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The Chinese Communists have embarked upon an ambitious
program of economic development, concentrating upon rapid indus-
trialization. To pay for It they have already, during the past
four years, squeezed the country dry of savings; they are now
forced to maintain the standard of living at a minimum level, in
order to collect as much as possible of China's small economic
surplus to invest in development projects. The course which the
Chinese Communists are following 1s a hard and austere one,
promising improvement in the future, but demanding sacrifice
today. The "small betterment of today must be subordinated to
the big betterment of tomorrow," they proclaim, and they are
systematically mobilizing the resources of the country =« prima-
rily by compulsory rather than by voluntary methods == to make
certain that the present generation of Chinese people sacrifice
in the interest of industrialization and the future.

The task of acquiring investment capital is one of the
most fundamental problems of economic development. It is partic-
ularly difficult in a poor country which has little economic

surplus. It becomes doubly acute when a regime is determined, as
the Chinese Communist regime is, to force the pace of development
and to press for maximum speed. It is further complicated when a

country is cut off -= or cuts itself off -- to a large degree from
the major sources of foreign investments and loans, as Communist
China has done, and is attempting to rely primarily on its own
limited resources.

In essence, the financial problem of developing modern
industry in an underdeveloped country is one of foregoing current
consumption, accumulating savings, and investing the savings in
development projects. Both voluntary and compulsory methods can
be used, in theory at least. People can be persuaded or encouraged
to save and invest, or the state can take over the task of savings
and investments for the society as a whole. It is the latter
course which the Chinese Cummunists are following. Private initi-
ativein savings and investment has been, foxr the most part,
eliminated, and it is the state whica is squeezing from the popu-
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lation the larger part of all the country's economic surplus
above subsistence needs -- both by direct taxation and by various
means which are in reality forms of indirect taxation -- and
deciding how and where it will be invested.

The national budget is, therefore, the best key to the
process of capital accumulation and investment in Communist China.
Unfortunately, however, budget information -- like almost all
economic data on contemporary China -- is incomplete, distorted,
and far from wholly reliable. The obstacles to forming a clear
picture of government finance in China are discouragingly numerous.
In the first place, in 1951 and 1952 no specific budget figures
were released by the Chinese Communists; data for these years must
be arrived at by applying the few percentage figures made public
to specific data released in 1950 and 1953-54. Furthermore,
figures on past budgets have been radically altered i n subsequent
years. The Chinese Communists’ budget statements are clearly
propaganda documents, and every effort is made in them to disguise
the real economic burden placed upon the population (especially the
peasants and workers), to inflate the figures on investments in
economic development, and to conceal the burden of military
expenditures. Added to these and similar problems is the difficulty
of converting Chinese figures into a more meaningful monetary'unit;
the official exchange rate between the Chinese Communists' People's
Currency and the U.S. Dollar is the most logical conversion rate
to use, but It undoubtedly inflates the real value of the Chinese
figures. Despite all these problems and difficulties, however, it
is possible to obtain a general idea from available budget figures
of the ways in which the Chinese Communists are mobilizing and
using the resources of China in their program of development.

(See the attached charts on the Chinese Communists!' budgets.)

Huge Budgets. The most obvious and startling fact which
the Chinese Communistsl budget figures reveal is the rapid increase
in state control over the national income of China. Budgets have
steadily grown, and the state has extended its economic operations
and controls to the point where now a very large percentage of the
product of the national economy is collected and distributed by

it. Before the Sino-Japanese War, the national budgets of China
totaled approximately U.S.$500 million, which in terms of current
dollar values might be somewhere near U.S.$§1 billion. Since 1949,
Chinese budgets have skyrocketed from roughly U.5.$3 billion in
1950 to approximately U.S.$10 billion this year. (The official
budget forecasts for 1954 call for expenditures of U.5.$10.5 billion
and revenues of U.S.$9.8 billion.) These figures are an index of
the rapidly-growing control of the Communist regime over China's
whole economy. The state now collects and distributes an increasing
percentage of the produce of Chinat's peasants, It owns and manages
a growing segment of the country's industry, it controls an ever
larger share of domestic trade, and it has more and more people on
the payroll of government agencies and government-owned enterprises.

It is difficult to convert these budget figures into a
percentage of national income, because estimates of China's
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national income are so unreliable, Some prewar estimates of the
country's national income were as low as U.S.$12 to U.S.$§15 billion.
At present, Chinat*s national income may be between U.5.$20 and
U.S.$30 billion, (The best estimates are guesses.) Even if, for
purposes of rough guesswork, one tentatively accepts the highest
estimate of U.S.$30 billion, this would mean that the Chinese
Communist regime's budget now totals approximately one-third of

the total national income. |In actual fact, the budget may be

close to one-half of the national income.

The high degree of state control over the national
economy =- which is constantly increasing =- now makes it possible
for the Chinese Communists to decide how a large proportion of the
output of the economy will be used, |In short, most of the capital
accumulation and investment in Communist China is being carried out
by the state, and IS included in the national budget.

"Capital Accumulation."™ The way in which the Chinese
Communists themselves analyze their "problem of capital accumula-
tion" is of considerable interest. They start by emphasizing
that they must rely primarily on internal capital resources rather
than on foreign aid, Then they state that the major sources of
internal capital accumulation in order of importance will be the
following: (1) accumulation from state-owned industry; (2) accumu-
lation from other sectors of the socialist economy, including
trade and transport; (3) taxes of all sorts; and (k) bonds. It
might appear on the surface that taxes are to be relatively
unimportant, but this is highly deceiving, as it is meant to be.
Apart from the bonds, which are a form of forced savings and are
a very small element in the total picture, all of the other cate-
gories are in reality forms of taxation, either direct or indirect.

Profits from State Enterprises. "Profits from state
enterprises,® whether industrial or commercial, are really con-
cealed deductions from the income of workers or disguised taxation
imposed on consumers.

Some Chinese Communist writings state that "increased
production and economy campaigns,” especially in state economic
enterprises, are the "main form" of accumulating capital for
economic construction; these campaigns are essential in the
Communists' program to increase the ®"profits from state enter-
prises.” In essence, the campaigns to "increase production and
economizeN are efforts to get laborers to work longer, more
efficiently, and more productively without commensurate increases
in pay. The Chinese Communists also attempt to economize on
materials, to reduce operating costs, and to increase efficiency,
but it isin the ratio of labor productivity to wages that the
main "economy" can be made, Workers are urged to work harder for
rewards which are primarily psychological rather than financial.
Ever since they took over, the Chinese Communists have pressed
campaigns to achieve "increased production and economy," and a
huge campaign with this label, launched in Pate 1952 on the eve
of China's first Five Year Plan, has become an important and
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permanent feature of the regime's economic policies, Discussions
of the first Five Year Plan, furthermore, frankly call for a
greater increase in labor productivity than in wages.

Another major source of "profits from state enter-
prises” and undoubtedly the most important one at present
is the mass of consumers in China, both rural and urban. The
state owns and controls'a large and increasing amount of industry,
and commerce in China. (Last year the Chinese Communists claimed’
that 50 per cent of all modern industry, accounting for 60 per cent
of industrial production, was state-owned, and that 63 per cent
of total domestic trade, including most wholesale trade and
32 per cent of retail trade, was handled by state agencies and
affiliated cooperatives.,) Profits which formerly went to private
entrepreneurs and owners are now funneling into the state treasury.
In short, the state now makes a profit -- which might well be
called a tax -- on most economic transactions in China, and it is
the mass of consumers who, in the last analysis, pay for this,
Prices on basic necessities have been kept remarkably stable,
through rigid controls, but the profits which formerly went into
private incomes -- some of which were consumed and some invested =~
now channel mostly to the state. (Accompanying this basic change,
there has been a drastic leveling of wealth and consumption in
China, and there are now few, if any, large- scale concentrations
of private savings which can be used either for private investment
or above-average consumption. )

The profits from state trade, as contrasted with state-
owned industry, are not emphasized in Chinese Communist writings,
but they are extremely important at present; the state has
extended its control over trade very rapidly, and buying and
selling comprise a large part of all economic transactions in the

country. It is estimated that, on a nationwide basis, the profit
margin on purchases and sales by state trading companies is
probably over 20 per cent. In Manchuria, according to official

statements, state trade accounts for one-third of all "profits
from state enterprises," and in other parts of the country, where
there is less industry, the proportion i s undoubtedly well over
one-half. It is probable, in fact, that state trading agencies
provide one-fifth to one-sixth of the total receipts of the state
treasury at present, if taxes on state trade and "depreciation
funds" as well as their profits are included,

By 1952 it was officially claimed that total sales of
state trading companies were the equivalent of U.s.$4.5 billion
and that retail sales of state-controlled coopgratives were
U.S.$2.4 billion. It is possible that the state made close to
U.S.$1.5 billion in profit on these transactions,

The burden of these state profits on trade is distrib-
uted among all sectors of the population, but since Chinais
basically an agricultural country, a particularly heavy burden is
imposed upon the peasantry, The state is now attempting to buy
the entire surplus grain crop in China, and it is making a profit



ADB=T7='5)
- 5 a

on this operation at the expense of the peasants. Detailed
information an prices paid to peasants by the state is difficult
to obtain, but there is ample evidence that state prices are
lower than those which merchants -- who are being driven out of
the market -- would be willing to pay,

The state makes a profit both on purchases of agri-
cultural produce from the peasants and on sales of manufactured
goods to them, and the ratio of agricultural and industrial
prices is very unfavorable to the peasants, A survey in Kwangtung
province in late 1952 indicated, for example, that in terms of
grain, the prices which peasants were forced to pay for industrial
goods had risen greatly since 1949; plows, fertilizers, and cotton
cloth had doubled in price, and prices of necessities such as
salt, kerosene, and vegetable oils had risen considerably. The
price ratio in cities, about which more details are available,
also shows that the state is making much of its profit at the
expense of the rural population, To cite one example, in Shanghai
at the end of 1952 it took 208.3 catties (one catty equals
1.1 pounds) of medidm grade rice to purchase a Eoi% of cotton
cloth, compared to 162-catties in 1950 and 112 catties in 1936,

A similar situation existed In other basic commodities, and in
other areas,

As industrialization develops in China, profits from
state industry will become increasingly important as a source of
income to the state, The Chinese Communists frankly say that
light industries =-- which produce consumer goods -- must be the
source of most profits from state industry, and they assert, in
fact, that ®accumulation of capital® is one of the primary tasks
of light industry. Heavy industry is devoted to producing equip-
ment for new development projects; profits from these would merely
increase the costs of the new projects, and would therefore be a
transfer of funds from one pocket to another on the part of the
state. The burden of profits from light industry, however, can
be passed on to the mass of consumers.

"Depreciation funds® (amortization) are another signifi-
cant source of "profits from state enterprises." Individual state
enterprises, instead of building up private sinking funds, channel
such funds into the treasury, and the state makes the decisions
on where they will be invested or reinvested.

(State enterprises are also taxed by the state, and
income from this source provides a large and increasing share of
total tax revenue, The burden of this taxation is for the most
part also passed on to the mass of consumers,)

Chinese Communist official figures show a steady rise
in earnings from state enterprises, and this item is now claimed
to be the second largest source of state revenue, From approxi-
mately U.S.$350 million in 1950, it has risen to U.S.$3.5 billion
in the budget projected for 195L3 in short, it has increased ten
times in four years, In terms of a percentage of all revenue,
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it has increased from slightly over ten per cent to over 35 per cent
of the total.

Agricultural Taxation, Despite the steady rise of income
from state enterprises, the level of taxation has not been reduced
since the Communist take-over in Chins. On the contrary, taxes
have become heavier than before. Even in cases where tax rates
have been lowered, improved and tougher methods of assessment
and collection have increased tax yields.

The most important single tax in China is the grain tax,
levied mostly in kind.

The Communists have made strenuous efforts to tighten
up and improve collection of the grain tax, In 1950, they estab-
lished a unified system of collection and storage in granaries
under the Ministry of Finance (later transferred to the Ministry
of Food); local surtaxes were still allowed but were limited to
15 per cent of the central government!s tax, Two years later,
local surtaxes were abolished, and the whole system was completely
centralized (although some special local levies for local projects
are still allowed).

At present the central government collects and controls
the entire tax, |In general the tax islevied in grain, although
about ten per cent is paid in other crops and about ten per cent
In cash in areas growing products such as cotton, etc. Tax rates
are now based on theoretical "norms® -- i,e,, what certain types
of land nought to producel under nermal conditions == and although
detailed information is difficult tc obtain, these are many re-
ports that these norms are often ask at unreasonably high levels.
If production is above the norm, theoretically no tax iS imposed
on the surplus (this is designed to be an incentive to production);
but if it 1s below the norm, no reduction of the tax is allowed
except in special calamity situations.

Two different systems of levying the grain tax are still

in use, In "old liberated arsas," including roughly 120 million
people mainly in North China and Manchuria, taxes are levied as a
set percentage of the crop or acreage. |In Manchuria rates vary

for different provinces and range from 15 to 23 per cent of the

mafn crops, the average rate for the whole area being over 20 per cent.
In Worth China, a unique system IS followed, based upon family

units and acreage. The tax rate 1S 22 catties of grain per tax-

able MV (one now equals one-sixth of an acre) of land; the

number of taxable now i s determined by taking the total amount of

land and deducting one mau per working member of the family.

In the rest of the country, the system used -- which is
expected to become universal eventually «- Is based on a progres-
sive scale of rates and on total agricultural income. A peasant
pays his tax in kind as a percentage of his whole income, the rate
depending upon the level of his income. There are 24 different
grades in the scale, varying from 7 per cent to 30 per cent,
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Viewed superficially, these rates do not seem to be
excessively high, but there are many reports that, due to the
methods of assessing land and setting "normal yields," the actual
taxes paid are much higher than the rates would indicate; it is
probably that the tax takes a large proportion of a peasant's
surplus above minimum needs, and In some cases even cuts into his
minimum subsistence requirements. (What is left, furthermore, is
usually purchased by the state at low prices,) Therefore, although
rents to landlords have been virtually eliminated as a result of
the Communists' land distribution program, the burden on the
peasants is still excessive, and in some places it may well have
increased. (It is significant that the Chinese Communists admit
that over 3,000 of their cadres were killed trying to collect the
grain tax in the first year after their take-over,) The state
has abolished private landlordism but has replaced land rents
with taxes, and other levies.

The amount of revenue obtained from the grain tax has
increased steadily since 1949, but at a rate slower than that of
other major forms of revenue; and the Chinese Communists have
claimed that this indicates a decreasing burden on the peasants
as related to other population groups. According to official
claims, income from the grain tax increased from about U.5.$800 mil -
lion in 1950 to slightly over U.S.$1 billion expected for this
year (an increase of only one-fourth). These figures represent a
decrease of total revenue from 27 per cent to 13 per cent, Inde-
pendent non-Communist estimates place the figure on revenue Prom
the grain tax at a higher level, however == roughly U.S.$1.6 billion,
or about one-fourth of total revenue. Even if the official
estimates are true, furthermore, they do not constitute "proof"
of a lighter burden on the peasants, The state's grain purchasing
program and its price policies on agricultural and industrial
goods ensure the peasants' providing the largest share of the
state's income; there is really no alternative, since China is an
agricultural country.

Urban Taxes. There is no doubt, despite the onerous bur-
den on the peasantry, that the heaviest direct taxation is imposed
upon industry and commerce, both state and private. A good deal of
this is passed on to consumers, rural as well as urban, but the one
group which is hit hardest is private businessmen,

When the Chinese Communists came to power, urban taxation
was chaotic and inefficient, and tax evasion was prevalent every-
where. All this was soon changed, however. At first the Communists
simply cracked down on collection of taxes already on the books.
Then, in 1950, they began to regularize and rationalize the tax
system, simplifying and reducing the number of taxes, Finally, in
1952, the mammoth "Five Anti Campaign" against businessmen clamped
down on tax evasion so ruthlessly that tax evasion, regardless of
the unreasonableness of the taxes, was virtually eliminated for the
foreseeable future. Since 1952, the process of simplification and
rationalization has continued; the scope of urban taxation has been
widened and collection improved, At present, everyone down to and
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including individual hawkers on the streets is subject to taxation,

At the end of 1952 a new tax, which in time will un-
doubtedly become the most important urban levy, was introduced.
This tax, called the commodity circulation tax, is a single levy
on a commodity from manufacturer to consumer. It is imposed on
both state and private enterprises, and is passed on in large part
to the consumer, At present It is being applied on a trial basis
to only 22 categories of commodities, but the planis to extend
it gradually. Rates, set as a percentage of state selling prices,
are high, even on basic necessities. For example, the rate on
cotton yarn is 22 per cent, on matches 21 per cent, and on wheat
flour 10 per cent,

For most commodities not yet included under this new
tax, the system is more complicated; and taxes are generally paid
by the manufacturer, wholesaler, and retailer. There is a
commodity tax, with rates comparable to those of the new commodity
circulation tax, There is also a business tax paid by private
wholesalers and retailers as a percentage of their total turnover,
with surtaxes added, |In addition, there is a business income tax
paid by private industry and commerce on profits; and so forth,
Except for the business tax, most of the burden of these taxes is
passed on to consumers, and-the business income tax takes a large
share of the small profits which remaining private businessmen in
China are able to make,

These are the main producers of urban tax revenue, but
there are many other taxes, including stamp taxes, a tax on interest
on deposits, a house tax, a tax on urban land, a tax on vehicles
and vessels, a slaughter tax, and miscellaneous other levies such
as feast and amusement taxes,

As in the case of rural taxation, the tax rates are not
an accurate index of the real tax burden. One of the most prevalent
ways of imposing taxation is a method called "democratic appraisal.®
Under this system, representatives of business groups are called
into meetings with Communist participation, and the amounts of
taxes to be paid are decided after prolonged discussion. This IS
a variation of an earlier method called "democratic assessment’
in which the Communists arbitrarily set a sum to be paid by some
organized group of businessmen =-- such as a guild or business
association -= and |l et the group decide how much individuals would
pay.

]

Only a small percentage of taxes paid by private enter-
prises are based on audited company accounts, partly because modern
accounting is still undeveloped in China and partly because the
authorities are suspicious (with reason) of doctored records,

This method is used with some large modern companies, but the
Communists carefully investigate before accepting a company's
accounts.

A third system of assessment i s also used, mainly for
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small shops and hawkers. Under this system the tax authorities
investigate and then, on the basis of their own estimates, set
fixed amounts of taxes to be paid at specified times.

Reports of refugee businessmen from China indicate that
these taxes add up to a tremendous total. Much of the tax burden
i s passed on to consumers, but withort doubt private businessmen
carry the heaviest burden of any single group in China. Although
comprising only a very small percentage of the total society,
private business provided -- according to offic¢cial claims ="
between one-fifth and one-fourth of all state revenue in 1953,
and in the budget for this year one-sixth of the total revenue
will come from it. It is being taxed out of existence (as well
as being forced out of existence in other ways). As private
enterprise has steadily declined, however, an increasing share
of urban tax revenue has come from taxation of state enterprises,
and almost all of this is passed on to consumers. As a result,
whereas formerly a large percentage of tax income from this
source was paid by the small business class in China, in the
future almost all of it will of necessity be paid by the mass of
the population in the final analysis,

Chinese Communist figures indicate that income from
urban taxation, of which industrial and commercial taxes are
most important, is now claimed to be the largest source of state
revenue. From 1950 to 1954, it has increased 35 times, from
U.S.81.3 billion to U.S.$k.k billion. In terms of a percentage
of total revenue, however, the figure has not changed very much;
in 1950 urban taxation represented L3 per cent of total revenue,
while in 1954 it is 45 per cent.

Extraordinary Financial Levies. One of the most in-
triguing items in the Chinese Communist budget is the source of
revenue called "other." From 1950 through 1953, this vague and
undefined category accounted for over one-sixth of all revenue,
and in 1952 it amounted to almost U.5.$1.9 billion, close to
one- quarter of total revenuel

A large portion of the income in this obscure catch-
all category undoubtedly has come from several extraordinary
financial levies which the Chinese Communists have imposed upon
the population. By these levies, the state has squeezed out of
Chinese society a very large percentage of the private savings
accumulated in the past and has dissipated most concentrations
of private capital,

During the Korean War, from June 1951 through May 1952,
the Chinese Communists conducted a huge "Arms Donations Campaignn
in which the population was pressed to contribute money to buy
war equipment, The campaign was carried out all over the country,
but the squeeze was hardest on businessmen, particularly In
Shanghai; almost 40 per cent of the donations came from East China
and over 15 per cent from Shanghai alone, At the end of the cam-
paign the authorities announced that the campaign had netted the
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equivalent of U.S.$247 million.

Even before the donations campaign was formally com-
pleted, a new levy was begun. From January through May, 1952,
the so-called "Five Anti Campaign" against the "five poisonsh of the
busines class convulsed all of China's major cities. Under the
guise of collecting "back taxes," "fines," and "ill- gotten money,"”
tremendous sums were collected from businessmen. Over three=-
quarters of the business establishments in the principal cities =~
more specifically, 340,000 out of a total of 450,000 private
enterprises of all sorts in nine leading cities -- were forced to
pay up, After the campaign was completed, the Chinese Communists
officially stated that the equivalent of U.5.$1.7 billion had been
collected, and the total may well have been even larger than this,

Confiscations of property have also provided sizeable
amounts of state income. When the Communists came to power, they
acquired large warehouse stocks of commodities from state- owned
enterprises taken over from the Nationalists, and also from con-
fiscated enterprises of "bureaucratic capitalists."® The proceeds
from sale of these stocks were credited to the 1950 budget, During
land reform, which was carried out all over the country from 1950
through mid-1953, most of the property -- including houses, grain,
furniture, etc, -= of about 20 million landlords was confiscated,
The majority of this property was distributed among tenants, but
some was taken over by the state. There are no official figures
on what this netted the state, and it is not definitely known
whether the receipts from this source appear in the budgets of the
past four years; but unofficial estimates range as high as
U.S8.$2 billion, and it is possible that the budget figures do
include some income from this source.

However, extraordinary levies of these kinds obviously
cannot, continue indefinitely. 1t is probable, in fact, that the
ones already carried out have taken the fat out of the Chinese
economy, and it is doubtful whether there is much left to be
collected in the future. From now on, the Chinese Communists
will have to rely almost wholly on what they can get from the
current national income, and it is significant that the 1954
budget is the first one which does not have a very large slice
of revenue labeled, vaguely, "other."

Other Sources of State Income, The only additional item
of revenue which appears 1n Chinese Communist budget statements
IS income from credit and insurance. The banking system in China
is now completely centralized, and sizeable state profits are made
on interest charges on both rural and urban loans, paid by state
as well as private enterprises. Compulsory insurance, administered
by the Chinese People's Insurance Co, and other institutions
supervised by the People's Bank, also produces a significant
amount of revenue, Budget statements indicate that state income
from sources of this kind grew from U.S5.$138 million in 1950 to
U.S.$L3L million last year,

Savings -- Forced and Voluntary. Needless to say, after




ADB-7-'5L
-1l -

being subjected to all the taxes and levies already described, the
average person in China does not have very much surplus cash left
over, but what there is the Chinese Communists efficiently collect
or control.

Two sizeable government bond campaigns have been con-
ducted by the Chinese Communist regime, in periods when no other
special campaigns were under way. The first was in 1950. The
original plan was to sell 200 million "units" of these bonds, but
only the initial issue of 100 million, equivalent to roughly
U.S.$100 million, was put out, Purchase quotas were established,
and people all over the country were forced by various pressures
to buy the bonds; as in the case of the campaigns already described,
the heaviest burden fell on urban and business groups. These 1950
"Viectory Bonds" were scheduled to be repaid in five years, but
this was later revised, and redemption Is still going on.

The second bond campaign is being carried out at present.
The new "National Construction Bonds,” on which there is interest
of four per cent a year, cannot be used as credit instruments, so
they are an effective anti-inflation device. Urban areas have
been assigned a purchase quota of 70 per cent of the total bonds,
and businessmen must subscribe to over three-fourths of this, At
the start of the campaign to sell these bonds, the announced
target for the whole drive was about U.5.$250 million, but by
June 1954 1t was officially announced that already over U.S.$340 mil -
lion have been subscribed.

Apart from these bond campaigns, the Chinese Communists
have exerted great efforts to develop "voluntary" individual sav-
ings. Savings have been accepted in terms of "parity units,"
pegged to the current value of basic commodities, to minimize any
possible risks from inflation. Campaigns to induce people to
open savings accounts have been conducted on a large scale. The
People's Bank has established thousands of new branches, agencies,
and "stations," reaching into local villages, factories, and urban
areas; and the bank's personnel now totals over 300,000, ten times
the number of persons in government banking under the former
Nationalist Government. Slogans such as "patriotic savings" are
widely used, and their use implies that those who donot save are
unpatriotic. And, as in the case of bonds, very often compulsory
quotas (for minimum savings) are assigned to individuals or groups,
The facts seen to indicate, however, that people do not have very
much money which they can save, and consequently private savings
play a relatively unimportant role in the overall financial picture.

The Budget Balance and Financial Stability. Although
state revenues 1n Communist China have grown rapidly during the
East four years, expenditures have also soared, and- the government

as been under severefinancial strain. However, the Chinese
Communists claim that since 1950 they have managed to balance
their budgets. 1In 1950 they admitted having a deficit, which was
partially met by issuing paper currency, but subsequent revisions
have officially erased even this deficit on paper. Last year,
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the Chinese Communists claimed to have a sizeable surplus, which
they say is being applied to this yeart's budget.

The claims of budgetary surpluses are extremely dubious,
however, and may well be the result of statistical legerdemain,
Actually, despite the energetic collection of revenue from every
conceivable source, the Chinese Communists have undoubtedly had
sizeable budget deficits, Independent non-Communist studies of
China's finances indicate that the annual deficits may have ranged -
from about U.S5.$500 million to over U.S.$1 billion.

It is remarkable, however, that the Chinese have been
able to stop currency inflation and to maintain stable prices for
basic daily necessities. For almost a decade before the Communists
came to power, inflation had steadily spiraled upward in China and,
by the time they took over, the currency and prices were in a
chaotic shambles. Inflation continued during 1949 and 1950, but
by the end of 1950 the Communiats had checked it, The general
price level rose almost 100 per cent during 19503 in the following
year the rise was only about ten per cent; in 1952 the price level
actually dropped; and since then 1t has been generally stable.

One of the main explanations for the regime's success
with price stabilization, of course, is the fact that the heavy
taxes and special levies which it has imposed have been drastically
deflationary and have sopped up a great deal of currency. Circu-
lation of currency has also been reduced by other measures. The
banking system is highly centralieed and under complete government
control. Control over cash is rigid. All state enterprises must
deposit their receipts in the state bank within three days, and
payments between state enterprises are made by account transfers
In the bank. Private enterprises must use checks rather than
cash for all transactions involving over JMP 300,000 (about U.S.$13).
They must also maintain special accounts in the state banks for
paying their taxes. And the state bank controls or supervises all
credit and loans.

_ Since 1950, furthermore, state trading companies have
dominated the wholesale markets, and established the prices, for
b all essential commodities. More recently state trading has ex-
panded rapidly into all fields, and the state now directly sets
or controls the prices for innumerable goods.

Price stabilization has been achieved, therefore, by
drastic measures, but there i s no doubt that it has been a major
accomplishment of the Chinese Communist regime. And a sthe free
market i n China shrinks, the possibility of runaway price inflation
in the future steadily decreases -- even though the Chinese
Communists may have continuing difficulty in financing their myriad
government operations and their economic development program.

Standard of Livin It isdifficult to obtain reliable
data on what has happened to the standard of living of the mass
of ordinary Chinese-since the Communists came to power, but It is
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possible to obtain a general idea,

The Chinese Communists assert that wages and the pur-
chasing power of the masses have steadily risen. For example,
they say that the average wage level in China rose 27 per cent in
1949, 12 per cent in 1950, and 15 per cent in 1951, and that by
1952 wages were 60 to 120 per cent above the 1949 level. (The
target far 1954 is a five per cent increase.) At the same time,
however, they admitted that wages in 1952 were generally at the
same level as before the Sino-Japanese War -- a level which was
very low to begin with, Regulations on wages give a clue as to
how low wage levels actually are. In Central-South China, for
example, the minimum and maximum monthly wages of industrial
workers were established, in late 1952, at the equivalent of
about U.S.$1L and U.S.$53. Despite official claims to the con-
trary, general wage levels may well have declined in many places.
For example, it is estimated that in Shanghai an average worker
in 1949 received a monthly wage of about 160 "parity units®
(pegged to commodities) and only 100 units (about U.S.$20) in
1952 -- a decline of approximately one-third.

Official claims of increases in "purchasing power" are
also dubious. The claimed increases in the past have been as
high as 30 per cent (in 1951), and this year the target is a
1L per cent increase, One indication that these claims are
dubious, however, IS that fact that the monetary value of "parity
units,” on which wages are based, has not risen as rapidly as
general prices -- which would indicate a decline in the real
purchasing power of wages rather than a rise.

Refugees coming from Communist China report that al -
though the wages of a small group of industrial workers == an
especially favored group -- may have increased slightly since
1949, the general standard of living has probably declined. This
seems likely, in the light of all that has taken place, It also
seems inevitable, because the economic program which the Chinese
Communists are attempting to carry out can only be financed out
of the pockets of the mass of the population,

As the official Peking Peoplets Daily stated on October 30
of last year, "workers' wages and amenities must be subordinated
to the interests of national construction; the quantities and prices
of agricultural products sold by the peasants must. be subordinated
to the interests of national construction; the,demand of urban and
rural people for betterment of |ife must also be subordinated to
the interest of national construction."

The Cost of Political and Military Power, The Chinese
Communists' am -~ and theilr _justification for imposing a heavy
financial burden upon the population of China -- is the economic
development and modernization of the country. The Chinese people
must make sacrifices now, they say, so that as much of the nation's
resources as possible can be devoted to economic development, par-
ticularly industrial projects. And it is true that large and
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increasing sums have been allotted annually to "investments in
state enterprises" and "national construction."

But investments in new economic development are not the
only explanation for the financial burden placed upon the mass of
people by the state, The Chinese Communists have built up a huge
party and government bureaucracy, they maintain a tremendous
military establishment, and they have fought one major war =« in
Korea -~ and contributed to another -- in Indo-China. The appar-
atus of power, both internal and international, is expensive,

The military and administrative expenses of the present Chinese
regime are in fact several times as large as total national budgets
in China were before the Communists came to power.

Since 1950 "administrative expenses" in Chinese Communist
budgets have jumped from roughly U.5.$500 million to between
U.s.$1 and U.S5.$2 billion. Until this year, this item has declined
as a percentage of total expenditures -- from almost 20 per cent
to about 10 per cent -- but the absolute figures have risen
greatly, nonetheless. A contributing factor to this rise has been
the centralization of finance; since 1952 the Communists have
eliminated the financial autonomy of local governments i n China,
and the central government subsidies required to support local
administrations now appear in the national budget. (Almost
one-fourth of the 195l budget consists of allocations to munici-
palities and provinces.)

Although the Chinese Communists are intentionally vague
about what is included under various headings of their budget,
undoubtedly the most important part of their administrative ex-
penses consists of the salaries of the horde of government and
party employees in China. There is now a larger number of
economically unproductive bureaucrats on the government payroll
than ever before in Chinese history. Their salaries have been
kept low, and corruption is reported to havo been almost com-
pletely eliminated; but it costs huge sums of money to support
millions of government functionaries, clerks, policemen, teachers,
political cadres, and others, even if they are incorrupt and live
austere lives.

When the Chinese Communists came to power, they had
already built up a large bureaucracy of their own, and they in-
herited -~ and continued to support -= most of the bureaucrats
from the previous regime. Since then, as the government and party
have extended their operations into every sphere of national life,
the payroll has continued to grow. Furthermore, despite the
Communists( periodic efforts to cut down the number of employees,
and their dramatic campaigns against "bureaucratism® (such as the
"Three Anti Campaign" in 1952), persons leaving mainland China
paint a picture of a very bureaucratic state, with swarms of
government employees everywhere, The totalitarian character of
the regime has apparently created an unwillingness on the part of
petty bureaucrats to assume responsibility, and there is great
buck-passing, overlapping of jobs, and duplication of effort.
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There are no recent figures on the total number of employees
paid by the state, but it may well be in the tens of millions.
Three years ago, it was stated officially that there were nine
million people on the "supply system" alone (the "supply systemV
is one in which the needs of state and party employees are di-
rectly provided by the state, and salaries are minimal); the
figure undoubtedly is much larger now. |In 1950, as a matter of
fact, Mao Tse=tung stated that one of the three primary economic
tasks facing the regime was the job of cutting down the civilian
and military payroll. This is one aim which the Chinese Communists
obviously have not achieved.

The burden of military expenditures i s even greater
than the costs of the civilian bureaucracy. Official statements
admit this, and it is clear that the official figures are not an
accurate key to real military expenses. Expenditures labeled
either "military" or "national defense in the budgets of Communist
China have risen from U.S.$1.2 billion in 1950 to over U.S.$2.2 bil-
lion in the forecast for 1954. As a percentage of total expendi-
tures, these figures show a decrease, however, from approximately
LO per cent to about 20 per cent.

Although any estimate of real military expenditures must
be based largely upon guesswork, it is probable that between one-
third and one-half of Communist China's total budget outlay is
really devoted to building up and maintaining military power and
that a large share of this item is disguised, and placed under
different categories, in official budget statements. Military
aims play a big role in China's current program of industrial
development, and undoubtedly projects such as arms and munitions
factories are classified as "construction" rather than as "defensen
items.

Communist China not only maintains a huge army, but it
has made great efforts to reorganize and re-equip China's armed
forces with modern materiel; and in Korea China has fought an
expensive war. Conservative estimates place the figure for China's
regular army at 2% million, and the actual figure may be consider-
ably larger than this. These regular forces are backed by large
numbers of Public Security troops whose primary task i s internal
control. The cost of merely maintaining such large military
forces is great. And the costs of fighting the Korean War were
tremendous. The great financial strain of the war on China was a
major reason for the Communists! willingness tO negotiate a truce
in Korea. It is probably significant, furthermore, that during
1951 and 1952 the Chinese Communists did not release any dollar
figures on their expenditures, and in 1953 the Minister of Finance
was fired. Recently, top Chinese leaders have admitted that
actual military expenditures during 1953 were higher than original
budget estimates (they also admitted that less was spent on
economic construction than was planned), and military costs are
likely to continue to be a major burden on the Chinese economy.

For a poor country -- relying mainly on its own
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resources ==~ to attempt to support a huge totalitarian regime and
to build up modern military power at the same time that i1t embarks
upon a large- scale economic development program is ambitious in-
deed. It 1s not surprising that the burden on the population IS
massive. There seems to be little prospect, furthermore, that
either administrative or military costs can be reduced in the
foreseeable future, and the cost of economic development will
therefore be superimposed upon the economic burden of maintaining
internal and international power.

Culture, Education, and Health, Since 1949 the Chinese
Communists'! expenditures on cultural activities, education, and
health have greatly expanded. In 1950 this item of the budget
amounted to U.S.$319 million; the 1954 budget allots U.S.$1.5 bil -
lion to these purposes (including relief and pensions).

Great emphasis i s placed upon "culture? and education
in Communist China, because activities in these fields are essen-
tial to the political and economic aims of the regime. The
Communists want to mold the minds of the new generation in China
and to turn out thousands of technicians for modern economic-
development projects. Actually, it might be more accurate to
label these expenditures "propaganda, indoctrination, and technical
training.” It is true, however, that the number of schools and
students in China has grown tremendously. The Communists plan to
enroll over 90,000 students in institutions of higher learning
and almost 1.5 million in middle schools (including technical and
adult middle schools) during 195L. It is also true that public
health and medicine, of a low-level sort, have been extended to
an unprecedented extent, A majority of the hsien (counties) in
China now have "clinics" of one kind or another, and the Communists
claim that in 1954 the number of hospital beds in China will
increase to over 200,000.

. Even_ though accomplishments in these fields have been
considerable, 1t I1s difficult to account for the huge sums of
money allotted to them in the budgets, if one examines the specific
accomplishments made, Consequently, non-Communist estimates of
expenditures in these fields are much lower than official claims
and are nearer to U.S.$500 million than to U.S.$1.5 billion,

Investments in National Construction, After all the
expenditures already described, how much do the Chinese Communists
have I eft for investments i n economic development, and how,
specifically, are they investing it? This is the key question,
if one is attempting to analyze the present development program
in China and to arrive at some estimate of the resources being
devoted to it.

From 1950 through 1952, investments in economic develop-
ment appeared in Chinese Communist budgets under the label of
"investments in state enterprisesV; since 1953 they have appeared
under a category called "national economic construction." Official
budget statements show a tremendous rise in these expenditures,
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from U.s.$733 million in 1950 to U.S.$L.78 billion in 1954. These
figures indicate an increase of over 650 per cent, and an increase
as a percentage of annual budgets from 25 per cent to 45 per cent.
The Chinese Communists now claim, in short, that they are devoting
almost half of their total expenditures to economic development,
and that these expenditures are by far the largest item in the
budget.

As implied earlier, these figures are not easy to
evaluate. To what degree do they conceal expenditures which are
clearly military? To what extent are operating costs, as contrasted
with new investments, included in these figures? How much of the
investments are mereIK for repair and maintenance_of existint{;
capital equipment rather than for new projects? These and other
guestions are difficult to answer on the basis of available data,
Some non-Communist economists scale down the official estimates
by as much as 50 per cent, but thereis alot of guesswork
involved in any effort to interpret the official claim, This
much is clear, however; the Chinese Communists are devoting very
large sums of money to economic development projects, and these
sums undoubtedly are the equivalent of billions of U.3., dollars.
There can be very little argument with the Chinese Communists?
claim that they are investing a larger share of China's national
income in modern economic development than any previous regime
has done in Chinese history.

Up until the end of 1952, most of the Chinese Communists!'
Iinvestments were, admittedly, devoted to restoration of the
economy rather than to new projects. However, since 1953, when
China's first Five Year Plan was formally initiated, the Chinese
Communists have claimed that they are investing increasing amounts
in new projects, Their breakdown of expenditures on "economic
construction® during the past two years is a revealing indication,
therefore, of the general pattern of investment in their develop-
ment program, even if the specific figures must be viewed with
some skepticism,

Modern industry is the heart of the Chinese Communists!
program, and consequently it is receiving the bulk of current
investments. 1IN 1953 and in 1954, industry accounts for over
U.5.82 billion and between 45 and 50 per cent of total expenditures
on economic construction, Most of this, furthermore, is being
devoted to heavy industries which produce capital goods, rather
than to light industries which produce consumer goods, This'year,
for example, almost four-fifths of expendituresion industry are
alloted to heavy industry and only one-fifth to light industry.

Transport and communications, which are vital to modern
industrialization, receive second priority, Last year about
U.8.$500 million, and this year roughly U.5.$750 million, have
been earmarked for investments in these fields, The largest
single field of investments under this general category consists
of railway construction.
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By contrast, agriculture (including forestry and water
conservancy) is receiving little new investment, It 1s true
that investments in this field, which in many cases involve a
great deal of cheap labor and not very much expensive equipment,
may well be more productive per dollar invested than those in
industry and transport; nonetheless the low figures are rather
startling in view of the fact that China is an agricultural
country in which, at least for a long time, agriculture must
provide most of the surplus for investment in economic development.
In 1953 and in 1954, about U.S5.$500 million, or only 10 per cent
of total expenditures on economic construction, have been allotted
to agriculture, In the 1954 budget, as a matter of fact, expendi-
tures on agriculture are even lower than those earmarked for
domestic and foreign commerce.

What this pattern of investment means is that although
the peasants and the agricultural economy are the man supports
of the Chinese Communists' development program, most of the
investments are being made in modern industrialization in urban
areas. The peasants are paying the greater part of the bill but
are receiving few immediate benefits. Another fact which these
figures reveal is that most of the current investments are being
made in the kind of industries which will not create any sizeable,
quick increase in the Chinese national income, or in the average
standard of living, The heavy industries on which the Chinese
Communists are now concentrating are designed to turn out more
equipment for new industries, which in turn can produce more
equipment for still newer industries == until at some unknown
date in the future the economic planners in the Chinese Communist
regime are satisfied that they have created a powerful industrial
base. |If a larger proportion of the investments were devoted to
projects which had a more immediate impact upon the national
economy and standard of living, the burden of squeezing the
necessary "savings" for economic development out of the population
might gradually become lighter. But this would be a slower
process, and the Chinese Communists are determined to try to
industrialize rapidly, The present burden on the Chinese popula-
tion is not the primary concern of the Communists; they have
their eyes focused on the future.

Foreign Exchange and Capital Equipment. To carry out
their present industrial-development program, the Chinese Communists
face a difficult problem of acquiring foreign exchange as well as
accumulating domestic capital. During the initial stages of
industrialization most of the capital equipment required for build-
ing new factories, expanding existing ones, and even maintaining
old plants must be imported from abroad. China's machine indus-
tries are still undeveloped; the largest center of such industries
in the past was Manchuria, and in 19%5-&6 Soviet troops removed
(according to postwar surveys) 70 to 80 per cent of the capacity
of Manchuria's metal-working industries.

Communist China®s decision in 1949 to "lean to one
sideV -- i,c., to align itself completely with the Soviet
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bloc == and its moves to challenge Western military power in
Korea have accentuated the problem, because China thereby cut
itself off from any possibility of Western loans and investments
and brought upon itself a Western embargo on the type of indus-
trial equipment most urgently needed for its development program.
The pace of Communist China's industrial development at present
depends very directly, therefore, upon the ability and willingness
of Soviet-bloc nations to export industrial equipment to China,
and much of the equipment which China needs belongs to categories
which are still in short supply throughout the Soviet bloc.

The problem of paying for essential imports is difficult,
also, because China is now receiving very little foreign assistance
in the form of loans or grants, and it must therefore export to
pay for almost all of its imports == including those from the
Soviet bloc. One of the most surprising aspects of Sino-Soviet
relations is the failure of the Russians to give greater financial
assistance to China. MNo free grants from the U.S.5.R. to Communist
China have ever been revealed, and to date the only loan made
public has been the 1950 five-year loan of U.8.$300 million -«
i.e., U.S.$60 million a year -- which has a low interest rate of
one per cent; annually but must be repaid in ten yearly installments,
to be completed by 1963. It is possible that there has been some
secret financial aid for military purposes, but It seems unlikely
that additional aid for economic purposes would have remained
concealed. The Soviet Union is sending equipment and technical
advisors to Communist China (much of the advice seems to be how
to carry out projects with a minimum of equipment), but the
Chinese apparently must pay for almost all of this Soviet assist-
ante,

The Chinese problem of paying for essential imports can
be better understood if it is realixed that in the past China has
always had a very unfavorable balance of trade, and a sizeable
percentage of its imports have been paid for with foreign exchange
acquired from remittances from Overseas Chinese and from foreign
loans and investments. (Before the Sino-Japanese War, there were
U.S.$3.2 billion of foreign capital invested in Chinese industry,
which was a large percentage of the total capitalization of
industry in China.g) A1l of these sources of foreign exchange
have been cut off or reduced. Furthermore, at present, China's
potential exports are largely agricultural commodities, specialized
metals, and native products -- none of which have unlimited
possibilities of expansion.

Communist Chinat's present problem of paying for needed
imports is further complicated by the fact that a radical reorienta-
tion of China's foreign trade == a shift from the West to the
Soviet bloc -~ has taken place, and there is considerable evidence
that increased costs of transport and unfavorable terms of barter
exchange mean that China must pay very high prices for imports
from the Soviet bloc. To the extent that this is true, it forces
China to export even more than would otherwise be necessary to pay
for the equipment needed for its industrial development.
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As a result of these factors, the Chinese Communists
have had to use every possible means to develop exports =~
mainly to the Soviet bloc but also to some non-Communist countries
although this involves reducing the supplies of essential
commodities available to the Chinese population, Even basic
foodstuffs, such as grain, pork, and vegetable oils -~ which are
now in very short supply within China -- have been exported in
sizeable quantities for the first time in modern Chinese history,
and Chinese consumers have been confronted with serious shortages
and have been offered inferior qualities of these foodstuffs.

By tremendous efforts and rigid controls, the Chinese
Communists have restored their foreign trade to prewar levels,
despite the embargo restricting trade with the West. By 1952
China's imports and exports probably totaled about U.S.$2.15 bil=-
lion; 72 per cent of this total was with the Soviet Union. Last
year, imports and exports increased still further. |In trade
with Western countries, Communist China in the first half of 1953
increased its imports and exports to U.5.$163 million and
U.5.$205 million, respectively =- compared to U.S5.$250 million
and U.5.$325 million for the whole of 1952. By the end of 1953,
Communist China claimed that total foreign trade for the year was
36 per cent above 1952, and that 75 per cent of this trade was
with the Soviet bloc. Efforts to push trade, particularly with
Western countries, are continuing.

The percentage of total imports consisting of equipment
and materials needed for industrialization has increased steadily.
The Chinese Communists have restricted purchases of consumer goods
to a bare minimum, and they claim that in 1953 "production
materials" constituted 87 per cent of total imports. This means
that to the maximum extent possible the Chinese are utilizing
their limited resources of foreign exchange for imports related
directly to their development program,

A1l of these facts indicate that the Chinese Communists
are doing everything possible to focus foreign trade policies on
the task of supporting their program of industrialization, but It
seems inevitable that they will face a continuing problem of
obtaining and paying for needed capital equipment from abroad.

In the immediate postwar period -- before the Communist take-over
in China -- one American estimate indicated that, for Chinato
industrialize at the .pace which Japan achieved during the early
stages of its development, China would need foreign loans totaling
over U.S.$13 billion in the first ten years. Nov Communist China
is attempting to accomplish the task largely on its own, with
almost no sizeable foreign financial assistance even from the
Soviet bloc.

"Promote the Spirit of Hard Struggle.” "our country will
industrialize 1tselt and achieve Socialism step by step," said the
official Peking People's Daily in an editorial-not long ago.

"This IS the greatest cause, unprecedented in the history of China
It is the most glorious task of-all patriotic people to struggle
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for this great cause, Everything for the building of the Father-

land =% such is our patriotic slogan of today." It continued:
®Tt is of course not easy to acquire the vast amount of funds
required for industrialization."® It concluded: the "small

betterment of today mast be subordinated to the big betterment
of tomorrow. "

"Promote the Spirit of Hard StruggleM «- this was the
title of the editorial, and this is the basic theme of Communist
China's economic development program, The course which the
Chinese Communists have adopted IS a hard one, and the present

generation of Chinese is being forced to sacrifice for the
future.
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TABLE |
(Official Claims)

National Budget = Revenue and Expenditures

U.8. Dollar Figures

(Converted to U.S.,% at Official Exchan();e Rates)
(Figures in Millions of U.S.$

T950] 1951 19521953 | L1953[1I95L
Revenue FinaljFinal{Final}Fore-|Final|Fore-
ClaimfClaimjClaimjcast jClaimjcast

Agricultural Tax

(Public Grain) 807 91711,082]1,08L x 11,013
Urban Taxes (Industrial &

Commercial Taxes) 1,262 |2,47012,91L4}3,695} x {L,L13)
Other Taxes 28 47 55 66| x )
Earnings from State

Enterprises 367}1,29041,968}2,957] x |}3,521
Income from Credit &

Insurance 1381 2ho)l 106] 434 «x )
Other Income 359}1,0L45}1,858{1,629 x 8L49)
Total Revenue 2,96116,009]7,983]19,865 9,103[9,796

] _ 1950] 1951 1952|1953 | 1953 1954
Expenditures Final |[FinallFinal|Fore-|Final|Fore-
_ Claim{ClaimlClaimicast |Claim}cast

Military Expenditures
(National Defense) 1,195/2,13811,807}2,208| =+)2 225

Administrative Expenses 555{ T738] 817(1,005] x }1,980

Investment in State Enter-
prises (National Con-

struction) 733]1,483|3,087}L,37h x(-) L,78L
Cultural, Educational,

Health Expenses, etc. 319 s67] 9L3|1i,470{ =x |1,550
Other 75] 102} 2L1l} 1sk] x’ Note

Total Expenditures 2,877]|5,028 6,895}9,211 9,03610,539

Sources: Po Yi-po report on the 1950 budget, December,1949.
Po Yi=-po report on the 1953 budget, (containing also
revised data on the budgets for 1950-1952),
February 12, 1953,
Teng Hsiao-ping report on the 1953 and 1954 budgets,
June 17, 195k,

* These figures, as given, have obviously been manipulated for
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propaganda purposes. The final figures for 1950, for example,
differ greatly from the original forecast, (It was forecast

in December 1949 that the 1950 budget revenue would total the
equivalent of U.5.8$1,694 million, of which k1 per cent would
come from public grain and 38.9 per cent from urban taxes.

It was forecast that expenditures would total the equivalent

of U.S5.$2,084 million, of which 38.8 per cent would be military
expenditures, 21.4 per cent administrative expenses, and 23.9
per cent investments in state enterprises.)

Undoubtedly, not only have total figures been manipulated, but
figures have probably also been shifted between different
headings, and real expenditures in various categories have been
concealed. Furthermore, past budgets have been revised on the
basis of revenue received at a |later date.

Terminology of classification has also been altered, and may
account for further confusion. For example, in the 1953 and
1954 budgets the category "investments in state enterprisesh
has been changed to "expenditures on national economic con-
struction,® and it is not known if these are identical.

The figures used here ape U.3.$ figures, converted from Chinese
currency figures at prevailing exchange rates, which undoubtedly
inflate the U.8.$ figures somewhat.

The latest 1953 budget claims admit that military expenditures
were higher and investments in state enterprises lower than the
original forecast.

The fig_ures from 1952 on include subsidies for local government
expenditures,

The above figures on the 1954 forecast do not include "revenue"
"carried over®™ from last year's "surplus.® (They use afigure
for this equivalent to U.5.$1,386 million.) "Other income
undoubtedly includes income from the 1954 bonds, claimed to be
U.S.$3L45 million by the end of April 1954, |In the figures
released on expenditures, there is no breakdown of "adminis-
trative® expenses and "other® expenses; the above figure under
"administrative expenses” includes both,
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TABLE II
(Official Claims)

National Budget - Revenue and Expenditures

Distribution of Revenue and Expenditures

(Individual Items as Percentage of Total
Revenue and Expenditures Each Y ear)

1950 | 1951 | 1952 | 1953 | 195G
Revenue Final | Final Final Fore=-| Fore-
Claim | Clainm Claim cast cast

Agricultural Tax
(Public Grain) 27.3) 15.3) 13.6) 10.99) 13.43

Orban Taxes (Industrialg )
& Commercial Taxes) 143.63 hl.9g 37.2% 38.133 hS.OB;

ther Taxes
arnings from State \
Enterprises 12.4 21.5 2.7 | 29.97| 35.9h4
Income from Credit & [
Insurance Le6 LheO 1.3 L4ho N
Dther Income 12.1 17.3 23,2 | 16.51 5.58)
otal 100.0 100.,0 10000 j100.0 100.0
bl R P e e
: Fina ina ina ore- ore=-
Expenditures Claim { Claim { Claim cast cast
ilitary Expenditures L1.5 Lh2.5 26.2 22.38] 21.11
dministrative Expenses | 19.3 1h.7 11.8 | 10.,19{ 18.79
Investment in State
Enterprises 25.5 29.5 Lhe8 | Lho3hf L5.39
Cultural, Educational,
Health Expenses 111 11.3 13.7 | 14.90] 1L.71
Dther 26 2.0 3.5 1.56 Note
Total 100.0 100.0 100.0 }100.0 | 100.0

(1953 Forecast breakdown does not include "Reserve Fund" which
equals U.s., $654.03 million or 6.63 per cent.)

*npdministrative® and "Other" expenses are not differentiated
in the 195h4 forecast.
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TABLE III
(Official Claims)

ADB-7='5k

National Budget - Revenue and Expenditures

Comparative Rises of Revenue and Expenditures

(Comparative Percentage Rise in Individual Items Since 1950)

(Index: 1950 = 100) '
1950 [ 1951 1952 | 1953 | 19504
Revenue Final Final Final Fore- Fore-
Claim! Claim} Claim! cast cast |
Agricultural Tax
(Public Grain) 100 }113.58 | 134.01 |13L4.32| 125.52
Urban Taxes (Industrial
& Commercial) 100 | 195.72 | 230.88 | 292.75] 3L9.68)
Other Taxes 100 | 165.6k4 | 196.L45 | 234.1L )
Earnings from State
Enterprises 100 | 351.20 } 535.71 |804.92 | 959.40
Income from Credit &
Insurance 100 " 173.43 | 76.61 | 313,78 )
I Other Insurance | 100 | 291.55 | 518.21 lusu.n 170.82 )
1950 1951 1952
Expenditures Final | Final | Final | Fore- Fore-
Claim Claim] Claim
Military Expenditures 100 |178.99 | 151.30 | 184.81 186.19_4
Administrative Expenses|] 100 | 132.93 | 147.25 |181.08| 319.35
Investment in State
Enterprises 100 | 202,29 | 421.01 | 596.L49 | 652.66
Cultural, Educational,
Health Expenses 100 | 177.91 ] 295.70 | L6089 h85.89*'
Other 100 | 136,55 | 322.6L | 206435 Note
3

*In the 1954 forecast,
and "Other®" expenses.

there i s no breakdown of

"Administrativen
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TABLE 1V

(Official Claims)

National Budget = 1953 Expenditures (Forecast)

Expenditures on "National Construction"

U.S. Dollar Figures

(converted to U.S.$ at Official Exchange Rates)

Millions of

Percentage of

ltem U.S.$ Total Item
Total "National Constructiont L,37h 100.0
Industry 2,012 L6.0
Agriculture, Forestry, Conservancy | L97 1l.k
Foreign and Domestic Commerce 189 Lhe3
Transport and Communications 627 lhob
Not Specified 1,047 23,9

# 0% 3 3% 3 ¥ ¥ 3 F O ¥ 3 3t

TABLE V

(Official Claims)
National Budget - 195k Expenditures (Forecast)

Expenditures on "National Construction”

U.S. Dollar Figures

(Converted to U.S.$ at Official Exchange Rates)

| tem

Millions OT

Percentage of

U.Se$ Total ltem
Total "National Construction® L,78L 100.,0
Industry - Total 2,287 L47.8
Heavy Industry 1,791) 78.3)
Light Industry L96) 21.7)
Agriculture, Forestry, Conservancy 507 1046
Foreign and Domestic Commerce shl 11.3
Transport and Communications 746 15.6
Not Specified 703 1h.7
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TABLE VI

on-Communist Estimates)

National Budget = Revenue and Expenditures

A - U.8.8 Figures,

(1950-1952)

Estimates (Millions of §)

B - Percentage of Revenue or Expenditure for
the Year

C - Percentage Rise of

Iltem since 1950

ADB=7='5)

' 1950/1950| 195041951} 1951 19521952
Revenue N I B |’ ¢
Agricultural Tax

(Public Grain) |1,200{L41.3|100 [|,300]30.5 2h ol 133
Urban Taxes (In- 1-

dustrial & :

Commercial) 900){31.0}100 83250} 29.4 22.9) 167
Other Taxes B )|
Earnings from

State Enter- '

prises 367{12.6{100 }1,200f 28,2 21.L4] 381
Income from '

Credit & :

Insurance 1381 L.8j100 2L0f 5.6 3.1} 145
Other Income 300}10.3}100 || 268] 6.3 28.2| 617
Total Revenue 2,905[00.01100 §L258{100,0 100,0] 225

i 1950|1950|1950[41951{1951) 195141952|1952|1952

Expenditures f B C fy B c i B c
Military Expend-

itures 1,750|50.8]100 [|2775} L9.8] 159} 2500|33.2| 1hL3
Administrative ‘

Expenses 770122.4]100 }1,050|18.8] 136f2,600{21.2] 208
Investment in

State Enter- .

prises 700{2043]100 H1,200] 21.5] 171f2150|28.6] 307
Cultural,Edu-

cational,

Health ExpensesL 150{ L.3|/100 || 250} L.S5| 167]] 590 7.8| 393
Other 751 2.21100 300] s.L| LOOJ 691} 9.2} 921
Total Expend-

itures 3,uusgoo.o 100 Q5575[100.0} 162f 7,531 [100.0| 219
Note: The non-Communist estimates cited in Table VI and Table

have been made in Hong Kong by economists who prefer not to be
The estimates are based on a careful study of
available facts about the Chinese economy as a whole rather than
on official Chinese Communist claims.

quoted by name.

VIl
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TABLE VI |
(Official Claims and Non-Communist Estimates Compared)
National Budget - Revenue and Expenditures

(1950-1952)

US. Dollar Figures
(Millions of U.S.$)

A - Communist Claims, Converted at Official Exchange Rates
B - Non-Communist Estimate

1950 1951 1952
A B A B A B
Total Revenue 2,961) 2,905]16,009! L,258 |} 7,983} 6,550
Total Expenditures 2,877 3,LL5|15,028| 5,575 || 6,895] 7,531
Revenue
Agricultural Tax ‘

(Public Grain) 807] 1,200 917] 1,300}}1,08211,600
Urban Taxes (Industrial &

Commercial Taxes) 1,262 900l2,470] 1,250} 2,914} 1,500
Other Taxes 28 ) L7 ) 55 )
Earnings from State : ]

Enterprises 367 367|j1,290} 1,200 ] 1,968} 1,400
Income from Credit &

Insurance 138} 138{] 2Lo| 2Lo 106| 200
Other Income i 3591 300}}j1,0L5] 2681}1,858 850

Expeﬁditures
Military Expenditures 1,195] 1,750}|2,138/'2,775{| 1,807| 2,500
Administrative Expenses 555/ 770]] 738/ 1,050 817{1,600
Investment in State

Enterprises 733 700{j1,483} 1,200{|3,187}2,150
Cultural, Educational,

Health Expenses 319] 150]] 5671 250 9L3] 590
Other 75 751 102 300 2h1] 691






