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Document disclosed under the Access to Information Act 4
" - Document divulgué en vertu de la Loi sur 'acces & I'inform

THIS RECORD ‘MAY BE SUBJECT TO MANDATORY EXEMPTION
UNDER THE ACCESS TO INFORMATION OR PRIVACY ACTS."

" IF A 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 D UNE EXCEPTION :
._-OBLIGATOIRE EN VERTU DES LOIS SUR L'ACCES A-
- L'INFORMATION ET SUR LA PROTECTION DES
TRENSEIGNEMENTS PERSONNELse AUCUNE DECISION: :
- RELATIVE A UNE REQUETE DE COMMUNICATION NE- POURRA
ETRE PRISE SANS LA CONSULTATION PREALABLE DU , '
SECRETAIRE DU COMITE CONSULTATIF DES
RENSEIGNEMENTS.

THIS DOCUMENT 1S 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.HW

' 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 SECURITE NE SOIT PAS
SUPPRIMEE SANS L' AUTORISATION EXPRESSE DU
' GOUVERNEMENT CANADIEN.
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'CONFIDENTIAL .

_ CAN/AUST/NZ/UK/US EYES ONLY

CHINA: Economic Reform '
' Summary.
N Encouraged by the Success. of - farm 1ncent1ve measures,

the Chinese  Communist Party . plans similar reform in- the

'Vjurban economy. - In order to improve . resource allocatlon,
prices are to be partlally deregulated and central. planning -

- of - output quotas is to be confined largely  to heavy

- industrial companles, including those- manufacturlng military -

. .products.. Consumer goods  firms ' are. to set their- output and "« -
financial targets with only guidance by the state. Confllctﬁ:;-: n
~ between company management and the- bureaucracy will -arise as -

' soon as firms. attempt:any fundamental restructurlng of costs
~and prices. . Opposition on matters. of. pr1nc1ple and - the -
‘problem of flndlng workable programs 'to promote eff1c1ency--
will . -make - the - five .year . period, 1986—1990, coverlngf"

E 1mp1ementatlon of reforms, dlfflcult.
> - Lo L (CONFIDENTIAL)

(Version frangaise au verso)

ERATT :'_ | /2

CONFIDENTIAL
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Document divulgué en vertu de la Loi sur Faccés & 'information

CONFIDENTIEL
'SAUF INDICATION CONTRAIRE

 RESERVE AUX BTATS SUIVANTS:
CDA, AUST, N-Z, ROYU, E-U

CHINE: réforme économigue
Résumé

1o Encouragé par le succés des mesures d'’ 1nc1tatlon prlsesr
dans le secteur agricole, le Parti communiste chinois pro- .
‘ Jette une réforme semblable pour '1' économie urbaine. ~Afin
. d'améliorer la repartltlon des ressources, les prix seront
. partiellement déréglementés et la planlflcatlon centrale des
.contingents de production ‘sera limitée en grande partie aux
entreprlses du secteur: lourd, dont celles qui fabrlquent du
matériel militaire. Les entreprlses de biens de consomma-
tion fixeront leurs propres objectifs de production et de
finance, 1l'Etat ne devant que les conseiller en la matiére.
Un conflit surgira entre les chefs d'entreprise et les o
- bureaucrates dés que celles-c1 tenteront quelque restructu- . -
ratlon fondamentale -des coiits et des prix. L' 0pp051t10n o
. exercée sur des dquestions de pr1nc1pe et la difficulté
d'élaborer des . programmes pour .promouveoir 1' efficacité .
feront de la période de cing ans. (1986 4 1990) couvrant la
fmlse en oeuvre des reformes une période difficile. T
S : (CONFIDENTIEL)

RESERVE AUX ETATS SUIVANTS:
CDA, AUST, N—Z,.RDYU, E-U

CONFIDENTIEL -
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- 2 -

v 2. '.._-. Encouraged by - the success of .farm - 1ncent1ve :
measures which have led to hlgher farm '1ncomes,; record
harvests and reduced wheat 1mport costs: in 1984 by Cdn $750'

- mllllon for forelgn wheat, the. Chlnese Communlst Party plans

s1m11ar reform in the urban economy. The remarkable success

of the farm sector has 'strengthened the pOSltlon _of.
'pollcymakers who have_ been press1ng for more general

eeconomlc llberallzatlon and has enabled them to release a_;n
forceful declaratlon of lntent to reform the structure of

the urban’ economy. S S : (CONFIDENTIAL)

3. In the past month the Central Commlttee of thegf3 |
ﬂ“Party ‘has 1nd1cated that the maln prlorlty of reform wouldg*

ﬂfbe partlal deregulatlon of prlces w1th emphas1s 1n1t1ally onf':.

'7those coverlng consumer goods and - services; deregulatlon i

;w1ll only marglnally affect producer goods (e. g. ‘steel. andf'

engineering: goods) Management, 1n consultatlon W1th other =~

”'publlc off1c1als, is to be permltted not yet clearly deflned
freedom to determlne product prlces and to undertake cost

'_cuttlng measures.v At present, state companles must accept’

fixed”prices‘for output, tolerate: hlgh-cost overmannlng and,:'

'17pay fixed charges for goods and services bought from other o

publlc companres. DT (CONFIDENTIAL)

I T The dereguiation of-prices iS'aimedfat improving'

/3

CAN/AUST/NZ/DK/US EYE~
CONFIDENTIAL . 4




" . incentive to maintain or improve efficiency because their

P R R Lo . Document dlsclosed under the Access to Information Act
. ’ - Document dlvulgue en vertu de'la Loi sur I accés a I'information )

CONFIDENTIAL

CAN/AUST/NZ/UK/US EYES ONLY

- 3 -

'the-.efficiehcy;:off resource allocation. _ Until now this
'3_function ‘has been performed by ce_ntral plans which crudely .

ration 'goods -among" firms. = State eompanieS' have  had no

input rations bore_no-relétion”to performance. As a. result,
compénies-'annually"have- produced lafge' quantitieS' of low
quallty goods whlch can. only be -sold at below cost. Mahy
‘firms have falled to cover the- costs of productlon and must be:f
'-suooorted by state 'subventlons.-_. Company 'deflclts_.and‘
below-cost urban food prlces how' requiref Subsidies' which
.absorb roughly one—thlrd of the natlonal budget. o
(CONFIDENTIAL)

5, o :In-conjunction With a.resttuoturing:offprioeS"and'
© wages, the Party Nillkaiso'reducefdirect state'controi over
the_productlon by public enterprlses through: conflnlng central[.
'-_plannlng largely to_heavyslndustry (e.g. steel and producer.
- goods) -and. military . products.;_.'éonsumer ‘goods induStrieS‘
(elg; textlles,' clothlng and small appllances) are to set.
their own output targets with the guldance of, ‘as opposed to I
Idlrect plannlng ‘control = by, jthe_‘state. - Although the
rooeratlons of heavy lndustrlal.oompanles appear: to ‘be largely
exempt-from Immedlate,reform, output from some . of these firms
-mey be sold’at @econtrolled prices,_once quotas called for by-
central state plans have been met. (CONFIDENTIAL) | .

/4

'CAN/AUST/NZ/UK/US EYES ONLY_

CONFIDENTIAL .
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-4 -

'6..b L The Party has’ been experlmentlng w1th reform
'measures in some selected lndustrles 51nce l979.-.These,have
had mixed results, however,,_because‘ local- .managerial .
:authorlty over economi¢ factors was. too 1limited and
3dec131ons were often countered by various elements of local
and regional bureaucracies. ,-The..new_ and more general
:guldellnes appear aimed at enlarglng the authorlty and_
.*dec1310n—mak1ng power - extended earller and at ‘trying to
reduce the ablllty of the. bureaucracy to meddle. 5 Sl'nce-
nderegulatlon. of state companles will 1rema1n limited,
' management will = still have to__contend with continuing
_ ;interference.frompsomefregulatoryyelements:of the:central
. bureaucracy. [ o (CONFlDENTlAL)' D

’b7._g'.”f“ . Confllct between company nanagement and the,
central bureaucracy may arlse as . soon as flrms attempt any
:fundamental restructurlng -of thelr costs and prices and"
'_could affect. the pace of reform. _ - New product 11nes:and
better ‘services will frequently requirelladditionalifor

1mproved resources and these'w111 ralse costs. - The ablllty,'
of management to meet hlgher costs by cutting - the size- of':
the work force may be resisted by a bureaucracy m1ndful of
exlstlng urban: unemployment and anx1ous to av01d 1ncrea51ng
":dlscontent. Managerlal attempts to reduce wage costs by

relying Ion 1ncent1ve ,payments and “trying _to_ cut current

5

CAN/AUST/NZ/UK/US EYnS

T~

CONFIDENTIAL
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‘CONFIDENTIAL
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Tlarge;'fixedeincome. portions of. take-home pay 'will be
resented by workers and again. opposed by a’ bureaucracy wary:-
of allow1ng any general fall in real 1ncomes."W1th.such
llmlts, 'many managers will ~likely resort - to covering
increased costs by ra1s1ng revenues through hlgher prices.
To the extent that prlce deregulatlon- ‘contributes to
ﬂlnflatlonary pressures, the_fauthoritieS' may back away
temporarlly from reform measures. (CONFIDENTIAL) |

'8. . The deClSlon to shlft the main- focus of reform.
.'from tne rural to the urban economy. has probably met strong
'opp051tlon from powerful tradltlonal soc1allst elements in
'_the Party and army who view . control over resource allocation
-as a pOllthal prerogatlve. - They have not liked the powers
. of resource allocation allotted farmers but have grudglngly
'accepted them because they_dld 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 prlce and wage settlng powers with urban managers,
R not only ‘because the proposals affect a'substantial range_of-:
state prices 1mmed1ately, but because ultimately'they_nay
affect a grow1ng quantlty of resources. o . :

- (CONFIDENTIAL)

9._' . Limitation of  the reforms to consumer goods

ceo/6

CAN/AUST/NZ/UK/US EYES_”“”'““‘”'

CONFIDENTIAL




"to mollJ.fy the oppos:.tlon of - tradlt:l.onallsts who recognlze'
‘that thls 1ndustry is one .of the master keys to Chlna s

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

- Docuiment disclosed under the Access. to Infermation Act
Document divulgué en vertu de la Loi sur 'acces & I’infor_matio'n

'"coNFIDENTIAL_

CAN/RUST/NZ/UK/US EYES ONLY

: ;'6._' . t;.' , ;

J.ndustrles reflects the reallzatlon of reform supporters
-_-' that, J.nJ.tlally at’ least, they must restrlct the:Lr program
to areas that are manageable from the perspectlve of both_--
'admlm.stratlve and political dlfflcultles. By _exc_lud:.ng_
most. of _the- ‘engineering _J.ndustry : (1nclud1ng divisions that
_ mahu-fé_.cture . trucks, locomotives, ships, - machlne tools',_

r'obots and - 'aircr'aft)',- the supporters of reform have ‘sought

-fcurrent and future economlc development and - merJ.ts spec1al_

-cons:.deratlon.- ] It is doubtful ‘that this tactic of the

'reform supporters w1ll allay for long the objectlons of the .
f:.-_'tradltlonallsts who know that 1f the restructurlng of lJ.ght.

: 1ndustr1al companles is: successful greater eff1c1ency here .
will - create “the flnanc1al : resources ' for re-equlpment.,'.'

'Demand for new equlpment w1ll be partly met by - expanded' .

: domestlcally_ by . heavy J.ndustry. _In splte of any
:r’eas'suranc.es from reform supporters, tradltlonallsts will
fear that reforms may rad:.cally-change the mix of heavyj.
J.ndustrlal : output, : threaten to reallgn th_e__'-p_rodu_ctlve-'-
' structure and exert lnexorable pressure for . significant'
-changes in fundamental pol:.c:.es and control, | | |

(CONFIDENTIAL)
LY ./7

CAN/AUST/NZ/UK/US EYES Qi
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10." . The Party intends that the prlmary content and'
-t1m1ng of reform measures -be considered at "a national

conference scheduled for September 1985 when the:key;goals
of the SeventhA‘Flve-Yearm Plan, 198651990;.'are “to -be

adiScuSsed -and *adopted. ' Reform supporters expect that

currently env1510ned restructurlng of the .urban economy

should basically be accomplished 'in about flve years."
Re51stance from opponents on matters of pr1nc1ple and the}_

problem of - flndlng workable- mlxes of programs to promote
:'eff1c1ency w111 .make “the: .perlod dlfflcult. - A factor
favouring ‘reform is : the knowledge, among - -city and town
'_workers,_of the remarkable growth of productlon and income
1within the past five years in the countrys1de and the:hope-

that similar growth can be achleved in urban areas. .-
' (CONFIDENTIAL)

CAN/AUST/NZ/UK/US EYES,“T”

CONFIDENTIAL
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