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COMMUNIST CHINA'S IMPORTS AND EXPORTS, 1956:
= TRADE AND TRANGPORT INVOLVEDF —

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

The foreign trade of China*# in 1956 was announced as 10.9 billion
yusa (spproximetely US $4.4 billionw#s), compared with 11 billion yusn in
1955, marking the first year in which China's trade has declined. The
decline was on ﬁhe izport side and reflects a sharp reduotion of recelpts
under Soviet loans. (See Figure 1.%#us) .

A further decline in trade is plaaned for 1957, with total trade
expected to be 9,955 million yuan -(slightly more than $4 billion), or
8.4 percent less than in 1956, For the first time, exports will decline.
This further decline in trade reflects the economic maladjustments resulting
~ from the overambitious econoni_é activity of 1956 and the effects of typhoons
and floods on the agricultural production of China. Despite this decline
the foreign trade goal of the F:l:rst Five Year Flan (3.953-57) is expected
to be overfulfilled by 6.4 percent by the end of 1957.

Bt Appenﬁix A {Bee p. A-l) presents the revised estimates of value and
direction of China's foreign trade for the years covered by the previous
studies published in this series (EIC-RL through EIC-Rl-55), as well as a
discussion of the problems involved in the conversion of yuen values to
doller equivalents.

% Unless otherwise specified, the terme China snd Chinegse are used here-
after in this report to mean Communist China and Camminist Chinese.

w4t A1l doller values in this report are in terms of US dollars or equivalents.
ik Following pe. S-1. '

S-1
S5~E-C=R~B=T
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Figure 1
/To be inserted later/

Fbreign Trade of Communist China®
1950-56

Dats for inelusion in figure follow: Million US $

1950 1951 1952 1953 195k 1955 1956
Totel trede 1,300 2,650 3,100 3,300 3,450 4,485 4,15

Tuporte 665 1,565 1,795 1,880 1,795 2,465 2,150
Exports 635 1,085 1,305 1,420 1,655 2,020 2,265
Trade with:
Bloc L35 1,680 2,h20 2,490 2,780 3,675 3,325
Non~Bloe 865 970 6580 810 670 810 1,000

[To be in the form of & bar chart with one bar for "Total Trade"
divided into Bloc and non=Bloe, and separate bars showing total
isports and exportsj

* Data for 1950-55 do not necessarily agree with that previocusly published
sinege they reflect revisions baged on later data.

8-1a
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~ Trade with the Free World in 1956 rose by more than one-third and

accmz;ted for almost one-~fourth of China's totel trade, compared with less
than one-fifth in 1955. Unrecorded imports fell slightly from $76 million
in 1955 to $66 million in 1956, largely as a result of the increased use
of the CHINCOM exceptioms procedures. The smountes licensed undar these
procedures in 1956 were approximately $62 million, compsred with a totel
of about $15 million for the preceding 4 years. By mid=-1957 the UK, followes
by most other CHINCOM countries, hed sbolished the China differential,
applying COCOM trade control rules to the entire Sino~Soviet Bloc, thereby
largely nullifying the inportance of the exceptiona' procedures.

Trade with the USSR declined sbout 15 percent, apd trade with
the Far Eaptern Satellites fell slightly -- together offsetting an
estimated l3-percent increase in trade with the Buropean Batellites, A
further shift in the direetion of trade toward the Free World is expacted
in 1957

In 1956, Chine achieved for the first time an export surplus,
which amounted to sbout $115 million and which consisted of a $9C-million
surplus with the Free World and a $25e-million surplus with the Bloe.

The balance~of-payments position of China appears to have deteri-
oriated in 1956 end 1957, reflecting in large part the sharp reduction
of receipts under Soviet loans, the increasing commitments for the
repayment of previous Soviet loans, and the further extension of China’s

B-2
5~E-C~R-E~T
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own aid program. Despite the development of en export surplus in 1956 and
1957, it appears that China has been hard-pressed to meet its foreign
exchange commitments and has hsd to reduce its holdings of foreign exchange
and gold as well as to obtain shorte-term credits Lfrom the USSR.

B. Volume of Trade and Transport Services.

25X1

25X 1 - ‘

[

Railroads continued to carry approximately 95 percent of China's

overlard foreign trade. The opening of the Trans~Mongolien Rallroed on
1 Janusry 1956, in offering the shortest route between the Buropean USSR
and centrel and south Chins, diverted s considerable volume of traffic
from that portion of the Trans-Siberian Railroad line connecting with the
Chinese system st Otpor. Nearly two-fifths of the 1956 Sino-Soviet rail
freight moved on the Trans-Mongolian Railroad, more than two-fifths moved
through Otpor, and approximately one-fifth moved through Grodekovo. The

substantial restoré.ti.on of railroads end roads in North Vietnam facilitated :
' 25X1

8-3
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the movement and distribution of an inereasing amount of aid from China.
An 1mporta.nt' although relatively small amount (approximately 3 percent) of

overland trede was transported by river between China and the USSR,

25X1

25X1

25X1

* Following p. &~5.

S-i
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C. ZImpact of the Closure of the Suez Canal.,

The closure of the Suez Cansl in late 1956 had a slight depressive
effect on China's foreign trade, although it is difficult to isolate and
measure this effect because of its coincidence with other factors affecting
trade. Inereased shipping costs as a result of the diversion of trade
elther by sea around the Cape of Good Hope or by lend over the Trans-
Siberian Railroad mey well have encoursged China to defer some nonessential
imports and exports. A scarcity of shipping following the closure of the
Suez Cana) restricted trade in eertain bulky items such asg exports of iron

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

5-5
5+E=C=RE~T
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1I. International Trade and Balance of Payments.

A. Total Trade and Balance of Payments.

1. Level and Direction of Trads, 1955 and 1956.

The total foreign trade of China was slightly smaller in 1956
than in 1955 == 10.9 billion yuan (approximately $4.4 billion) in 1956,
compared with 11 billion yuan in 1955.% The decline was only on the import
side and reflects a sharp reduction of receipts under Soviet loans. In
commerciel trade, both imports and ‘exports continued to inereesze. |

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

* The rate et which yuan are converted to U8 dollars for 1956 trade is

2.46 yuan to 1 US $, based on the Juan-gterling-dollar croass rate. Other
currencies are converted to US doliamr equivelents at official exchange rates
except the Hong Kong dollar, as noted in footnote b, Table L (p. 13, below).
The dollar equivalents of yuan values cannot be arrived at directly, because
information on commodity prices and exchange rates involved in China's foreicgn
trade is limited. A discussion of the problems involved in the conversion
of yuan values to dollar equivalents is conteined in Appendix A. It should
be noted that yuan-dollar equivalents wheraver utilized are only approxime-
tions and that these figures should be used with caution. The procedure for
converting yuan values to dollar equivalents == involving the use of yuane~
sterling-dollar eross rateg ~=- may well overstate the dollar value of China's
trade with Soviet Bloc countries.

%% Table 1 follows on p. 2.

-J_m
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eptimated that trade with the Buropesn Satellites increased about 13 percent,
that trade with the Far Eagtern Satellites deelined slightly, and that trade
with the USSR deelined about 15 percent.

Table 1
Geographle Distribution of the Foreign Trade of Communist Chinu, by Value
1955 and 1956
1955 {Revised) 1956
Million  Percent Mllion  Perzent
Trade with: Us & of Total s & of Totel
UBSR 2,800 62.5 2,370 53.T
Burcpean Satellites 675 15.0 760 7.2
Far Eastern Sutellites 200 4.5 195 hok
Totali Trede with the Bloe 3,612 82.0 30322 15:3
Trade with the Free World 810 18.0 1,000 5&_1
Total foreiga trade b, 485 100.0 b, b5 100G.0

ARt TR WAL

Recent Chinegse announcements are consistent vith the estimete
of trade turnovar in 1955% as published in EIC-RL-8% but indicate a
different geographic distribution of this trade. It ie now estizated that
in 1955 Boviet Bloc countries accounted for 82 percant of total trede turnovaer
{rather than 80.5 percent) snd that the USSR accounted for 62.5 nercent
(rather than 55.3 percent). The value of trade turaover vith the Free World

is estimated as 18 percent of the total (rather than 15.5 percent} and that

% On the other hend, these Chinese announcements indicate slightsly different
values of trade for 1950-54 from those in EIC-R1 publications {see Appendix A).

m21=-
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of the European and Far Eastern Satellites as 19.5 percent {rather than
25.2 percent).
2. Balance of Trade.

China achleved a substantial export surplus in 1956, exports
being 5 percent larger than imports. It was the first year in which China
did not show a surplus of imports over exports. Imports were valued at
5,297 million yuan (ebout $2,150 million), and exports at 5,568 million yuan
{about $2,265 million). The export surplus with the Pree World, (based on
indications of unrecorded and recorded trade) is estimated at approximately
$90 million, and the export surplus with Bloc countries, therefore, amounts
to $25 million, as shown in Table 2.

Table 2
Egtimated Trade Balances of Communist China
1956
Million US §
{wports Exports
{cod.£.) {£s0.bo) Balance
USSR $1,220 $1,150 - T0
Europeen Satellites oo 360 = ko
Fax Engtern Satellites 30 165 ¢ 135
Total Bloe 1,650 1,675 #_25
Free World , —~ 20 220 x X0
Grand total 2,150 2,265 ¢ 115
- 3 -
S=B=C=ReE=T
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The development of the export surplus in 1956 followed the sharp
decline in Imports under Soviet loans and to scme extent reflected the
pressures for sxports to meet Chine'g increasing ;gnternatiozml commitments.
The large export surplus with the Free World which arises primarily from
trade with non-Commmnist Asia reflects a concerted effort to increase
earnings of foreign exchange. The export surplus with Bloc countries
reflects largely aid-financed shipments to the Far Eastern Satellites. A
swall lmport surplus with the European Satellites is believed to have
resulted from Chinese payments for freight charges on imports. Thus the
remaining $70 million represents en import surplus in trade with the USSR,
arising in lerge part from utilization of $48 million of Soviet credits and
from export restrictions placed on a few commodities in the latter part of
1956.

3. Balance of Payments.

The balance of peyments of China,| |

differs considersbly from that of

pre-Communist China. To cover import reguirements, Chins has placed more
rellance on commodity trade and less reliance on capital flows such as
overseas remittances; foreign investments in China; and income from
investments abroad. |

The value of capital goods imported under loan agreements (all

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

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

was made possible through Soviet loans and/or grants. On the other hand,

-4 o
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China hes extended loans and grants to both Bloc and non-Bloc countries,
so that in 1956, exports under such aid programs amounted to §164 million,
or $116 million more than receipts from foreign loans.

The Chinese have claimed an excess of international receipts
over payments during the period 1950 through 1954. 1In 1955 and 1956,
degpite favorable developments in commodity trade, China's balance-of-
payments position esppears to have deteriorated. An estimate of China‘'s
balance of payments, based on selected items only, indicated a slight
deficit in 1955 totaling $46 million* and a lerger deficit in 1956 totaling
$173 million, as shown in Teble 3.

The Chiz}ese recently released informetion on forelgn credit
receipts and the servicing of (foreign indebtedness and on the extension
of foreign ald. This information Indicates incressing demands on China's
holdings of foreign exchange. The data involved are shown in Part II,C, of
Appendix A. Other Chinese receipts are believed to have declined. For
example, remittances from overseas Chinese have been smaller as & result
of growing dissatisfaction with the Chines regime and of weakening family
ties. Foreign expenditure in China fell when Soviet troops withdrew from
Port Arthur and Manchuria. Chinese expenditures abroad for diplomatic

missions and efucation have increased.

* It is believed that receipts from foreigners in China less corresponding
expenditures by Chinese abroad might offset this $i6-million deficit. The
balsnce of payments, however, would still have deteriorated £rom the favorable
balances reported for previous years.

#% Table 3 follows on p. 6.

-5-:
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Table 3
Bstimoted Balsnce of Payments of Comsmunist China
195556
Million US §
2220 3936,
Payments
Imports (c.i.f.) -2,465 2,150
Debt repayment - 196 - 242
Foreign aid grents and loans - 160 - 164
Total payments ~-2,821 =2, 556
Reeeipts
Exports (£.0.b.) 2,020 2,265
Cversees remittances 80 TO
Forelgn credit receipts ' 675 48
Total receipts 2,775 2,363
Deficit, including errors and omissions a/ v 46 + 173

a. For example, this item includes known Chinese payments for whiech specitic
value estimates are not availlable, suth as the cost of Chinese students
studying in other Bloc eountries, the cost of technicsl services received
from the Bloe, the maintenance of diplomatic missions abroad, and the like,
and Chinese receipts for similar expenditures by other countries in China.

In addition, this item includes changes in holdings of Poreign exchenge .

As a result of these developwents, Chine's holdings of foreign
exchange and gold are believed to have decreased. Sterling balances in
London were reduced sherply in 1956 and sarly 1957. Although it is possible
that some of these halances were transferred to hidden accounts in Western
Burope, it is probable that a large portion was transferred to Bloc eountries

in payment of obligatiocos.

> b oo
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B. Trade with the Bloc.

1. Trede with the USSR.

The value of Sino=-Soviet trade during 1956 is estimated at
$2,370 million, a decline of 15 percent from the pesk trade of $2,800 million
in 1955.# This decline is attrj.buta’ble to the sharp reduction in 1956 of
Chinese imports financed by Soviet credits. Excluding such imports, there
vas an increasse of almost 10 percent in 1956 trade over that of 1955.

It is estimated that China had an import surplus of $70 million
in its trade with the USSR, with imports of $1,220 million and exports of
$1,150 million. Official budget date indicate that repayment of the foreign
debts of China smounted to $242 million in 1956 (believed to have been paid to
the USSR) and that loan :ecéipts were reported as only $48 million (probsbly
Soviet loans). Although other Sino-Soviet transactions are unknown, it 1s

believed that China had to draw upon foreign exchange hcldinga.

2. Trade with the European Satellites.
| According to Chinese announcements, the FBuropesn Satellites
accounted for 17.2 percent of the total foreign trade of China in 1956, which
indicetes a trade turnover of $760 million.#* This value is $85 million more
than in 1955, an increase of 13 percent.

¥ The Soviet-annoanced ruble values of this trade indicate lower dollar
values than the figures presented here, which are besed on Chinese data
expressed in yuan. See Appendix A, Paxrt III, for discussion of the conversion
problem involved.

*# Deta released by the European Satellites, however, suggest a total of only
$540 million, approximately one-fourth lower than the Chinese announcements
indicate. There are indications that the Chinese date overvalue, whereas the
Buropean Satellite data undervalue, Sino - European Satellite trade expressed
in doller equivalents. See Appendix A; Part IIl.

a T e
S~E-CoR=E-T
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Iittle informetion is available on the balances between imports
and exports in E;no-Satellite trade. Chinese trade with each of the Satellite
nations is planned to balance each year, and there is no indication that
serious imbalances have developed in either direction. Accordingly it is
estimated that imports and exports during 1956 were in approximate balance
at about $360 million (f.0.b.) in each direction but that Chine would have
incurred freight costs on imports of about $40 million.#

East Germany and Czechoslovekia were the principal Eurcpean
Satellite trading partners of Communist China in 1956, followed by Poland,
Hungary, Bulgarie, Rumssnizs and Albania. East Germeny and Czechoslovakia
together probably accounted for one-half of total Sino -~ Earopean Satellite
trade.

3. Trade with the Far Eastern Satellites.

It is estimated that the trade turnover of China with the Far
Eastern Satellites in 1956 amounted to $195 million, of which Chinese aid
deliveries to North Korea and North Vietnam accounted for about two-thirds.
The estimated value of trade turnover with North Korea was $65 million, about
$55 mdllion of which consisted of aid-financed exports. The estimated value of
trade twrnover with North Vietnam increased to $95 million; about $75 million
of which consisted of aid-financed exports.

¥ As Comminist Chine has no merchent fleet in this trade, freight charges on
mports carried in non-Bloc ships (and quite possibly ca Bloe ships as vell)
would be paid in Western currencies. China, probably recording imports on &
e.1i.P. basis and exports £.0.b., presumadly recorded trade with the Eurcpean
Satellites as $360 million of exports and $400 million of imports

~8ﬂ
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The sstimated value of trede with the Mongolisn Republic was $35 millien,
vhich probebly included deliveries worth about $5 million under & $40-million
program of Chinese aid to Mongolia, announced in 1956.

C. Trade with Nou-Bloe Countries.

1. General.
The trade of China with the Free World in 1956 is estimated to
have amounted to imports totaling approximately $470 nﬂ.l:m (¢oi.fc Chinese
ports) and exports totaling $555 million (f.o.‘bo).j

25X1

The estimate of total trade amounting to $1.02 billfon represents
9l percent of the :_$l.09-b:lllion figare for Chinese trade with Free World areas
caloulated from aﬁnmmcmbs made by the Chincse. The difference between the
two figures falle well within the range of error to be eiyected in arriving at
such & figure, given the problems involved in arriving at asppropriate valuetions
~ of Free World trade and in converting yuan velues to dollsr equivalents.

20 @ma-
&, Recorded Taports.

The value of recorded Chinese imports from nou-Bloc ecountries
in 1956 rose sharply to $405 million, compared with $321 millton in 1955, $273
million in 1954, and $279 million in 1953. Changes in Chinese izports from

-9 a
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thina’s various trading partners are shown in ‘Table 4.* The increase of ]

484 million in total importe during 1956 reflects in large part the greatly 3

intensified use of the CHINCOM exceptions procedure,** particularly in the !

iatter half of the year. ;
The value of recorded Chinese imports moving directly from :

Western BRurope to Chinese ports increased by néarly 50 perecent, almost all

of the increase occurring in the second half of the year. As in 1955,

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

25X1
Japan
Ceylon, West Germany, and the b
UK =~ imports from each of which were less than half those from Japen =- !
were close contenders for second place. The only major trading partners L
25X1
from whom imports were reduced during 1956 were Hong Kong, Pakistan, India,
Burma, Brezil, and Finland. S :
* Table 4 follows on p. 1l. i
#*#* _For discussion of exceptions procedure, see p. 16, below. i
25X1 |

- 10 e
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Teble 4
Recorded Imports of Communist China from Free World Countries, by Value
195456 a/#
Thousand US $
1954 1955 - 31956
Country Total  Total  First Half Second Half Total
Burope, Western Hemigphere,
and South Africa b/
Argentins 1,495 981 916 — 916
Austrie 4h5 2,694 4,256 2,285 6,541
Belgiuwn-Luxembourg 426 5,435 8,059 11,401 19,550
Brazil 2,938  L,672 3 683 686
Cuba e hl& 6 e 6
Denmark 185 56 549 1,684 2,233
Finland 3,390 14,606 3,210 5,289 8,559
France 8,379 6,438 8,634 9,141 17,775
West Germany 20,554 28,488 11,003 -- 20,479 31,482
Greece - B 132 62 194 -
Italy 5,285 5,841 3,926 6,703 10,629
Mexico NoA. ks 1,023 486 1,509
Netherlands 1,565 2,791 715 4,681 5,396
Norwey 28 35 115 1,07¢ 1,192
Portugal N.A. 4 7 267 274
Swaden 632 1,546 889 3,361 4,250
Switzerland (c.i.f.) 4,085 10,568 3,072 72955 10,627
Union of South Afriea N.A. 1,043 768 337 1,125
1114 18,170 22,756 11,216 17,047 28,263
Yugoslavia N.Ao 0 0 3,691 3,691
Us 6 ¢/ 3¢/ o 0 o]
Canada 4T 1,057 0 2,473 2,473
Plus 10-percent
adjustment for c.i.f.
(except Switzerland)d/ 6,354 9,891 5,551 9,124 14,675
Subtotal 13,964 119,368 64,130 107,916 172,046

¥ Footnotes for Table 4 follow on p. 13.

-1l =
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Table 4
Recorded Imports of Cammunist China from Free World Countries, by Value
1954=56 a
{Continued
Thousand US $
1954 1955 Total
Country Total Total First Half Second Half Total
Near East, Aaia,'
and Ogeania b/

Australia 3,421 5,794 L, 260 5,364 9,624
Burma e/ 13,960 9,844 1,047 10,891
Ceylon 48,429 22,814 14,157 19,609 33,766
Egypt 11,389 23,081 1610 816 ’8) 54y 25,390
Hong Kong 67,154 31,143 9,008 13,515 22,523

India _i,’j 5,798 20,591 6,057 5,351 1,
Indonesia 1,014 6,221 5, 7,073 12,137
Japan 19,109 28,552 22,410 Uj, 929 67,339
Malaya 6,561 4,031 T4 6,837 7,611
New Zealand 50 266 1% 208 Lo
Pekistan 26,189 34,525 5,880 10,840 16,720
Sudan NoA. 812 2 2,493 2,495
Syria N.A. 165 insig. 1,549 1,549

Plus S-percent adjust-
ment for e¢.i.f. _(_3._/ 9,457 9,598 L, 721 6,372 11,093
Subtotal 198,593 201,553 99,137 133,821 232,958
Total 212,577 320,921 163, 267 2kl 737 505,004
-]l2 =
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Table 4

Recorded Imports of Communist China from Free World Countries, by Value
1954=56 &g
(Continued

g, These data are based on the officisl trade statistics of the Free World
countries involved. Those data for 1955 which differ from the comparable
EIC-R1=85 figures refleet more up~to-date information.

b. Figures for imports from countries of Western Burcpe, the Western Hemisphere,
and the Union of Scuth Afrieca are based on the assumption of a Z-month voyage --
that is, they represent recorded exports of those countries to China during the
12 months ending 31 October in each year. With the exception of the import
figures for Hong Kong and Jaspan, which represent exports for the periods
indicated in the table, the figures for the countries of the Near East, Asia,
end Oceania are based on the assumption of a lemonth voyage and represent
recorded exports of those countries during the 12 months ending 30 November.
All trade statistics were converted at the officiel exchange rates except Hong
Kong figures, which were converted at an averasge rate of 1 HK §l to US $0.1715
for 1955; US $0.1702 for the first half of 1956, and US $0.1625 for the second
half of 1956¢

¢. Hepresenting US shipments to China under exceptions procedures. These
shipments consisted of an automobile and other goods for the diplomatic mission
of a friendly country in 1954 and printed matter in 1955.

d. Most countries record imports in their official trade statistiecs on a c.i.f.
basis (cost, insurance, and freight) and their exports on an £.0.b. basis (free
on board, meaning the cost of the exports involved excluding insurance and
freight). In utilizing the recorded exports of China's Free World trading
partners ~=- reported on an f.0.b. bagis =- to arrive at China's "recorded"
imports on a8 ¢.i.f. basis; an allowance mist be made for the insurance and
freight charges, primarily the latter, involved in moving the goods to China.
The adjustments indicated are average figures based on shipping costs and the
general nature of the commodities shipped.

e, Trade through Burmese ports other than Rangoon is only partielly reflected
in these data.

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

« 13 ©
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The chenging cannodity composition of China's imports from the
25X 1 Free World from 1950 to 1956 is shown The changes in 1956 reflected
both domestic economic developments and modifications in the operation of CHINCON

controls.®* The reduced level of cotton imports was the result of g reduced

demand following Chima's sbundant cotton crop in 1955. The decline in imports

of drugs was a continuation of a 3=year trend and reflected increasing domestic
25x1mmmtim. Greater use of the exceptions procedure under CHINCOM permitted a

Sm—
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sh&rpimreaaemimrtsotuetaleandmchimryeaﬁotherims. The increzse E
in rubber imports represented incressed shipnents from Ceylon under the rice- i
rubber agrecment with that contry, as Ceylon made up a shortfall om the 1958

contract in addition to fulfilling the 1956 contract. There wvas sn increase

in imports of chemicals s consisting largely of fertilizer and industrial

chemicals, as was the case in 1955. , 25X1

Imports from Western Europe, Japan, and Hong Kong continmied,
as in the past, to consist chiefly of manufactured goods snd chemicsl fertilizers.
The only significant exceptions comsisted of imports of wool tops from the UK
and beet sugar from France. Of imports from Japan, machinery (especially textile
machinery) and instruments accounted for 29 percent; chemical. fertilizers,
21 percent; textile fabrics, 15 percent; and cement, 9 percent. Imports from
Hong Kong chowed a similar pattern: chemical fertilizers, 27 percent; machinery,

- 15 =
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instrumente and equipment, 1% percent; iron and steel s 12 percent; and other
manufactured goods of various kinds » 15 percent.

Imporis from the other Free World countries of Asie and the
Near Bast consisted almost entirely of agricultural products. Ceylon remained
the primary source of rubber. Pakistan and Egypt shipped cotton. Burma
supplies some rubber and cotton and was the major gource of imported rice.
China continued to obtain large quantities of wool from Australis and of
cocomat oil and sugar from Indonecia.

b. Use of the CHINCOM BExceptions Procedure.

A number of CHINCOM* countries during 1956 relaxed the appli-

cation of trade controls against China in anticipsiion of a removal of the

China differentiasl and increasingly liceised their embargoed commodities for
export to China under CHINCOM exceptions proccdures. The US, however, con-
timued to maintain its commlzic embargo on trade with China. These govermments
had been under considerable dcuestic bressure, both political and commercial »
to revise, 1f not abolish, the China differentis). In the course of 1955 a
mumber of countries participating in CHINCOM began increasingly to reflect

EX1 this dissatisfaction over the differential of comtrols toward mj

—

# CHINCON, or the China Comittee, is a working committee which coordinates
controls on strategic trade with China. It is the counterpart of COCOM, or the
Coordinsting Committee, which is the working committee for trade controls as
applied to the European Soviet Bloc. The two coamittees are subordinate to the
Consultative Group (CG), in which the following countries participate (at the
ministerial level): Belgium, Canada, Denmark, Frauce, Greece, Germany, Italy,
Japan, Luxembourg, the Netherlands, Horway, Portugal, Purkey, the UK, and the US,
mvsmmacumletembargoonmdewithmm.

«-1l6 -
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By resorting to exceptions procedures, trade with Chins by many
CHINCOM countries in items on the control list began to increase. These pro-
cedures permit a participating country to license for export to China certain
embargoed commodities under very special eircumstances and vhen it believes
that the commodity would not contribute to the military strength of China and
would be used for civilien purposes. Depending on the particular procedure
employed, the other participating countries were to be notified either before
or efter export licenses were granted for the goods in question.

In May 1956 the UK announced that "more use will be mede of
the exceptions procedure to permit reasonsble exports in appropriste caces
%0 China of goods which are not on the Soviet /Bloc/ lists.” Thereafter,
greatly intensified use was made of the exceptions procedures. Cases pre-
sented to CHINCOM for licensing in the gsecond half of 1956 were 2.l times
greater in value in the second half of 1956 than in the first half of the
year, with the result that the value of these cases resched $82 millton in
1956, compared with a total of about &15 million for the l-year period 1952-55.
It is apparent from the trade returns, hovever, that only about one-half of
the licensed shipments were received in China in 1956, vith the remainder
Presumably to arrive in 1957. The UK, West Germany, France, and Japan
were the principel countries utilizing the exceptions procedures, as shown
" in Table 7.%

¥ Table 7 foliows on p. 18.

-17 -
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Table T
Value of Exceptions on Rotice to CHINCOM, by Country
1952-%56
_Thousand US $
December _ _ 1956 December 1952 -
Country  1952-53 1954 1955 First Half GSecond Half Total December 1956
UK a/ 333 hak 882 6,639 20,559 27,198 28,837
West Germany 1,210 1,146 1,235 3,291» 12,870 16,164 19,755
Japan 0 4Ysh 5,450 L ol 6,155 10,196 16,100
France 20 0 1,743 5,853 9,371 15,224 16,987
Italy 0 453 5 2,858 5,932 8,790 9,248
Belgium 24 Lul T46 1,457 2,347 3,804 5,016
Others 26 159 97 61 540 601 883
Total 1,613 3,080 10,15 24,203 57,774 81,977 96,826

a. UK figures include overseas territories.

Fwo categories ~~ iron and steel products and motor wvehicles

and parts -- accounted for more than one-balf of the value of the goods

concerned.

Iron and steel products increased from abut $5 million in 1955

to more than $25 milliom in 1956. Motor vehicles and egquipment, which in

1955 smounted to only $13,000, totaled $15 mu.ncn m 1956. Tinplate submis-

sions rose sharply to alwost $6 million, and submissions on excavators and

cranes, vhich were nonexistent in 1955, amcunted to more than $5 million.

Other commodities vhich figured prominently were fishing vessels, bearings,

metalwvorking machinery, and power equipment.

Although various CHINCOM countries continued to make use

of the exceptions procedures in 1957, theybecame increasingly dissatisfied

wvith the Chins trade control sysu<.a.

After protracted negotiations in

-18-

S=E~-C-R~E-T
Approved For Release 2004/06/29 : CIA-RDP85S00362R000400040001-2



Approved For Release 2004/06/29 : CIA-RDP85S00362R000400040001-2

SeE-C=R=E~T

CHINCCM, the UK on 30 May 1957 unilaterally announced that it would adopt
the same lists for China as for the Soviet Bloc, thus practically eliminating
the differential. In June, most of the other participating countries took
similar action.

c. Umwmnﬁainqpmm.

The estimated value of urrecorded imports into China declined
from 275,000 tons, valued at $76 million, in 1955 to almost 190,000 tons,
valued at $65 million, in 1956, largely as a result of declining trans-
shipnents from Western Barope. These transshipments were, however, still

the main source of unrecorded trade by value,

Ehemﬂuxamnmecﬂ:nuemnﬂedimmnﬁstw-wﬂmmawmsSmﬂhumtAmﬁh'ﬂm
tonnage involved rising

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

China was able to reduce its use of the circuitous trens-
shipment route through the Burcpean Soviet Bloc in obtaining CHINCOM-contrclled
goods during 1956 as a fesult of greater use by Free World countries of the
exceptions procedure. The volume of transshipments through Gdynia, Poland,
in 1956 1s, as a result, estimated 4o have declined two-thirds, compared

with 1995, |
The value of unrecorded imports from Gdynie in 1936 1s

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

by value and by volume,

o m -
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(2) Unrecorded Imports Through Hong Kong.
There continues to be 25X1C

amgeling from Hong Kong by small craft and overlend to China, but the value
of this trade in 1956 is estimated at $2 mfllion. By tonnage, POL appeers .
to be the chief strategic commodity involved in this movement. Hong Kong
authorities seized more than 800 tons of POL products in 1956, almost
one-third more than in 1955. Two unusually large shipments of diesel oil

and ludbricating oil accounted for the increase. 25X1C

25X1C Jmaggled cargoes included up to 4,500 tons of diesel oil and

10,000 tons of kerosine, with & combined value of $1..5 million.
(3) Uorecorded Imports from Macao.

There are no published officlel trade statistics on

Macao's exports to China in 1956. Such exporis were largely reéxports of part
of the goods imported from Hong Kong. Imports from Hong Kong amounted to |
$10 million in velue and 66,000 tons in volume. It is estimated that, as

& maximm, strategic commodities comprised one-fourth, by value, of these
imports, of which a portion vas transshipped to China. POL shipments,
especially kerosine and diesel oil, were important in terms of volume.

Macao's imports of POL from Hong Kong rose to almost $500,000 in 1956, of

25X1 wirich about $300,000 worth is believed to have been

transshipped to Chins. Other strategic commodities transshipped included
copper tubes, ball bearings, suto parts, surveying instruments, and radio
 tubes. The totel value of strategic commodities transshipped is estimated

- 21 L]
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25X1 at $700,000 In addition, official 25X1C

information from Mecso indicated that exports of nonstrategic goods to China
amounted to 4,500 tons valued at $1.3 million.
(4) Unrecorded Imports from Japan.

The existence of a large smggling ring in Japan which
dealt in diverting refined petroleum products to China was uncovered in 1956.
Petroleum products sxrriving in Hong Kong were transshipped to Japan, offloaded,
and then reexported, allegedly on consigmment to Timor. The POL 1s believed,
hovever, to have been unloaded by Japenese vessels in North China. Records

25X1

(5) Unrecorded Imports from Southeast Asia.

25X1

During 1956,  jons of rice were chipped from 25X1
Burma to Ceylon on Chinese account in partial fulfiliment of the rice-rubbex

agreement between China and Ceylon. It 1s believed that the Chinese recorded

25X1
the rice movement as an import from Burma as well as an export to Ceylom.

Approved For Release 2004/06/29 '.CIA-RDP85S00362R000400040001-2
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3. Exports.

&. BRecorded Exzorts .

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

and 11.%
Table 10
Distribution of Recorded Exports of Communist Chine
to Free World Areas
1954-56
Million US §
Western Europe, Asia;, Near
Western Hemisphere, East, and
.lear and South Africa _Hong Kong Japan Oceania Total
122-'_1&
First half 40 23 17 5 13
Second half 48 bl 22 53 167
1955
First half 61 48 38 59 206
Second half 60 59 39 59 217
_ N
First half a1 62 37 9 27
Second half 73 58 100 273
* Table 11 follows on p. 2.
- 23 =
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Table 11

Recorded Exports of Communist China
to Free World Countries, by Va.lue

1954-56 8/*
Thousand US $
1954 1955 . 1956 _
Country : Total Total First Ha.lf Second Half _Total
mrope » Western
Hanisphere, and
South Africa b/
Belgium-Luxembourg 2,058 2,123 2,228_ 4,000 6,228
Canada 1,54 4,290 3,776 2,115 5,891
co.].albi& 311 mn N'Ao NnA. ) {‘:HOAQ
Denmark 30 195 1,15 298 . 1,456
' Finland 2,953 3,583 952 1,823 2,775
France 8,972 12,002 8,390 7,466 15,85
~ West Germany 37,688 45,917 28,482 25,461 53,943
Italy 2,182 4,873 h,97h 6,793 11:757
Mexico 354 288 _ 400 230 630
Retherlands 6,306 8,524 6,482 5,103 11,585
Norway 2,439 2,554 1,006 954 1,960
Sweden 1,159 2,u73 1,063 1,621 2,684
Switzerland 10,599 19,066 10, 626 7,506 18,_132
Union of South Africa N.A. 1,023 T 862
= 25,664 33,669 19,829 13,101 38’930
us 170 227 128 188
Yugoalavia R.A. 6 3,1;6_6 1,637 5,103
Mims 15-percent
adjustment for c.i.f.
(except for the US
and Canada) c/ ~15,239 ~20,600 -13,601 -12,562 -26,163
Subtotal 88,065 121,253 -~ 8o 2911 T3 11&30 154 2 341

# Footnotes for Table 11 follow on p. 26.

-2f o
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Teble 11

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

1954~56 a/
(Continued)
Thousand US $
195k 1955 _ 1956 )
Gountry Total Total First Balf Second Half Total
Near East, Asla, and
Oceania b/
Aden NoA. 667 204 297 581
Australia 3,878 4,720 1,996 2,343 4,339
Burma 306 h,522 9,748 4,791 14,539
Ceylon d/ _ 32,260 16,871 7,751 18,941 26,692
Egypt 818 1,818 5,758 L,52% 10,279
French West Africe 1,156 1,520 720 500 1,220
Ghana (Gold Coast) N.A. 80 24 1k 168
India 4,922 8,960 12,015 8,000 20,015
Indonesia 4,208 10,949 18,229 14,811 33,040
Japan 4o, TT0 80,781 39,470 hk; 178 83, 6!*8
Macao 5,542 5,080 3,100 3,000 6,100
Malaye 29,108 38,570 20,788 24,960 45,748
Moroeeo . 12,493 16,973 11,227 95 TOU 20,931
New Zealand 628 830 448 _bs0 898
Pakistan 1,375 394 295 8;150 8,4b5
Fhilippines 945 400 30 30 60
Sudan N.A. T0 8 299 307
Syria N.A. 153 129 207 336
Taiwan 3,411 1;924 891 651 1,542
- Thailand N.A. N.A. 4 10 14
Vietnam e/ 8,381 9,165 1,463 2,680 4,143
Minus S-percent
adjustment for c.i.f.
{except for the j ,
Pnilippines) g/ ~T,46k -10,202 «6,T17 ~T,432 =14,149
Subtotal : 142,757 194,235 127,661 141,235 268,896
Bong Kong £/ 66,700 107,300 62,300 58,000 120,300
Total 297,522 k22,788 270,872 272,665 543,537
- 25 -
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Table 11

Recorded Exports of Communist China
to Free World Countries, by Value
1954=56 g/

(Continued)

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

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

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

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

d. Sugar imports from Taiwan amounting to $1..223 million were deduced from first-half
1954 imports from China as reported in Ceylon's trade statistics.

e. The data for 1954 are for "Indochina" and ineclude trade with Vietnam, Laos, and
Cambodia. dJanusry-May 1955 data are imports by North and South Vietnam. Beginning in
June 1955; the figure represents imports by South Vietnem alone.

f. A deduction had been made from Hong Kong's recorded imports from China to eliminate
duplicaetion resulting from the fact that many ecountries (ell listed countries except the
UK, Belgium, Canada, Denmark, the Netherlands, Egypt, Australia, India, New Zesland, and
the Philippines) record imports from Hong Kong of Chinese origin as importe from "China.”
Goods exported by China to Hong Kong and reexported by Hong Kong to these countries are
recorded as imports from "China" both by Hong Kong and by the country of destinmation. The
amount of this deduction for 1955 and 1956 follows:

= 26 -
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Table 11

Recorded Exports of Communist Chins
tocFree World Countries, by Value

1951&-56
{Continued)
(Footnote £/ continued) Million US $
1955 1956_ -
Total Firgt Half Second Half Total
Hong Kong's total imports from
lelc:.g‘ist China ° 154.2 87.8 85.1 172.9

Less: Estimated reexports
recorded in import deta of
other countries as imports

from Chine

Taiwan 2.0 0.9 0.6 1.5
Japan 12.8 6.4 7.0 13.4
Maleya 12.9 6.6 8.3 14.9
Indonesia 201‘ 2.1 297 408
Vietnam 3.2 1.5 1.8 3.3
Other 13.6 8.0 6.7 4.7

Total deduction k6.9 25.5 27.1 52.6

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

from Cutaa 1.3 62:3 B0y

- Hong Kong figures were converted at an average rate of exchange of 1 HK $ to US $0.1715
for61955', US $0.1702 for the first half of 1956, and US $0.1625 for the second helf of
1956,
Although China again incressed ita exports to nearly all of
its induetrislized Free World trading partners in 1956 as in 1955, the most
striking development in 1956 was the increase in exports to the underdeveloped

countries of Asia and the Near East. This increase accounted for 60 persent
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of the total increase in the value of exports to Free World countries.
Exports to underdeveloped areas, nevertheless, represented only 35 percent
of Chinese total exports to the Free World, and exports to o mumber of
nearby Asian countries remained negligible. Chine’s only new trading
partner of consequence was Yugoslavia. ‘

Hong Kong continued to be important as s customer and
broker for China's export trade ia 1956. Goods valued at $173 million,
nearly one~third of China's exports to the Free World, moved to or through
Hong Kong, snd of this amount an estimated $120 million worth (22 percent
of Chinese exports to the Free World) wvas consumed in Hong Kong. The 2-year
trend of increasing exports to Hong Kong was interrupted, however, during
the second half of 1956, when such exports failed to rise above those of
the first half. This change probably reflected an increese in direct
trade hetwean China and other Asian countries. In 1956, China's exports
to Hong Kong (including goods reexported by Hong Kong) exceeded its imports
by $150 million, yielding significant sterling earnings.

Exports to all Free World countries consisted; about
45 percent by value, of foodstuffs (including rice, other cereals, vegetsble
oil, egss, fruit, vegetables, pulses, and tea); 30 percent were oilseeds and
other agricultural raw materials (textile fibers, oils, hides and ék:lns,
tung oil, and miscellenecus crude materials); and 25 percent vere other
goods (wainly ores, minerals, and products of light industry). The growing

u%g
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ability of Chins to produce and market, 1ight manufactured goods was
demonstrated by increased exports of such items as sewving machines,
flashlight batteries, small radios, and sheet glass.

More than L0 percent by value of China's exports to Hong
Kong were basic foodstuffs, chiefly for consumption in Hong Kong; 26 percent
were Chinese specialty foods end products, primarily for reexport to Europe;
and 30 percent were miscellaneous msnufactures for loeal consumption and
for reexport to Southeast Asia. Textiles accounted for a substantial
portion of the menufacture -- $32 million, compared with less than $2 mfllion
in each of the 2 previous years -- despite & near cessation of exports of
cotton yarn in the second half of 1956.

Japan was China's second best Free World customer,
importing prinarily foodstuffs and industrial rawv matersals.

b. Unrecorded Rxports.

In addition to recorded exports§  [|tons of Burmese 25X1
rice, valued at $5.7 million, were purchesed by the Chinese for shipment |
directly from Burma to Ceylon in partial fulfillment of the rice-rubber
agreement between China and Ceylon.®

As in EIC-Rl-85, no allowance has been made in this report
for exporte of opium and other narectics. It is estimated that earmings
from such exports were not significant in the period under review.

* See p. 22, above.
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11I. Volume of Trade and Transport Services.#

A. ‘Total Trade.
The Chinese have released no details on the total volume of their
foreign trade since 195%, but they bave announced that more than one-half

of thelr trade was carried by sea in 1955 and that one~-half would be trans-

ported by ses in 1956. It 1s estimated that about

8.7 million tons of Chinese imports and exports moved by sea in 1956.
Accordingly, the volume of overland trade 1s slso estimated at 8.7 million
tons and the volume of the total trade of China et sbout 17.% million %Lons
in 1956.

It is noteworihy that although the value of Chinese trade with the

25X1 UBSR fell 15 percent from 1955 to 1956/

j The fact that the value was bhigher and the volume lower in 1955

then in 1956 is explained primarily by the special loan in 1955, whiech &1d not

25?)(1 contribute | _| to the volume of Chinese imports but added
' $620 million to the velue, and partly by & shift in 1956 from the export of
high~value commodities like pork to the export of low-value commodities like

Zement .

25X1

25X1

% The volume of Sino-Soviet trade in 1955 was estimated at 5.2 million tons in
EIC-R1-85. New informmtion indicates that the trade in 1955 was larger and may
have approached 6 million tons.

= 30 =
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.In 1955, eatimted.overland 1nmor1:.s were slightly greater by volum
than sesborne imports, but in 1956 seaborme imports probebly increased more
rapidly than werla.nd_y 1mpor£s s largely as avre:sult o:é 8 sharp increase in
imports} of cement and fertilizer' In the al;éenge of more precise dats, _
thereforo, the volume of seaborne imports in 1956 has been set as -épprmmtezy
equal to overland 1mpozf§s » e.nd consequently the \folume of see.boine and of
overland exports wes &l‘eo_approximtel& equal. |

B. Total Trénsport Services.

_ .fL. Shipping Service.

The year 1956 sgaln witnessed an increase in the volume of merchant

25X1
shipping engsged in trade with China. 25X1
25X1
25X1
- 32 -
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a. External and Internal Arrangements for Movement of
Foreign . ,

ALl internationsl rail shipments in the Sino-Soviet Bloe
are governed by the miltilsteral "Agreement on International Railroad
Frelght Trafrie" (SMOS) of 1954, whien 18 intended to facilitate and
stimilate Sino-Soviet Bloe forelan trade and overland transport relations.

Shipments between Sino-Soviet Bloc countries which must trensit a third
country are subject to the rates and regulations contained in the Uniform
Transit Tariff (UTT) which supplements this agreement. Freight rates for
rall shipments between neighboring SMGS countries aie dstermined by the
individual tariff egreements in effect between those countrles. When
freight must transit thrid countries by railroad, however, transport charges
for such transit ere determined by rates ¢ontained in the UTT. The rates
contained in the UTT are, as a rule, lower than the rates which Tormerly
applied to transit traffic in the SMIS eountries.

A reduction of transit freight rates brought sbout con-
currently with the inclusion of Commmist China, Mongolia, and North Korea
mmsmsmmmmlysummmsmimtmducummmcost
in international overland trade to these countries. New UTT rates issued in

-38 .
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. Jaunusry 1956 lowered transport costs even further, slthough the changes
were not great. Of the ch.ﬁ.rges vhich China must pay on imports, re-
ductlons ranged from 11 to 33 percent of many of the important commoditles
which in the pas'b. few years have moved by rail. There were, however, no
changes whatever on many other items. Sizable reductions in the UIT
freight charges were also made on & nurber of commodities originated

by Chins and destined for the European Satellites, but rates on rubber,
ellk, wool, tea, and the principel greins were not reduced.

On many items, rates in the 1956 UTT were still listed -
at the eguivalent of from $110 to $160 per ton (peyable in rubles) on
movenents to China from Ea.st Germany and Czechoslovakia. The new rate
on fertilizer, although now only ebout $45 per ton for the same through
movement, was more than twice the sea tariff, and spperently discounts
were not customarily permitted for large bulk shipments. UIT retes do
not decrease with inereases in distance of shipments. In this respsct
the UIT differs from Soviet internal tariffs, which provide special rates
" gver regular long-heul routes end which, on a kilometer basis, generally
taper dosmward es the distance 1ncr§a’séa§" Thus the UTT must be working
out to the benefit of the country which provides long-heul service and
to the detriment of those countries with retirns on short hauls, vhere loading,

-39 -

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

- - Approved For Release 2004/06/29 : CIA-RDP85S00362R000400040001-2: °



Approved For Release 2004/06/29 : CIA-RDP85S00362R000400040001-2

S=E«C-RE-T

overhead, and transfer costs cammot be absorbed by returns on many
kilometers of movement. Because of the long haul through the USSR for ,
trade between China and the European Satellites, these countries must
find that the tariff favors the USSR.
b. Changes in Facilities for Movement of Foreign Trade.
(1) Railroads.
(a) USSR,

The appreciable increase in the capability of
ChinatomroreigntradebemnthemSRamchimwhichaccomnied
the opening of the Trans-Mongalian Railroad constituted the mejor develop-
ment affecting Sino-Soviet transport comnections in 1956. Although basically
conpleted before the end of 1955, the line was not opened for through
international traffic until Janusry 1956. The Chinese reported that on the
Chining-Erhlien section of the line the volume of traffic increased sub-
stantially each month during 1956. Improvements contimued to be made in
facilities on the line in 1955, end there are indications that the cost
of transpori was substantially refuced, even though the condition of the
nevly eanstructed roadbed has requived that freight esrs be lightly loaded.
During 1956, China continued to improve the lower capacity rail lines

o % o,
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Approved For Release 2004/06/29 : CIA-RDP85S00362R000400040001-2



25X1

Approved For Release 2004/06/29 : CIA-RDP85S00362R000400040001-2

S-E-C~R-E-T

approaching Chining in order to handle the increased amount of traffic
flowing to and from the north. This work will no doubt be contimued in
1957, if needed, as Chinese railveed investment plans eall for ineremsed
erphasis on rehabilitation and expansion of existing facilities rather than
on new line eonstruction.

The transloeding point on the Trans-Mongolisn
line is loecated at Chining, more than 200 miles inside China. "his
loeation permits the use of Soviet ralling stock in Chinese territory as
far as Chining. The Peiping-Pactou line, vhich reportedly will be ore of
the rirst lines in China to be electrified during the Chinese Second Five
Year Flan, Joins the transloading point st Chining with the Chinese rail
systom. There is little informetion available ebout the facilities in use
et Chining. It 1s probedle, however, that the capucity to transload at
Ghiningisnﬂaﬂyequtothaeamciwwthechinesemulmes serving
Chining and thet it will be increased in the future as the capacity of
theeonneetinglin&sisinmedtot&knﬁmntageoftheshortestmﬂ
link between the USSR epd socuth and eentral China.

(b) Surth Vietoan.

By early 1956 the transport system of North
Vietnam, discrganized and severely damesged during the civil var, hed been

substantially restored and in some respects improved. |

‘”hlw
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distribution of increasing materiasl aid from China. Capability of the
$anni - Ping-hsiang line would be substantially increased if the line
-wére converted from the present meter gauge to Chinece standard gaugea,
‘The use of Chinese equipment would then be possible as fa.r' south ay

Hanol and would tend to offset any present limitation imposed by the
ssll Viet Minh locomotive and rolling stock park end by transloading
problems. No informaticn is available to indicate that actual conversion
of the line to standard gauge has been initlated.

Reopening of the rallroad from Hanoi to Kunming
in Yunnan will further enhance transport capability between North Vietnam
urd China. Reconstruction of the portion of the line between Hanoi and
Lao Kay in North Vietnam was completed in 1956, and that portion of the
iine vas opened to traffic before the end of the year. On ths Chinese

25X1:

¥

gide of the border,\ ~ jbe probabllity

that the connetion with the North Vietnam system will be mmde in 1958.
durrent reports indicate theat the entire line will be meter gauge. Once
the line is open to through traffic, it probably will be of more importance
to China than to North Vietnam. Restoration of the section between

Iao Kay and Kunming will fecilitate the exploitation of Southwest China's
mineral reacurces, wvhich can then be transshipped through the port of
Haiphong for water export or shipmant to consuning centere in China instead

<o

of being hauled long distances overland.

- 42 -
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(2} Roads.

The capabllities of some of the roads connecting

Ching with neighboring countriee were improved during 1956.\ 25X1

‘j In November 1956 it was estimated that road connections

watween Hanol and China were capable of carrying 60 percent more traffic
toan in 1955. The importanece of road comnections to foreign commerce
osetueen China and North Vietnam, however, hae not been so critical sinze
Lthe rastoration of the Hanol - Ping~hsiang reilroad in February 1955 and
will be of even less importance after the opening of the entire Hanol-
Kunming railrcad.
During 1956 the Burma Road remained the principal ;

interior connection between China and Burma for the transport of foreign f
25X1;
“rade . :

\ In spite of these overland commections, most t

Sino-Hurmese trade moved by sea.

- B3 -
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{3) Inland Vaterways.

The use sud eapabillty of the Sungarl River, the

only significunt waterway connection savailable for the foreign trade of hina,

remained unchanged during 1956. |

%) Mr.

Significant developments in air transport in
1956 included, in addition to intermational f£lights to Burma and North
Vietnam, the establishment of & jet aircraft serviece (flown by Aerofiot,
the Sovict carrier} from Prague to Peiping via Moscow. Purther expansion
of civil air services between China and adjacent areas is also anticipsted.
Negotiations have been going on between Indian and China; Ceylon and Cambodia
are seeking rights for thelr air carriers to fly to Canton; and there have

been rumors of & Japsnese Tokyo-Pelping-Moscow route,

- 4 -
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€. Overland Trade and Interior Transport Services.

l. Total Overland Trade

The total overland trade of China in 1956 is estimated at
&.7 million tons. Exports continued to account for the larger share ’
aggregating 5.75 million tons, compared with 2.95 million tons of imports.
Virtually all Chinese overland trade in both directions was with the Bloc.

3. Trade with the Bloe.

8. USSR.

The major portion of Sino-Soviet trade moves overland by
rall. The USSR reported that rail transport, apparently during 1950-55 »
ageounted for 81 to 85 percent of the volume of Sino-Soviet trade s river
transport accounting for 0.1 to 3.5 percent end truck transport for
2 to 3 percent.* This pattern of transport was altered aoméwhat in 1956,
as the share of truck traffic decreased and the share of river shipping and
rail traffic inereased. The estimated tonnage of rail freight moving
between China and the USSR was sbout 6.1 million tons in 1956, comprising

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

¥ ¥he remalnder moved by sea. See p. 58, below.

» U5 o
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River traffic is estimated to have reached 275,000 tons, accounting for
almost 4 pereent of the total in 1956. Truck traffic in 1956 1s estimated
&t 140,000 tons, about 2 percent of the total.

The USSR has reported that approximetely one-fifth of its
1956 rail traffiec with China was transported via Grodekovo, two-fifths

vis Humshki, and two-fifths via Otpor. | the actual freight

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

have been i1dentified in officiml Chinese announcements

Official announcements report thet China

imported 5 million tons of petroleum during 1953-56. L

Chinese announcements

indicate that imports of steel during 1953-56 amounted to 2 miliion tons.

ch-s-
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The figure pro‘babl;r includes castings, prefabricated steel s 8nd other steel
products not included in estimates of steel imports carried in previous
SIC-Rl reports. It is believed that the anrusl fluctuation in volume of
steel imports has been small and that the volume in 1956 was ebout

500,000 tons. It is estimated that imports of military equipment and
supplies amounted to about 15,000 tons., The 635,000 tons of imports not
identified probably included vehicles, machinery, instruments » &nd chemicals
and may also have included paper and wood products.

o U7
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Importsonthechemlrtyshandmm“rsinsmki&ng
during 1956 are estimated at only 20,000 tons. Imports along the Sungari
River are estimeted at 150,000 tons, including petroleum and petroleum
products from Sakhalin and iron and steel. These imports aceounted for
three-fourths of the total international traffic on the Sungari River
during 1956.

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

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

= 48 -
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The volume of overland exports to the USSR in 1956 is
srpimaced at about 3.9 million tons, including & wide variety of agri-

zulvural and anismml products, chemicals, cosl, cement, pig iron, mineral

ares, apd textiles.

25X1
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. Europesn Sstellites.
{1} Imports.

The vaelue of overlsnd imports from the Burgpan

setellites in 1956 is caleulated at $L70 alllion. IV ls believee taal,
28 in 1955, imports consisted primsrily of high-value comuicdltle: =ien
af vehicles, machinery, electrical equipment, end pharmaecutiests . vith an
aversge value of $1,500 per ton. 1t is estimated from thuse fig res,
“herefore, that the imports amounted te about 115,000 toun, all of 'hieb
woved by radl.

(2) Exports.

As estimated seaborne shipments eccounted Lo 80U
ane-half of the value of exports to the European Satellif:s «- 540 millicn
oi’ & total of $360 million -- it is believed that the walue of overilsud
shipments was about $180 million. In contrast to exports by senr, Grerlsnd
vxparts have a high value per ton, for they consist of such comxdiiles »e
Lristles, .easings, canned foods, ard handierafts. Only srall amxamis of
commodities with a lower value per ton, such as ollseeds upd lowatalfs,
wove to the European Satellites by rail. The sverage value of overlend
meports to the European Satellites 1s estimated at $1,000 per tin:, anj
useeordingly the volume of such exports in 1956 1s estinnted at L0, 0 vons.

{1} Rorth Xorea.

butrinfiietdusiinery

{a) puporte.
Overland imports from North Korew im 1206 are

£

A

estimated at| | $5 million.
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(v) Exports.
Exports to North Kores, including aid shipments,

are estimated | |at $60 million, all of which mowed

wyeriand .

financed by Chinese aid programs, rose in 1956
yaiaed st $85 milliom.

{2) North Vietnam.

(n} Imports.
Of the total imports of China from Horth Viet

in 1956, 1 valued at $10

million, overland shipments probsbly accounted for| |

gt about $8 million. Cement probably was the largest item moved overland

in terns of tonnage, and other imports consisted of small amounts of high-

yalue commxiities such as splces, tea, coffee, hides, and bamboo.

e

(b} ZExports.
Total exparts to North Vietnam, including shipments

\ It 18 believed that iron and steel mecounted

Yo & lsrge portion of these exports;

~ 51 =
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(3) Outer Mongolis.
(s) Imports.
The volume of overland imports from Outer Mongolia !
in 1956 1s estimated at 50,000 toms, \ 25X1
(b) Exports.

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

4. significance of Overland Foreign Trade Traffic.

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

25X1

25X1

-

During 1956 the Trans-Siberian Railrced and three of its
connecting lines with China ~- the Tarskiy-Manchouli-Harbin, the

SeE«C-R-E-T
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Voreshilov-Suifenho-Harbin, and the Trans-Mongolisn -- were the only
Sino-Soviet rail comnections utilized in Chinese foreign trade with the
USSR, the Eurcpean Satellites, and Mongolia. The importance of these lines
is Indicated by the fact that in 1956 they earried about 6.5 million tons,
or nearly 38 percent of the total estimated tonnage of Chinese international
traffic moving by all routes, including ocean shlpping. The Trans-Siberian
Railroad and its connecting lines, moreover, carried approximately 75 per-
een’ of the total tomnage of Chinese foreign trade moving over interior
connacting routes. The foreign trade traffic of China represents alsoc an
important part of the total traffic carried by these lines.

In 1956, international rail traffic constituted only a small
part, of total tonnage originating on all Chinese reil lines. It was not
of suffieient megnitude in itself to place an undue burden on the Chinese
rail system, nor is it estimated to have added signifieantly to the

congested traffic situation which developed on portions of the system in
1956,
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25X1

(3) Significance of Non-Bloc Shipping in the China Trade.

The overseas trade of China is transported entirely in
merchant ships of non-Chinese registry, with the exception of & very small
volume carried in Chinese vessels between South China and North Vietnam.

Although incresasing gradually in terms of both quantity and quality, the

¥ Following p. &b
#* Following p. 6b.

- 6h -
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merchant fleet of China remsins old, slow, and inadequate even for Chinese
coastal requirements. There is reason to suspect, however, that of the 28
Polish ships on the Baltic-Chins run in 1956, about one-half are effectively
controlled, if not owned, by the Chinese through the Chinese-Polish Ship-
brokers Corporation (CHIPOLBROK).

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

tegic goods from Gdynia and rubber from Ceylon and Indonesia.

25X1
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25X1

Non-Bloc coastal services are far more important
than movements of Chinese vessels in the Chekiang-Fukien coastal ares
opposite Taiwan. Until the rail line to Amoy was completed in December 1956,
this area had been notably lacking in rail facilities, and local Chinese
ports and installations would have been difficult to supply adequately
except for the availability of non-Bloc shipping along this coast. Some of
the British-flag ships » which are owned by Hong Kong-registered firms, prob-
ably belong to Chinese or Communist sympathizers.\ 7 25X1

|

Therefore, without the bemefit of non-Bloc shipping,
8ino-Soviet Bloc transportation and distribution facilities » 8lready heavily
comuitted, would face incressing difficulties. 25X1

b. Review of Bloc Shipping.

¥ Tollowing p. 66.

#% Table 19 follows on p.67. - 66 -
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(3) Routes Employed.
(a) General.

Subsequent to the seizure of the Soviet tanker
TUAPSE by Chinese Nationalist naval forces in June 1954, Bloc ships avoided
the Malacca Straits, South China Sea, and the Formosa Strait en route to
Comnunist China and the Soviet Far East. An altermative route through the
Sunds Strait, Java Sea, Macassar Strait, Celebes Sea, and northward east of
the Philippines was substituted for the less secure route adjacent to Taiwan.
In February 1956, however, for unknown reasons Soviet ships returned to the
South China Sea route via the Malacca Straits but continued to avoid the

Formosa Strait, proceeding northward via Babuyan Channel off the northern

tip of Luzon. In March 1957, Soviet ships re\rermd to

the use of the Sunda Strait, the Java Sea, the Macassar Strait, and the

Celebes Sea route.

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

25X1
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25X1
The Communist Far East continued to benefit from
logistic support provided by the Soviet tanker construction program in 1956.
By the end of the year a total of 36 Leningrad/Kazbek-class (8,229 GRT) - ¢
tankers were in operation, a majority of which were in the Far East trade
25X1;
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All POL shipments from the Black Sea to the
Communist Far East, of necessity, moved in Bloc tankers, inasmuch as non-

Bloc tankers have not been made available for trade in that part of the
world. 25X1°

L 25X1

-T1 -

S-BE-C-R-E-T

Approved For Release 2004/06/29 : CIA-RDP85S00362R000400040001-2



Approved For Release 2004/06/29 : CIA-RDP85S00362R000400040001-2
S-E-C-R-E-T

In addition to the movement of petroleum inr Bloc
ships, a considersble portion of total POL exports from the Black Sea wss
carried in chartered non-Bloc tankers to Free World ports =8 well as in the
intra-Bloc pstroleum trade (to Albania and Poland). The availsbility of
Free World tanker tonnage to supplement the Bloc maritime capability in the
petroleun trade with other (Buropean) areas ensbles the Bloc to allocate a
conslderable portion of its ovn tanker fleet to support the Communist Far
East.

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

The pattera of utilization of cargo-carrying capacity of
shipping erriving in China remsined generally similar to that of previous

| years. Utilization continued to be low on non-Bloc liner services from West
European ports, although the hooking of greater volumes of cargo on liners
serving China increased thelr utilization ratio over 1955. The cargo-

25X1
carrying capacity of non-Bloc tramp service from Western Europe continued to ‘

be well utilized. /

25X1
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The utilization of cargo-carrying capacity of vessels plying

between China and Japan increased in both directions. | 25X1:

YUtil:lzation of available cargo capacity continued

to be low for shipping between Hong Kong and China in 1956. The utilization 55X 1
of capacity of veséels Plying between Bloc ports and China continued to show

a8 great disparity. I

\
The utilization of vessels plying between China and ports in

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

25X1 direction|

3
_f""q-
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d. Port Activity.

Shanghal, the Tientsin - Taku Bar - Tangku-Hsingkang complex,
Canton-Whampoe, Tsingtao, and Dairen (in that order) continued to serve as
the main ports of entry for shipping. Of the total foreign merchant fleet
arrivals in China, three-quarters wvere effected at Shanghai and ports north-
ward. Shanghai, with 33 percent of the total, received the bulk of the
traffic as in previous years. The ports of Chinwangteso and Swvatow continued
as importsnt ports of entry, and Yulin (Hainan Island) retained its signifi-

25X1 cance as a port for the export of iron oreA

[ i -

256%1

25X1
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During 1956, there were two developments of significance on
the Chinese coast. The first was the reported develomment of the Chinsse
port of Tsemkong (Chankiang), located st Fort Bayard in the former Prench-
leased texritory of Kwangfhowan, as = year-round, deepwater port. Tsamkong
vas opened on a limited basie in May 1956, several months shead of schedule,
and is reported to be capable of bandling 1.6 million tons of cargoe annually.
If presently announced Plans to expand the port are fully consummated, its
annual cargo-handling capacity will reach 4.6 million tons. The development
of this additional port in South Chins was undertaken in order to reduce
dependence on Whampoa, where occasional problems of port congestion exist.

25X1:
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25X1.

(1) Bunkering.

During 1956, non-Bloc controls on bunkering of merchant
vessels involved in trade with China were continued by the US, the UK, France,
and Japan. Under these control procedures, bunker supplies for merchant ships
en route to China were denied by the above countries when a vessel was known
to be transporting unsuthorized strategic commodities. The UK, France, and
Japan authorized bunkers for non-Bloc vessels transporting controlled goods
to China vhen such shipment had been licensed for export to China by a
country participating in the COCOM/CHINCOM organization. The US, however,
considered each bunker application on its own merits, according to the circum-
stances prevalling at the time of application. Thus » even though a particular
strategic cargo had been duly licensed under COCOM/CHINCOM exceptions
procedures, the US denied bunkering application 6:!' the vessel on which it was
carried.

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

trip.
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The system of limited bunkering contiois did not
effectively prevent the movement of controlled materials to China during
1956. These controls, however, are believed to have continued to produce
considerable uncertainty and inconvenience for the Bloc.

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

The Soviet Bloc and, to & much lesser extent, Chins
have been able to augment considersbly their owva international transportation
facilities by the acquisition of new end secondhand merchent ships from non-
Bloc countries. | During 1956, U6 new merchant ships aggregating 132,584 GRT
(including 2 tankers totaling 6,566 GRT) and 2 secondband freighters with a
totel GRT of 12,600 were delivered to the Sino-Soviet Bloc from Western ship-
yards, as shown in Teble 24, I and II.* This represents an increase in
tonnage of more than 100 percent compared with 1955 when 26 new ships of
62,000 GRT were dslivered to the Bloc.

The foreign trade of China in 1956, however, benefited
only indirectly from these new ship acquisitions. Only 2 small Finnish-
built cargo vessels, totaling 4,600 GRT, were delivered to China but were
used only in coastal traffic. The remaining new ships were built in Belgium,
Dermark, Finland, France, West Gemeny, the Netherlands, and Sweden for Soviet
account, and only one engsged in Chine trade. Moreover, cnly 1 of the 2
sacondhand ships, the 5,2U2-GRT SIOWAKI acquired by Poland from Norway, was
essigned to China trade. The other, a British freighter of 7,372 GRT, was

sold to Bulgaria.

* Table 24 follows on p. B, «75 -
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(3) Non-Bloc Repairs to Soviet Bloc Vessels.

Although no Chinese merchant vessels are repaired
in non-Bloc yards, China benefits indirectly by ship repair services
provided to other Bloc countries by the Free World; as shown in Table 2L,
IIT1.* During 1956, 14 Soviet Bloc merchent ships {Soviet, Polish,
Czechoslovak, and Rumanian) were repaired in non-Bloc shipyards, about
half of which were assigned to the China trade. In the majority of cases,
these transactions involved extended capital repairs of from 2 months to
more than 1 year in duration. In‘ numbers, however, repairs om Bloc
ships in non-Bloc shipyards reprasent only a fraction of those effected
domestically in the Bloc. In fact, repair of Bloc ships in non-Bloc
shipyards has steadily decreased in the last few yesrs. The 1956 figure
represents decreases of about 50 to 75 percent in the number of ships
repaired in 1955 and 1954, respectively. The reduction reflects the growing
use of domestic ship construction and repair facilities for merchant marine
purposes, accompanied by a decrease in naval corstruction.

IV. Relationship of Chinese Foreign Trade to the National Economy .

Foreign trade has played an essential role in contributing to the recent
rapid growth of the economic and military strength of China. Starting with
an economy largely agrarian in character, China has relied on imports to
obtain much of its military supplies, capital goods , and essential raw

materials. The Chinese regime from the beginning hes sought to maximize

¥ Table 24 follows on p.80.
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exports, which reached a dollar value of $2.3 billion in 1956, more than
three times that of 1950. Thus the trade policy of China has been used

to facilitate the development of the economy with its orientation toward
heavy industry and military modemizatidn.

A. Foreign Trade in Relation to Gross National Product.

A comparison of foreign trade turnover to gross national product
(GNP) provides a rough yet useful guide to the dependence of an economy
upon foreign trade. Between 1950 and 1955, this relationship for China was
about 10 percent, comparable to that of India, which is similarly under-
developed. Imports in relation to GNP have varied between 5 and 7 percent
for both countries.

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

industrial and military developments.
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B. Contribution of Imports to Economic Construction and Miliiary
“Development.

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

The Chinese have stated that imports ware divided as follows: consumer
g00ds, 10 percent ($0.8 billion); raw materials and fuels, 30 percent

($2.l&’ billion); and capital goods, 60 parcent ($4.8 billion). Although

the Chinese have never mentioned military equipment and supplies in reporting
the commodity composition of their imports » 1t 1is believed that the category
of capital goods includes an indeterminate proportion of material for
military use.

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

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

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

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

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

The Chinese have reported in their budgets total military expanditures
during 1953-56 of about 2k billion yuan (US $10 billion) but have not indi-
cated what proportion of these expenditures was for imported material. The
Chinese have reported receipts of Soviet credits of $2.2 billion, of which
$1.26 billion were utilized during 1953-56. Economic credits utilized during
1953-56 include a scheduled $120 million from the 1950 loan and almost all
of the $130-million 1954 losn. The bulk of the credits utilized in 1955 <=
$675 million -- were specifically stated to be for military supplies and
installations turned over to the Chinese on the departure of Soviet forces
from Manchuria.

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

military credits in spite of the fact that the 1954 credits ($360 million),
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which included a large portion of these remaining credits, were described
in the budget as supporting economic comstruction. In addition to military
material financed by loans, the Chinese are belleved to finance some military
imports through trade which have been estimated very roughly at about
$150 million annually. These indications s although fragmentary, suggest
that military imports during 1953-56 may have been between $1.2 billion and
$1.6 biliion.

C. Internal Resources Allocated to Exports .

Products of sgricultural origin constitute about three-fourths of
the value of Chinese exports. Although exports represent only a small pro-
portion of agricultural production, exports of basic foodstuffs compete with
the requirements of an increasing population and a groving industrial economy
which requires industrial crops. Total output has been affected by adverse
weather conditions as well as by changes in the institutional setting such
as collectivization. As a result of these factore, China has encountered
increasing difficulties in expanding exports of basic foodstuffs and has
stressed greater exports of subsidiary agricultural products such as bristles ’
feathers, hides, tung oil, and silk.

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

consumed domestically, in 1956 about 7 perceat of irom ore production,
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12 percent of pig iron Production, and 5 percent of finished steel production
is estimated to have been exported. Between 1 and 2 bercent of the coal out-
put was exported.

The pressure on Chinese export resources appears to be serious enough
to enteil a cutback in the sxport program for 1957 and possibly for future
years. Although there are indications thsat China is making investments to
expand production and exports' of nonagricultural commodities such as non-
ferrous metal products, the main possibilities for expanding exports in the
near future are limited to agricultural commodities. The Chinese appear con-
cerned over the dangers inherent in reducing already-low internal consumption
further. As an illustration, the Ghineae;. after an unsatisfactory crop year
:in 1956, apparently were forced to the decision to reduce exports in 1957
rather than to curtail domestic consumption further.

D. Economic Growth and Future Trends in Foreign Trade of Communist
Chins.

Recent events have indicated that the foreign trade of China has

bacome an incressingly important factor in shaping its ambitious industrial
and military programs. At the Eighth Party Congress in September 1956 the
Chinese outlined a Preliminary draft of their Second Five Year Plan, which
called for a doubling of industrisl output and an increase of 50 percent in
national income es well as doubling the volume of capital constriuction over
that of the Pirst Five Year Plan. Since then, the regime has indicated that
it 1s lowering its goals and readjusting the program and that one of the
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important factors involved in this re-evaluation of their capabilities is
an appreciation of their limited import prospects stemming frqin export
difficulties and other payments problems.

The September 1956 draft of the Second Fivae Year Plan proposed that,
compared with the First Five Year Plen, imports of machinery and equipment
would decline from 40 to 30 percent of total needs, or from 15 to 1l percent
of total expenditures for construction. Because of the planned doubling of
capital construction, however, the volume of such imports was scheduled to
increase by half. More recently the regime has cenceled several major
industrial projects and has called for increased emphasis on small and
medium-sized plents which would reqﬁire proﬁortiona.tely less imports. Recent
reports that imports of machinery and equipment would supply only 20 to 30 per-
cent of requirements for a smaller capital construction program than origiunally
Planned indicate that the reginie 1s reducing scheduled imports of capital goods,
prossibly to less than those of the First Five Year Plan.

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

finencing of an import surplug of 1.9 billion yuan.* In the Second Five Year

¥ Including military imports. Payments on foreign credits and for foreign
ald totaled ¥ 3.4 billion, receipts of foreign credits totaled ¥ 3.1 billion,
and net receipts on all other items amounted to about ¥ 2.2 billion, including
particularly overseas Chinese remittances and expenditures of Soviet forces in
China during 1953-55. . _
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Plan, however, the Chinese appear to contemplate a sharp reduction in
receipts from foreign credits s 8 sharp increase in service charge payments
on existing credits » Some decline in remittances from overseas Chinese, and
& considerable decline in foreign expenditures in Chins (largely, as a
result of the withdrawal of Soviet forces in 1955). Although present Chinese
foreign aid commitments total only one-third of those granted during the
First Five Year Plan, nev grants or losns may be extended as current programs
expire over the next few Years. On the basis of these factors, the Chinese
would be confronted with nontrade eXpenditures exceeding nontrade receipts by
possibly 3 billion to 3.5 billion yuan during the Secord Five Year Plan. This
daﬁcit would have to be balanced largely by an export surplus, since present
foreign exchange reserves are limited.

The Chinese, after an unsatisfactory crop year in 1956, appear to have
lowered their estimates of their export potemtisl. A recent analysis of long-
Tun export prospects published in the Chinese press considered that exports
of basic foodstuffs and consumer 8oods, constituting half of current aexports,
could not be expanded appraciasbly and in some cases would be reduced as the
result of rising domestic needs. The increase in total exports would then
depend on expanding the ssles of other exports, rarticularly specialties to
the overseas Chinese populations of Asia, handicrafts to Bloc and Western
markets, minerals to Japan and other areas, and light industrial products %o
Southsast Asia. Although exports rose by half between 1953 and 1957, the

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

The Chinese mey also have reappraised their impoxt needs. A recent
aralysis published in China indicates that the proportion of imports allocated
to essential consumer goods and to raw materials and fuels will be inmcreased
duricg the Second Flve Year Plan, presumably reflecting increased urbanization
and industriaslization. There is no indication of the trend in military imports.

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

A. Impact of the Closure of the Suez Canal.

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

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

The interruption of shipping between Europe and Asia compelled
the use of much longer alternative sea routes for trade between these areas.
Bunkering was difficult as rerouting became widespread and bunker ports
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became congested. Moreover, the maintensnce of the flow of commodities
over extended salling distances greatly increased world shipping require-
ments. As a result, the tight ship charter market crested when Egypt
nationalized the Suez Canal in mid-1956 became increasingly restrictive ¢
and shipping costs rose steeply.

a. Rerouting of Vessels.

The closure of the SBuez Canal interrupted traffic on the
shortest all-season sea route Between Europe end the Far East. Vessels
engaged in Chinese trade and normally using the Canal had to choose hetween
the Penema Cansl or the Cape of Good Hope mﬁtes. The use of eithéi mesnt
a significent increase in sailing time and drastic revieions’in delivery

schedules. For the most part, shipowners found it more advantageous to use

25X1

the Cape route J

XAs a result, voysge

time between Europe and China became one-third or more longer. For example,
the distance between Hamburg and Shanghal is 10,785 nauticel miles vie the
Suéz Canal; around Africa the distance is sbout 14,150 nautical miles. The
time end distance differentials between Mediterranean or Baltic Sea ports
and China became even greater. |

b. Tightening Ship Charter Market.

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

vessels, thus aggravating a charter market that had been tightening since
-92 -
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the Suez Canal was nationalized on 26 July 1956. Over-all tomnage
offerings in October, before hostilities in Egypt, were barely able €o

cope with traffic demands. Hostilities in Egypt made it even more difficult
to find vessels , especially for the Far East. Some liners serving the area
were rerouted to other trades, and many cargo vessels previously svailable
for charter on a one-trip basis were withdrewn. The impact on shipping
between Europe snd the Far East in ganeral is bast illuétm’hed by the
freight-rate increaser of 15 percent in early November and 17.5 percent on
1 February 1957 which were incurred by traffic between these areas. To
these additional costs must be added increasqd insurance premiums.

c. Bunkering Difficulties.

Moot vessels engsged in regular itraffic are built to operate
on particulsr trade routes, with consideration for cbtaiuing fresh food,
fuel, and water at certain ports along the vway. ¢n the long-esteblished
route to the Far Eest through the Suez Canal, there are many ports equipped
to provide these necessities. Ports along the Cape of Good Hope route are
not s0 numerous; nelther are they sufficlently large to service efficiently
large numbers of vessels diverted fram the Suez Canel. Vessels using the
route, therefore, had to incur certain dissdvantages in addition to those
imposad by increased sailing distances. .

The divevsion of Chine-bound vessels arouné Africa caused
éolays in bunkering of from 2 to 8 days. Regular lines nommally vsing the
Pacilities on the west coast of Africa and et Cepetown ware glved preference,
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and owners of other veesels had to arrange for agents and negotiate bunker
contracts. Bunker facilities for Bloc vessels engaged in carrying strategic
commodities to China were even more limited, inmsmuch as Western bunkering
regulations which nommally apply to ports east of Suez were interpreted to
cover ports east of Capetown.

The impact of bunkering difficulties on the Bloc is illus-
trated by the report in December that Czechoslovakia almost found it necessary
to withdraw its veseels from the China trade becauge of the difficulty in
obtaining bunker facilities on the route a.rou_nd Africa. Moreover, the USSR
wap cémpelled. t+0 bunker some of its vessels at sea from & Soviet tanker.

d. Increassed Shipping Costs.

As a result of the increased iroyage time of 30 days per round
trip between Europe and the Far Bast, operating costs for e stendard cargo
vessel in trade between these areas vincreaaed by sbout $87,000 {approximately
$2,900 a day). To cover the additionsl costs of fuel, wages, and supplies,
shipowners raised freight rates -- the additional rate applied to Chinese
import traffic routed via the Cape of Good Hope amounted to a minimum of
$4.20 per ton. As a result, it is estimated that from November 1956 through

April 1957 China incurred an édditiqnal expense of approximately $3 million®

25X1
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for imports via the Cape of Good Hope. This expense 1_; in addition to_ the
genersl freight-rate increase incurred immedistely after the Suez Canal was
nationalized in July 1956, which amounted to sbout $4 per ton. The aggre-
gate of these additional frelght charges incurred by Communist China smounted
to sbout $6 million.

2. Effect of Suez Canal Closure on the S8esborne Trade of Communist
China. ’

Although some shipowners began diverting their vessels around the
Cape of Good Hope after nationalization of the Suez Canasl in July 1956, the

‘ 25X1
major Impact on shipping was not felt until the Canal closed at the end of )

October 1956. A )
25X1
[ [the chief impact on shipping service pro-

vided for China was feit during the period Januery-April 1957. f

Thus the closure of the Suez Canil Nad BONE UITETU CIltTi U uno—wcwownrws

commerce of China. Chinese exports, mainly iron ore, soya beans gnd food-
stuffs, and fertilizer imports were affected by the shipping shortage and
increased frelght rates which ensued. The closure of tbhe Suez Canal, however,
colncided with other factors which also had a depressive effect on Chins trade,

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

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

25X1 This increase continued s trend evidenced early

in 1956 and maintained throughout the year. This trend is believed to be &
reflection of the incresse in non-Bloc liner services between Burope and the

Far East and in tramp shipping from Japan.
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b. Reasons for Decrease in Merchant Shig Arrivale in Communist
China.

The decline of the seaborne trade of China, reflected in
decreased arrivals, apparently cannot be explained as being entirsly the result
of the closure of the Suez Canal. It is quite certain that the worldwide
shipping shortage end the consequent increase in freight rates were important
factors influencing the over-all downward trend in merchant ship arrivals in
China. There have been reports indicating that cargoes to and from Chine
have been delayed by the dislocation of shipping since the end of November
1956, For example » shipments of iron ore to East Gemmany ard coal deliveries

%" Table 27 follows on p. 101
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to Pakistan have lagged because of the scarcity of shipping. Moreover, the
unavailability of shipping has hindered China in obtaining desired imports
such as fertilizer from Western Europe.

Other factors, however, probably have alsc had a depressive
influence on China's seaborne trade. Defects in industrial plenning im 1956,
in large part involving overinvestment in some sectors of the econony, led
to the need for "suiltable retrenchment” im 1957. During 1957, it was
announced that China's conmstruction program will be 20 percent smaller than
im 1956 -- iavestment will be limited to about ome-third of total government
revenues, compared with about 45 percent in 1956. Internal and external
economy drives have also been undertaken which msy have csused cancellation
of sone contracts for eguipment abroad.

Furthermors, the faulty planning in 1956 led to sericus
. shortages of some domestically produced commodities. Irom ore and cpal,
both major export items, were reported to be in short sugplj intermally in
early 1957 and therefore probably were not available for export in the same
volume as im 1956. Typhoons and floods in the sumuer and autumn of 1956,
#hich were apparently more seriocus than originally thought, also affected
the availabllity of some basic products for export. It was subseguently
apnounced that exports of certain major mﬁties in 1957 would be

rediced greatly compared with 1956.

= AEMA -

8-E-C-R-E-T

Approved For Release 2004/06/29 : CIA-RDP85S00362R000400040001-2

e



Approved For Release 2004/06/29 : CIA-RDP85S00362R000400040001-2
3~E=-C-R-E-T

3- Diversion from Ocean Shipping to Rail Transport.

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

Oving to the imperative rsed of maintaining a constant supply
of petroleum, the overland movement of this commodity for China via the
Trang-8iberian Railroad msy have been expected to increase by approximately
23,000 tons per month (equivalent to a daily movement of about 800 toms, or
slightly more than one half train load) as a result of the suspenaion of
sea movements. No Black Sea petroleum is believed to have .ached China
either directly by sea or indirectly by ocean vayege sround Africa to
Vladivestok and by rail from there to China vwiz the Grodekovo border point
during the time the Canal was closed. |

The tankcar park of the USSE may well have been placed under an
extra strain oving to the relatively long car turnsround time required for
the overland movement of petrolsum t- Chira and the Soviet Far Eﬁst vhaich
probably totaled 60,000 tome per month. or the addition of about 1} trains
per day. It is even possible that petroleum deliveries of lower Priority
within the USSR may have had #o be defisrred. No adiitional strein, however,

was probably placed on the rail systewm of China, because even with the Capal
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in operation there has been a normal rail movement from Vladivestok via
Grodekovo to Chima of the petioleun recelved at Vliadivostok by sea from '
Eurcpean USSR.

Certain other goode on order by China from the European Satel-
lites undoubtedly were shifted from sea to overland rail movement as scon
as it became clear that the Canal would be blocked for e matter of months.

These goods probably consisted mainly of high-value priority items. Diver- :

ay

sion to rail up to the end of 1956 of dry cargoes from the Satellites to
China is estimated to be about 15,000 toms. In 1957, such shipments probably !
amounted tc less than 5,000 metric tons per month.
Weatbound freight from China and North Korea for the USSR and
the Satellites, the absence of which might have interfered with Soviet
or Satellite key industriel plans or developments, may have been shipped
gverland alse in limited amountsa. Possibly in this category would have been
rubber, Jute, nonferrous metals and concentrates, oilseeds, soya bsane, and
certain chemicals. Although the Satellites are known to have been short of
iron ore during this pericd, an estimate that there was the likelihood of an
overiand movement of any great amount must be ruled out because of the
sxcessive transport cost for such movement. A rough estimate of the meximum
tonnage which under the most urgent circumatances might have been diverted %o £
the rsilroad for westbound movement during 1956 would be in the neighborhood
of 30,000 to 35,000 tons, It would, however, be reasonable to assume that

overland freight costs and the necessity for providing Sovist exchange ?
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precluded the shifting of an amount so largs to the rails for the accoumti i
of the Satellites exclusively. A rough estimate is that diversiome %o the
railroads during 1957 probably were mo more tham 5,000 tons per momth until
the Canal was reopened, whenr, after a short lag, they probebl, cessed. The
impact on the railroads of having to move diverted dry cargo was of less
consequence than the increased petroleum movement, becauss the velume wag
lower and the need came after the seasom of peek demsnd on closed cars had
passed.

One principal factor in restraining the demand for overland
transportation on the part of China and the European Satellites was the
great excess of land freight rates over ocesa shipping rates. Following
the closing of the Suez Canal, it appears reasomable that except in the most
urgent cases the Chinese and Europeern Satellites would have accepted the
delays to shipments occesioned by the routing of ships via the Cape of Good
Hope rather than pay the added tramsportation coste resulting from & rail
movement including the release of ruble exchange for the trsnsit through

the USSR. I
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B. Prospects for 1957-
1. Trade.

At the National Peoples Congresa in July 1957 the Chinese
encounced that the 1997 trade plan provided for total foreign trade valued

at 9,955 million yuan (slightly moxe than $4 billion), or 8.4 percent less

than in 1956. This total would consist of imports valued at 4,755 million
yuan and exports valued at 5,200 million yuan, 10.2 percent and 6.6 percent,
respectively, below 1956 levels.

25X1
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Planned exports are $150 million less than in 1956. The major
reduction is reported to be iv grain exports; which are euspected to declioe
by 540,000 tome, or 41 percent less than im 1956. Exports of edible vege-
table oils are to be reduced from the 1956 level by 100,070 toms, pork by
85,000 tons, and cotton yamn by 12,200 bales. These cuts would be partly
conpensated for by planned increases in exports of minerals and industrial
and handicraft products. The planned reduction in imports of $220 million
apparently reflects China’s currently weak export and foreign exchange
pneition. There are indicaticns that imports of machiner will be particu-
larly affected, reflacting concentration on lesg prectentious pleat
construction for which the Chinese can themselves supply =08t of the materials.
This reduction in machinery will, however, be partly offs:t by incressed
imports of consumer goods to alleviate domestic shortages.

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

Our present estimate of Chipa's 1957 balance of payments indi-
cates a probable deficit of about $203 million, compared with the estimates
deficits of $46 million in 1955 and $173 million in 1956.* The increase fin

¥ Bee Bection ILf, A, 3, pP- &
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these estimated deficits im 1956 and 1957 compared with 1955 probably
reflects in large part receipts of goods under barter agreements with the
USSR not paid for by exports during the periods in question. The failure
to meet these export commitments was tantamount to an extession of short-
term Soviet credits. In addition, the deficits probably reflect some
drawing down of foreign exchange holdings. {See Tsble 28.)

Table 28
Estimated Balance of Payments of Communist China
1957
Million US §
Paymenta
mnﬂ (c-i.f-) ‘19930
Deb%t repayment , - 2
Foreign ald gramts and loans - 207
Total -2, 87
Receipts
Exports (f.o.b.) 2,115
Overseas remittances 60
Foreign credit receipts 9
Total 2,184
Deficit, including errors and omissions 203
- 119 -

S<E-C<R-E-T

Approved For Release 2004/06/29 : CIA-RDP85S00362R000400040001-2

amnmia i e



Approved For Release 2004/06/29 : CIA-RDP85S00362R000400040001-2
F3«E~-C<R<E-T

25X1
A 2light further shift in the direction of China’s trade toward

the Free World is expected in 1957. J

KCOnaidaring that the total trade in 1957 is scheduled.

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

The Chinese have announced that 1957 trade with the USSR would
be 4 times that of 1950 and would account for half of total trade, indicating
a decliné in the Soviet trade of as much as 15 percent. Assuming no change
in the Satellite share of trade, this suggests that the Bloc share of trade
will be about 71l percent of the total, a level consistemt with the indications
of tke non-Bloc share mentioned abova.

2. Transport.

The cpening of the Suez Canal removed an impediment to shipping

engaged in Chima's foreign trads. Shipping services to China recovered

during the second 4 months of 1957/ 25X1}

-
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25X1,

The effect of the incremse in sbipping service during the !
geriod May-August 1957 wvas to compensate for the reduction in shipping .

3ervice sustained during the first 4 months of the year, sc that the average H
25X1 i

25X1 | It now appears that shipping service providsd Chins during

1957 will not be substantially greater than that provided during 1956.

Since the cpening of the Suez Canal, petroleum shipments by ses

25X1 have not completely resumed their pre-Suez pattern ,J

lend movements of ether diverted goods have probably long since returned to I

“he B8R.

25X1

-
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There are, however, other forces conducive to the maintenance
¢f adequate shipping service for Chima's foreign trade in 1957 and thae
immediate future. Since the reopening of the Suez Canal, there has been
& decline in the world charter markets for both dry cargo vessels and tankers,
20 that China, as well as other Bloc countries » should have no difficulty
in chartering Free World vessels at relatively reasonable rates for trade
movements during the year. Moreover, as the result of the elimination of
the so-called China differentisl by all countries in the COCOM/CHINCOM
crganization except the US, in May and June 1957, controls on the use of
Free World vessels in the China trade are being relaxed by a mnnbei' of the
leading meritime powers. Similarly, efforts are being made to reduce if not
eliminate bunkering controls. The relaxation of these controls would place
China charters 6n an equal footing with Free World charters and would elimi-
rate an irritant and inconvenience to China. Furthermore , the elimination
of bunker comtrols would in effect increase the payload carxying capacity
of Bloc vessels engaged in China trade which previously had to sacrifice
badly needed cargo space for the carriage of bunker supplies required for
tae long voyage to China.

These circumstances, which would increase the availability of
saipping to the Bloe with its attendent lower transportation costs, may
rasult in some increase in the portion of Chinese - Soviet Bloc traffic
m>ving by sea. The decline in intra-Bloc trade and the relative incresse

ia trade with the Free World projected for 1957 would have the effect of
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#leo increasing the relative share of seaborne trade, because the bulk
¢f Free World trade with China moves by sea, and a large proportion of
iloc trade normally moves overland. Thus, some increﬁ.ae in the relative
share of China's seaborne trade is expected, barring unforeseen develop-
rents which would disrupt shipping in the China trade.

China may now also increase the size of its oceangoing fleet
through purchase of merchant vessels up to 15% knots ir speed from major
¥ree World shipping and shipbuilding nations except the US. The purchase
«f even secomdhand vésaels will regquire considerable outlays of foreign
exchange or other exports, and Free World shipb\uldiné yards are already
keavily committed with orders to build new vessels well into the future.
it is improbable, therefore, that Chima will be able to avail itself of
this opportumity during 1957. There is no need for Chipa to do so as long
¢s shipping requirements are provided by other Bloc countries and the Free
Vorld. There is scme evidence, however, that the Chinese may have pians
for the employment of thelr own merchant ships in trade with Southeast Asia

vithin the next few years.
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APFENDIX A

D s St AT 0>

STATISTICS FOR THE FOREION TRADE OF CO'MUNIST CHINA
195050

I. Introduction.

vYore information on the foreign trade of Chine was released during
1956-57 than in any previous compersble period by the goveruassnts of China,
the Europsan Satellites, and the USSR, Many of the releases are obscure
and difficult to interpret. Most figures of trade activity are given as
index numbers and percentage changes from earlier periods, #1d there are
apparent irreconcilable conflicts among some figures. An increasing mimber
of ebsolute figures, however, have been announced. On ths basis of this new
information a numbsr of sstimates in EIC-R1-S5 have been revised, the revisions
bsing referred to in footnotes throughout this report. This informaticn raises
questions regarding the walidity of the method ior conversion of yuan wslues
into doller equivelents at the cross rate with the yuan-steriing rates re-
ported by the Chinese ~- &s has been done in EIC-R1-55 and in this report.
As estimates of the yuan value of the foreign trade of China for 1950-56
are considered relatively reliable, they are presentsd in this report as
& point of reference for the less reliasble dollar eatimates,
IT, Yuan Value of Foreign Trade,

A, Total Trads and Bslance of Trade.

In September 1956 the Chinese published an index of the walue of
potal foreign trade for 1950-55. The value of trads during these years
has been computed from this index and an officisl figure for trade in 195k

A -1
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(8,487 million yusn). The value of exports and imports and the resulting
balance of trade have been calculated from a recent announcement of import.-
export ratios for 1950-55. These data, together with the announced vslus

of exports and imports for 1956 and the 1957 plan, are presented in Table 31.

Table 31

Estimated Yuan Value of the Foreign Trade,
Imports, Exports, and Trade Balances of Communist Chinn

1950-57

Million Yuan
Yesr Total Trade Imports Exports Trads Balances
1950 k4,160 2,122 2,038 - 8
1951 5,949 3,510 2,439 -~ 1,071
1953 8,112 4,624 3,488 - 1,136
1954 8,487 L,L13 k,07h - 339
1956 10,865 55297 5,568 + 2n
1957 (Plen) 9,955 k, 755 5,200 + hh5

B. Direction of Trade.

The direction of trade has also been estimated rrom Chinese official
deta. In 1956 & teble was published showing the percentige of the trade of
China with the three main areas of the Hloc and with the Free World from 1950
through 1953.# In 1957, comparable official data for the distribution

# These percentages were relsaged in conjunction with indexes of Bloc and
total trade which differ from the recently snncunced index of total. tredo,
For example, total trade for 1953 was reported at 181 percent of 1950,
compared with the recent figure of 195 percent indicated in the index, The
differences may reflect use of different units of account or incompliete
coverage. It 1s bellieved, however, that these percentages, despite their
inconsistencies, indicate reasonably well the direction of Chimese trade
in these years,

A-2
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of trade in 1956 were published. Only miscellanecus snnouncements reporting
the Bloc and Soviet shares of the trads of China have been released for the
intervening years 195 and 1955, The Bloc share was reported for those 2 ysars
&s 80,55 percent and 82 percent, substantially larger than in 1952, 1953,
or 1956, The Soviet share, however, was announced as 55 percent and 55.3 per-
cent for 195L and 1955, epproximately the sams shere as in 1952 and 1953
and sgain in 1956, These figures would indicste that the share of the
Satellites (European and Far Fastern) in the foreign trade of China increased
considerably over their share in 1952 and 1953 and that their shere dscreased
in 1956,

¥o other information, however, supports this indication. It appears,
on the contrary, that the substantial increase in Bloc participetion in the
trade of China in 1954 and 1955 was a result mdre of expansion of trade
with the USSR then of expansion of trade with the Satellites. In both these
years the USSR extended loans — amounting to about $360 million in 195k and
§675 million in 1955, Such losns have been observed in earlisr years, but in
1953 they totaled only slightly more than $175 million, That the Soviet share
of Chinese trade should be higher than the snnounced percentsges is &lso
suggested by a recently published Chinese index of Sino-Soviet trade for 1955
and 1956 (with 1550 es the bass year) which indicates that the Soviet share of
trade in 1955 was eppraxinately 62,5 percent., The Soviet share for 1954 may,
theréfore, be estimnted at 59 percent, With credits reduced to less than
$50 million in 1956, the Bloc and Soviet shares of Chindse trade would be exe
pected more closely to spproximate the 1953 level. This expectation ia con-
firmed by the Chinese trade announcement for 1956,

A3
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trade with the Eurcpesn Sstellites sugsant
that their share of China's trade declined from 19 percent in 1953 to about

35,55 peroent in 1954 and 15 percent. in 1955, On thae basis of theme Pigures

the share of the Far Wastern Sstellitea is calculated as rising from

2.52 percent in 1953 to 5 percent in 1954 and declining to k.S percent in 1955,
The percentage distribution of the foreign trade of China, shown

in Tablia 32, was used as the basis for estimating the distribution of the
Juka vaiue of trade, as shown in Table 33.%

Table 32
Yarcentage Distribution of the Foreign Trade of Commnist China
195056 |
Percent of Tota) Trads
1950 1951 1952 2953 1954 1955 _19%6

Non-Blos 66.52 36,72 21,92 2,51 19.45 18 2).7
Bloo Bebd 63,28 78,08 7549 0,55 82 75
USSR 30.89 4B.72 57,34 56,39 9 62,5 S;;
Burcpean Satellites  1.99 13.24 19,02  26.58 16,55 18 17.2
Far Eastern Satellites 0.6 1.32 1,72 2.2 3 k.5 Iih

® Table 33 follows on p. A-5,
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Table 33
“=Limated Youan Value of the Direction of the Foreign Trade of Companist, China
1950-56
‘ ¥illion Yuan
920 3981 9% 2353 195, 1955 a9ss
¥in-Rioe trade 2,767 2,184 1,423 1,988 1,651 1,98k 2,68)
iow trade LI 15 5067 6,22 6,8% gm0 sam
USSR 1,285 2,898 3,721 I,57) 5,007 6,886 5,83
Eoropesn Satellites 83 788 1,234 1,345 1,405 1,668 1,86+

“mr Fastern Satellites 25 79 112 204 L2l 196 78

Capital. Movements

“he budget report of Vice-Premier Ii Hsien-nien %o the 195/ National
Peopies Comgress provides corsidervble information of the valus of Soviat
icans 1o China, 14 reported that the USSR has esxtended to China loans -amountiog
te 5,294 ndllion yusn, of which 2,17 million wers used Befors 1953 and
#5420 million are beirg vsed in the psricd of the First Pive Year Plan, The
budget report also provides the basis for calculating the annual utilization
uof the Soviet losns sxtendad during the Five Year Flan,

Jther capital movemsnts have been revealed in budget reports. Porely:.
814 axpenditures have besn reported for the years 1955-57, Servics on debts
‘buth domsstic and foreign) has been reported fur the years 195h.57. As infore
metion is aveilable on domsstic dsbt service, foreign debt servics has beaon
eaisuisted as residuals. These data are shown in Tablle 34.#

& TabTe AL Tollowa on p. A-6,
Awl
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Table 3}
Selected Capital Movements in the Balance of Payments of Communist China

195056

Million Yuan
Receipts of Foreign Debt Foreign
Period Foreign Credits : Service Aid Extended

1950-52 2,174 Negligible N.A,
1953 438 Negligible N.4A,
195h 88 135 9/
1955 1,657 k480 393 .
1956 nz 595 hoh
8, X1d to Horth Korea In IJ5L has been reported st 300 =iTIic yuan,

III. US Dollar Valus of Foreign Trade.

In previous EIC-Rl reports, yuan values of trade have been converted into
dollar equivalents by using the yuan~-sterling exchange rate reported by Chins,
Although Free World trade data warramt the use of this rate in converting the
yusn velue of Free World treds to dollars, there has never been adequate
evidence for using the same exchange rate in trads with the Bloo countries,
Deta in recent Soviet and Satellite relsases about their trade with China
indicate that this method for yuan-dollar conversions should be reexamined,

These data indicats lower dollar values for Chinese trads with Bloc
countries than are carried in previous EIC-R1l reports. The USSR has announced
the ruble value of its trade with China as 1,656 million rubles (at the
official rate of exchange equivalent to $41i mdllicn) in 19505 k4,140 million
rubles ($1,035 million) 1n 1953; 4,500 million rubles ($1,125 m11ton) in
19543 and 5,500 million rubles ($1,375 million) in 1956.

A6
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The reports of the Furopean Satellites of their trade with China indicete
@ valus of total Sino-European Satellite trade in 1956 of approximately
$540 million, These dollar figures may be compared in Table 35% with the
estimated value obtainad by converting Chinese figures expreased in yuen value
to dollar aquivalents by using the yusn-sterling-dollar oross rate, A com-
parison of the ﬁg@as reveal that for 1950 the conversion ratio for Sino-
Sovist trade is about the same as the offioiil cross rate, but that those for
succeeding years indicate a higher conversion ratio,

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

Part of the dispari?y between dollar estimates based on Chinese data
and those based on Sovist and European Satellite data might be explained by
Bloc methods of pricing commodities in intra-Bloe trade, According to
Chinese statements, trade with the Soviet Bloc is conducted at constant _
ruble prices, based on 1950 world prices. Thus the value of the trads as
reported by China should bs the same as the value reported by the USSR if it
also reported trade in constant (1950) prices. If, however, the USSR
reported trade in constant (1950) prices and Ching reported it in current
prices, the value of the trade as reported by China would incresse more
rapidly bstween 1550 and 1956 than the value as reported by the USSR, for
world prices rose during these years,

Approved For Release 2004/0@/23 :7CIA-RDP85$00362R000400040001-2
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Sush price rises are, however, insufficient to account fully fbr the dis-
psrities. The discrepency in Sino-European Satellite trade, as reported by
the Caipsss on the one hand snd the Europsan Satellites on the other, can be
accounted for to even a smaller degree by this price factor, The evidence
indicstes that unit prices in this trade were not as constent as in the
3ino-Soviet trade.

#urthermore, in computing trade date, the USSR may have excluded soms
items of trade that China may have included, since the reported value of the
USSR of its trede with China appears especially low as compared with intelli-
gcmée estimetes as well as with Chinese reports. The items most likely
excluded are military goods shipped to China. This difference in statisticsl
procedures could account for the disparity in 1953 but not for thet in 1956,
when military deliveries were small,

Avcther pousible explanstion is that the Chinese figures present forelign
trade a3 valued in domestic rather than in international prices., It is
known that severel Bloc countries record foreign trads valued in domestic
prices as well as in international prioes' for purposes of planning and
gocounting,

In Hloc countries the foreign trads price of & commodity usually differs
from its domestic prica, The ratio of domestic prices to world prices varies
from one commodity to another. Thus a conversion ratio from yuan to dollars
for trade within the Bloe would vary from country to country depending upon
the comrodity cormposition of the trade, Information presently availeble does
not permit the. eslculation of meaningful conwversion ratios based on domestic
prices for Chinese trade with Bloc countries,

A-8
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Thus there is no available explanation for the discrepencies in trade
data, and & reconciliation would probably encompass all of these factors and
possibly others. The psucity of informastion sbout the methods of China of
racording and reporting foreign trade, including data on exchange rates,
precludes a compuletely satisfactory explanation or exact estimate of the
dollar value of this trade. It is believed, however, that conversion of yuan

25X1
values to dollar squivalents by using the sterling cross rate gives & useful
approximetion of the valus of trade. | //
\ 25X1

25X1

A =210
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