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The cultural revolm in Omnmuni:ﬁ China has not

yet had an appreciable effeet on the volume and pattern of
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So far in 1967, the eifects of the revuluﬁen on trade
appear limited to remittances and a posesible tightening
in export supplies of chemicals and textiles. Early
returns on trade in 1967 from seven of China'g major
Free World trading partners indicate that China's exports
to these countries increased by a respectable 10 percent.
A continuation of the revolution at its present pace, how-
ever, would grulmny‘impuir export capabilities, increase
the need for imports of grain, and, in general, increase

the importance of Free World trade and credits.
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Background

1. The cultural revolation broke out in the open in
late 1965, spilled over into the economy in August 1966
with the appearance of the militant Red &lrd#. and was
formally extended to factories and farms in December
1966. The regime almost immediately had to remedy
the resulting axcesses, but in spite of calls for both
“producition and xavbluﬁd#,"’ political furmoil has con-
tinued to affect the orderly @nﬁm of the economy
during 1967.

2. The effects of the cultural revolution on the
Chinese econemy were {irst apparent in the last quarter
of 1966 when industrial production began a gradual
decline. This decline has carried over into the first
half of 1967. Agricul&re has also been subject to dis-
ruptionus, although the extent of the damage waits on an

assessnent of the forthcoming spring harvests.
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3. Many of the effects oim cultural revolution
on foreign trade will lag behind the general economic
eifects, for example, mgmny reduced capabilities
of export industries. An lmmediate effect ai ths revolu-
tion is confusion in the planning of iamigﬁtiade and
delay in negotiation for purchases of foreign machinery
and foodstuffs. Hawewg. this effect will not be re~
flected in current foreigﬁ'mdc’ htl which, of course,
deal with completed shipments of goods rather than with
inquiries and contracts for future delivery. ’A third
effect on foreign trade -~ m in the composition and
geographical distribution of trade «= also will be re-
flected only after & considerabls period of time.

Jump in Trade in 1966

4. Communist China's leizdgxs trade grew by an
estimated 12 percent in 1966, to $4. 2 billion compared

with $3.8 billion in 1965, as indicated in Table 1. This
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substantial increase followed two years of even sharper
rises (averaging 18 percent) and reflected the continuing
recovery of the Chinese economy from the ma:»dimtrous
leap Forward. The annual data for 1965 could of course
magk difficulties occurring in the final quarter. However,
all of the available evidence relative to foreign trade
aclivity supports the general comelusion that the cultural
revolution during this period did not significantly disrupt
Chinese Comynunist fbﬁtga trade.

Continucd Shift to Free World

5. China's trade with the Free World rose by an
estimataed 13 percent in 1966, whereas trade with Com=
munist countries fell off by perhaps 4 percest. Conse~
quently, the Free World's shl.rc in China's trade rose to
73 percent. Japan stresgthened its lead as China's major
trading partner and new accounts for one-seventh of

China's total trade. Hong Kong took over second place
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from the USSR, although praeﬂﬂy all Hong Kong's trade
is one way, i.e., irnports from China, {i'ahie Z presents
the volume of China's M with leading partners for 1965
and 1364.)

6. Among Western European cam"triu.‘ West Germany
and France moved ahesd of the United Kingdom in 1966 as
the leading sources of Chinese imperts. Trade with South
and Southeast Asia and the Middie East rose moderately
during the year while trade with Latin American countries
showed little ?:hange. After a sharp rise in 1965, trade
with African countries declined in 1966, apparently because
of China's setbacks in foreign policy in that area. Sino-
Soviet trade fell by 23 percent, to the lowest level gince
1950. Deliveries by China to North Vietnam rose to $95

million is 1966, compared with $70 millian in 1965,

Grain Imports Down, Maehinery Up

7. China's imports of grain declined from 6. 2 million

tons to asout 5.8 million tons in 1966. In contrast, China
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increassd imports of machluty fertiliser, and finished
steel. There was a shaxp rise in imm from Japan
and Wedtern IZurope of machinery, eqntpinent. and
scientific instruments that play an inmportant role in

China's modern weapons programs. ¢

Commodity Composition of Imports s/
1965-66

— 7 Million US §
165 66
Tctal : m w
Agricultural p:cducﬁ 160 130
Grain - koo 390
Industrial materials | 590 685
Fertilizers o 145 180
Mechinery end equipment 355 450
Other imports %0 18

&. Date sre rounded to the nearest $5 mili-
lion. DBecause of rounding, components may
nct add tc the totals showm.

be Preliminary estimates.
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_égricultural Irports Rica

3. China's sales of foodstuffs and various crude
agricultaral products increatgd markedly in 1966, Other
categories of sxports showed smaller gains, Textile
sales mw have continued to decline in 1966, again be-

cause ol reduced sales to the USSR.

Commodity Composition of Exports g/

1965+66
Milllon US §
065, e
Total 1,902 2155
Agricultural products 835 1,010
fFoods 545 €30
Industrial meterials 290 330
Textiles 425 409
Other manufactured goods 355 L3

a. lata are rounded to the nesrest $5 million.
Because of rounding, components mey not add to the
totala showm.

b. Ireliminary estimmtes.
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Drop in Overssas R!mﬁttncaa

9. The only direct impact of the cultural revolu-
tion on the balance of payments noted in 1966 was the
sharp cutback ia overseas remittances in the last four
months of 1966. As a result, remittances for the year
reached only an estimated $43 million compared with
$50 million for 1965. A plus factor was the switch in
the trade balance with the Free World, frem a deficit
in 1965 o a small surplus in 1966. The export surplus
in China's trade with Communist countries declined
principally because China's trade balance with the USSR
reversed from an export gurpius in 1965 to an import
surplus in 1966.

Credit Situation

1. Because of China's conservative policies and
reluctance to depend on foreign assistance, all of the

credits thus far have been short-term. As a result,
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China ha s been faced with a large volume of repayments
esach yesr, and in 19656, when & large repayment on grain
credits .ell due, payments probably equalled or exceeded
drawings. Long-term credits which would defer repay-
ments for ten or more ysars would be more to China's
advantage. The leadership, however, has a practical
concern for the long-run payments position and especially
for the possibility that requirements for Western grain
may ris: in the near futdre. Should China reverse its
position and secek long-term gndity, Western European
countries and Japan probably would make such credits
available. The cultural revolution apparently has not
jeopardized China's ability to obtain long-term credits,
but adm ttedly the winin@m of Free World nations to
advance large credits has not really been put to the test.

Trade Developments in 1967

11. Early returns for 1967 are available from seven

of China's trading partners, which accounted for about

-19-
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61 percemt of China's exports to and 54 percent of China's
imports from the Free Vorld m 1966. As shown in
T’:—:Me 3, China's imports from these countries declined
by 2 percent, while exports to these countries increased
by 10 percent, compared with the same period in 1966.
While no broad conclusions can be drawn from these in-
complete data, the culw.revnmtixm apparently hag had
only a slight effect on China"a trade with its principal
Free World trading partners in the ﬁzﬁ, quarter of 1947,
12.  Trade agreements concluded during late 1966
and the {irst four monthe of 1967 do not indicate substantial
changes in China's 1967 trade, #ﬁd. despite some difficul-
ties during Jaxmarf and February, contracts with Western
businessmen are now being placed at a normal pace.
Contracts concluded at thé amnual Canton Trade Fair in
April 1967 appear to have reached the levels of previous

years. The recent disturbances in Hong Xong have not so

.1l -
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Share and Cemposition of 'rrgé:in 1967

14. The Free World share of China's trade probabdly
will grow sligitly in 1967 because of growth in trade with
the couriries of Vestern Eu'apj and a further reduction
in Sino-Soviet trade. Sino-Japanese trade probably will
not continue the rapid growth of the past few years be-
cause Jupanese markets cannot ﬁéadily absorb additional
Chinese goods.

15, | The composition of China's trade in 1967 is
not expected to show substantial ¢hanges over 1956,
Grain contracts for the first six months are down
slightly, compared with the same period in 1966. The
volume of fertilizer comtracted for in 1967 is more than
50-percent higher than 1966 purchases; however, as a
result of shrewd Chinese bargaining with Western
Europesn and Japanese producers, the value of these
fertilizer contracts is only slightly higher than the eati-

mated value of $§180 million for 1966 imports. Orders

=13 -
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placed during 1956 for the whole plant and other capital
equipment to Le delivered in 1967 and later were sub-
stantially lower than during the previous two years.
Negotiations for the DEMAG steel complex were sus~
pended during the last half of 1966 and did not resume
until April 1957. Machinery and equipr-ent imports in
1967, however, are expected to increase over 1966 on
the streagth of orders placed during 1965, Early con~
tracts with Japar and early trade returns {rom a few

¥ estern European countries indicate 2 probable slow-
down in the growth of China's agricultural exports during
1967,

Ne Immeadinte Economic Crisis

15. There is now very little evidence of forward
movement in the Chinese Communist economy and some
indication of a gradual decline in economic efficiency.

During April and May, pelitical turmoil associated with

=14 .
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the cultural revolution continued to interfere with the
orderly operation of the Chinese economny. The excesses
of the rovolution, ivhich threatened serious cconomic dig«
locations in early 1957, have been largely brought to an
end, but administrative confusion and sporadic disrup-
tions to industry and transport continue to plague the
economy. Even though the declire in industrial produc-
tion noted in the fourth quarter of 1946 and the first
quarter of this year will probably continue at least through
mid-1967, there does not appéar to be any danger of ar
imunediate economic crisis. The revolution appears to
bave haid no effect on agriculture in 1955 and its effects in
1967 will be difficult to agsess until harvest time early
this summer.
Progpects

17. There appear to be three general courses which

the cultural revolution could take in the near future. If

~ 15 -
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the revolution were to intensify and result in lengthy dis-
orders on the scale of the excesses of January 1957, ithe
cffects on foreign trade would be immediate. Production
and shipment of Chinese goods for export would sharply
decline, and imports arriving ia Chinese ports would only
slowly rnove un to consignees. The leadexship at present
appears to be unwilling fa allow such an intensification,
largely because of the January 1967 experience.

13. If the leadership decided to drop the priority
now accorded to the cultural revolution and return to the
more pragmatic policies of 1961-65, it is possible that
there would be little discernible effect on the patterns of
foreign trade. In effect, neither the excesses of the turn
of the year norx the drift which has marked the economy
since that time would have been great encugh to distush
the patterns of foreign trade. However, we think it un-~
likely that Mao Tae-tung would accépt the repudiation of
his perconal views mpnea by such a shift of policy.
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1. A third course lies in a continuation of present
trends in the economy. There appears to be a zeneral
lack of momentur: in the economy, preliy.inary sigus of
a gradual decline in industrial production, veryv faint
gsigns of problems in agricultural production, and good
signs that the adminigtrative gears are not meshing with
their former precision. The regime shows no indication
of taking measures to meet these problams, and in the
near-term it is likely that a gradual and almost impercep~
tible econormic decline may occur. Under these conditions,
the existing Chinese problem with increasing export capa-~
Lilities would be exacerbated as industrial production and,
perhaps, agricultural production declined below the levels
of previous yoars. The resulting contradiction in Chinese
exports would lead to decreases in Chinese imports of
machinery and equipment {rom the Free World. If serious

shortfalls occurred in agricultural production, Free World

- 17 -
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grain and fertilizers could become the main component
of Chinesec inmports. Nevertheless, these postulated
effects of the cultural revolution on foreign trade are
likely to appear only gradually, perhaps ovesr a period

of one or more years.
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Communist Chins: Foreign Trade by Ares p;
1965-66
Million US §
1965 1966 b/
Turnover Imports Exports Turnover Imports Exports
Total 2@2 1.860 1,905 k.zoo 2,0&2 2,155 .

Free World Countries 2,605 1,345 1,2 3,085 1,530 1,555
Western Europe 6hs 348 300 900 510 390
Jepan k70 255 21% 620 330 290
Cenade, Austrelia, Kew Zealand 360 318 45 340 285 55
South and Southeegt Asia 350 155 235 435 170 265
Hong Kong ¢/ 310 5 310 380 5 375
Mlddle Eest 150 8o ™ 170 75 95
Mfrice 160 75 . 90 135 50 85
Latin Anerice : 115 . 15 Negl. 105 105 Negl.
Conmunist Countries 1,165 515 650 Lus 515 600
USSR . s 190 225 320 175 5
Zastern Europe d/ 200 105 95 255 130 125
Fer East 230 90 ko 265 95 170
Other g/ 315 125 190 275 s 160

&. Data are based on the oificial statistics of the treding partners, where known, end have boen

edjusted Lo approximate Chinese forelgn trade on an export £.0.b. end en import c.i.:. bagis. Dats

heve been rounded to the neareat $5 million snd, because of rounding, compopents mey not add to the

totals shown.,

b. Preliminery estineates.

¢. Net of entrepot trede with third countries.

d. Execluding Yugoslevie ond Albenis. .
25X1 e. Including Albenle, Cubs, Mongolia, and Yugoslovia. “
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Comnunist Chine: Trade with Mejor Partners 8/
196566
Million US §
1965 1966 b/
Mesor Portners . Iwrpover Tmporis LXports rturnover Imports Exports
Jepan , 470 257 213 622 331 291
iong Koug ¢/ 312 3 308 378 3 375
USSR his 190 225 320 175 ks
West Germany 137 72 65 216 135 81
Canade 131 118 13 214 196 18
United Kingdom 152 75 77 178 96 8
. Maleysis and Singspore 103 2 101 17h b7 127
N France 102 - 63 39 159 1 L8
© Ttaly 87 53 3k 110 61 Lo
' Australis 219 189 30 106 83 23

&. Data ere based on the officiel statistics of the trsding partners and hsve
been adjusted to approximate Chinese foreign trade on an export f.0.b. end en
import c.i.f. basis. Data heve been rounded to the nesrest $1 millionm.

b. Preliminary estimetes.

c. HNet of entrepot trade with third countries.
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Tsble 3 P

Compranist Chine: Trede with Major Pertners
for 1967 end Comparsble Months ior 1966 a/

Million US §
Imports Exports

’ Veliue Percentege Value Percentege
Coungry Period 1966 1967 Change 1966 1967  _Change
Japeu Jen-Mar  75.2  49.0 -36 66,6 69.5 4
Hong Kong b/ Jen-~ler 0.7 0.% -3 101.0  129.0 28
West Germeny Jan-Feb 16.8 30.6 & - 14.6 12.6 ~1h4
é_, United Kingdom Jen~Feb 13.1 13.1 o 19,3 16.2 ~18
' France Jen-Feb  11.2  12.0 7 9.0 8.9 -1
Italy Jen 6.4 7.6 19 3.7 3.7 0
Australie Jan 6.8 15.7 131 5.2 3.0 -bp
Tatel 312 1284 =2 2199 2.9 10

2. Data are the oificial statistics of the treding partners.

b. Export dete include Chinese goods reexported by Hong Kong to third countries.
The growth rete in enports may be inflated by changes in Hong Koog's reporting
systen.
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