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Document disclosed under the Access to Information Act

' . Document divulgué en vertu de fa Loi sur acces d Vinform

THIS RECORD MAY BE SUBJECT ‘0 MANDATORY EXEMPTION
UNDER THE. ACCESS TO INFORMATION OR PRIVACY ACTS.
EFA REQUEST FOR ACCESS IS RECEIVED, NO DECISION
TO DISCLOSE SHOULD BE TAKEN WITHOUT PRIOR:
CONSULTATION WITH THE SECRETARY, | INTELLIGENCE

ADVISORY COMMITTEE. ;

. CE DOCUMENT PEUT: FAIRE L! OBJET. ‘Dp UNE EXCE PPION
_, OBLIGATOIRE EN. VERTU DES LOIS SUR L'ACCES A.
-L'INFORMATION ET. SUR LA PROTECTION DES

" RENSEIGNEMENTS PERSONNELS. AUCUNE DECISION |
| RELATIVE A UNE REQUETE DE COMMUNICATION NE- POURRA
ETRE PRISE SANS LA CONSULTATION © PREALABLE DU.
SECRETAIRE DU COMITE CONSULTATIP DES
RENSEIGNEMENTS .

THIS DOCUMENT IS THE PROPERTY OF THE GOVERNMENT oF
CANADA AND IS PROVIDED ON CONDITION THAT IT IS FOR ..
USE SOLELY BY THE INTELLIGENCE COMMUNITY OF THE
RECEIVING ° GOVERNMENT AND THAT IT NOT BE

| DECLASSIFIED WITHOUT THE EXPRESS PERMISSION OF THE
' GOVERNMENT OF ‘CANADA. --

' LE PRESENT DOCUMENT EST LA PROPRIETE DU ,
“GOUVERNEMENT: DU CANADA. IL EST COMMUNIQUE. SOUS
RESERVE DE SON UTILISATION PAR LES SEULS SERVICES.
DE RENSEIGNEMENTS DU GOUVERNEMENT DESTINATAIRE ET
A LA CONDITION QUE SA COTE DE SiCURITE NE SOIT PAS
SUPPRIMEE SANS L' AUTORISATION EXPRESSE DU
GOUVERNEMENT CANADIEN.
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CHINA: _Economic Reform |

os Summary.”

~ deo Encouraged. “by: the success. (Of. ‘farm. incentive measures,
the Chinese Communist Party. plans similar reform in’ the

-. urban economy. © In order. to improve . resource allocation,
os prices ‘are to be partially deregulated and. ‘central. planning .

ooo ws Of - Output quotas, is to be confined largely to heavy |

co - industrial companies, | including those. manufacturing. military -
-products.. Consumer goods firms: are.to set their: output: and 3: =

financial targets with only guidance by. the’ state,: Conflict... oe

_ between company management and the. bureaucracy. will arise as —

' soon as firms. attempt: any fundamental restructuring © of. costs |
-and prices. . Opposition on matters. of. principle and. the .

‘problem of. finding. workable ‘programs — “£0 promote: ‘efficiency -
> will qmake -- the five year . period, 1986-1990, covering ©
implementation al reforms, difficult.

’ Oo Dy oo (CONFIDENTIAL)

(Version frangaise au. verso)

(CONFIDENTIAL
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RESERVE AUX BTATS SUIVANTS: _
CDA, AUST, N-Z, ROYU, £-U

CHINE: réforme économique

Résumé

“le Encouragé par le’ succés des mesures d' ‘incitation prises -
dans le sécteur agricole, le Parti communiste Chinois pro~ .
jette une réforme semblable pour 1' économie urbaine. Afin

_d'améliorer la répartition des ressources, les prix seront
_ partiellement déréglementés et la planification centrale des
.contingents de production ‘sera limitée en grande. partie aux

entreprises du secteur. lourd, dont celles. qui fabriquent du
matériel militaire. Les entreprises de. biens de consomma-
tion fixeront leurs propres objectifs de production et de
finance, 1'&tat ne devant : que les conseiller en la matiére.
Un conflit surgira entre les chefs d'entreprise et les a,

- pureaucrates dés que celles=ci tenteront quelque restructu-
ration fondamentale des cofits et. des prix. L' opposition» Se

- exercée sur des questions de principe- et la difficulté.

d'élaborer des. programmes pour..promouvoir 1" efficacité |

feront de la période de cing ans. (1986 & 1990) couvrant da
mise en oeuvre des réformes une période difficile. ms

oo. (CONPIDENTIEL)

RESERVE AUX ETATS SUIVANTS:
CDA, AUST, N-Z, ROU, £-U

CONFIDENTIEL |
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De oe Encouraged by . the success of farm- incentive ,
measures which have led to higher. / farm incomes, record
harvests » and reduced wheat. import ‘costs: in 1984 by Cdn $750

. million for foreign wheat, the. Chinese Communist - Party plans
similar reform in the urban economy. The. remarkable success

of the farm . sector has “strengthened the- position _ of.

policymakers | who- have | been © pressing ~ _ for. ‘more - “general

Document disclosed under the Access to Informati+ Document disclosed under the Access to Infc ionAct .

‘Document divulgué en vertu de Ia Loi sur l’accés a l'information

economic liberalization and has enabled them to. release all:
forceful declaration. of intent: to xeform the structure of

the urban’ economy, SE (CONFIDENTIAL)

3. ve In. the. “past” month. the Central Committee of the.
Party ‘has indicated ‘that the ‘main priority: of -Yeform would ©”

- be partial deregulation of. prices. with emphasis: initially en”

"those covering. consumer goods and) _ services; deregulation

will only marginally. affect producer goods » (e. g. steel. and:

engineering: goods). ‘Management, in consultation with. other —~
public’ officials, is to be permitted not yet clearly defined

freedom | to determine product | prices and © to: undertake ‘cost

eutting measures, ' At ‘present, state companies. must accept:
fixed prices for. output, tolerate: high-cost overmanning | and -

pay. fixed charges for . goods and. services bought from other i

public companies. Bo _ (CONFIDENTIAL)

ns The deregulation of prices is aimed at improving:

ved

caN/AUST/N2/0K/US ‘EYES
CONFIDENTIAL §
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the efficiency of resource allocation. | Until now this—

function has been performed by. central plans which crudely .

ration goods ‘among firms. $$ State companies » have’ had no

incentive to maintain or improve efficiency because their

input rations bore no relation to performance. As a. result,

companies annually have- produced large’ quantities of low |

quality | goods which | Can. only be sold at below: cost. Many

‘girms have failed to: cover theTM costs ‘of “production and must be .

- supported by state “subventions. Company deficits and
below-cost urban food prices. now | require . subsidies which »

absorb roughly one-third of the national budget.

_ (CONFIDENTIAL)

5. a “In. conjunction with a restructuring of prices and

, wages, the Party will also reduce direct state control » over
the production by public enterprises through. confining. central

. planning largely to heavy.industry (e.g. steel and producer
/ goods) and. military . products. Consumer. goods industries ©

(e.g. textiles, ~ clothing. and small appliances ) are to set

their own output targets with the guidance of, as opposed to -

‘direct planning ‘control by, the ~ state, - Although - ' the
operations of heavy. industrial: companies appear’ to ‘be largely
exempt from immediate. reform, output from some. of. these firms

“may be sold ‘at decontrolled prices, once quotas. called for by

central state plans have béen met. (CONFIDENTIAL) |

vee/4

‘CAN /AUST/NZ/UK/US EYES ONLY. |

CONFIDENTIAL .
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6. _ ‘The Party has’ ‘been experimenting - with | reform
" measures. in some selected industries since (1979. These have
had mixed results, however, because - local. .managerial .

“authority | “over economic factors was. too limited and
decisions were often countered by various elements of local

and regional bureaucracies. The . new and more general

guidelines appear aimed “at. enlarging the | authority. and»
decision-making. power. extended - earlier . and at ‘trying to

reduce the ability of | the. bureaucracy to - meddle. - “Since

“deregulation. of. ‘state companies. will - remain limited,
“management will still have to. contend with continuing

“interference from some regulatory elements of the central
_ bureaucracy, © °°. (CONFIPENTIAL) |

a . Conflict between company | ‘management and- ‘the.
central pureaucracy may arise. as. soon as firms attempt: any

"fundamental restructuring of their costs and prices and
could affect. the. pace of reform. . - New product ‘lines. and

better “services will frequently. require. additional ‘or

improved. resources and these will raise. costs. . The ability .

of management— to meet higher: costs ‘by. cutting » ‘the size’ of |

the work force may be resisted by — a bureaucracy mindful of

existing urban. unemployment . and anxious. to avoid increasing

- @iscontent. — Managerial. attempts. “to ‘reduce. “wage costs by.

relying on incentive payments and trying to: cut current

02/5

CAN /AUST/N2 /UK/US EYES ail
TaN

CONFIDENTIAL
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“large. fixed-income portions of. take-home pay will be

resented by workers and again. opposed | by a’ bureaucracy wary |

“of allowing any general fall in real incomes. | With. such
limits, “many » managers will. likely resort to covering

increased costs by raising revenues through higher prices.

To the extent that price deregulation: ‘contributes to

inflationary - pressures, the authorities may . back away

temporarily from reform measures. (CONFIDENTIAL) —

8. «sO The decision to shift ‘the: main focus of reform
~ from the rural to the urban economy. has probably met strong

“oppositionTM from, powerful traditional: socialist elements in

the: Party and army who. view. control over: resource allocation

cas a political prerogative. . They have. not: liked the. powers

. Of resource allocation allotted farmers. put have. “grudgingly
accepted them because they did not - extend to price setting

in the state sector and did not affect limited portions . of

_the engineering.industry. They will dislike new proposals

to share price: and wage setting ‘powers. with ‘urban managers,
: not only ‘because the proposals affect a substantial range of |
state prices immediately, but. because ultimately they may

affect. a growing quantity of: resources. a ;

- (CONFIDENTIAL)

9. -.., GDimitation of the. reforms to. consumer goods

22 -/6

“CAN /AUST/¥2/UK/US YES paliaiads
CONFIDENTIAL



a ‘to mollify the opposition of © traditionalists. who. recognize
a ‘that this © industry is. one of the master. keys to. China’ s

“.. import programs, but much | equipment will have. to be: made.

- Document disclosed under the Access, to Infermation Act

Document divulgué en vertu de Ia Loi sur I’accés a information

° CONFIDENTIAL |

CAN/AUST/WZ/UK/US EYES ONLY

-6-— : a j

industries, reflects. ‘the: ‘realization of reform “supporters
7 that,’ initially. at least, they must: restrict their program

to areas. that are manageable: from, the ‘Perspective, “of both . -

administrative and political difficulties. By’ excluding |
most. of ‘the- engineering industry (including divisions that

. manufacture . trucks, locomotives, ships, a machine tools,
robots and | aircraft), the supporters of reform have sought

‘eurrent and. future economic development : and - merits special

_consideration.. : It is doubtful that. this tactic of the

reform. ‘supporters will allay for long. the objections» of the.

traditionalists, who. know ‘that if the restructuring of light.
: industrial companies: is: ‘successful, greater efficiency here...

S, will : create. the ~ financial - resources for ‘re-equipment.

Demand | for new “equipment. will be partly met: by . expanded, "

domestically by. Reavy | industry. oS In spite. of any .

“reassurances from reform supporters, ‘traditionalists will ©
fear - that reforms. may | radicallychange ‘the mix of heavy _

7 industrial output, “threaten » to realign the - productive’
. structure ‘and. exert | inexorable. pressure’ for . significant
changes. in fundamental policies and control. © | | |

(CONFIDENTIAL)

ee ./7
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CONFIDENTIAL —



- Document divulgué er vertu-de la Loi sur V’accés & l'information

| CONFIDENTIAL

“CAN /AUST/S2/UK/US 3 EYES ONLY.

| : Co Be oo wR, co ‘Document disclosed under the Access to Information Act

| | r _. 10. - . The Party intends that the primary content. and:
. timing of reform measures be considered at “a national

conference scheduled for September 1985, when the key goals
of the Seventh Five-Year. Plan, 1986-1990,. are to -be

\ discussed | and adopted. Reform supporters expect that.

currently envisioned restructuring of the urban economy

should ‘basically be accomplished in’ about. five years. —

Resistance from opponents on matters of principle and the |
problem. of. finding | workable mixes. of programs to promote

| efficiency will, _ make the: ‘period : difficult. - A £actor
favouring “reform is. the _ knowledge, among city . and | town

workers, of the remarkable growth of production and income
‘within the. past five -years in the countryside and the hope

that. similar growth can be achieved © in urban areas. - ,

: (CONFIDENTIAL) |

“CAN /AUST/wz/UK/US EYES gal
— | Se /

: coe — 8 CONFIDENTIAL
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