour 
room service, palatable Western food, tennis and squash 
courts, a dry-cleaning service that can be trusted , foreign 
newspapet;s; business centres, telex operators and typists, 
fax machines and direCt dial (now possible from a dozen 
cities in GU,angdong and Fujian, and from major north­
em citieS.): But in China just five years ago none of this 
was a�ail:ible. In Peking, Canton, Shanghai and Tianjin 
at least •. the days when corporate presidents could be 
seen punching in their own telex messages at the tele­
communications building, or typing out a memorandum 
of agreement on a borrowed portable are over. 

Some of the ne..y developments are on an expansive 
scale. Holiday bin runs an expatriate mini-city in north­
ern Peking, where an investment of US$150 mitlion to 
date has provided 1 ,000 rooms, an office block, residen­
tial apartments, a members-only sports club, a supermar­
ket and an international school, with more to come . The I 
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Peking Shangri-la, which has lavisbtd o�r 
US$80 million on its upmarket interiors, has or'le 
win� of residential rooms with adjoining, fu"' 
eqmpped offices. The Huating Sheraton i n  
Shanghai offers its business guests plush meeting 
rooms, and a secretarial staff prepared to work 
through the night. And the Tianjin Hyatt's two 
Regency Club floors provide such high quality 
decor and service that some longtime business 
visitors to the city say they are unnerved by the 
luxury. 

But the pockets of Western-standard hotels 
are widely scattered. Together, they only ac­
count for 15% of the 60,000 rooms the National 
Tourism Authority (NTA) says exist for over­
seas visitors. The majority of locally run hotels 
are still not capable of providing such basics as 
confirmed room reservations , clean batflroonis 

and table linen, or reliable message delivery. There a•e 
more airconditioners around than five years ago and few�r 
straw mattresses, but mostly the cosmetic changes do not 
iron out the quirks of Chinese-style hotel management. And, 
now that the first flush of enthusiasm for overseas guests has 
gone stale, staff tend to be less welcoming than five years 
back. 

There are, of course, a few notable locally run exceptions 
like the White Swan in Canton - a member oLLeading 
Hotels of the World - and the Jingling in Ninjinj , .who�e 
staff were initially trained by Hongkong's Mandarif!lgrou�. 
These two are regularly singled out by the NT A as models for 
China's other locally run hotels, but without any obvious fol­
low through. Improvements to state-owned hotels have con­
sistently been urged by the tourism bureau and at state-coun­
cil level since 1979, and a special hotel committee was set up 
in 1986 to coordinate staff training and raise quality. But no 
measures to date have had more than a piecemeal impact on 
general standards. 

Many more joint-venture , foreign-managed hotels are 
due - this despite an estimated 75% dropout rate on hotel 
projects announced over the past two years - givin$ ·rise to 
mdustry fears of a glut of first-class rooms in some etties. In 
the short term this can only be good news for business travel­
lers who are now being wooed by management groups anx­
ious to build up a loyal clientele before their competitors open. 

To date, businessmen have had to pay a high pnce for 
their Western-style comforts. Rooms rates at Peking's most 
expensive hotel, the Sheraton Great Wall, are moving to­
wards Hongkong's levels (US$120 for double occupancy) . 
though standards, not unreasonably, are not. The Sh�ton's 
newly opened Huating in Shanghai, which is enjoying a 
short-lived monopoly as the city's only foreign-managed 
hotel, came in with published rates of US$125 for standard 
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double occupancy. This year rooms are hard to secure at the 
Huating, which predicts an occupancy rate near 90% , but the 
picture may be different in 1988, when another eight or nine 
foreign-managed hotels �re scheduled to open, including a 
Hilton, Meridien ,  three major Japanese groups, Hyatt and 
Holiday Inn. 

The fight for rooms in Peking's joint-venture hotels has 
been fierce - last year the four foreign-managed properties 

. again clocked up average annual occupancy rates of over 
90% .  This year, hoteliers predict slightly lower occupancy, 
coupled with an increase of "special-offer" rates, and like 
Shanghai, face a barrage of competition from another 9-
10,000 international-standard rooms. Already, the few busi­
nessmen in the capital in January could have benefited from 
an astonishing offer from the Great Wall of US$25 a night. 

But value for money in China is best found in Canton. 
where three w_orld-class hotels operate at very competitive 
discounted rates (except during the trade fair), and, surpris­
ingly, in Tianj in , which now boasts a top-quality Hyatt and 
the soon-to-open Crystal Palace managed by Swissotel , a 
group that specialises in top business hotels in major cities 

BANKING 

.Future direction 
of reforms 
sti l l  uncertain 

· By A Correspondent In Hongkong 

The jury is still out on the impact of the dramatic reforms 
- at least on paper - which swept through the Chinese 
banking system in 1986. The nature of the reforms was 

itself paradoxical: the People's Bank of China (PBoC), the 
country's central bank, stepped up its overall central control 
over both domestic and international banking activities, and 
yet a series of quasi-capitalistic measures were introduced, 
albeit with central approval, by several major Chinese cities. 

Literally at the centre of these reforms was the highest­
ranking woman in China, PBoC president Chen Muhua. 
Dubbed a centralist by many· observers, Chen has again con­
founded onlookers by presiding over an explosion of hitherto 
unthinkable local initiatives. No one should really have been 
surprised: in her previous bailiwick over on Chang An 
Boulevard, when she served as the minister of foreign econo­
mic relations and trade, she had overseen the break-up of the 
monopoly system of the national impog and export corpora­
tions. Either Chen has not been able to control two succes­
sive bureauqatic giants she has been sent in to reform - an 
unlikely scenario - or she is a person comfortable in wield­
ing her authority in unexpected ways. 
. In her own words, as quoted by China's official news­

agency Xinhua in late December: "The financial pattern 
which has long pertained in China under the commodity eco­
nomic system ca� no longer meet the needs of economic re­
form. In order to promote the early formation of money mar­
kets in China, banks opened up new banking businesses this 
year." These new banking businesses were characterised by 
the establishment in 10 cities of clearing houses for the hon­
ouring and discounting of commercial bills, the opening of 
domestic money markets among Chinese banks and the is­
suance by Chinese banks of bonds and stocks on behalf of 
local enterprises. 

Simultaneous with these structural reforms, the brakes 
were sharply pulled away from the expansion in credit. By 
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worldwide. A Sheraton will open in Tianjin later in the year, 
bringing the count of international-class rooms in the city tl:l •  
1 ,500, despite the fact that the city received 50,000 overse� 
visitors last year - a small number compared with Shang­
hai's 600,000 or Peking's 1 million. 

Prices in Western restaurants are also expected to level 
off, as more Western ingredients can be sourced locally. But 
a drop in high import duties, some well over 1 00% , 1ook un­
likely. The duties are cited by hoteliers as a prime reason for 
the high prices in restaurants that serve mediocre food by 
world standards . 

W hile China's hotel accommodation has improved 
dramatically in some cities at least, domestic trans­
port has not. The state airline, CAAC, has recorded 

substantial growth, with its passenger load doubling in two 
years to almost 10 million in 1986, but there has been no 
parallel improvement in quality of service , which still falls fa�; 
short of acceptable standards. 

A record number of aircraft (76, and possibly more) 
have been ordered for China and the first deliveries are 
in service , making a happy contrast with the decrepid An­
tonovs and Ilyushins which are still much in evidence on 

November 1986, industrial loans had reached Rmb 43.58 bil­
lion (US$7.98 billion) and agricultural loans Rmb 29.71 bil­
lion, up 1 15% and 145% respectively over the yea{-earlier 
period . As Chen explained it , credit funds had run out of con­
trol in 1984 and the banking system in 1985 had adopted a 
control measure of "killing first and resuscitating later." In 
1986 this was replaced by a policy of "seeking relaxation 
through stability. "  

This policy is t o  be continued through 1987, but it is to be 
complemented with a further thrust towards "smashing the 
iron rice bowl ." In no uncertain terms Chen stated: "All spe­
cialised banks may be permitted to interchange business. In 
future, banks may select their own customers and customers 
their own banks. Banks will not guarantee the supply of 
funds. In short, banks should support economic develop­
ment as well as stabilise currency circulation."  

As with all aspects of  Chinese social, economic, commer­
cial, financial and political life , any predictions for 1987 made 
in December 1986 must be subject to re-evaluation given the 
startling political events of the past two months. Even as 
early as 24 December 1986, there was a warning in Peking's 
Jingji Ribao that "bonds should not be issued m a flurry." 
The influential newspaper observed: "It  appears that bond 
issues are a good method since everybody thinks of it. How­
ever, we are somewhat worried about this practice. If every­
body chooses to issue bonds taking into account their own re­
sources, it will possibly lead to a craze of haphazard bond is­
sues, which can be used as a means of transferring capital or 
squeezing money from others. "  The journal was by no means 
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domestic routes. But poor safety standards on domestic 
flights and inefficient, surly service on the ground continue to 
ftustrate. 
· '· One glimmer of hope fo� business travellers lies in the new 
computerised-reservations system , currently bein� intro· 
duced. By April this year, .Shanghai , Peking, NanJing and 
Guilin, as well as Canton, should be linked to the reserva­
tion-service computers, temporarily based in Hongkong. But 
for anyone travelling extensively in China, securing a return­
trip booking is still a major headache which even the new 
joint-venture travel agencies cannot resolve. This handful of 
new agencies, however, do offer a useful service to foreign 
travellers who want to arrange outbound travel. 

The signs are that no rapid improvement is likely in 
China's air transport, despite attempts at administrative re­
form. CAAC has been deliberating since autumn 1984 on 
how to split itself into separate competing airlines (the first 
were originally due in 1985) in order to improve its service. 
Although it appears to have moved nearer to sorting out the 
split-up process, industry sources suggest that in the short 
term, at least , the regional CAAC airlines will introduce 
further complications into the already ailing air-transport 
system. Competition from other newly created airlines seems 

advocating a retreat from bond issuance, however. Instead it 
called fur the quantity of issued bonds to be controlled, the 
funds raised to be used for key projects, and never for the 
constru'ction of non-productive facilities. 

The political events unfolding within the highest leader­
ship of the communist party and the government have not yet 
reached the stage when pronouncements can be made about 
the country's future financial system and practice. However, 
if the structural reforms in the system over the past 18 months 
are to be regarded as beneficial, then there could be no better 
person at the helm of the People's Bank than Chen,  a woman 
who has never been associated with radical reformers but 
who has pushed on with decentralising reforms,  while main­
taining a strong central control over those very reforms. 

There are those that have argued that the reforms m the 
Chinese financial system in the past year or so have been 
paper reforms that have actually changed very little. These 
arguments are tenable, but not necessarily sustainable. The 
approval, for example, for selected branches of the Industrial 
and Commercial Bank of China (ICBC) to participate in 
foreign-exchange transactions and the reciprocal permission 
for the Bank of China to deal in renminbi will open up com­
petition considerably, and thus opportunities for Chinese en­
terprises. With an established network of some 20,000 
branches and offices throughout the nation, ICBC is geared 
to take advantage of further allowance for its branches to 
compete in the lucrative and prestigious foreign-exchange 
business. Similarly, the Bank of China will be in a position to 
expand its customer base through its renminbi transactions. 

On the other end of the scale, establishment of Aijian Fi­
nance and the Bank of Communications in Shanghai will 
further promote competition in an industry which has existed 
in a stagnant pool for nearly 40 years. In addition, the confi­
dent restructuring of the China International Trust and In­
vestment Corp. (Citic), to include a de facto international 
bank cannot be underestimated. Both ICBC and Citic have 
quickly established correspondent banking relationships 
with major international banks around the world, and are al­
ready providing competition to the Bank of China and, in­
deed, among themselves, with the setting up of ICBC's Trust 
and Consultancy Corporations. 

The reforms of the past year must also be seen in the fight 
of the changes in China's banking structure since the late 
1970s. What was then an inflexible system with a domestic 
monopoly controlled by the People's Bank and an interna­
tional connection controlled only by the Bank of China has 
now been blown wide open. Some of the reforms, must be 
seen as fragile and open to some reversal , but it is difficult to 
foresee a total reversion . D 
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to have had little impact on CAAC's performance, and have 
not offered business travellers a particularly attractive alter­
native to CAAC. 

Most "new" airlines have turned out to be no more than 
CAAC satellites, and the largest of the genuine competitors, 
China United Airlines, carried just 300,000 passengers in 
1986. Shanghai Airlines (which says 30% of its passenger 
load since it began its service mid-1986 was foreigners) flew 
just two routes weekly last year, carrying just 20,000 passen-' 
gers in total , compared wuh the 1 . 96 million that CAAC 
Shanghai branch carried during the year. . · 

Overseas business visitors also have the relatively new 
phenomena of the massive domestic-travel market to con­
tend with at railway and bus stations and at airports. This 
amounted to 270 million people on the move in China in 
1986. The only aspect of travel to noticeably improve is the 
provision of taxis. There even appears to be a surfeit in Pe­
king and some other cities, the result of the formation of 
hundreds of new taxi companies in an effort to exploit this ap­
parently easy-to-generate source of foreign currency. 

- Jill Hunt 

LAW 

Long march to 

the present, 

long way to go 

By Edward Epstein In Hongkong 

W 
ith hindsight, widely publicised and discussed legal 

events such as the adoption last April of the law on 
wholly foreign-owned enterprises and in October the 

22 articles for encouragement of foreign investment will be­
come the non-events of 1986. Instead , attention should have 
been focused on other developments largely ignored outside 
China, such as the adoption of China's first socialist code of 
civil law, the first ever unified national examination for entry 
into China's burgeoning legal profession and the rocketing 
number of civil and economic cases taken to the courts. 
These will prove to be the r�al events of recent legal his­
tory. 

Traditional China never had a code of civil law. Such legal 
rules as did exist regulated a vertically oriented society in a 
bureaucratic way. There were few rules about the procedure 
for applying the law. There were no courts or j udges, only the 
formidable magistrate who was at once an administrator, in­
vestigator, judge and jury. Naturally, there were no lawyers. 
As a result, most disputes were settled by the parties without 
resort to legal process. • 

What progress the nationalists made in introducing the 
rule of law and instilling a respect for a legal process was 
swept away in 1949 and the attempts by the communists to 
adopt Soviet-style law, courts and lawyers were themselves 
short lived. China's legal profession was revived in 1980, but 
only last September did several thousand prospective law­
yers take the first national examination to enter China's 
30,000-strong legal profession . Sponsored by their work 
units, candidates must sit for the examination, even if they 
were one of last year's 6,000 graduates from China's 40 law 
schools. 

In both urban and rural areas the profession has been or­
ganised into several forms of legal services, not only as an ex­
tension of the bureaucratic administration of justice but also 
as financially independent law offices staffed by so-called 
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est fee set by the state, salaried lawyers working out of state-: 1 
approved legal offices will dispense advice , draft delCUmentSi· 

state legal workers, many of whom are part-time lawyers. and represent clients in court proceedings. In large citi� 
Major cities now abound with law offices specialising in where legal services are more re'adily available, more than 
foreign trade and investment. With a total of only about half of the parties in civil cases are represented by a lawyer.! 
30,000 lawyers, or about one for every 300,000 persons, the In criminal cases the proportion is even higher. Htgher still is 
strength of China's legal profession cannot compare with that the proportion of legal documents written by lawyers on b�, 
of the US (1 :513) or even Hongkong (1:3,750) . But already , half of their clients to start or defend court proceedings. 
China's lawyers have had an impact !1'-!!�"ft�""��!!liJ.!!I!I!I�IIftipiii!I!PIP!!III!IIIW• For China's legal profession, 
on legal behaviour, including dis- however, many problems still re-
pute-resolution habits, especially in- main. Some are simply a result of 
the course of business relationships the shortage of lawyers which can-
which have blossomed under de- .not be relieved in the short term. If, 
centralised economic control . as is now commonly the case. 10 or 

By the middle of last year 40,000 20 similar enterprises in the same 
Chinese large and medium-sized area share one legal adviser, con-
enterprises had retained legal ad- flicts of duty are bound to arise. 
visers. This contrasts starkly with There are still no clear guid�lines,. 
the mere 411 Chinese organisations however, for lawyers to resolve. 
with legal advisers in 1982. AI- such conflicts. Other problems are' 
though there is no le�al obligation more fundamentally rooted in 
to do so, many orgamsations place China's political and ideological 
announcements in the national system. 
legal daily China Legal News to Like their Soviet counterparts, 
publicise their retainers. A survey Chinese lawyers are coming to the 
of these public announcements • crossroads: demand increases for 
shows that, as might be expected, '83 •64 ·ss· '86t their services to be professional and 
enterprises engaged in light indus- ·estimateonty. independent, but so doe$ state 
try, heavy industry and commerce tFigure includes only enterprises: People's Daity27 Sept. 1986. pressure to politicise the role of 
are retaining by far the most legal Soun:e: CtwnaStalis,_AIInwll l•�l. lawyers. At a national conference 
advisers. of lawyers last July, Vice-Premier 

As a large number of these en- Qiao Shi reminded lawyers that 
terprises are located in the econom- they were "state legal workers not 
ically advanced provinces of Jiang- independent professionals ," who 
su, Zhejiang and Sichuan, not sur- 1f:��� (Civil and economic cases tried by must "faithfully serve the interests 
prisingly the percentage of retained Chinese courts at first instance) of the party, the state and the peo-
legal advisers is hi�hest in these 0·9 " pie and not put their clients' in-
areas. It is more difftcult to explain 0.8 • terests before those of the state and 
why Shanghai and Canton, in parti- o.7• the collective ." 
cular, show remarkably low per- 0_6 • In recent years individuals in 
centages of retained legal advisers .: China have been allowed to engage 
as compared to other economically o.s• in private business and even medical 
advanced areas. It may simply be practice , but Marxist ideology on 
the result of a preference to an- - the interdependence of law and poli-
nounce their retainers in the local tics will, as has occurred in the So-
rather than the national press. viet Union, effectively drive the pri-

The demand for the services of a 1•1 vate practice of law underground. 
lawyer is not limited to state and � '84 •85 •811 Closely related to the prospects 
collective enterprises. Organs of of China's legal profession is the 
state administration, individual en- Ocivil • Economic current five-year campaign of legal 
terprises, a mayor and • even a "China DailY 17 Feb. 1987. proselytism, whereby the general 
monastery in Sichuan were also (tl Thi8 ttgure quoled ln ChW.. Facts and FigunM Annua/(1982l. public is being instilled with an 
among . those organisations which <21=�.,. c.lculated on lhe baaioorreported percent- awareness of major laws and a res-
announced they were retaining the 13l lncludea oome,_ ;nvo�v�ng economiccnme. pect for legal process. In high-
services of a lawyer. 141 90% ... contract dlsputeo. ly politicised fields, such as the Note: Reported fig.,..""' IO< 12 month perioda but not necessarily 

• h The functions of a Chinese law- acat-year. criminal law and human ng ts, 
yer are not limited to in-house legal cedwwJ. Epltoin Hong Kong 1987. such a campaign may be view-
advice. For the payment of a mod- .so.n.: Suprwmo P_..., """"wort< Repals l981 101-· ed with cynicism both in China 
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and without. Yet some progress has been made in instilling 
even lawmakers and enforcers with a sense of legal process. 

Crackdowns on crime in the early 1980s, for example, 
flagrantly ignored the procedural rule requiring all death sen­
tences to be approved by the Supreme People's Court. Later 
the rule was amended. More recently, student demonstra­
tions prompted the hurried approval of regulations on public 
demonstrations in a number of major Chinese cities. The re­
sult may be effectively to legislate away the constitutional 
right to demonstrate , but, even so, in these two situations it is 
significant that Chinese lawmakers felt the need to take legal 
measures at all. 

property) ,  the new confidence shown in_ legal p�oc¢s� is truJ)f 
remarkable . The Chinese, as conventional wtsdQAl wouw 
have it, shun litigation or similar forms of institut'ionalise.d 
adjudication of disputes. The traditional preference is to set� 
tie differences by mutual agreement after negotiation or 
mediation by a disinterested third party. The socialist 
Chinese have from an early date , on the one hand. seized 
upon this preference for mediation, politicised it and created 
an important place for it among socialist institutions. On the 
other hand, they have more recently attempted to ins�il a r� 
spect and confidence in law and legal process. · 

In the law affecting the day-to-day lives of ordinary peo­
ple, howevet (such as laws about housing, divorce and family 

The result has· been an astonishing rise in the number of 
civil actions and conl!:act disputes brought to the courts for 
resolution. In 1986 there were more than 1 million civil dis­
putes taken to court in China. This was an increase of 16% 
over the previous year and almost four times as maqy as th¢ 

Laws on ownership 
and economic reform 

L ike agricultural reforms, the fun­
damental goal of economic re­

form in the tertiary sector is to link 
economic performance to material in­
centives without radically changing 
the system of ownership, which for 
ideological reasons must remain es­
sentiaUy public. Since policies for 
urban economic reform were first for­
many articulated in 1984, China's law· 
makers have been experimenting with 
a number of legal measures to separate 
ownership from the use of the means 
of production in the tertiary sector. 
This has proven much more difficult 
than separating the use of land from its 
ownership, as was achieved in agricul­
tural reforms. 

No single model of economic re­
sponsibility was or could have been en­
visaged for tertiary reform. The refor­
mers have used legislation to experi­
ment with several different models. 
The first and most controversial model 
is gufenbua, or securitisation of enter· 
prises. Although secoritisation among 
collective enterprises 
has been going on since 
1983, legislation includ­
ing state enterprises and mixed fonns of 
ownership (suda as 
foreign and domestic 
�oint ventures) was first 
Issued late in 1986 in 
Guangdong and Xia­
men. 

These regulations 
limit public subscrip­
tion to 49% of the net 
value of the enterprise 
property and annual di­
vidends must not ex­
ceed 15% of share capi­
tal. China stiU has 
not promulgated a 
company law� but in 
September last year 

1 06  

Guangdoog province adopted a set of 
regulations applkable to foreign com· 
paoies registered in the Special Eco· 
nomic Zones (SEZs) with liability li· 
mited by shares. These are dearly the 
most detailed provisions on the inter· 
nal organisation· of companies thus 
far seen in China and like much of 
the SEZ legislation will sene as an 
experimental model for the time be-
ing. 

. 

Secondly, in a State Council Re· 
port Concemin& the Reform of the 
Commercial System in 1984, the leas· 
ing of smaU state enterprises to col­
lectives and individuals or their com· 
plete "denationalisation" were both 
mooted and since then many such 
measures have been reported, iodud· 
ing even the sale of small state con­
cerns to wealthy private individuals. 
Apart from general contract legisla­
tion, however, there have been no new 
laws regularising these kinds of activi­
ties. 

Thirdly, the General Prindples of 

Civil Law, promulgated last Aprft, 
give recognition to the partnership be­
tween natural persons and joint forms 
of cooperative investment between 
domestic enterprises. The partner· 
ship, as a form of business, had legal n 
status in the 1950s, even if it was oot 80 • 

recognised by name. Ha=· qpen 
into disuse, it .. as receody me · 

more popnlar as a business • 

and the civil code has six proTisiellia oo 
partnership, which, though onti len­
eral, may well be a basis oo wbicb to 
stimulate its more widespread use. 
The three provisions on domestk joint 
undertakings, however, only address 
questions of civil liability and more de· 
tailed rules about their establishment 
and composition were already adopt· 
ed in 1980. 

FinaUy, most legislation on non· 
agricultural private enterprue in 
China was promulgated from 1981-
83. It included all manner of regula­
tions on registration and admioistra­
tion of individual enterprises. Gener· 
aUy, permission to engage in private 
enterprise is restricted to unemployed 
or retired persons and the sco" of 
business activities is limited to one of 
seven specified trades: commerce, 
serving food and beverages, repair 

trades, other �r­
vice trades, tra�ort, 
small-scale handimaft 
trades and housing 
maintenance. In prac­
tke, other' . activi­
ties are permitted, sudl 
as medical pnctiee 
and private kinder­
gartens, ac:Coi.-di111 .to 
demand. 

So successful has 
private enterprise been 
in China that last year a 
new set of tax regula· 
tioos was applied to 

. tax them at 7-=6'0% with 
an additional 10-40% 
supertu on , income 
over Rmb 50,000 
(US$13,434) " year. 

- E�nf Epstein 
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number of civil cases taken to court in 1978. The type of dis­
R4tes taken to court is also changing. Divorce cases and prop­
erty settlements once constituted more than half of all civil ac­
tiqns. Now divorce cases have given way to disputes over inheri­
tahce, property (especially housing disputes) and simple debts. 

The same economic changes affecting the demand for 
legal advisers must also be behind the even more extraordi­
nary increase in economic-contract disputes handled by the 
courts in the past five years. Economic contracts are those 
agreements subject to state planning which are made be­
tween enterprises or other economic entities, such as rural 
production units, including the individual enterprise or rural­
production household. 

Before 1980, Chinese law, after the Soviet model of arbit­
rage , provided that economic-contract disputes firstly be 
mediated or arbitrazh by a state-administra!ive organ. Ap­
peals could then be heard by a court. Since contract disputes 
can now be taken directly to court, the number of cases has 
doubled in almost every year since 1982. In 1985 economic 
cases, 90% of which are contract cases, increased by 73% 
over the previous year. 

At the same time the work of the courts has increased, the 
number of "people's mediators" and cases mediated has 
been falling, despite an overall increase in the number of 
mediation committees throughout China, which · now 
number nearly 1 million. This is a very significant develop-. 

ment in a society 
where non-litigious 
dispute settlement 
has been so firmly 
entrenched by tradi­
tional norms and so­
cialist ideology. 

Was the conven­
tional view of the re­
luctant Chinese liti­
gant merely a myth? 
Studies of Taiwan 
under Japanese rule 
and non-Chinese in­
d i g e n ous peoples 
under British and 

French colonial rule, have shown similar patterns of dispute­
settlement behaviour when new external mechanisms have 
been made available to resolve disputes. Far from exploding 
the myth of a reluctant litigant, however, the relatively small 
decline in people's mediation tends to support China's very 
strong ideological and political commitment to mediation as 
an institution for dispute settlement. 

It must also not be forgotten that most civil actions do 
not end in a court judgment, but are successfully mediated 
by the court itself. The proportion of cases successfully 
mediated by the courts, however, has also decreased in re­
cent years. 

The most significant event for Chinese legal process in · 
1987 will probably be the Supreme Court's recent decision 
gradually to establish administrative chambers at all levels of 
people's courts. Initially, this chamber will hear appeals on 
the decisions of public-security organs, as is provided under 
the new Public Order Regulations. Ultimately, however, 
they are bound to take over from the courts' "economic 
chamber" the jurisdiction to hear all kinds of administrative 
appeals, such as taxation appeals, patent and trademark ap­
peals, appeals from environmental orders and so on. 

I ncreased economic activity and prosperity, heightened 
awareness of legal rights and the procedure for enforcing 
them, the novelty and hope entertamed by disputants in the 
courts , and judges and lawyers have all played a role in sig­
nificantly elevating the status and function of the legal pro­
cess in China. Nevertheless, lawyers are still beaten by the 
police and thrown out of court by tyrannical judges. Parties 
are still forced to compromise disputes when judgment 
would be more favourable to one side, and courts still give 
judgments without hearing the parties. 0 
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PLA on parade: better technology. 

MI LITARY 

PLA marches on 
regardless of 
political rumpus 
By David Bonavia in Hongkong 

T
he latest round of political controversy in China is 
thought unlikely to cause more than a ripple in the Peo­
ple's Liberation Army (PLA).  Already closely pro­

tected from "bourgeois liberalism" and its "corrupting" in­
fluence, the army is concentrating on raising its technical and 
tactical level and on demobilising a million men ,  or about 
25% of its previous strength. 

The military press and political commissars have sum­
marised the campaign against bourgeois liberalism for the 
benefit of those in uniform. The Liberation Army Daily has 
noted that it has caused confusion. "Some of our comrades 
are worried that the opposition to bourgeois liberalism may 
hamper reform, opening up and enlivening the economy be­
cause of some negative phenomena." 

Until quite recently, the PLA commanders were deeply 
involved m politics and most of the ruling politburo had a 
military background and numerous useful contacts in the 
armed forces. Elder statesman Deng Xiaoping, however, has 
tried to depoliticise the PLA to a considerable extent and in­
structed it to concentrate on turning itself into an effective. 
modern fighting force. 

As chairman of the Military Affairs Commission of the 
communist party, Deng has the most direct access to com­
manders at the highest levels, so that army interference in na­
tional politics could be easily stalled by him . Over the past 37 
years of communist rule in China, high military commanders 
have opposed policies supported by the majority of the 
leadership half a dozen times, but in all cases unsuccessfu lly. 

This does not mean the PLA has had no input into the po­
licymaking process. From 1976-78 especially, when Deng 
purged the more Left-leaning members of the leadership, he 
could have been challenged by the army commanders, who 
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had grievances against him going back to 1975 when he ex­
coriated their primitive tactics and poor leadership. But no­
body cared to face him down. 

With their new, smart uniforms and the recent emphasis 
ori technical and generat education in the PLA, its officers 
may be less inclined to support the late Mao Zedong's exhor- . 
tations to plain living and political study . The soldiers' diet 
has been Improved, which means higher incomes for the 
peasants in areas around lar�e military _concentrations ­
even the PLA cannot grow all Its own � 

Nonetheless, it is only a decade or so since the PLA was 
invested with the halo of Maoist political purity and the role 
of protector and servant of the peasants and other civilians. 
Its production facilities for arms and other military goods 
have been to a large extent converted to production for the 
civilian sector. Meanwhile, there is difficulty in finding jobs 
for the l million men supposed to be stood down, and many 
of them are simply being put in charge of militia units in 
towns and rural areas. 

to finance prospective purchases of advanced military tech­
nology from Western countries - especially in avionics, 
radar guidance and computers. 

Particular attention is being paid to modernisation of the 
air force , the crucial arm in much of modern warfare. Tacti­
cal exercises held last spring involved "advanced supersonic 
fighters, attack planes, bombers, transports, helicopters, 
tanks, airborne troops and surface-to-air missiles," accord­
ing to Xinhua newsagency. China has also designed and built 
a naval bomber with air-to-ship missiles. 

In other service branches, China boasts development of 
Chinese-character computer and telex systems, automatic 
decoders and lasers which determine whether a shot "fired" 
in an exercise actually hit its target. 

Military experts judge that China could not outgun any 
major military power in the world today. But with its success­
ful rocketry programme - now being touted for commercial 
hire - its ICBM capability is accepted by chiefs of staff of all 
big powers, who would hesitate to deliver a nuclear blow to 
China for fear of damaging retaliation. 

Despite the removal of their political glamour, China's 
soldiers are still involved in the life of the area where they are In fact, only abOJ6t half of the total aemobilisation target 

���n�;; c���o���P�v�i�� � -�_.�--�ffiii��--;:�:::-_ .. ;wt:;_,;,.";: ... "-;;;;.,q�.;;;,:;;;,_;;;;;;-ffl,,;;:, . .,..,..,..,;;;:;:;;;;;;;�;:;�;;:-�=::-:;;;: w-y- ..... -• .. .  

more m such a short time. � · ··· · . 
However, soldiers with tech- · , 

. .. tiii'i!�llf!-1 
· nical training are useful in 
factories, transport concerns 
and communications, while 
those who were born in rural 
villages may reconcile them­
selves to returning to peasant 
life, because economic re­
forms have made it more pro­
fitable . 

As to its irue military role , 1 
the PLA faces a dilemma. 
There is no serious military 
threat to China just now from ' 
either of the superpowers and 
even the Vietnamese are not 
anxious for war while so 
many of their troops are de- ill<' 
ployed in Cambodia. There � 
has been no obvious enemy I I � 
since the smi e diplomacy to-
wards Taiwan was begun five I ·: ::;·,.-.. 

years ago. The Sino-Soviet l Anti-aircraft missiles: 
border problem shows signs -'----------'--�--------

AP I 
o f  possible solution, though relations with India remain tense stationed. A recent report from Sichuan province said there 
on both the Sino- Indian and frontier sectors. had been a big transfer of power over local militias to civilian 

Without an obvious enemy, it is hard to make troops authorities. 
fanatical, and fanaticism has been the best weapon of the Emphasis is again being placed on academic preparation 
Chinese army both in history and in recent decades. of military officers. The National Defence University -'*e-

scribed as "China's highest military institution" - was 0 ne modernising move last year was the creation of opened last September after a 20-year period in which formal 
seven army groups, in place of the former 1 1  mili- instruction was neglected. 
tary regions. This makes it easier for the PLA to fight The Peking Monthly Forum reported that the university 

an invasion in depth, and works against political fragmenta- had been completed in 1985. It has subsumed the roles of 
tion among regional commanders. three previous academies - the military academy, the politi-

Western arms manufacturers have mostly been disap- cal academy and the logistics academy. A university spokes-
pointed so far in their hopes of sellin� large amounts of up-to- man said the new school would focus on turning out "highly 
date weaponry to China. The Chmese have looked, and knowledgeable and capable" military intellectuals with 
smiled, and kept their cheque-books in their pockets. But "strategic minds and the ability to direct combined opera-
some small advances in their demand for foreign hardware tions, who know not only the ground forces, the navy and the 
have been observed. air force, but also military affairs, politics and rear-service 

Meanwhile, Peking has entered the lists as a substantial work ."  
exporter of conventional weapon!i_. In November last year, a The academy has a national-defence research Qepart-
large exhibition of Chinese-made arms was shown among ment, a "basic department" (presumably for new officer 
other countries' defence technology. It included missiles, cadets) , a refresher-course department and a teachers' train-
tanks, armoured vehicles, planes, artillery, radar and new ing department. Later there will be a post-graduate institute, 
engine and laser systems. according to Xinhua. The school already has 78 professional 

China is estimated to have earned about US$1 .5  billion in research fellows "who are quite influential inside and outside 
arms exports to Third World countries in 1986. This helped the army," Xinhua claimed. 0 
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