Document disclosed under the Access to Information Act
Document divulgué en vertu de la Loi sur F'acces & l'information

CONFIDENTIAL

i
(o2
h )
™) AUST/NZ /US /UK /CANADIAN
4

;

EYES ONLY - CDA, ROYU, E-U, N-Z, AUST
A

COPY/EXEMPLAIRE No. %“9

THE PRC ECONOMY: FIRST QUARTER
PERFORMANCE AND POSSIBLE DIFFICULTIES

IAC Special Assessment 11/79

w2
95; Approved: 2 May 1979
\: E-L:] a L'ECONOMIE CHINOISE: RENDEMENT AU
i‘ b= oo a PREMIER TRISMESTRE ET DIFFICULTES EVENTUELLES
324
R
1) E : Rapport spécial d'évaluation du CCR no. 11/79
« 8 ' date d'approbation: 1le 2 mai 1979
v
™
a &
L) T
w
§ ¢
PUBLISHED UNDER AUTHORITY OF PUBLIE AVEC L’AUTORISATION DU

THE CHAIRMAN PRESIDENT DU COMITE
INTELLIGENCE ADVISORY COMMITTEE CONSULTATIF DES RENSEIGNEMENTS

CHINA

CONFIDENTIAL/
RS A SESaateransdlE T T T
PCO-BCP 19 EYES ONLY CDA, ROYU, E-U, N-Z, AUST 1




) " Document disclosed undér the Access to-Information Act
CONFIDENTIAL Document divulgué en vertu de la Lotﬂh}{lﬁs al mformatlon
CAN/AUST/NZ/US/UK EYES ONLY

gk National ~Défense |
Defence natnonale N - o : . 1150—110/J6-2 (DGIS)

C;)Lkﬂéy;-ié79 :

Dis Lrlbutlon Lls; :

IAC SPECIAL ASSESSMENT 11/79 o .
THE PRC ECONOMY: FIRST QUARTER PERFORMANCE AND POSSIBLE DIFFICULTIES A o7

i Yo

Y
1. This report is forwarded for information and retention. - : // !
2. Subject to classification and caveat on this document, addressees

may at their discretion, make further dissemination to subordinate form-
ations, units and offices and may inform persons outside the intelligence
community of the content. The information contained in this document may
be used in other lnuelllnence studies provided that the source is not
disclosed. :

3. Addressees are 1nv1ted to comnent on the 1nfornat10n contained
. in this document, forwarding such comment to: - :

Director General Intelligence and Securlty
National Defence HeadquarLers

Ottawa, Ontario

K1A OK2

~Attention: Director of Defence Intél/'gence

~J. Rococana
Corrm Tre

Dlrector Genergl Intelllvence and Sccurlty'fvf""' ?""" L
for Chle; of tbe De;ence StaLf '

cnclosure:

DISTRIBUTION LIST (attached)

/2

CONFIDENTIAL
.CAN/AUST/NZ/UK/US EYES ONLY

Departmeni of National Defence  Ministére de la Défense nationale

101 Colenel By Dnve 101, prormenade CobnerBy
Otawa .- Ottawa _

SEE KIA OK? 000199




Dgcument disclosed under the Access to Information Act
Document divulgué en vertu de la Loi sur accés a I’info‘;nation

hd -

CONFIDENTIAL
CAN/AUST/NZ/UK/US*ETESONLY -

DISTRIBUTION LIST

External

Headquarters Mobile Command for SSO IE&S
Headquarters Maritime Command for SS0 Int
Headquarters Maritime Forces Pacific for SO Int
Headquarters Air Command for SSO Int
Headquarters Canadian Forces Europe for S50 OP&I
CFA Peking : '
Crsc
. CLFCSC
~F NDC
- CFSIS ' _

CFCC Attn: DGIS/SRA

R R e R b b e e

Internal

DIPC
CPP
~ NDOC
DDI
-DDI/NDIC
DDI u4-3
Doc C ontrol

N W e

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

000200




Document disclosed under the Access to Information Act
Document divulgué en vertu de la Loi sur I'accés a I'information

'CONFIDENTIAL

IAC Special Assessment 11/79
- Approved: 2 May 1979

.~ THE PRC ECONOMY: .FIRST QUARTER
PERFORMANCE AND POSSIBLE DIFFICULTIES

SUMMARY AND CONCLUSIONS

S " - A recent brief official PRC report covering the
‘performance of industry and rail transport in the first
. quarter- of 1979 indicates that the economy has had a slow
start this year. Although the report provides relatively
sparse data for analysis, the performance of even the. few
sectors referred to points to difficulties in malntalnlng
growth rates -in key areas. . The rate of growth in total:
. industrial production apparently declined by more than 50
per cent compared to a-similar period in 1978, - Possible
economic growth problems in early. 1979 could reflect a
number of factors, including: military pre-emption of rail
transport in the first quarter; a .general adjustment of the
economy following the rapid take-up of the slack in the-
. economic system during 1978 and a‘reshuffling of priorities
- following the Party Central Committee Plenum in December
1978; difficulties in maintaining general publlc order and -
labour discipline; and changes of procedure in national .
_statlstlcal accountlng. :
: - (CONFIDENTIAL)
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L'ECONOMIE CHINOISE: RENDEMENT AU
PREMIER TRIMESTRE ET DIFFICULTES EVENTUELLES

RESUME ET -CONCLUSIONS

1. Selon un bref rapport officiel, publié récemment
par la RPC sur le rendement de 1l'industrie et du transport
ferroviaire au premier trimestre de 1979, l'économie
chinoise a connu un lent départ cette année. Le rapport

- en question ne fournit que peu de données a l'analyse,
mais le rendement dans les quelques secteurs visés fait
ressortir les difficultés qu'éprouvent les dirigeants
chinois & maintenir le taux de croissance dans les
domaines clé&s. . Le taux de croissance dans la production
industrielle dglobale a apparemment baissé& de plus de 50%
par rapport 3 la méme période en  1978. Ces problémes

de croissance économique qui se posent en début d'année,
seraient attribuables .3 un certain nombre de facteurs,

y compris la pré&séance accordée au premier trimestre

aux militaires pour l'utilisation des moyens de transport
ferroviaire, le redressement général de 1l'économie &

la suite des mesures prises en 1978 pour rattraper le
retard -qu'avait pris le syst@me économique, le rajustement
de l'ordre de priorité qui a suivi le plenum du comité
central du parti, tenu en décembre 1978, les difficultés

j faire respecter l'ordre public et 3 maintenir 1la
discipline chez les travailleurs et la révision des
méthodes comptables statistiques. (CONFIDENTIEL)
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2. While no'official-rate of.growth in total industrial

output was quoted for- the first quarter of last year, claims

*of-an,all t1me high suggest that the rate may have been_
'~equa1 to the,annual.rateafor.1918,:or-over 13-per.cent.

'Since-output in first quarter'1979'was~less.thangsix_per

cent, it would. appear, therefore, that.-the rate of growth in

- total industrial production declined by more than 50 per
- cent. Output of chemical fertilizers and traCtors this

'fquarter - important for the high priority agrlcultural

sector - was up 5. 6 and 29 7 per cent respectlvely._ During -

first'quarter3l978, the output-of.chemical:fertilizers,

pesticides-(not'referred to this quarter) and'tractors was

said to have 1ncreased by more . than 50 per cent. Although,

" here- agaln statlstlcal problems make exact. comparlson

1mpos51ble,.the data suggest a decllne in performance.l The

two areas where a decllne in growth is. absolutely clear are

- electrlcal power and rall transport. " Power output rose only”

13.5 per cent. this quarter compared with nearly 23 per cent

'in first quarter 1978, while freight volumes were up a

. meagre four per cent-compared with -over 30 per cent last

year. T (CONFIDENTIAL)

3;“ - The fall ‘in. growth of frelght volumes is the most
:marked change ev1dent 1n statlstlcs coverlng thls year ]
'flrst quarter.[ The abrupt tumble in growth of frelght
xtrafflc.probablyareflects.mllltary pre—emptlongofrboth

_ ﬁreighticars and'1ine‘timer(in'support of-the February'

/3
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_inVasion of Vietnam and reinforcement. of the Sino-Soviet
;border), and a consequent curtallment in the transport of

-non—mllltary and hence statlstlcally accountable goods.

(CONFIDENTIAL)
4. " The difficulty of moving-econom;c;goods by-rall in
. AR the'first'quarter-may.partly'explain.why;no growth figure.

_for.total coal output was released_this year;-in_contraSt
withhthe practice 1ast'year.' (Output in large coal mines -
: _under'the Ministry of Coal Industry and oovering about two-
thirds of.output'f waS-said to have exceeded“plan by 1.9_per.
: cent.f_ Since coal represents-over.one—third-of all rail
¥ freight,:and asfnonfmilitary raiI traffic. was down
substantiaily in the first quarter,”it is likelf.that coal. =~
i : .- -~ shipments were affected. -Therefore,-if-coallcouId not be .
‘ " moved from pit.heads as quickIy'as was-expected and-began to
':accumulate, it is p0531ble that output was cut. back w1th the
result that growth in productlon was unfavourable and
;consequently'concealed. L - (CONFIDENTIAL)
" 5. o NoIratetof growth in output was-reported.for'oii'and
naturalﬂgas for the fIrst quarter of this year,.again in “
. o _'contrast-with:the practice in 1978, It wasdciaimed,
| :h;-hoWever,;that_more.oii-was carried by railhthan had been
ﬁblanned*whioh.may~refleot'thé.high'priority7relative.to.coal
;placed on 011 both as a. heatlng source as well as a raw. |
’j_materlal for the petro—chemlcal 1ndustry. | |
R | | K (CONFIDENTIAL)
_ ...../4,
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_'6;dr~-ﬁ-Flrst quarter results for 1979.may look somewhat
- threadbare,compared_w1th,1978glargely because last year s'.,
'figures3reflect-expansion based-not only on the*addition-of
-'new productlve assets but also a once-for all boost from ‘the
.1mproved product1v1ty of-restored assets. (Earthquake
damage in 1976 and the subsequent high costs of
reconstructlon as well as factlonal problems in 1976 and
'l977~retarded:the progress-of'the economy during-these'
years ) The-eXpansiveleffects'of=recoyery seem to have'
'appeared about the beglnnlng of 1978 ‘and along’ w1th new’
_ capltal-lnvestment laid the-ground;for_a-sharp spurt in the
rate of?economic growth. . Poor first quarter.results for the
present year could 51mply 1nd1cate that. most. of the: |
expan51onary effects of recovery were . exhausted by the end
of;l978_and thatﬁeconomic growth-thls year;w1ll-have-to~be
based largely on -new. addltlons to - productlve capltal
| (CONFIDENTIAL)

'7.__ . Adjustment of the econom1c system will be.

ompllcated by. the fact that pollcymakers appear - to .be on:
the brink of off1c1ally reveallng 1mportant changes in

economlc prlorltles and goals.; The knowledge that poss1b1e

“far—reachlng changes in economlc programs were in- the maklng

'7-may have generated an: economlcally harmful climate of
'1ndec1s1on-among managers-and admlnlstrators.' Steel and
graln targets at- least seem - llkely to be formally scaled

fjdown thls year follow1ng what appears to be thorough—'

ceo/5
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vgoing.review of‘earlier decisions and'plans.a Shortages of.
‘all types of skllled labour 1nclud1ng unlver51ty tralned
'englneers-and managers, raw materlal supply shortages,.
problems w1th the comm1351on1ng of new - plants,

elnfrastructure 1mbalances,'the scar01ty of hard currency,

-Uand a simple lack of knowledge on the part of. pollcymakerS'

ofrall.the commltments-made-by lower level offlc;als,
' apparently_Obllgedlsenior_party‘members'late'last_year to
:takega hard fresh look at.China's economic:programs.
| .(CONFIDENTIAL)

8. - A Party Central-Committee-Plenum in"December 1978
-seemsfto-have Spentla good'deal of its time'looklng at
'economlc pollCY questlons and in the months follow1ng, key
.party newspapers have made it clear that "a quest1on1ng of
economlc programs -and pol1c1es ‘was contlnulng. ThlS is
'belng accompanled by a general and more fundamental
-backsw1ng-of the pendulum»lnxother areas of'Chlnese
polltlcal 11fe, wh1ch would appear to reflect the
leadershlp s -concern about the. soc1al conseguences of .

economic llberallzatlon. The 1eadersh1p s ab111ty to’

' rpreserve ‘some measure of publlc debate and act1v1ty on the

"'part of managerlal.and-labourlng group5'as-well-as the'
nece551ty to ma1nta1n law and order w1ll have “an: 1mportant

"effect on; the pace of modernlzatlon.. (CONFIDENTIAL).
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9. While_the-authofities appear to be maintaining a
tigh£ gﬁip on areas of the country where-earlier factional
. problems had serious economic effects, new difficulties
-réflecting'a_perhaps more general-state'of publid
disaffection.and labour unrest seem to be. frequently
'cropping up. The economic aspect of the situation which is
most troubling, is the extgnt to which the present situation
is affecting labour productivity.  Numerous official
. references to the need to curb unacceptable behaviour which
affects the'“nofﬁal-order of production and work"™ indicate
that disaffection and unrest may be widespread ana'seriously
underminihg industrial discipline..-These.problems are
likely to be long—lasﬁing to the extent-thét they reflect a
response to the pitifully low standara of living which
prevails.throughoﬁt-most of China-and the helplessness'of
the present ér any leadership to raise it rapidly.

(CONFIDENTIAL)
10. . Low quality output in .Chinese: industry appears to be
a long-standing problem aﬁd"attempts to improve quality
control have evidently not had the success that senior .
management expected. 1In order -further to imprové quality
- . standards,; the managers of firms With unfévoﬁrable'records
.are now supposed to be peﬁalized by having their wages
withheld,-while their products are to be sold at discounted
- prices.’ ‘A related concern-hés-beenithat industrial oﬁtput'
has been inflated in the past through'the-incldsioh of low

| | T
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'qualitypﬂifinot’unusablelproducts;,pInforder:to~pr0vide a
t.vmore:reliabletcuide*tO'levelS'of-output'ofc"eCOnomic“-goods,
'productlon flgures ‘this. year are: supposed to be. deflated by
lthe value of- unusable or non—economlc goods. *Whlle 1t is
--not clear prec1sely how ‘serious. the effects of the output of -
funusable product have been in dlstortlng,economlc.accountlng

- in the' past, we do not,believe_that current-attempts to

achieve more'aCCUratatéeaccounting.can fullY;explain the
abrupt decline in economic growth .in the present first
quarter. | (CONFIDENTIAL)

11. -~ What appear to be relatively low rates of increase

'in.p;oduction-thispYear in the first quarter_point_to_
‘=difficultieSxin.maintaining growth ln-key areas of China's
.-economy. "Some problems affectlng f1rst quarter act1v1t1es,
'7such as mllltary .pre- emptlon of rail transport, are |

'=trans1tory_wh1le=others, such as. 1neffect1ve plannlng and

subsistance_standards of living, are llkely to be.

long-lasting and not amenable to- easy. short-term solutions. -

'.Weawould'expect.somewimprovement in- performance ‘in the

1ndustr1al and transport sectors in- succeedlng quarters of

1979 -Decllnlng mllltary pre—emption of transport

Ifacilltles“and'better Weather-should:providefsome ‘assistance

:herel Sprlng and summer seasons ‘ease the task of . operatlng

many productlve capltal assets- and llghten the: burdens that

'w1nter 1nev1tably places on the labour force.

(CONFIDENTIAL) 3
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