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PREFACE

This is a selective compilation on China's major military and military
economic reforms as reported between 1 May 1984 and 30 June 1985. The study
is based on a variety of sources, including Chinese, US, and other foreign
newspapers, periodicals, and wire services, and articles from books and
journals on Chinese history, economy, and military.

Entries are listed chronologically under the objectives of Chinese
economic, government, military, and party reforms with subobjectives for
agriculture, bureaucracy, decentralization, industry, law, leadership, manage-
ment, modernization, organization, price reform, professionalization, science
and technology, tax, and urban reforms.
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SUMMARY

Military and military economic reforms are being carried out throughout
China, with military reform and economic construction working together for
mutual benefit. Although military modernization has been assigned the lowest
priority of the Four Modernizations--agriculture, industry, science and
technology, and national defense--in the past 6 years there have been signifi-
cant achievements in this field with minimum expenditure. Military organiza-
tion is being streamlined, the education and technical competency of the
soldiers and officers are improving, as are weaponry and equipment. The
People's Liberation Army is actively participating in China's economic
construction by making contributions to the modernization of industry and
science and technology, increasing civilian production, and improving civil-
military relations. Because Chinese leaders have indicated that military and
military economic reforms are essential for the development of a modern
Chinese army, despite some opposition, the reforms will continue.

vii
(Reverse Blank)



1. SURVEY OF CHINESE MILITARY AND MILITARY ECONOMIC REFORMS

a. Introduction

China's post-Mao reform program, initiated by Deng Xiaoping and his
senior colleagues, was launched in December 1978, when Deng delivered his key-
note speech--"Emancipate the Mind, Seek Truth from Facts and Unite as One in
Looking to the Future"--at the closing session of the Central Working Com-
mittee preparatory to the 3d Plenary Session of the l1th Central Committee of
the Chinese Communist Party (CCP).

Deng, paramount leader and architect of China's economic reform
policy, has relinquished all offices except membership on the Standing Com-
mittee of the CCP Political Bureau, chairmanship of the State and Party
Central Military Commissions, and chairmanship of the party's Central Advisory
Commission, a body created for retired senior cadres. Deng's policies are
carried out on a day-to-day basis by Premier of the State Council and Polit-
buro member Zhao Ziyang and CCP General Secretary and Politburo member Hu
Yaobang. Zhao's close associate Wan Li, the senior Vice Premier and Politburo
member, also has been very active in planning and implementing rural economic
reform.

Several younger leaders are being groomed as a "3d echelon" to carry
on the reform policy after Zhao Ziyang and Hu Yaobang. Among these is Hu
Qili, Secretary of the CCP Secretariat (since 1982), and a possible future
candidate for CCP General Secretary. He drafted the "Decision on Reform of
the Economic System," the path-breaking document on urban economic reform
approved by the CCP Central Committee at the 3d Plenary Session of the 12th
Central Committee on 20 October 1984, and is believed to have control over
party propaganda. He also has played an increasingly important part in state
affairs, appearing with senior leaders at welcoming parties for prominent
foreign visitors and accompanying Hu Yaobang on his tour of the South Pacific.
Li Peng, one of the junior vice premiers since 1983, is sometimes mentioned as
a potential successor to Premier Zhao Ziyang. He also is a reform-minded
leader and supports economic incentives to modernize the Chinese economy.
Tian Jiyun, another vice premier and prominently mentioned potential leader,
is credited as the principal contributor to the section on price reform in the
"Decision." Another "3d echelon" leader, Wang Zhaoguo, CCP General Office
Director since May 1984, reorganized China's largest automotive plants and
tripled the company's revenue by setting up an aggressive sales force and
upgrading services. All of these younger leaders are mentioned as possible
successors to Zhao Ziyang and Hu Yaobang in carrying out the reform policy.

By means of its reform programs, China hopes to learn from foreigný
countries and draw on their experience without mechanically copying and
applying foreign experience and models. The leadership hopes that the Chinese
will be able to carry out economic reforms without excessive foreign
assistance and make them fit specific Chinese needs.

China's current economic reforms began in the rural areas. A series
of reforms centering on the contracted household responsibility system
introduced in rural areas since 1979 has been deemed successful. Free markets



and private plots have expanded, with the government encouraging peasants to
grow crops most suited to their regions.

Success in rural reforms has given Chinese leaders the confidence to
expand the reforms to the cities. In urban reform, the Chinese leadership
gives first consideration to reforming the management system, passing
decisionmaking power to the enterprises and plants and gearing production in
accordance with market demands. Steps also are being taken to restructure the
building industry and the systems of commerce, foreign trade, and finance and
planning, and to further develop diverse economic forms and methods of
business operation. In 1984, China began implementing price reform--the State
retains control of prices for essential goods, but prices for a number of
consumer products are allowed to float. Beginning in 1980, China opened
Special Economic Zones as means of encouraging foreign investment and joint
ventures, and acquiring scientific, technological and management expertise
from abroad.

As a continuation of urban and rural economic reform, the CCP Central
Committee's 13 March 1985 decision set out guidelines for reform of the
science and technology management system, calling for market production and
changes in organizational structure, funding systems, and the make-up of
research, education, and design institutions. The military and civilian
departments in enterprises will be combined in order to transform research and
design achievements into better production. China also is opening its door to
the outside world and establishing contact with other countries to promote its
long-term development policy on science and technology.

China is carrying out its reform one step at a time, starting with
easy problems and then attacking more difficult tasks in order to insure
smooth progress. Mistakes from the past are corrected and new problems are
faced as they occur. As a result of the economic reform, China's economic
situation in 1984 reportedly was the best since the founding of the People's
Republic in 1949. Gross output rose from US$323 billion in 1983 to US$373 in
1984, an annual growth rate of 6.6 percent.* Since 1980, China's per capita
income has increased at the annual rate of 10.6 percent in rural areas and
6.5 percent in urban areas. Present annual per capita income is US$125 in
rural areas and US$213 in urban areas. 1

b. Major Military Reforms

Since the 3d Plenary Session of the llth CCP Central Committee, and
especially since Deng Xiaoping took charge of the Military Commissi6n in 1981,
China has exerted great effort to develop a Chinese-style modernized armed
forces. The Chinese Army is well trained, highly motivated, and politically
indoctrinated, but equipped with inadequate weapons. Although its Army, with

*This is figured at the present exchange rate of US$1 = 2.85 RMB, although

the exchange rate has changed greatly since 1983.
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an estimated 4.2 million personnel, remains the world's largest, China's mili-
tary technology remains about 20 to 30 years behind that of the West. At a
June 1985 enlarged meeting of the Central Military Commissioný Deng Xiaoping
called for the PLA to reduce its numbers by 1 million in the next 2 years. To
modernize fully even a portion of the Chinese Army would cost $300 billion
through 1985.2 Because China has a very tight budget, defense modernization is
very much dependent on the success of the other three modernizations.
Nevertheless, in the past 6 years, there have been significant changes in
China's military system. The reforms touch nearly every aspect of the
military and include changes in its size, organization, strategy, ideological
orientation, and technological capabilities. 3  Streamlining military
organizations, improving the education and technical capabilities of soldiers,
and improving weaponry are the major tasks remaining for the military reform.

(1) Military Streamlining and Organizational Reform

Chinese leaders have emphasized that the PLA is being modernized
"for self-defense, not for aggression." Because China is a poor country with
a large population and limited funds, it needs to cut military expenditure so
that it can spend more money on economic construction. The national govern-
ment has decided to reduce the quantity and improve the quality of its army
and to make the ranks of cadres "more revolutionary, younger in average age,
better educated, and more professionally competent." To produce a more
efficient, combat-capable military force, the PLA has integrated various
services, organized combined arms branches, cut units with essentially non-
military duties and reduced the army's political role. Measures also have
been taken to reduce the PLA's involvement in certain domestic functions, such
as the administration of the nation's railways. Internal public security
duties in major urban areas and duties as border guards, security guards for
government buildings, and embassies have been taken up by the People's Armed
Police (reorganized in 1983). To encourage older soldiers to retire, generous
inducements are offered, such as the resettlement of demobilized soldiers,
retirement at full pay, increments based on length of service, and designation
of retirees as advisors to the Armed Forces. In December 1984, 40 officers at
the corps level or above, most of them 60 or older, retired from the PLA
General Staff. More than 80,000 veteran military officers are expected to
retire in the next few years as part of a massive campaign to streamline and
rejuvenate the PLA. Deng Xiaoping has set a goal that army-level officers
should be around 50 years old, division officers 40, and regimental officers
30.4 Now the youngest army-level officer is only 34, and the youngest divi-
sion leader is just 30, as efforts are being made to promote young officers to
top command positions.

(2) Military Training and Education Reform

The majority of PLA soldiers are junior and senior middle school
graduates. Once enlisted, these soldiers receive various types of special
training, such as submarine schools, missile operators' training courses in
optics, and courses in mechanics, transistors, engineering, electronics, fluid
mechanics, and mechanical drawing. All naval combatant commanders and
aircraft pilots and 70 percent of ground forces officers from platoon leader
up are military, academy graduates. Also, 50 percent of the leadership of Air
Force surface-to-air missile regiments and divisions are college graduates. 5
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Over 100 military academies have been restored to train more professionally
competent and better educated officers, as the PLA has announced that only
those who have undergone special training at the military academies are
qualified for promotion as officers. Some 127,000 officers in all branches of
the services have received higher education while on active duty. There are
77,000 part-time training schools teaching military training courses and
special seminars for more than two million participants, covering such
subjects as languages, mathematics, chemistry, physics, computer science, and
military science. Training also is offered in such civilian skills as agri-
culture, transport, food processing, mechanics, and driving. In 1984, about
435,000 soldiers finished their study and received cultural and technical
certificates. Among them, 47,000 have received professional school certifi-
cates and 17,000 were enrolled in universities and colleges. Among the
officer corps, about 0.5 million have taken part in various study courses,
192,000 have received higher education, and more than 4,600 have graduated.
As a result, the educational level of the Armed Forces has greatly improved
over the previous situation when the PLA officer corps consisted mainly of
uneducated veterans of the civil war.

Over the past few years, the PLA has improved logistics and modern
warfare training and enhanced its combined operations ability to react
quickly, deal with sophisticated equipment, and survive in the field. The
three services of the PLA combine tactical military training with combat
simulations, especially in laser and electronic simulators. Advanced
electronic technology is used for simulated naval ship control, air force
flight simulators, and artillery combat simulators. Audiovisual programs,
closed-circuit television, portable videotape equipment, and language labs
have played an important role in improving the quality of education and
shortening the period of training. The focus of training has been shifted
from soldiers to officers, with emphasis on antitank, antiair, and anti-
airborne warfare.

(3) Improvements in Weapons

Weapons improvement is an important aspect of military moderniza-
tion. In recent years, China has developed intercontinental ballistics
missiles (ICBMs), submarine-launched ballistic missiles (SLBMs), geo-
synchronous satellites, and the improved Type 69 main battle tanks, as well as
making improvements in such areas as rocketry, fighter aircraft, computer-
controlled ships, and heavy antitank missiles. Chinese small arms also are
highly regarded for their quality and reasonable prices throughout the world,
especially in the Third World.

China has long been in possession of strategic nuclear weapons and
their delivery systems. In 1980, it launched a long-range carrier rocket to
the South Pacific. This was followed in 1981 by the launching of three satel-
lites with one rocket and by the 1982 trial-launching of a carrier rocket from
a submarine.

In 1983, China established three special research committees for
naval development and revealed plans to build five aircraft carriers and a
dozen submarines equipped with nuclear-tipped ballistic missiles over the
decade. That same year, China built its first nuclear-powered submarine

4



equipped with guided missiles. Naval development plans also call for the
LUDA-Class missile destroyer and the JIANGNAN-Class missile frigate to be
modernized and equipped with helicopters and updated missiles and electronic
warfare equipment. The infantry has recently added two more small arms to its
inventory. A new submachinegun is light and easy to carry with strong fire-
power and a high firing rate. This weapon is especially useful in recon-
naissance, patrols, street fighting, and jungle warfare. A new indigenously
developed automatic rifle has the accuracy of a rifle and the firing rate of a
submachinegun and can be used to launch antitank grenades.

These developments, coupled with recent advances in the develop-
ment of electronic communications, engineering, and antichemical facilities
and equipment and the 1984 trial-launch of a communications satellite, show
that China has made significant strides in the modernization of its weapons
and military equipment.

c. Military Economics: The Integration of Military and Civilian
Industries

China's leadership has indicated that its military modernization must
be based on successful economic reform. The PLA is responding to Deng
Xiaoping's urging that the Army cooperate with China's economic reforms and
actively participate in the nation's economic construction by supporting the
modernization of industry and science and technology; increasing civilian
production; and improving civil-military relations. Defense industry-
associated factories use more than 20 percent of their total capacities to
manufacture products for civilian use and more than 80 percent of military
factories have converted part of their production line to serve the public.

On 3 January 1985 in an interview with a reporter for China Daily,
Chief of the General Staff Yang Dezhi stated that the PLA is supporting the
state's modernization program by:

o participating in the construction of more than 1,000 national and

local projects;

o providing a large number of facilities for civilian use and

opening over 30 military airports for commercial transport
purposes;

o participating in the construction of facilities for public

welfare; and

o helping rural areas develop commodity production and popularize

science and education. 7

In order to increase China's port capacity, naval bases have been
opened for dual military and civilian use and some turned over entirely to
civilian use. In addition, the Air Force has transferred 59 airfields to
civilian use to improve civil aviation. Large numbers of military aircraft,
naval ships and craft, and military vehicles are used for civilian transport
and rescue and relief. Military vehicles also are used for planting trees,
and military aircraft are used in geological surveys and cloud seeding.
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The leadership has decided to reform the structure of the defense
industry from solely military purposes to civilian purposes as well. In 1984,
according to statistics of 15 provinces and cities, more than 8,000 items of
military technology were transferred to civilian industry, a business volume
amounting to US$151 million. Military equipment and technology is being used
to develop civilian petroleum, communications and transport, chemical,
electric power, coal, building material, textile, and food industries. The
Ministry of Ordnance Industry has manufactured machines for processing farm
produce and equipment for food packaging and sold them to cities and villages
in more than 20 provinces and municipalities throughout China.

The military also is training soldiers in both military and profes-
sional skills to participate in national economic construction. The Army
already has trained 600,000 personnel for both military and civilian functions,
to assist in constructing 1,000 national or local key projects and helped more
than five million rural households develop commodity production. Chinese
leadership seems committed to an increasingly significant role for the PLA and
defense industry in Chinese civilian economic development.

d. Implementation and Trends

Military and economic reforms are being widely implemented throughout
China. Deng Xiaoping and many other Chinese leaders have pointed out
repeatedly that military reform must be carried out and that the military will
continue its involvement in China's economic construction. Military reform is
regarded as an important link to the nation's economic reform. Military
reform and economic construction work hand in hand, each benefitting the
other, while large military expenditures await the development of the civilian
economy. In the meantime the PLA will concentrate on implementing such
urgently needed reforms as streamlining military organizations, raising the
level of science and technology and improving defensive weapons and equipment.

In implementing military reform, the Chinese leadership has
encountered interference and resistance from certain privileged bureaucrats
and army officers who view the reforms as a direct threat to their authority
and privileges, contending that present policies weaken China's military power
and betray genuine socialist concepts and defending Maoist egalitarianism and
permanent employment as the superior values of socialism. There also are some
who feel that the transfer of defense technology is inadvisable because it
compromises security. Others are concerned that the production of more
civilian goods might lead to neglect of the quality and quantity of military
products and could make it difficult to switch back to military production in
the future.

e. Conclusion

Chinese leader Deng Xiaoping told visiting Japanese Liberal Democratic
Party Vice President Susumu Nikaido on 28 March 1985 that reform is a "second
revolution."' 8  However, Deng's "revolution" is still very much in an experi-
mental stage. China is taking small steps, one at a time, repairing past
errors and correcting mistakes as it implements reform policies. Deng has
said, "We watch every step, weigh our experience, and are quick to change
whatever seems inappropriate." 9 After more than 6 years, indications are that
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the reforms have been rather successful in rejuvenating the economy and
strengthening the nation's military power, bringing tangible benefits to the
nation and winning the general support of the people.

The past 6 years have resulted in signifcant achievements in reforming
the PLA. Military organization is being streamlined, the quality of soldiers
is being improved through education and training, and new and better weapons
and equipment are being brought in. At the urging of Deng and his supporters,
army-civilian economic integration has lead to the Army's becoming heavily
involved in civilian economic work.

The reform program has brought tangible benefits to the nation and its
citizens. Increased earnings have given the people more purchasing power and
added material incentives have encouraged the people to seek to make money and
enjoy comfortable living. However, some say that this has weaned them away
from the revolutionary socialist spirit and caused the general mentality of
the people to succumb to the old "bourgeois" way of life. They question
whether the reform program has become overly pragmatic and has abandoned the
basic precepts of Marxism-Leninism and Maoism, leading China toward
capitalism. The leadership, however, has pointed out that China is still a
planned economy, although the market mechanism is brought into play.
Effective control is exercised over major issues, while minor issues are
allowed flexibility. China's economic reform is the remolding of the existing
Soviet model. The new socialist economic model not only differs completely
from the model of the market economy in capitalist countries, but it is also
vastly different from that of other socialist countries and shows special
Chinese characteristics. Deng has defended his position, saying: "China
sticks to dominant public ownership and common prosperity as the fundamental
principles of socialism," adding, "We must intergate the universal truth of
Marxism with the concrete realities of China, blaze a path of our own and
build a socialism with Chinese characteristics." 1 0

The key question is what will happen after Deng. Will there be a
power struggle among the veterans in the party and the senior officers in the
PLA? Will the successors support or try to reverse the reform program? The
longer Deng stays, the more likely the reforms will become entrenched and
institutionalized. After .6 years, the policies already have met with enough
success to make them generally acceptable and difficult to overturn. The
people have had a substantial taste of reform and have received benefits
therefrom. They will doubtless wish to support continued reforms in the
future, development of China's economy.
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