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GENERAL

Rise, Future Impact of Regional Economic Groups

90CMO0154A4 Beijing GUOJI WENTI YANJIU
[INTERNATIONAL STUDIES] in Chinese No 2, 13
Apr 90 pp 30-34, 40

[Article by Wang Hexing (3769 0735 5281): “The Rise
and Impact of Regional Economic Groupings™]

[Text] The formation of regional economic groupings is a
new issue which has appeared in world economic develop-
ment. The following factors are spurring the formation of
regional economic groupings: The world’s economic activ-
ities are becoming globalized; the scientific and techno-
logical revolution is causing production to become inter-
nationalized; protectionism is growing meore virulent all
the time; the international arms race is shifting toward
rivalry focused on overall national power. The formation of
regional economic groupings touches upon the economic
policies of every country, and it affects future of world
politics and economics.

The formation of regional economic groupings is a new
phenomenon which has appeared in the course of
postwar worldwide economic development. Since the
beginning of the 1980’s, the formation of regional eco-
nomic groupings on each of the continents has acceler-
ated significantly, attracting serious attention from all
sectors of the international community. In response, the
governments of various countries have rushed to formu-
late appropriate policies and carry out strategic readjust-
ments. The formation of regional economic groupings is
one of the most complex issues in international eco-
nomic relations. It touches upon the economic and
foreign policies of every country and it affects the future
course of world politics and economics. Therefore, an
exploration into the issue of the formation of regional
economic groupings will help in forecasting worldwide
political and economic developments in the 1990’s.

I. The Meaning of “the Formation of Regional
Economic Groupings”

Economists also refer to the formation of regional eco-
nomic groupings as *“economic integration.” The famous
economist Bei-la Ba-la-sa [6296 2139 1572 2139 5646]
feels that integration involves combining various parts
(countries) into a composite whole. Two or more coun-
tries should not only allow free flow of commodities and
various production factors across their borders, but they
must also coordinate their policies to a certain extent in
order to eliminate any possible discriminatory practices
that may arise from the economic policies of various
countries. As for the difference between economic inte-
gration and economic cooperation, Bei-la Ba-la-sa
believes that there is both a qualitative and a quantita-
tive distinction between these two concepts. “Economic
cooperation™ refers to efforts by different countries to
reduce discriminatory practices in every economic area,
while “integration” means to eliminate all formally
discriminatory practices. From this it is apparent that
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regional economic integration (that is, the formation of
regional economic groupings) is not the same as regular
economic cooperation. It involves two or more countries
within a given geographical region that form an eco-
nomic grouping (organization) by means of a treaty.
They establish free flow of products and production
factors, and they establish a supranational organization
which implements compulsory regulations and policies
and spurs regional specialization and division of labor in
order to achieve mutually beneficial relations between
the member nations and to attain economies of scale.

The formation of regional economic groupings is divided
into the following four stages (from incipient to mature)
based on the degree of free flow of products and factors
of production: 1) Free trade regions. The nations partic-
ipating in a regional economic grouping lower tariff
barriers among themselves, gradually eliminating tariff
restrictions, but they still retain their systems of trade
protection vis-a-vis nonmember nations. 2) Tariff alli-
ances. In addition to establishing free trade between its
member nations, a regional economic grouping estab-
lishes common tariff barriers against nonmember
nations. 3) Common markets. The member nations not
only implement free trade of commodities, they also
implement free trade of the various production factors,
including funds and labor. 4) An economic community.
After establishing a common market, a supranational
economic organ is set up, unified economic policies are
formulated in the areas of fiscal policy and banking,
specialization and division of labor are set up in dif-
ferent sectors of the various national economies, and
economies of scale are developed.

I1. The Background Leading to the Formation of
Regional Economic Groupings

After World War II, the United States used its economic
and military power to occupy a position of world hege-
mony. However, after its wars of invasion against Korea
and Vietnam, the economic and military power of the
United States gradually declined. In the military arena
the United States was seriously challenged by the Soviet
Uriion, and in the economic arena there was intense
competition from Japan and Western Europe. The Third
World became an important force which influenced the
world’s historical development. The world political and
economic situation is presently shifting from a standoff
between two hegemons to a multipolar situation. The
rise and growth of regional economic groupings is a
reflection of the world’s multipolarity.

The following factors are the primary catalysts behind
the formation of regional economic groupings:

A. Economic activities around the world are becoming
globalized. The world’s economic structure underwent a
series of fundamental changes after World War II, one of
which was globalization. Whether in the area of trade,
banking, or production, countries everywhere have
undergone a process of mutual infiltration, and their
interdependence has grown. Trade is the most active
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element in the current world economy. Every country is
throwing more and more products into international
exchange. As a result, international trade is growing at a
faster rate than production is, and the percentage of gross
national product accounted for by international

exchange of commodities, labor, and services has risen -

contmuously Within this category, the growth rate of
trade in services (including insurance, banking, commu-
nications, transportation, and tourism) has exceeded
that for mtematronal exchange of commodities, and has
become an important source of foreign exchange income
for all countries. At the same time, financial capital is
becoming more internationalized all the time, The par-
ticipation of banking institutions is indispensable
whether one needs to raise funds for foreign trade, invest
in production, or establish an international affiliation or
merger. Statistics indicate that total international circu-
lation of funds has reached $75 trillion, which far
exceeds the volume of worldwide trade in commodities
and labor and services. The number of types of interna-
tional currencies is rising constantly. Techniques and
methods of raising funds internationally are constantly
being improved. International banks, following upon the
heels of international companies, are stretching their
tentacles into every corner of the world. Two-way capital
flows between countries are growing daily. The world
financial market has become linked into a network that
operates 24 hours a day. Every country’s economy is
becoming more and more wrapped up in the unified
world market. The ability of many countries (especially
medium-sized and small countries) to participate in the

world market is limited because they are isolated and

weak. These countries urgently need to link up with the
power of other nations in order to win some breathing
room in intense worldwide economic competition, and
to strengthen their position and influence in the world
economy. : ' .

B. The worldwide scientific and technological revolution is
pushing forces of production toward internationalization.
A lot of steps go into high-technology products—basic
research, applied research, technological development,
product testing, intermediate production, large-batch
production—and huge expenditures are incurred. Com-
petition is stiff, and a lone enterprise or industry cannot
easily handle it. The more science advances, the greater
are the obstacles it faces. Countries must band together
to overcome these obstacles. Under the impulse of the
scientific and technological revolution, the internation-
alization of productive forces has been greatly acceler-
ated. Modern technology requires specialized produc-
tion. Optimum enterprise scale, the economic benefits of
batch production, and the upgrading .of products all
require specialization and coordination. Without spe-
cialization and a division of labor, it would be impos-
sible even for an economically developed power to
complete an entire production process on its own. It
would not be economically feasible, either. The interna-
tionalization of the forces of production (particularly the
internationalization of high technology products with
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complex production technology) has led directly to inter-
national division of labor in the technology process. In
today’s world, participation in the international division
of labor is a prerequisite for normal production. It could
also be said that without cooperation among different
countries it is impossible to carry out normal production
under many circumstances. For example, the U.S.
Boeing 747 is composed of 4.5 million parts and com-
ponents, and these parts and components are produced
and supplied by 1,600 different companies in the-United
States and around the world. The narrowness of
domestic markets and the limitations of any single
country in terms of financial, material, and human
resources, on the one hand, conflict in an ever sharper
manner with the specialization and internationalization
of large-scale production, on the other. This type of
development of the forces of production imposes an
objective requirement to span national borders and
create linkages. This is especially true for medium-sized
and small countries (whether they are developed or
developmg)

C. Protectionism grows more intense by the day. As the
position of the United States in the world economy has
dropped, a serious imbalance in world trade has
appeared. The U.S. trade deficit has expanded annually,
while Japan and West Germany have had trade surpluses
year after year. Competition in the international market-
place has grown more and more intense, and protec-
tionism has grown increasingly prevalent. In particular,
protectionism has gradually shifted from tariff barriers
to nontariff barriers. Statistics indicate that there are
over 1,000 types of nontariff trade barrier. Most of the
protectionist measures taken by developed countries are
directed against developing countries. In order to protect
their own weak, small national économies, developing
countries have also adopted protectionist measures. Pro-
tectionism is growing more and more intense, and is
having an impact on the entire world. The “pn’nciple of
free and fair competition” espoused by the General
Agreement on Tariffs and Trade [GATT] has been
damaged and the international multilateral trade system
is playing less and less of a role. In the face of intense
competition in the international marketplace, countries
with common interests are willing to unite and form
regional economic groupings which, internally, reduce
tariffs and open markets, while, externally, they resist
competition from nonmember countries, thereby
strengthening the mternatlonal competmveness of their
own members.

D.The mtematlona] arms race has turned into a contest of
overall national power. Since World War 11, the United
States and the Soviet Union have been engaged in an
uneasy standoff and intense competition. They have

carried out cold war policies and have organized military
blocs. As the arms race has herghtcned military expen-
ditures have grown larger and larger. However, the arms
race has not resulted in the defeat of either party; on the
contrary, the economic power of both parties has been
reduced vis-a-vis the rest of the world The economies of
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Japan, Western Europe, and even the newly industrial-
ized countries have grown by leaps and bounds, deliv-
ering a serious challenge to the United States and the
Soviet Union. The new industrial revolution, character-
ized by the development of high technology and the
establishment of high-technology industries, is pro-
ceeding apace, exerting an ever-increasing influence
upon world politics and economics. In order to adapt to
changing international conditions, all countries, whether
developed capitalist countries or socialist countries, are
carrying out economic reforms and strategic readjust-
ments. They are abandoning military standoffs in favor
of a rivalry focused on overall national power, at the core
of which is high technology. The contest for overall
national power not only will influence the development
of forces of production, it will also bring about deep
changes in every nation’s economy, science and tech-
nology, management, education, and labor systems and
structures. In order to posmon themselves advanta-
geously in this contest, every nation, developed or devel-

oping, is searching for regmnal organizations for eco-
nomic cooperation. This is the result of the efforts by
every nation in the world to regroup itself within the new
conditions that exist today.

III. Organizations of \Regiona‘l Economic Cooperation

In terms of concrete organizations, the formation of
regional economic groupings has meant the establish-
ment of organizations for regional economic coopera-
tion. There are currently three types of organizations in
the world for regional economic cooperation. They are
categorized on the basis of the various models of
national economic development.

A. Organizations for economic cooperation among devel-
oped countries. The largest organization for economic
cooperation among developed nations is the European
Economic Community [EEC], which is composed of 12
member nations. As early as the 1950’s, the nations of
Western Europe began moving along the path toward
economic union. The EEC has established a tariff union,
implemented a common agricultural policy, set up a
European monetary system, and has laid the groundwork
for the establishment in 1992 of a “large, unified
market” in which commodities, services, persons, and
funds circulate in complete freedom. After this common
market has been established, the member nations will
eliminate various trade barriers between their countries,
coordinate legislation and taxes, unify industrial stan-
dards, and open up the services market. Toward this end,
the EEC proposed 300 measures as well as concrete steps
by which to achieve these measures, and an actual
timetable in the “white paper” which it formulated in
1985. These measures included elimination of border
checkpoints and procedures between member nations,
unrestricted transport, and the elimination of impedi-
ments to the circulation of financial resources, services,
and capital as well as formal obstacles in other areas.
Since the “white paper” was issued, nearly one-third of
the proposed measures have been implemented. Another
organization for economic cooperation in the European
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region—the European Free Trade Association—was
established in 1966 and is now composed of six nations
in northern and central Europe. The association is actu-
ally a very loose economic organization. It succeeded in
1966 in having its members lower mutual tariffs on
industrial products and in eliminating import restric-
tions, but the members retained the right to freely
impose tariffs against the commodities of third countries
and to formulate their own trade policies. The member
nations regularly discuss important economic issues, but
they do not attempt to achieve any type of unified policy.
The association signed a free-trade agreement with the
EEC in 1972, and announced the establishment of a free
trade region. The two organizations released the “Lux-
embourg Declaration” in 1984 in which they proposed
the establishment of a “Européan economic region.” The
member nations of the association are presently
searching for a way to join the large European market by
strengthening discussion and cooperation, and by relying
upon its own organizational strength. The United States
and Canada are the largest trading partners in the world,
and they are also neighbors on the North American
continent. Faced with the approaching establishment of
a large, unified market in Europe, the United States and
Canada signed the “U.S.-Canadian Free Trade Agree-
ment” in 1988 after a year and a half of negotiation. This
agreement took effect on 1 January 1989 and officially
established the U.S.-Canadian free trade region. The
terms of the agreement call for all tariffs on commodity
trade between the two countries to be eliminated in three
steps; higher limits on the amount of U.S. capital which
can be used to buy, directly or indirectly, Canadian
companies; gradual accordance of treatment as citizens
to the other country’s citizens who provide services to
the other country; and the establishment of an arbitra-
tion organization which has final authority over trade
disputes between the two countries. Among the three
organizations for economic cooperation among devel-
oped nations, the EEC was established earliest, includes
the greatest number of member nations, involves the
highest level of cooperation, and is currently moving
toward the establishment of a large market. The U.S.-
Canadian Free Trade Agreement has been in effect for
only a little more than a year, and it is only a bilateral
agreement. The idea for a “North American Common
Market” which the United States has floated is fraught
with difficulties.

B. Organizations for economic cooperation among devel-
oping nations. Since the 1960’s, the countries of Asia,
Africa, and Latin America have set up many organiza-
tions for regional -economic cooperation within their
respective geographical areas. In Asia there are the
Association of Southeast Asian Nations [ASEAN], the
South Asia Association for Regional Cooperation
[SAARC], the Guif Cooperation Council, and the Arab
Cooperation Council. In Africa there are the Arab
Magreb Union, the Economic Community of West
African States [ECOWAS], the Economic Community of
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Central African States, the Southern African Develop-
ment Coordination Conference [SADCC], and the Pref-
erential Trade Area for Eastern and Southern Africa. In
Latin America there are the Latin American Integration
Association, the Central American Common Market, the
Caribbean Common Market [CACM], the Andes Group,
and the Brazilian-Uruguayan-Argentine integration
agreements. These organizations mainly play the fol-
lowing roles: They make effective use the natural
resources of each country, stimulate and strengthen
regional economic integration, accord favorable terms
for trade between the member nations, provide mutual
financial assistance, and they promote and establish
cooperation in industry, science, and technology. During
the past 20 years some organizations for regional eco-
nomic cooperation have become paralyzed or suspended
operations, and some organizations have even dis-
banded. This has been due to political and economic
causes, or because of goals that were too high and
difficult to achieve, or because improper actions were
taken and conflicts have continually arisen. Many orga-
nizations have carried out rectification, consolidation,
or expansion in the 1980’s. In recent years, formation of
regional economic groupings by developing countries
has accelerated as these countries have been faced with
the challenge of Western Europe’s “big unified market”
and North America’s “free trade region.” In short,
organizations for regional economic cooperation in Asia,
Africa, and Latin America are still in the formative
stages, and they are still searching for the proper form of
cooperation.

C. Organizations for economic cooperation among
socialist countries. The Council for Mutual Economic
Assistance (CEMA) is composed primarily of six
socialist countries—the Soviet Union and five East
Furopean nations (Mongolia, Cuba, and Vietnam have
also joined, since their social systems are the same).
CEMA was established for the purpose of carrying out
mutual economic assistance, technological cooperation,
and to exchange experience within a context of equality
and mutual benefit in order to promote economic devel-
opment in the member nations. Since the 1970’s, the
focus of CEMA has shifted from trade to economic
integration. The object of the “Comprehensive Program
for Integration of Socialist Economies” is to make fuller
use of scientific and technological advances to gradually
form an integrated economic whole. The Soviet Union
and the socialist countries of Eastern Europe have
formed a preliminary network linking trade, production,
and science and technology. The operating mechanism
of CEMA is mainly an extension of the highly centralized
planned economic model of these countries, so special-
ization, division of labor, and product exchange among
these countries are not carried out on the basis of the
market principle, but on the basis of the planning prin-
ciple. In 1987, CEMA proposed the establishment of a
common market, but there are still some problems
within CEMA which urgently require resolution. Reform
paths are presently being explored. Conditions in
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Eastern Europe changed drastically in late 1989, and for
this reason the future of CEMA is unclear. E

IV.Impact Upon the World’s Economic and Political
Situation

Organizations for regional economic cooperation have
appeared within the context of globalization of the world
economy and a shift toward multipolarity in interna-
tional political relations. The formation of regional eco-
nomic groupings will inevitably exert a far-reaching
influence upon the world economy and upon interna-
tional economic and political relations. )

A. It will promote further development of the world
economy and trade. The world economy has been devel-
oping rapidly since World War II. Particularly under the
impulse provided by the worldwide scientific and tech-
nological revolution, relations of production based
mainly upon bilateral regulation of trade have been
unable to meet the demands posed by the international-
ization of the forces of production. Therefore it will take
a large, supranational force to meet the requirements of
the new forces of production for funds, markets, tech-
nology, natural resources, and economies of scale. The
formation of regional economic groupings is in reality a
great readjustment whereby the international relations
of production are being adapted to the forces of produc-
tion. Regional economic groupings are being established
in order to achieve economies of scale and division of
labor within a given region, and to enable more rational
allocation and utilization of funds, technology, labor,
and natural resources, thereby cutting circulation expen-
ditures, lowering production costs, and raising the com-
petitiveness of products. Once regional economic inte-
gration has been achieved, production can be distributed
more rationally, the division of labor can further deepen,
and the time between research and development of new
technologies and actual production can be greatly
reduced. This will cause labor productivity to zoom
upwards. It is estimated that the overall economic ben-
efits accruing from a large, unified market in the EEC
will include adding 4.5-7 percentage points to the growth
of domestic gross national products; a drop of 4.5-6
percentage points in the inflation rate; and the creation
of 1.8-5.0 million new jobs. Economic development
within the various regional economic. groupings will
inevitably strengthen the vitality of the world economy.
Trade within the regional economic groupings will grow
rapidly as member nations lower and even eliminate
tariffs and nontariff trade barriers. The overall volume
of economic and trade activity within the various eco-
nomic groupings will rise, and the absolute volume of
trade between these groupings and nonmember nations
may increase, too. The favorable conditions enjoyed by
members of an economic grouping serve as a barrier
against nonmembers, and undeniably increase the diffi-
culty involved in trade between member and non-
member nations. For example, standards set by the EEC
for electronic equipment and foods make trade with
nonmember nations more difficult, but this will spur
nations outside of this economic grouping to adapt to
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this market’s requirements for products and technology,
and they will work hard to raise the competitiveness of
their products, thereby raising international trade to a
new level.

B. The formation of regional economic groupings will
push the world economy toward globalization. Regional
economic groupings have appeared as a result of the
globalization of the world economy. When economic
groupings achieve integration, restrictions on invest-
ment activities within these groupings will be lifted,
thereby accelerating the concentration and accumulation
of funds. This will be demonstrated most notably by
mergers and expansions by multinational corporations,
and increasing closeness of links between multinational
corporations. Since the beginning of the 1980’s, enter-
- prises across Europe have engaged in a merger frenzy for
the sake of greater economies of scale. Statistics show
that enterprise mergers within the EEC were 27 percent
more numerous in 1987 than 1986, and the number
jumped up another 45 percent in 1988 The speed of
enterprise mergers has increased, and the scope has
grown larger and larger. A total of 1 billion European
Currency Units [ECU’s} was spent on mergers in 1988,
or 70 percent of all ECU’s. Among organizations for
regional economic cooperation among developing
nations, multinational corporations have already begun
to form among the member nations. In the Andes Pact,
for example, there are 20 such corporations. Under the
influence of the formation of regional economic group-
ings, the number of mergers and takeovers among mul-
tinational corporations inside and outside of the group-
ings has skyrocketed. West European investment has
flowed toward the United States, and U.S. investment
has flowed toward Western Europe. More than 1,400
Japanese corporations and enterprises have already been
set up in the EEC nations. Some of the more developed
among the developing countries and territories (such as
South Korea and Brazil) have even begun to invest in
Western Europe by buying and setting up factories. As
the formation of regional economic groupings deepens, a
ubiquitous interlocking of different countries has begun
to appear :

C. The formation of regional economic groupings has led
to changes in international economic relationships. The
world’s capitalist economy now rests on three bases: the
United States, Europe, and Japan. With global economic
competition intensifying and protectionism spreading,
the United States, Europe, and Japan are all working to
entice their neighbors into economic groupings and
forming their separate spheres of influence in order to
gain the upper hand in the world marketplace. The EEC
countries made the first move by announcing the estab-
lishment of a large, unified market. The United States
and Canada then signed an agreement setting up a free
trade region. In order to compete, Japan has aggressively
sought to set up an “economic circle” in Asia. Economic
development in the many Third World countries began
late. Their economic power is relatively insignificant,
and their position and influence in the world economy
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are relatively minor. In the face of an international
economic situation that grows more hostile every day,
efforts by the nations of Asia, Africa, and Latin America
to establish regional economic groupings are acceler-
ating. The Arab Magreb Union and the Arab Coopera-
tion Council were established one after another in early
1989. While it is true that these measures were taken in
response to the requirements of economic development
in these countries, it was more directly a response to the
challenge of the large, unified market which will be
formed in Europe in 1992. As organizations for regional
economic cooperation have formed, linkages between
various economic groupings have begun to grow
stronger. The EEC and CEMA have signed a' joint
declaration establishing formal relations. The EEC has
been holding regularly scheduled joint conferences with
economic groupings formed of developing nations, such
as ASEAN and the Andes Group. In its relations with the
nations of northern Africa, the EEC has clearly stated
that in the future it will maintain contact only with the
Arab Magreb Union and not with each nation individu-
ally. In a meeting of its heads of state in 1989 the Arab
Cooperation Council discussed the issues of mutual
coordination and lateral cooperation with two other
Arab economic groupings (the Arab Magreb Union and
the Gulf Cooperation Council). The momentum of
events indicates that international economic relations in
the future will revolve primarily around regional eco-
nomic groupings. In other words, international eco-
nomic competition will shift from a battle for supremacy
between economic powers toward a duel between
regional economic groupings. Negotiations between
nations will give way to economic coordmatlon between
different economic groupings.

D. The formation of regional economic groupings has
accelerated the development of multipolar world politics.
The fundamental reality of world politics after World
War II was the struggle between the United States and
the Soviet Union for hegemony. After years of intense
confrontation and its accompanying arms race, the eco-
nomic power of the United States and the Soviet Union
has been seriously eroded, and their ability to control
their respective alliances has continuously declined. In
the West, the prior dominance of the United States has
been replaced by an equal partnership between the
United States, Europe, and Japan. The Third World has
ascended the world stage as a new and independent
political power, and is winning an ever stronger voice in
world affairs. World politics are becoming multipolar.
The formation of regional economic groupings is the
economic base upon which multipolar world politics
rest, and the multipolarity of world politics is the neces-
sary result of the formation of regional economic group-
ings. Organizing regional economic groupings has
become an important method by which the developed
nations engage in competition, and it is an important
path by which developing nations have sought economic
development within the context of North-South rela-
tions. Organizations for regional economic cooperation
have generally started out with an orientation toward
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economic cooperation, shifting later toward political and
military cooperation. As the formation of regional eco-
nomic groupings progresses and U.S. and Soviet control
over world affairs weakens, international relations will
further move toward multipolarity. The boundaries of
regional economic groupings are drawn on the basis of
geography, and the formation of regional economic
groupings could spur a realignment of nations, which
would have a deep impact upon world politics.

The formation of regional economic groupings is the
result of the fact that all nations are growing more and
more interdependent. Economic powers (in order to
compete) and nations whose economies are not devel-
oped (in order to survive) are linking up with other
nations that have compatible economic and political
systems, and forming economic groupings in order to
adapt to the demands posed by the internationalization
of the forces of production. Of course, it has only been 20
or 30 years since regional economic groupings first began
to form. There are still many variables regarding the
future formation of regional economic groupings. Prac-
tice and exploration are required. This also indicates that
the process of the formation of regional economic group-
ings will include more difficulties and reverses. The
formation of regional economic groupings has become
an important issue in world political and economic
development, and merits serious study.

Japan-USSR “Aid for Territory’ Swap Seen
Uncertain

90CM02374 Shanghai GUOJI ZHANWANG (WORLD
OUTLOOK] in Chinese No 9, 4 May 90 pp 23-24

[Article by Chen Jichua (7115 3381 5478): “The Plight
of Japan’s Northern Territories Still Facing a Mildly
Unfavorable Change”]

[Text] In its foreign relations with the Soviet Union,
Japan has always maintained the policy that it will not
conclude a peace treaty without prior return of the four
northern islands. With the economic recovery of Japan
and the Soviet Union’s increased strategic interest in the
Asian-Pacific area, Japan saw that the problem of its
northern territories was moving in a direction that was
favorable to Japan. Japan’s basic assumption was: At
some future date, the Soviet Union will find itself in the
difficult situation that success and failure of Soviet
strategy in the Asian-Pacific area and in its domestic
reforms will depend on its ability to successfully and
rapidly develop Siberia, because the development of the
Soviet Union’s western territory is bound to rely more
and more on the raw materials and natural resources of
Siberia. When the Soviet Union finds itself in this
predicament, the Soviet Union will be compelled to
relinquish possession of the four northern islands in
order to obtain Japan’s assistance in the development of
Siberia. .

As Japan sees these events, the reconciliation between
the Soviet Union and the United States and the Soviet
Union’s relinquishing control of Eastern Europe were
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causes for rapturous happiness in Japan, because Soviet-
U.S. reconciliation possibly reduced the former military
strategic value of the northern territories. At the same
time, one may ask if the Soviet Union gives up Eastern
Europe, which is like a “large watermelon,” why would it
not give up the northern islands, which in comparison
are like a few “sesame seeds”? At about the same time,
some high-ranking Soviet officials have repeatedly sug-
gested various plans to solve the problem of the northern
territories, which seems to further justify Japan’s
assumption. :

However, recent events have taken a turn for the worse.
First, the United States learned a lesson from the 1970,
when “Japan reaped the profits of U.S.-Soviet reconcil-
iation,” so that the United States in its present relations
with the Soviet Union pays particular attention to adopt
a method of synchronous development of political rec-
onciliation and economic cooperation. The United
States has already agreed to have the Soviet Union
participate in GATT in the status of an observer, and is
prepared to grant the Soviet Union most-favored-nation
treatment as of July of this year. Soviet-U.S. economic
and trade relations are developing rapidly. U.S. exports
to the Soviet Union during the period from January to
November 1989 reached $3.8 billion, an increase of 53
percent over the same period the previous year, while in
1986 the figure had been only $1.2 billion. Recently, the
United States further decided to invest $47 million in
Siberia to build a chemical factory. Last year, U.S. joint
ventures in the Soviet Union doubled and redoubled;
they rank third only after investments in West Germany
and Finland. .

Second, the Soviet Unions’s diplomacy, which now pays
little attention to ideologies, but regards actual profits
and efficacy as most important, has promoted economic
and trade relations between the Soviet Union and such
countries and territories as South Korea, Taiwan, Hong
Kong, Singapore, and Australia. Because the “four little
dragons™ of Asia have had capital surpluses in recent
years, but dispose of few natural resources, they are faced
with the need to restructure their production setup, and
their development of Siberia together with the Soviet
Union would have very obvious mutual advantages.
Because South Korea attaches certain political inten-
tions to the development of economic relations with the
Soviet Union, it will with even greater alacrity take
advantage of its favorable geographical location to enter
into relations with the Soviet Union. In 1989, South
Korea had $700 million worth of trade with the Soviet
Union, and it is estimated that this year the figure will
exceed $1 billion. Most recently, Korea’s business
tycoons, leaders of modern business groups, have visited
the Soviet Union with an investment fund of $1 billion,
for which they sought investment opportunities. The
South Korean Government also put in an appearance,
seeking a share in the development of Siberia’s natural
gas and timber resources, and has already signed a
30-year agreement with the Soviet Union for the joint
exploitation of borderland forest resources, with the
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proviso that all logs from this operation will be exported
to South Korea. Economic cooperation between. South
Korea and the Soviet Union has now also expanded to
the areas of lumber, coal, natural gas, petroleum, ship
building, and chemical products.

Taiwan too does not want to be left behind. It recently
invested NT$600 million [New Taiwan dollars] to pro-
mote- Taiwan-Soviet economic relations, with the
Taiwan Export Federation at the core of this under-
taking. In January 1990, Taiwan signed trade agree-
ments with the Soviet Union amounting to a total of
$400 million. Taiwan' will provide 100 sets of factory
equipment and 20,000 electronic computers and will in
return purchase raw materials from the Soviet Union.

At the beginning of this year, Ryzhkov, the chairman of
the USSR Council of Ministers, visited Thailand, Aus-
tralia, and Singapore with a huge trade delegation of 100
persons to expand Soviet relations with the various
countries of the Asian-Pacific area. -

Exactly at this time, Japan suddenly found out that the
Soviet Union, in particular Siberia, has such a powerful
fascination for the other countries of the Asian-Pacific
area. If this situation is allowed to develop any further,
the Soviet Union will possibly not have to rely at all on
Japan for the development of Siberia. On the contrary, it
will be Japan that may lose the opportunity to penetrate
the Soviet market. Among the present 1,400 joint ven-
tures of the Soviet Union, the majority are joint ventures
with European and U.S. firms, and. only 19 are with
Japanese firms. This fact alone testifies that Japan has
tied its own hands with .its policy of “no economic
cooperation before a resolution of the territorial ques-
tion,” and that Japan’s economic and trade relations
with the Soviet Union are lagging far behind those of
Europe and the United States. Irritated by this situation,
there is nothing for Japan to do but to speed up its own
economic cooperation with the Soviet Union. The ques-
tion now is only, since the Soviet. Union is obtaining
economic cooperation needed for the development of
Siberia from outside sources, why should the Soviet
Union still want to hand over the northern territories?

Japan never thought it would happen, at the very time
when things seem to have matured for the return of the
northern territories, that this time would also bring forth
so many parties scrambling for profits in this area, and
that these would precisely be its normal, “friendly asso-
ciates.” Moreover, these “friendly associates” make very
clear that assistance for the development of Siberia by
Western countries other than Japan would actually ruin
the process for the return by the Soviets of the northern
territories. The things they did which they should not
have done have rendered illusory the return of the
northern territories which had formerly appeared as an
event that was Just round the corner. :
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Sixth Round of Vienna Arms Talks Viewed

90WC0076A Beijing LIAOWANG [OUTLOOK]
in Chinese No 20, 14 May 90 pp 41-42

[Article by Liu Yunfeng (0491 0061 1496). “Talks on
Conventional Forces in Europe Encounter New Problems™)

[Text] Dispatch from Vienna Representatives from the 23
member nations of the Warsaw Pact and NATO formally
began the Conventional Forces in Europe [CFE] talks in
Vienna on 9 March 1989, and they have carried out six
rounds of talks to date. The sixth round of talks, which came
to a close on 26 April, did not yield any substantive
progress, and the Soviet Union and the United States each
charged the other side with responsibility for the slow
progress. This was in clear contrast to the manner in which
earlier rounds were concluded, when major progress was
always proclaimed by both sides.

The Soviet Union’s chief delegate, Oleg Grinevsky,
stated during a press conference on 26 April that,
although people had engaged in intense efforts during the
sixth round of talks to find solutions, representatives
walked away from the negotiating table with increasing
frequency, dejected from their inability to obtain con-
sensus. With an embarrassed expression, he said that, as
everyone knew, it was intended that a first-phase agree-
ment of the Vienna CFE talks would be signed during the
meeting of heads of state that is to take place at the
European. Security Conference scheduled for this fall,
but there was still much work to do. He criticized the
negotiators of the NATO nations for failing to carry
through on the wish of their political leaders to accel-
erate the pace - of progress of negotlanons

The U.S. chlef representatxve R. James Woolsey,
rejected Grinevsky’s criticism in a press conference on
the same day, calling upon the Warsaw Pact nations to
give a constructive .response to a series of proposals
offered by NATO. He complained that in the beginning
NATO had proposed a simple format limiting negotia-
tions to reductions of tanks, armored vehicles, and
artillery, but the Warsaw Pact greatly complicated the
negotiations by demanding the inclusion of troops, jet
fighters, and combat helicopters.

Not long ago, delegates from East and West participating
in the Vienna CFE talks continually exuded optimism,
speaking effusively of the “record-breaking pace” of
arms reduction negotiations. At that time, practically no
one doubted that it would be possible to reach a first-
phase agreement this summer or fall. Many people
predicted the signing this year of five arms reduction
agreements: an agreement between the United States and
the Soviet Union on the Strategic Arms Reduction Talks;
an agreement for the complete destruction of chemical
weapons; a Vienna agreement on the reduction of con-
ventional forces in Europe; an agreement in Vienna by
the 35 members of the European Security Conference to
establish trust and security measures; and an East-West



Open Skies agreement. However, in just one or two
months, people have clearly observed that this optimism
is vanishing. Apart from recent relatively major progress
in negotiations on the complete destruction of chemical
weapons, practically all of the other negotiations have hit
upon snags. In Vienna, you never hear about “the
record-breaking pace of negotiations” anymore. On the
contrary, among negotiators and public opinion in
Vienna, there are continuous reports that “the engine of
arms reductions has broken down,” “negotiations are
slowing down,” and “‘experts participating in the nego-
tiations have taken on a sober attitude.” Some people
not involved in the process have also become nervous.
What has happened, after all?

In 1973, the 19 member nations of NATO and the
Warsaw Pact began the Mutual and Balanced Force
Reductions [MBFR] talks in Vienna, thereby engaging in
the first negotiations between the two large military blocs
on conventional forces in Europe. However, the' two
sides quarreled interminably on such issues as the bal-
ance of military strength and verification. They negoti-
ated for 15 years without making the slightest progress,
and the affair became a marathon negotiating session in
the true sense of the term. At the proposal of NATO, on
17 February 1987 outside the extended session of the
European Security Conference in Vienna, the 23
member nations of NATO and the Warsaw Pact began
preparatory talks for negotiations on conventional arms
in Europe (from the Atlantic Ocean to the Ural Moun-
tains). The objective was to replace the MBFR talks with
new negotiations on conventional arms in Europe. The
preparatory talks continued for nearly two years, and
basic consensus was reached regarding the definition of
Europe, the types of weapons to be included in the
negotiations, and the content and form of the formal
negotiations. The preparatory talks ended on 14 January
1989, and the final resolution was appended to the final
document of the extended session of the European
Security Conference in Vienna, thereby establishing a
foundation for negotiations on the reduction of conven-
tional arms in Europe. The MBFR talks came to an end
on 2 February 1989.

On 6 March 1989, the foreign ministers of the 23 member
nations of NATO and the Warsaw Pact opened the curtain
on the CFE talks in Vienna, and all of them stated their
principles and proposals. On 9 March, experts from the 23
countries began substantive talks. For a year the two sides
have brought up a series of concrete proposals for arms
reductions, and one round of negotiations after another
has proceeded amidst intense bargaining. The CFE talks
have been pushed forward by arms reduction proposals
which have been offered on more than one occasion by the
Soviet and U.S. heads of state, and in particular by a series
of unilateral arms reduction proposals and actions by
Gorbachev.

The negotiations have indeed achieved a lot of progress,
and both sides have made concessions. Consensus has
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been reached or approximated with regard to the geo-
graphical definition of Europe, weapons classification,
some maximum limits on weapons and personnel, the
definition of some weapons systems, and verification
methods, and both sides have proposed rough drafts of a
first-phase agreement. However, both sides are trying
hard to arrive at a result that would be advantageous to
themselves, so it is natural that the negotiations have not
been all smooth sailing. With regard to the definition of
weapons systems, for example, apart from the fact that
consensus has been reached on the definition of artillery,
no complete consensus has been reached on the defini-
tions of tanks, armored vehicles, fighter jets, or combat
helicopters. The Soviet Union has also recently brought
forward the issue of converting into civilian products
those weapons systems which have been eliminated
through reductions, but NATO insists on having them
completely destroyed. It has been revealed that only
eight pages of the 400-page rough draft of the first-phase
agreement have been agreed upon, which is an indication
of the difficulty of the negotiations.

Observers here feel that the real reason why the CFE
talks have bogged down has nothing to do with these
technical questions, but is connected with worries caused
by the process of German reunification. The instability
caused by the changes in Eastern Europe and the
domestic situation in the Soviet Union are also having a
negative impact upon the arms reduction negotiations.

The head of the Soviet delegation clearly stated in the
press conference after the sixth round of negotiations
and in an interview with a reporter from the Austrian
newspaper DIE PRESSE that, although the political and
military situation that is to follow upon German reuni-
fication cannot be decided in the arms reduction nego-
tiations in Vienna, people cannot help but feel very
concerned about the outcome of the “two-plus-four”
negotiations going on between East and West Germany
and the four victors in World War I1. He stressed that the
process of German reunification must go hand with the
process of the European Security Conference if it is to
avoid becoming an obstacle to arms reduction. He
emphasized that the issue of German reunification is
directly linked with the Vienna negotiations on arms
reduction, and that people cannot turn a blind eye to the
possibly undesirable military outcome that could follow
German reunification. He demanded that German mil-
itary power in the future be limited.

Western analysts here believe that political changes in
the Warsaw Pact nations of Eastern Europe have effec-
tively disintegrated the Warsaw Pact, and it is very
difficult for them to reach consensus on issues that crop
up in the course of negotiations on arms reduction.
Added to this is the serious difficulty the Soviet Union
will have in providing jobs for its demobilized troops
returning from Eastern Europe, as well as with domestic
instability in the Soviet Union. All of this has forced the
Soviet Union to approach arms reduction negotiations
very cautiously.




JPRS-CAR-90-060
6 August 1990

As for NATO, there have always been people who
worried that if the pace of arms reduction were too fast
it could give rise to new dangers. They also understand,
of course, that the German issue is the core of future
European security. It appears that various anxieties
about the course of German reunification have become a
new problem facing the CFE talks.

The problems are many and the difficulties great, but
arms reduction has become one of the major directions
in which international events are moving. It is reported
that both NATO and the Warsaw Pact will call meetings
of their defense ministers prior to the *“two-plus-four”
negotiations on Germany. It is apparent that both the
East and the West are seeking new solutions to new
problems. The heads of both the Soviet and U.S. dele-
gations stated in press conferences following the sixth
round of negotiations that, although there are difficul-
ties, an agreement can still be hoped for within the year.

Analysis of Europe’s Evolving Strategic Structure

OW1607200790 Beijing BAN YUE TAN
[SEMI-MONTHLY TALKS] in Chinese
No 11, 10 Jun 90 pp 51-53

[Article by BAN YUE TAN special correspondent Shi
Lujla (2457 7627 0163): “The Changing Strategic Struc-
ture in Europe™]

[Text] Drastic changes in the world situation have led to
the emergence of a new strategic structure in Europe.
Since the second half of last year, the most profound
changes in the situation in Europe over the past 40 years
since the war have taken place: East European countries
one after another are leaning gradually to the West after
taking the road of political “pluralism” and a market
economy; the issue of the reunification of the two
Germanys has not only been put on the agenda, but its
progress has been speedy; the tendency toward indepen-
dence in Western Europe is intensifying, and new
progress has been made in bilateral and multilateral
cooperation; the process of disarmament negotiations
has accelerated, and military confrontation has been
reduced; and the capacity of the two superpowers, the
United States and the Soviet Union, to control the
affairs of Europe has declined. The changes in the
situation in Europe indicate that the old political, mili-
tary, and economic order is being dismantled while a
new structure is taking shape.

Politics: The Disintegration of the “Yalta” System

A situation of divided rule emerged in Europe because of
historical reasons at the end of World War II: All of
Europe and Germany were divided in two. The United
States and the Soviet Union pulled some of their allies
over to their side and put them under their control, thus
resulting in the formation of the two large military-
political blocs, NATO and the Warsaw Pact. Moreover,
the two superpowers stationed massive troops in their
respective spheres of influence, thus resulting in a direct
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confrontation. This setup, based on the “Yalta” agree-
ment, has been known as the “Yalta” system, whose
characteristics include the existence of a clear demarca-
tion between the two big blocs, different political sys-
tems and ideologies, and a close balance of forces.
Neither side has been able to “eat up” the other.

A tilt has emerged in the balance of political power in
Europe following the drastic changes in the political
situation in Eastern Europe. One wing of the *“Yalta”
system has almost disappeared following the drastic
decline of Soviet influence in Eastern Europe. Right on
the heels of these developments, the issue of the reuni-
fication of the two Germanys was again put on the
agenda. At present, the two Germanys have reached an
agreement on creating an economic and monetary alli-
ance as the first step toward reunification. Intensive
bilateral and multilateral negotiations centering on the
internal and external questions of reunification are
under way. After reunification, Germany’s territory will
encompass 356,000 square km. Its population will total
78 million people, with a gross national product [GNP]
(according to current standards) of 2.4 trillion marks,
second only to the United States and Japan. A Germany
with such a vast territory, huge population, and powerful
economic strength is bound to become a political power
which both the United States and the Soviet Union
cannot control. This has not only broken the east wing of
the “Yalta” system, but is also posing a threat to its west
wing. At the same time, with the changes in Eastern
Europe and the Soviet Union, West European countries
are demanding to be the master of their destiny. Politi-
cally, they have stopped obeying the orders of the United
States, and have put forward independent proposals on
such issues as policies toward the Soviet Union and
Eastern Europe, the reunification of Germany, and
Europe’s future political security structure. The leader-
ship position of the United States has been shaken, while
the west wing of the “Yalta” system is about to fall apart.

What kind of political order should be established in
Europe in the future? The United States, the Soviet
Union, and Western Europe all have their respective
plans. The essence of the idea of building “a common
European home,” raised by Gorbachev, is to drive a
wedge between Europe and America, disintegrate
NATO, eliminate the U.S. military presence in Western
Europe, and, finally, exclude the United States from
Europe’s political arena, so as to preserve the Soviet
Union’s special status in Europe. The United States put
forward “Atlanticism,” demanding the continued pres-
ence of U.S. troops in Western Europe and NATO, and
insisting that Germany should remain within NATO
after unification. The United States also demanded that
the European Community [EC] remain open to it and
that the role of the Conference on Security and Cooper-
ation in Europe be increased. The intent of the U.S. is to
preserve its strategic and economic interests in Europe
and maintain its status as the leader of Europe by all
means, and under this premise, to build “an integrated
free Europe” which includes Eastern Europe and is based
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on Western values. Western Europe, however, has raised
the slogan of “a Europe from the Atlantic to the Urals,”
hoping that the “Yalta” system will be discarded totally.
This slogan shows that Europe neither wants the Soviet
Union nor the United States to interfere in European
affairs. On the other hand, it wants to center European
economic and political integration around the EC and
establish the leading role of Western Europe in Europe’s
political arena. Obviously, these ideas are incompatible
with one another. A fierce struggle is expected to emerge
among the United States, the Soviet Union, and Western
Europe on this basic issue. , : .

Military Affairs: Thei Foundations of the Two Big Blocs
Have Been Shaken

The basis for the existence of the NATO and Warsaw
Pact military blocs for dozens of years has been each
side’s claim that its formation was necessary to deal with
the military threat posed by the other side. This was also
one of the reasons for the escalation of the post-war arms
race in Europe. In the wake of U.S.-Soviet Union detente
and the new changes in the political situation in Europe,
military confrontation has been reduced substantially.
Following the signing of the treaty for the total destruc-
tion of intermediate- and short-range-guided missiles in
Europe by the United States and the Soviet Union in
December 1987, the Soviet Union announced in
December 1988 that it would unilaterally reduce its
armed forces by 500,000 men before 1991. In December
1989 it again announced its intention to withdraw all of
its overseas troops before the year 2000. In this respect,
the Soviet Union and Czechoslovakia have reached an
agreement on troop withdrawal, while the withdrawal of
Soviet troops from Poland and ‘East- Germany is now
only a matter of time. Because of the East European
countries’ successive demands for the withdrawal of
Soviet troops, the Warsaw Pact military alliance already
has ceased to exist except in name. Furthermore, Dem-
ocratic Germany, Czechoslovakia, and Bulgaria have
announced troop reduction plans in an attempt to cut
defense spending.

Influenced by the disarmament tide from the Soviet
Union and Warsaw Pact countries, some NATO coun-
tries have also indicated their intention to reduce their
defense commitment to the alliance. Belgium has
announced that it will withdraw 50,000 troops from
West Germany, and the Netherlands is also planning to
withdraw some troops from that country. At the same
time, Western Europe’s call for U.S. troop withdrawal is
becoming louder with each passing day. At the request of
its allies, Bush recently announced the abandonment of a
plan to replace short-range-guided missiles and nuclear
artillery pieces deployed in Western Europe. He also
indicated his willingness to negotiate with the Soviet
Union on the total destruction of short-range nuclear
weapons in Europe. The United States also has clearly
indicated its intention to withdraw some of its regular
troops in Western Europe. Obviously, military solidarity
within NATO is weakening.
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At present, the United States continues to energetically
advocate the preservation of NATO. Other NATO mem-
bers also oppose the Soviet’s proposal to dissolve the two
big blocs immediately and simultaneously, but their
objectives are obviously different from those of the past.
Western Europe hopes to rely on the strength of the
alliance to pressure the Soviet Union into making more
military concessions, because, although the Warsaw Pact
is on the brink of disintegration, the Soviet Union
remains so powerful militarily that Western Europe
cannot match it. The United States still wants to counter
the Soviet Union. Besides, it still wants to control
Western Europe through its relationship in the alliance,
and particularly Germany. This is the objective of the
Bush administration when it put forth a proposal for
reducing NATO’s military functions while at the same
time increasing its political role.

Economy: The European Community Is Rising Swiftly

While post-war Europe was divided into two big blocs
politically and militarily, there also have been two eco-
nomic entities—the European Economic Community
[EEC] and the Council for Mutual Economic Assistance
[CMEA]. The CMEA has become increasingly less active
following the changes in the political situation in Eastern
Europe and the gradual disintegration of the Warsaw
Pact. On the contrary, the EEC is becoming stronger and
more and more important with each passing day. The
total population of the EEC member countries is 323
million people, and their total GNP is $3.782 trillion,
second only to the United States; per capital income is
$11,690, second only to the United States and Japan. If
after German reunification, the GDR portion becomes
part of the EEC, its strength will become even more
impressive. In the past two years, the EEC has acceler-
ated its advance toward its goal economic integration. A
unified European market is to be established by the end
of 1992 according to the plan. Moreover, there is a
tendency within the EEC to expand toward Eastern
Europe and thus to become an overwhelming force in
Europe’s economic arena.

In the process of expansion, the EEC will not only
infiltrate Eastern Europe and the Soviet Union, but is
also bound to elbow out other Western economic
powers, particularly the United States. The United
States has been at a disadvantage in its economic rela-
tions with Western Europe. Because of this, there have
been frequent quarrels between the two sides, and trade
friction is a common occurrence.

The change in Europe’s strategic structure has just
begun. A new structure has yet to be formed, but we can

~ be sure of the following: the bipolar U.S. and Soviet

systems in Europe are about to come to an end; the
European economic and political alliance developed on
the basis of the EEC will assume an increasingly greater
role, and a unified Germany, as a new superpower, will
occupy the central position in the EEC. International
analysts have predicted that a situation will emerge in
Europe in which the three superpowers, the United
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States, the Soviet Union, and Germany, will exist side by
side, and that there will be fierce rivalry among the three.

Future U.S-Soviet Relations, Rivalry Analyzed

HK1107002190 Beijing SHIJIE ZHISHI [WORLD
KNOWLEDGE] in Chinese No 12, 16 Jun 90 pp 2-3

[“Special Article” by Xin Peihe (2946 3099 0678):
“From Malta to Washington”—first paragraph is
SHIJIE ZHISHI’s introduction]

[Text] [place not given], 4 Jun—In the transition period
marked by great changes in the international setup, the
United States and the Soviet Union see each other as
adversaries and, at the same time, need each other; the
specific manifestation of the two aspects have different
emphases or vary at different times, on different issues,
and under different circumstances.

The present round of U.S.-Soviet summitry agreed upon
at the Malta meeting last December was held in Wash-
ington from 31 May to 3 June. ‘Some results of the
meeting have already been known to the public, i.e., both
parties have signed joint statements or agreements on
arms control, such as a cut in strategic nuclear weapons,
destruction and nonproduction of chemical weapons,
and supervision and verification of underground nuclear
tests; agreements on cooperation between the two coun-
tries in economic, cultural, scientific, and marine trans-
port fields, especially the trade agreement, they will be
submitted to the U.S. Congress for deliberation and
approval after the Soviet legislative assembly’s approval
of the immigration law. The two leaders also put forth
the idea of holding U.S.-Soviet summits on an annual
basis. They have not solved the serious differences
between them over the status of a unified Germany or
the Lithuanian issue, but they have obtained a better
understanding of each other’s views. Moreover, both
parties have also exchanged views on various issues, such
as regional conflict, human rights, emigration of Soviet
Jews, and domestic reform in the Soviet Union, -and
have reached an understanding on a few of them.

Taken as a whole, as President Bush said prior to the
meeting, “there will not be surprising things.” If viewed
from the tasks put forward at the Malta meeting, the
present meeting cannot be said to be satisfactory. The
treaty on cutting strategic nuclear weapons and the trade
agreement on granting most favored nation status, which
should have been signed at the meeting, will have to be
completed in the second half of this year. In light of some
of the tension in the atmosphere in their relationship
prior to the meeting, such as the “existence of vast
differences” between both parties which, Bush claimed,
might also affect the summit meeting, and Gorbachev’s
emphatic statement that the West should not take advan-
tage of the opportunity of his involvement in domiestic
reform to “fish in troubled waters,” the meeting, as both
men remarked afterwards, made “important progress,”
discovered “many common areas,” and “provided many
chances for the development of future cooperative rela-
tions between the United States and the Soviet Union.”
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In a sense, it can be said that the Malta meeting was the
outcome of Bush’s “beyond containment™ policy inte-
grated with Gorbachev’s “new thinking.” It shows that
both countries proceeded from their practical needs and
the changing international situation in shifting their
relations more to “mutual understanding and coopera-

- tion.” Gorbachev holds that, ever since the United

States and the Soviet Union concluded a treaty on
eliminating medium-range missiles in December 1987,
“fundamental changes have taken place in U.S.-Soviet

- relations™; Bush, however, praised Gorbachev for car-

rying out “very fundamental reforms” in the Soviet
Union. Baker said that “the institution of a democratic
political system in the Soviet Union is the best guarantee
that the Soviet Union has adopted a constructive policy
on international issues.” Despite this, the development
of U.S.-Soviet relations has not been smooth in the past
six months and at times there has been some tension. On

. the Lithuanian issue, the United States has interfered in

Soviet internal affairs and constantly exerted pressures
on the Soviet Union; on the issue of reducing strategic
nuclear weapons, there have been reversals in the Soviet
attitude, with the Soviet Union intentionally slowing
down the progress on reducing conventional weapons;
and there are sharp differences between both sides on the
question of whether or not a unified Germany should
become a member of NATO. As a result, Gorbachev
firmly pointed out prior to the summit that “as far as the
Soviet Union is concerned, NATO’s actions have always
been hostile to the Soviet Union.... and are linked with
the Cold War,” that ‘“the stubborn attitude of Western
countries of insisting that a unified Germany should
remain in NATO can only harm the relationship that the
East and West have been developing over the past year
or.s0.” To people holding an excessively optimistic view
after the Malta summit, the emergence of these sharp
contradictions in U.S.-Soviet relations in recent days is
quite unexpected. But it is precisely in line with the law
governing the development of and changes in U.S.-

. Soviet relations.

First, judging by their long-term strategic interests, both
the United States and the Soviet Union have to ease
their relationship, and the general trend of this relax-
ation is relatively long-term. However, this does not

“change the basic outlook of each side in viewing the

other as an adversary. Compared to the past, the ideo-
logical and social system factors of confrontation in their
adversarial relationship are not as prominent, but these
fundamental factors have no means disappeared. Mean-

: while, the adversarial relationship chiefly reflected in

geopolitics ‘and the arms race, still exist. That is an
important reason why tension still exists at times amid
the general trend of relaxed U.S.-Soviet relations.

Another characteristic in U.S.-Soviet relations in the
new situation is their complexity and fluctuation. There
are two reasons for this. On the one hand, there is a
contradiction in the United States’ policy toward the
Soviet Union. The United States not only supports
Gorbachev’s reforms, making sure that his position is
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stable, but also takes advantage of the current favorable
situation to try by every possible means to weaken the
Soviet Union as an adversary. One manifestation of this
is that at disarmament talks, the United States tries its
best to pressure the Soviet Union into making conces-
sions in order to gradually gain superiority through arms
quantity reduction. Another example is that the U.S.
seeks to eliminate the Soviet military threat by means of
superiority in technology and on the seas. A second
manifestation is that the United States tries to continu-
ously weaken Soviet influence in the Third World, a
glaring example of this being U.S. activities to limit
Soviet relations with Nicaragua and Cuba. On the other
hand, the Soviet Union welcomes U.S. support for its
reform but, instead of allowing the United States to
upset the strategic balance and seize military superiority,
the Soviet Union should resist the U.S. plot and activi-
ties to ‘weaken it. This has naturally increased the com-
plexity of U.S.-Soviet relations.

Moreover, the overall international situation is under-
going great change and is marked by upheavals brought
about by the transition period. This characteristic will
inevitably be reflected in U.S.-Soviet relations, such as in
fluctuations resulting from rapid developments of the
situation. During the Malta meeting, the United States
and the Soviet Union originally reached an under-
standing on the process of German unification, i.e.,
preventing 'this process from ‘developing so fast as to
become destabilizing. Soon afterwards, however, the
drastic developments in the unification process between
the two Germanys forced the United States and the
Soviet Union to correspondingly readjust their own
positions. By this time, due to their different conditions
and interests, the differences between the two were
conspicuous. The United States was chiefly concerned
with how to preserve its leading position in the future
new European order and how to restrict and, at the same
time, utilize the huge forces of a unified Germany. For
this reason, it stressed that Germany must stay in
NATO. The Soviet Union, however, proceeding from its
own security interest and desire to weaken U.S. influence
in the new FEuropean setup, stressed that a unified
Germany should by no means remian in NATO, that it
would be better for Germany to be neutral, and that it is
necessary to restrict German military power and hard-
ware. Another situation is that the United States and the
West always had misgivings about a possible reversal in
the Soviet domestic situation and policy. For this reason,
there have always been two sides to the U.S. Soviet
policy: On the one hand, the United States tries as much
as possible to enable the Soviet situation to continuously
develop along present lines and to eliminate the possi-
bility of reversals; on the other hand, its policy always
includes options in case there are reversals. The third
situation is that in the transition period there are always
ideological and material forces trying to preserve the old
setup. The Soviet Union and the United States are not
exceptions.

" The third characteristic in U.S.-Soviet relations is that
U.S. Soviet policy has increasingly taken the offensive.
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The first manifestation is the emphasis that U.S. foreign
policy “must reflect the concept of democratic values”
(see Baker’s 30 March speech in Dallas, entitled
“Democracy and U.S. Diplomacy”). Baker explicitly
asserted: “We are linking our aid with our concept of
value....Our support will be judged by a single test, i.e.,
whether it can promote a democratic political system
and economic freedom.” The second manifestation is
that internally, the United States still upholds its policy
of position-of:strength. In the defense portion of his
budget report for the 1991 fiscal year, Bush explicitly
pointed out: The United States should “act prudently”
in readjusting its defense program. He cited two primary
reasons for this: 1) “Even after the announcement of the

defense cut, Soviet military capabilities should still not

be trifled with,” and 2) “the United States should still
maintain its capability to respond to any major rever-
sals.” Consequently, Soviet Marshall Sergei Akhromeyev
said last February: “There are still some factors in U.S.
policy arousing people’s vigilance.... This is because the
United States tries to pursue its old position-of-strength
policy.”

In the current transition period marked by major
changes in the international setup, the United States and
the Soviet Union see each other as adversaries and, at
the same time, need each other. But their specific man-
ifestations of this will probably be different at different
times, in different places, and on different issues. For
example, the progress made in arms control will not
eliminate the existence of the arms race in the foresee-
able future. While cutting the quantity of arms, the
United States and the Soviet Union are still engaged in a
fierce competition over arms quality in terms of
advanced science and technology. In this aspect, it is
quite apparent that the United States and Soviet Union
see each other as adversaries. Moreover, for some time
to come, the differences and struggle between the two

.countries on the issue of independence of the three

Soviet Baltic republics will also markedly reflect their
relationship as adversaries. However, because they also
need each other, these differences and struggles have so
far remained within controllable limits.

NEAREAST/SOUTH ASIA

Friction Between India, Neighbors Analyzed

90CM01554 Beijing GUOJI WENTI YANJIU
[INTERNATIONAL STUDIES] in Chinese No 2,
13 Apr 90 pp 9-15

[Article by Zheng Ruiyang (6774 3843 4382): “A Few
Problems in India’s Relations With Its Neighboring
States”]

[Text] India’s relations with its neighbors constitute an
important factor affecting peace and stability in South
Asia. Some of the more notable problems involving rela-
tions between India and its neighbors in recent years
include the issue of an Indian troop withdrawal from Sri
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Lanka, the trade and border crossing dispute between
India and Nepal, and Indian-Pakistani relations.

The new Indian Government has taken an aggressive
posture with respect to improving relations with its neigh-
boring states, and the neighboring states have responded
positively, but due to the complexity of various internal
conflicts in South Asia, it is not likely that the misgivings
of the neighboring states regarding India will be com-
pletely eliminated, so the improvement of relations
between India and its neighboring states will not be all
smooth sailing,

As international tensions ease, the temperatures of some
regional hot spots have also begun to fall, or hope of
resolution has appeared, but events have not unfolded in
exactly the same manner everywhere. The situation in
South Asia has become complex in some ways. First,
relations between India and its neighboring states have
improved in some ways, and they have grown tense in
others. Tensions have arisen in otherwise relaxed situa-
tions, while chances for improved relations have mate-
rialized in some tense situations. The most notable
problems involving India’s relations with its neighboring
states in recent years include the issue of India’s troop
withdrawal from Sri Lanka and the trade and border
crossing dispute between India and Nepal. Second, eco-
nomic, social, ethnic, and religious conflicts - within
South Asia are very pronounced, and the exacerbation of
these conflicts could exert a huge influence upon inter-
national relations. The Sikhs in India’s Punjab state and
disturbances in Pakistan’s Sindh Province constitute an
important destabilizing factor in Indian-Pakistani rela-
tions. Recent deterioration of the situation in Indian-
controlled Kashmir has caused a renewal of tensions in
relations between India and Pakistan, though they had
been on the mend for the past year.

As the 1980’s came to a close and the 1990’s approached,
India held general elections and its government changed
hands. When the new Indian prime minister first
assumed office he announced his intention to improve
relations with neighboring states. India’s relations with
its neighbors constitute an important factor affecting
peace and stability in South Asia, and they have thus
received close international scrutiny.

This article gives a brief introduction of a few relatively
pronounced problems regarding relations between India
and its neighboring states.

I. The Issue of India’s Withdrawal of Troops from Sri ‘
Lanka

On 1 June 1989, Sri Lanka’s President Premadasa pub-
licly demanded that India withdraw all of its “Indian
peacekeeping troops” from Sri Lanka by 29 July. The Sri
Lankan Government stressed that the Indian troops had
entered Sri Lanka at the request of the Sri Lankan
president, and that the Sri Lankan president also had the
right to demand their withdrawal. The Indian Govern-
ment had given repeated assurances that it would with-
draw its troops whenever the Sri Lankan
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president requested it. In reality, the Indian Government
refused the Sri Lankan president’s demand. Prime Min-
ister Rajiv Gandhi stated on 14 June that India was in
favor of withdrawing its troops from Sri Lanka, but that
the troop withdrawal had to be linked to the issue of the
transfer of power in Sri Lanka’s northern and eastern
provinces. He then stated on 15 June that India.could
not withdraw its troops until Sri Lanka had fully carried
out the India-Sri Lanka agreement, He also criticized Sri
Lanka for handling the issue of the Indian troop with-
drawal “in an extremely imprudent manner” and said
that Sri Lanka was “moving in a very dangerous direc-
tion.” The Sri Lankan Government also held very tena-
ciously to its position. The Sri Lankan foreign minister
announced on 13 July that if the Indian troops in Sri
Lanka did not obey the order of Sri Lanka’s president
and withdraw by the end of July, they would become an
oCcupying force, and the Sri Lankan Government would
take action to force them out. On 19 July, the Sri Lankan
president said in a letter to the Indian prime minister,
“The continued presence of India’s armed forces is an
obstacle to the recovery of peace and normality in Sri
Lanka,” ‘and that “it is inconsistent with a nation’s
sovereignty to recognize the right of the troops of
another country to carry out activities within its territory
against the will of that country’s head of state.” At the
same time, the entire country, including opposition
political parties, unanimously supported the president’s
decision to demand an Indian troop withdrawal.

Why did Sri Lanka make such a strong demand for an
Indian troop withdrawal?

First, the India-Sri Lanka agreement did not achieve the
expected result, and the Indian peacekeeping troops
failed to bring peace to Sri Lanka. On 29 July 1987, Sri
Lanka’s President Jayewardene and India’s Prime Min-
ister Rajiv Gandhi signed a peace agreement regarding
the resolution of Sri Lanka’s ethnic conflict, after which
point India sent a unit of peacekeeping troops to Sri
Lanka. However, the most powerful of the Tamil armed
organizations in the northeast—the Liberation Tigers of
Tamil Eelam (LTTE)—refused to lay down its arms as
called for by the India-Sri Lanka agreement. Before the
ink had dried on the agreement, an armed conflict broke
out between the Tigers and the Indian troops, and the
Indian troops had no choice but to suppress the Tigers
with armed . force. India continually increased troop
strength in response to the requirements of combat. It is
reported - that at their peak, Indian troops numbered

- between 60,000 and 70,000. Although the Tamil Tigers

suffered great losses when heavy Indian troop concen-
trations surrounded and routed them, they have not been
destroyed or brought under control. They are still using
guerrilla tactics to fight the Indian troops. The Indian
troops also suffered great losses. More than 1 000
officers and men have been killed.

Second, Sri Lanka feels that having Indian troops sta-
tioned in Sri Lanka has worsened its domestic conflict.
Apart from ceaseless battles between armed Tamils and
Indian troops, a Sinhalese antngovemment orgamzatlon
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in the south—Janatha Vimukthi Peramuna (JVP) [Peo-
ple’s Liberation Front]—has been carrying out terrorist
activities and assassinations under an anti-Indian
banner. According to figures announced by Sri Lankan
officials, 4,000 assassinations have been carried out by
the JVP in the two .years since the signing of the Indis-Sri
Lanka peace agreement. Targets have included govern-

ment officials, leaders of the ruling party, and people

who support the India-Sri Lanka peace agreement. The

JVP launched a series of anti-Indian protest marches and’

strikes in June and July, seriously affecting industrial
production and daily lives. The Sri Lankan Government
has resolutely suppressed the JVP. Leaders of the JVP,

such as Wijeweera, have been arrested or killed, and the

group’s strength has been drmlmshed but it continues to
operate. . .

Third, the Sri Lankan Government began to carry out
peace talks with the LTTE in ‘August 1989. Both sides
reached an agreement on 27 June to cease all hostile
activities. The two sides further agreed that all groups
and organizations should resolve all problems among
themselves through discussion and compromise in a
situation free of external interference. The LTTE origi-
nally opposed the Sri Lankan Government and enjoyed
the support of India as they fought against government
forces, but now they oppose the presence of Indian forces
and have demanded that India withdraw- its troops.
Hostile and fnendly relations have undergone a switch,
and both parties have found common ground. This is the
basis that allowed an agreement to be reached. Sri Lanka
feels that since the Tamil Tigers problem has been
solved, the Indian troops have no need to remain in Sri
Lanka.

India has expressed its willingness to withdraw its
troops, but why does it continually delay"

There were general elections in Indla last year. If the
Indian Government had accepted the troop withdrawal
deadline declared by the Sri Lankan Government,
people in India would have considered it a diplomatic
defeat, which would have harmed the government’s

prestige and damaged the election prospects of the rulmg

party.

India was worried that if it withdrew its troops before

conditions were ripe, the situation in northeastern Sri.

Lanka would have gotten out of control, and renewed
fighting could have broken out between various armed
Tamil groups in a leadership struggle. For this reason,
India demanded that its troop withdrawal be linked to
the issue of the transfer of power in the northern and

eastern provinces, and that the safety of Sri Lanka’s

Tamil populatlon had to be ensured.

The struggle between Sr1 Lanka and India over the
Indian troop withdrawal influenced not only their bilat-
eral relations, but the progress of the newly established
South Asian Association for Regional Cooperation
[SAARC] as well. The meeting of seven forelgn ministers

which had originally been scheduled for J uly in Pakistan
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was postponed because the Sri Lankan foreign minister
refused to participate. With the mediation of Pakistan
(the current SAARC chair), the meeting was finally held
in November, and the meeting of seven heads of state
which had originally been scheduled for November in
Colombo had to be postponed. The Sri Lankan Govern-
ment has stressed that it will not host this year’s meetlng
of heads of state as long as Indian troops remain in Sri
Lanka, nor will it partrclpate even if the meetrng is held
in another country ’

Other countries in South As1a sympathlzed with and
supported Sri Lanka’s demand for an Indian troop
withdrawal. Pakistan’s Prime Minister Benazir Bhutto
said that India should withdraw its troops as soon as Sri
Lanka requests it. Nepal also expressed opposition to the
statlonmg of any country s troops inside another sover-
eign nation.- S .

India and Sri Lanka have carried out long and arduous
negotiations over the timetable of the troop withdrawal.
On 28 July 1989, the day before the deadline set by Sri
Lanka, the two s1des reached a compromise. Sri Lanka
abandoned its original deadline, but it demanded that
India produce a timetable for troop withdrawal. India
also took a conciliatory posture, withdrawing 600 per-
sons on 29 July. On the same day, the Sri Lankan foreign
minister led a delegation to India to negotiate a time-
table for troop withdrawal. Although the talks lasted
three days longer than originally planned, no agreement
was reached. The primary disagreement was the fact that
India still insisted on linking troop withdrawal with the
issue of the transfer of power in Sri Lanka’s northern and
eastern provmces while Sri Lanka felt that the transfer
of power was its internal affair. As for which Tamil
organization should be handed power, each side had its
own plans. In August negotiations, Sri Lanka set Sep-
tember as the new deadline for troop withdrawal. India
then offered a plan for a phased troop withdrawal. About
1,500 people would be withdrawn every week until
completlon at the end of February 1990. After three
more rounds of negotiations, India and Sri Lanka
reached an agreement on 18 September in which India
pledged to “do everything possible” to withdraw all of its
troops from Sri.Lanka by the end of 1989. In the three
months remaining before the year came to a close,
Indian forces stationed in Sri Lanka were to transfer
administration of law and order in eastern and northern
Sri Lanka in stages to the Sri. Lankan authorities.
Although 1989 passed, Indra was unable to keep its
promise. .

Late last year and’ early this year the Sri Lankan foreign
minister visited India twice to negotiate the Indian troop
withdrawal and to sign an India-Sri Lanka Friendship
Treaty (which would replace the India-Sri Lanka peace
agreement). India promised to withdraw all of its troops
by the end of March this year. Sri Lanka demanded that
India withdraw all of its troops by the end of March this
year. Sri Lanka demanded that India withdraw all of its
troops by the end of January so that Sri Lanka could
celebrate its independence day (4 February) without any
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foreign troops on its soil. India promised to reconsider
the possibility of withdrawing its troops ahead of
schedule. There are some other problems between India
and Sri Lanka which must be resolved. First, it was
reported that Sri Lanka’s foreign minister criticized the
Indian forces for setting up an illegal Tamil military unit
in the northeast without the permission of the Sri
Lankan Government, and he demanded that India
disarm the unit immediately. Second, armed conflict
between separate Tamil factions had alréady occurred or
were presently going on in some areas from which Indian
forces were withdrawing. As for the India-Sri Lanka
Friendship Treaty, Sri Lanka has already drawn up a
draft which India is now studying In the future, the two
countries’ foreign ministers will have to continue
holding talks about the problems described above.

II. Trade and Cross-Border Migration Problems
Between India and Nepal

India and Nepal have been involved in a drspute since
March over bilatéral trade and cross-border migrations,

bringing tension to a relationship which had been rela-
tively stable. Nepal has stated clearly that its government
bears no responsibility for the tense relations between
India and Nepal, and that the situation had arisen
because the Indian government had unilaterally termi-
nated trade and cross-border migration treaties between
Nepal and India. Nepal’s Prime Minister Marich Man
Singh Shrestha said that the Indian Government “deeply
harmed the traditional friendship between the coun-
tries” when it took the “unexpected” action of cutting off
transportation to Nepal. India blamed the tension on
Nepal, stating that Nepal had taken some measures
which disturbed the “special relationship” that the two
parties had built up on the basis of the 1950 friendship
treaty signed by both countries.

India and Nepal signed a trade treaty and a cross-border
migration treaty in 1978, both of which expired in 1988.
Both parties negotiated to extended the treaties twice and
they expired on 23 March 1989. Prior to the expiration date,
India proposed to Nepal the negotiation and signing of a
single treaty which would cover both trade and cross-border
migration, as well as a cooperative agreement controlling
unlicensed trade. Nepal, though, demanded to continue
signing separate trade and cross-border migration treaties.
The two parties reached a standoff, and India announced
unilaterally on 23 March that it would cease to carry out the
provisions of the expired treaties, and it closed 13 of the 15
border-crossing points between India and Nepal. India also
decided to stop supplying gasoline, kerosene, diesel, foods,
medicine, and baby foods to Nepal. Because Nepal is a
landlocked nation which has long relied on India in matters
of trade, these measures by India caused Nepal serious
economic difficulties. Factories closed down or partially
suspended production due to shortages of raw materials and
fuel. It was impossible for busses and trucks to operate
normally. Taxi fares tripled. The people waited in long lines
at stores to buy daily necessities, and panic-buying was
rampant. Every sector of the economy was hurt. The official
estimate in Nepal is that economic losses in Nepal from 23
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March to mid-July. 1989, (the end of Nepal’s 1988-1989
fiscal year) may have reached 3 billion rupees (equivalent to
$118 million).

The Nepal Government has taken various measures to
overcome the economic difficulties thus caused. Nepal’s
King Birendra issued a statement on 12 April calling on

‘the people to be self-reliant and overcome the hardship.

On 12 May, Nepal’s Minister of Foreign Affairs Upad-
hyaya said that Nepal planned to abandon its reliance
upon India (“abandon the policy of relying on a single
country”) and develop trade and economic links with
other countries. Nepal made plans to purchase such
necessities as petroleum products,. coal, and medicine
from other countries in order to meet their urgent
requirements.

Nepal also adopted some countermeasures to deal with
India’s “economic blockade.” For example, it began
carrying out a new tariff policy on 11 April. It lowered
tariffs on commodities imported from other foreign
countries at the same time it terminated preferred status
for Indian commodities, which were levied the same
tariffs as commodities’ from other countries.

Accordmg to press reports from India and other foreign
countries, India’s “economic blockade™ against Nepal
occurred within the following context:

1. Nepal has been trying to diversify its trading activities.
India and Nepal signed a signed a single treaty covering
both trade and cross-border migration in 1950. The
treaty remained in effect for 10 years and was renewed in
1961 and 1971. In the mid-1970’s, people in Nepal
began to demand a diversification of foreign trade in
order to correct Nepal’s reliance upon a single country.
Dealing with trade and cross-border migration in a single
treaty impeded the diversification of foreign trade, how-
ever, soin 1976 Nepal requested that India sign separate
treaties for the two issues. That coincided with a change
of government in India in 1977. The government of the
Janatha Party under Prime Minister Morarji Desai
agreed to Nepal’s request in order to improve relations
with a neighboring state. The two countries signed sep-
arate treaties for trade and cross-border migration on 17
March 1978.

Nepal achieved fairly good results by diversifying its
trade. Over 90 percent of Nepal’s foreign before the
1970’s was with India, but after that this figure dropped
to 82 percent in 1974, 50 percent in 1981, and 41 percent
in 1988. Nepal strengthened ties to the United States,
Europe, Japan, and such neighboring states as Pakistan,
Bangladesh, and China.

2. Apart from economic factprs, there were also political
factors behind the dispute between Nepal and India.
Foreign news agencies have taken the position that the
dispute between Nepal and India is related not so much
to trade as to India’s “concept of security.” India looks
upon Nepal as part of India’s security complex.
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Nepal does not agree with India’s concept of security.
Nepal’s minister of foreign affairs stated to the UN
General Assembly last October that Nepal rejects the
idea that the security of large and powerful countries is
more important than that of small and weak countries.
He also reiterated the proposal made by Nepal in 1975
for a Nepal Peace Zone, and emphasized that this
proposal was a concrete example of how a small country
can protect its security. The proposal for a Nepal Peace
Zone has gained the support of more than 100 countries.
Not only has India rejected the proposal for many
different reasons, it has harbored great resentment over
the issue.

The Nepal Government has pursued a policy of non-
alignment for many years, developing friendly relations
with all countries. Calls within Nepal to change the
“special relationship” between Nepal and India have
been growing more and more forceful. As one Nepalese
said, “we have come to realize it was a mistake to rely
solely on India in the past. We hope to maintain our
friendship with India, but not a special friendship.”"

3. Immigration has been a source of controversy between
Nepal and India in recent years. The Nepal-India Peace
and Friendship Treaty of 1950 stipulated that the border
between the two countries would be open, that the two
countries’ citizens could freely move across it, and that
they could live and work wherever they chose. It is
reported that Indians living in Nepal account for one-
third of Nepal’s population. The ever-increasing Indian
population in Nepal and the degree of their monopoly
over economic activities there was causing concern in
Nepal, so the Nepal Government gradually adopted
measures to restrict Indian immigration. Nepal imple-
mented a work-permit system for foreigners in Nepal in
1987 which required that they have a work permit in
order to hold a job in Nepal. Naturally, it was Indians
who were most affected. .

Drawing these elements together, it is apparent that the
trade and cross-border migration dispute between India
and Nepal is not an isolated incident; rather it is a
composite reaction to all of these conflicts taken as a
whole. After the dispute broke out, the Nepal Govern-
ment took emergency actions to overcome difficulties
even as it actively set about negotiating with India.

On 26 March 1989, Nepal’s Minister of Foreign Affairs
Upadhyaya went to India for talks with Indian Minister
of External Affairs P.V. Narasimha Rao. Nepal proposed
extending the expired trade and cross-border migration
treaties temporarily before signing a new treaty. There
was precedent for this, but India rejected it, and the
negotiations yielded no results. On 18 April, Nepal’s
Prime Minister Shrestha stated that Nepal was prepared
to resolve “all bilateral issues,” including trade and
cross-border migration, through negotiations. Nepal’s
prime minister reiterated on 9 July that the Nepal
government was willing, on the basis of mutual respect
and peace, to resolve all issues between Nepal and India
through friendly negotiations.
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After a five-month standoff, India’s Minister of External
Affairs Rao visited Nepal on 25 August. At the end of the
visit, he said that this visit was “very successful.” How-
ever, it was reported that Nepal had hoped India would
reopen the 13 closed border-crossing points in order to
restore Nepal’s foreign trade to normalcy, but the Indian
minister of external affairs made no promises in this
regard.

India’s new prime minister, V.P. Singh, stated last
December after taking office that he was willing to
improve relations with Nepal. Nepal’s King Birendra
welcomed the “positive attitude” of India’s new govern-
ment, and announced that Nepal would adopt a policy of
“constructive cooperation” and would develop friendly
relations with India. Nepal’s minister of foreign affairs
visited India on 3 January and held conversations with
India’s minister of external affairs, after which they
issued a joint news communique stating that the talks
had “begun to yield progress toward resolving out-
standing problems between the two countries and
reaching a solution that would be acceptable and bene-
ficial to both parties.” The talks did not result in a
concrete agreement, but India’s new Minister of External
Affairs LK. Gujral expressed optimism regarding rela-
tions between Nepal and India and said that some
disagreements would soon be resolved.

II1. Destabilizing Factors in Indian-Pakistani Relations

Indian-Pakistani relations in recent years have been
characterized by alternating periods of tension and relax-
ation. Their relationship was relatively tense in the first
half of 1989. India accused Pakistan of supporting the
activities of Sikh separatists in the Indian state of
Punjab, and Pakistan accused India of being involved
with the unrest in Pakistan’s Sindh Province. In August
of that year, Pakistan’s President Zia-ul Haq was killed
when his airplane exploded. India’s President
Ramaswamy Iyer Venkataraman personally attended the
funeral ceremony in Islamabad and expressed a willing-
ness to improve relations. The Pakistan People’s Party
[PPP] won the general elections in late November and
Benazir Bhutto assumed the office of prime minister.
Foreign observers everywhere felt that this was an oppor-
tunity for improvement in Indian-Pakistani relations.
India’s Prime Minister Rajiv Gandhi sent a telegram of
congratulations and expressed hope for improvement of
the two countries’ relations. The fourth session of the
SAARC heads of state was held in late December in
Pakistan’s capital. The prime ministers of India and
Pakistan took advantage of the occasion to engage in
three rounds of talks. They carried out comprehensive
discussions of their bilateral relations and achieved
positive results, including agreements to refrain from
attacking each other’s nuclear facilities, to strengthen
cultural exchanges, and to avoid double taxation. This
was the first time the two countries had signed such
important agreements since the signing of the Simla
Agreement in 1972. Both sides give high marks to these
meetings between their heads of state. Benazir Bhutto
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stated that Pakistan and India had begun the process of
establishing trust. Rajiv Gandhi termed the meetings “a
good beginning.”

Overall, 1989 was a year of improvement and relaxation
of tension in Indian-Pakistani relations. In particular,
Prime Minister Rajiv Gandhi’s visit to Pakistan on the
way home in July after attending celebrations in France
for the 200th anniversary of the French Revolution had
important significance. This was the first time an Indian
prime minister had officially visited Pakistan since
Prime Minister Nehru did so 30 years earlier, and it
accelerated normalization of Indian-Pakistani relations.
Both sides expressed a desire to strengthen exchange and
cooperation in the areas of industry, agriculture, trans-
portation, health, and science and technology. An edito-
rial in England’s TIMES stated that India and Pakistan
both needed a relaxation of tensions, and that there was
“reason to believe that momentum toward relaxation of
tension in Indian-Pakistani relations will be main-
tained.” Ministers [from both sides] met at the third
meeting of the India-Pakistan Joint Commission, which
was held on 18-19 July in Pakistan. Both sides agreed to
set up a Joint Enterprise Council and hold commodity
trade fairs in each other’s countries. Pakistan agreed to
allow imports of 322 additional products from India.
Both sides agreed to establish working groups on eco-
nomics and trade, science and technology, and consular
affairs. The meeting also approved a plan for bilateral
cultural exchanges between 1989 and 1991. The Indian
foreign minister stated that this meeting’s results were “a
true breakthrough.”

Pakistan carried out large, joint maneuvers with its
Army and Air Force in Punjab from 9 December to 23
December last year. India’s new prime minister, V.P.
Singh, said he did not believe that Pakistan’s military
maneuvers would trigger a march to the border by the
Indian Army. In contrast to the situation in 1985, when
military maneuvers by India and Pakistan near their
border generated thick tension and had both sides at
each other’s throats, India’s reaction this time did alot to
ease tensions.

However, the conflict between India and Pakistan has
deep roots. Certain flash points for controversy have
been legated by history to these two nations, and they
frequently become destabilizing factors in relations
between them. When progress is achieved in a particular
area, the same issue often becomes a problem again later.

The issue of Kashmir is one of the primary points of
contention that history has passed down to India and
Pakistan, and it has recently been the focus of contro-
versy between the two sides. During the Indian prime
minister’s visit to Pakistan last July, both sides held to
their respective views during talks. Pakistan demanded
that popular elections be held in Kashmir in accordance
with relevant UN resolutions. In a joint press conference
held by both prime ministers, Rajiv Gandhi stated that
the issue of popular elections no longer existed because
the 1972 Simla Agreement between India and Pakistan

INTERNATIONAL ‘ 17

“superceded all previous agreements.” Benazir Bhutto
immediately interjected to express disagreement with
India’s interpretation of the Simla Agreement. Represen-
tatives from Pakistan raised the issue of Kashmir at the
UN General Assembly last October, in the meeting of the
General Assembly’s Social, Humanitarian, and Culture
Committee last November, and in the special session of
the General Assembly which had been called last
December to oppose apartheid. Indian representatives
opposed all of these measures, and even lodged protests.

Since late last year, unrest and violence in the areas of
Kashmir controlled by India have set off a war of words
between India and Pakistan, and bilateral relations
became tense once more. A spokesman for Pakistan’s
Ministry of Foreign Affairs stated on 14 January that
“the situation in Kashmir is fraught with danger. The
people of Pakistan feel deeply uneasy about the fact that
more and more people in Kashmir are being killed, and
about the fact that Indian troops have continually used
armed force.” The next day, the spokesman for India’s
Ministry of External Affairs accused Pakistan of “inter-
fering in our internal affairs,” and accused Pakistan of
supporting Muslim extremists in Kashmir. India’s posi-
tion is that Jammu and Kashmir are a part of India, and
that the only unresolved problem is when Pakistan will
withdraw from territory that it occupies illegally. Paki-
stan’s minister of state for defense rebutted on 16
January that the deterioration of the situation in Indian-
held Kashmir was due purely to internal causes, and
Pakistan was not involved. Pakistan’s foreign minister
visited India on 21 January and engaged in talks on this
issue. It is reported that this meeting broke up in discord
amid accusations and counteraccusations. It appears
that neither India nor Pakistan will alter its position.

The situation in Kashmir and the controversy between
India and Pakistan have deteriorated recently. Armed
Muslims in Indian-controlled Kashmir have traded fire
with Indian security forces in Srinagar and other areas.
Various parties in Pakistan launched a “day of solidarity
between Pakistan and the people of Indian-controlled
Kashmir,” expressing their support for the struggle of the
people of Indian-controlled Kashmir for self-
determination. On the afternoon of 5 February, 30,000
people gathered on the border of Indian-controlled
Kashmir. Events are still in the making, but India and
Pakistan have both expressed the hope that the problem
can be resolved peacefully, and that they will not go to
war over the issue of Kashmir.

The issue of the Siachen Glacier is part of the Kashmir
dispute. Indian and Pakistani troops have been in a
standoff in that area since 1984, and armed conflict has
erupted several times. Multiround talks on this issue
have been held several times at various levels, but no
breakthroughs have been achieved.

In mid-June last year, an Indian military delegation,
headed by the minister of defense, visited Pakistan and
carried out three days of talks with Pakistan’s minister of
defense on the glacier issue. The joint news communique
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issued after the talks stated that both sides discussed “a
concrete plan for a comprehensive resolution of the
Siachen Glacier issue on the basis of the Simla Agree-
ment,” and that they “agree to work for a comprehensive
settlement based on changed troop deployments which
would reduce the possibility of conflict in order to
respect the Simla Agreement and ensure lasting peace in
the region.” Afterward, both sides agreed to establish a
joint military commission to draw clear boundaries in
the glac1er region and avoid military conflict. The Jomt
communique issued after the visit of the Indian prime
minister to Pakistan in July also stated that the two sides
would “work to achieve” a comprehensive resolution of
the dispute over the Siachen Glacier region by pulling
troops back in order to avoid military conflict. Soon
thereafter, however, Pakistan’s Prime Minister Benazir
Bhutto announced on 21 August during a trip to observe
the Siachen Glacier region that negotiations between
Pakistan and India on the Siachen Glacier dispute had
broken off. Late last year, an incident in which Indian
and Pakistani troops exchanged fire occurred again at
the Siachen Glacier.

Arms race and nuclear weapons issues also constitute a
major obstacle to improving relations between India and
Nepal. Even though India exploded a nuclear device in
1974, it has frequently expressed “concern” about Paki-
stan’s nuclear plans. India has even made repeated
requests that the United States put pressure on Pakistan
to prevent it from producing nuclear weapons. Pakistan
has stated many times that it is developing nuclear
technology only for peaceful purposes. Pakistan long ago
had proposed to India the establishment of a nuclear
weapons-free zone in South Asia, suggested a simulta-
neous signing by India and Pakistan of the Nuclear
Nonproliferation Treaty, urged an end to their arms
race, and suggested the signing of a nonaggression treaty.
India rejected all of these proposals for various reasons.
After coming to power, Benazir Bhutto again proposed a
“regional discussion” of nuclear disarmament and sug-
gested a regional agreement on the issue. She said this
would be a reliable way to stop nuclear prollferatlon in
the Asian subcontinent. Pakistan feels that “if any one
nation in the Asian subcontinent were to take unilateral
action, it could lead to a nuclear arms race.” India
rejected Pakistan’s proposal, stating that the issue of
nuclear arms cannot be viewed as an isolated regional
issues. However, the new prime minister of India, V.P.
Singh, stated that he was willing to engage in dialogue
with Pakistan. .

This year is the first year of the 1990’s. Surveying the
situation in South Asia, one finds equal cause for opti-
mism and concern. On the one hand, there are positive
factors conducive to the »relax'ation of tension and
improvement of relations. In particular, India’s new
government has actively sought to improve relations
with its neighboring countries, and those countries have
responded positively. Since the beginning of the year,
India and its neighbors have launched frequent diplo-
matic activities aimed at improving relatlons and some
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successes have been achieved. This is an excellent begin-
ning in the effort by all the countries in South Asia to
improve relations. On the other hand, the various
internal conflicts within this region are very complex.
Old conflicts can sometimes erupt under new conditions.
It is unlikely that the suspicions of India’s neighbors can
be completely laid to rest. Therefore, the improvement
of relations between India and its neighbors will not be
all clear sailing. As foreign observers have pomted out,
India’s policy toward 1ts nelghbors is in for a test in the
coming year,

Footnote ~
1. Reuters, Kathmandu, telegram of 27 August 1989,

SOUTHEAST ASIA/PACIFIC

Australian Medla Clted on West’s Tlananmen
Coverage

90CM02014 Hong Kong LIAOWANG [OUTLOOK]
OVERSEAS EDITION in Chinese No 19, 7 May Wp6

[Article by Tao Zhlpeng (71 18 1807 1756) “The Aus-
tralian Media Reflects on Inaccurate Reports of Beijing’s
Suppress1on of the 4 June Incident by the West™']

[Text] Dunng the most recent period, some members of
the Australian media have reflected on the question of

the Western media’s serious distortion of the facts con-

cerning Beijing’s suppression of last year’s rebellion.
Australia’s Special’ Broadcasting Service [SBS] has
already broadcast three programs dealing with the
serious distortion of facts in reportage of the 4 June
incident and the need for news coverage to be truthful.

The Australian-born British wnter-reporter Philip
Knightley believes that, with the facts concerning the 4
June incident gradually becoming clear and the obvious
distortion of facts by the Western media, their use of the
phrase “carnage” to describe the incident is not sensible.

Robin Wangluo [5345 5012], an expert on Asian problems,
who was in Beijing during the 4 June incident, said in a
discussion of this topic on SBS that the number of casualties
during the 4 June incident was greatly exaggerated by the
Western news media and obvious mistakes were made in
their reporting of casualty figures. He said some Western
reporters not only discounted information supplied by eye-
witnesses, but also 1gnored the important fact that 3,000 of
the last students remaining in the square left peacefully after
talking with the military.

Robin Hutchinson, chief ed1tor of the SOUTH CHINA
MORNING POST, said during an interview with SBS
reporters that the casualty figures for the 4 June incident
were not as high as those put out by the Western media.
THE NEW YORK TIMES has admitted that it made
numerous mistakes in its reports and distorted facts
about the 4 June incident. He said that during the first
few days of the incident he also used the phrase “car-
nage,” but now considers the use of this phrase to be
inappropriate.
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Bide Ailinsen [1764 1779 1002 2651 2773}, who won an
Australian news award for his reportage of the 4 June
incident, wrote the following in an article for the
SYDNEY MORNING HERALD DAILY: “On the night
of June 3d, when the military was surrounding
Tiananmen Square, I was in the square and did not see
anyone shot.” He also said, “Reporters who rushed to
the area following the incident reported rumors of a great
massacre and a large number of deaths in the square. I
believe this was a big mistake.”

Two days after the 4 June incident, Murray Chelton, a
roving correspondent who has over 40 years of experi-
ence, was sent from Tokyo to Beijing. During a special
discussion on SBS, he said that during his three-week
coverage he came to the conclusion that the major reason
facts about the incident were distorted was the inexperi-
ence of reporters and their disregard for facts. He feels
that using rumors as a basis for reports is not the way
reporters should work. He has no tolerance for Western
reporters who intentionally exaggerated casualty figures
and asked, where are the pictures of so many dead?
Chelton also criticized some erroneous reports of the 4
June incident by television reporters. He said they did
not inform their viewers of the reasons that created the
incident, but merely put together some hair-raising
shots, disregarding what kind of issues these shots may
convey, nor caring which shots were taken earlier and
which later.

The Western news media, especially some television
reporters, used modern film technology and film editing
in their reporting of the 4 June incident which caused
some serious distortions of the facts. This has drawn
dissatisfaction from Australian newspeople who have
taken a serious look at this issue.

Maijinnisi [7796 6855 1441 2448] published an article
on 4 April in the AUSTRALIAN DAILY saying that
now people feel the television pictures did not show the
“truth.” The whole truth about the incident has now
come out, “the things crushed by tanks were merely piles
of clothing and other articles abandoned by the hunger
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strikers.” He said to take the television film of the young
man wearing the backpack who confronted the tank as
an example. No matter how they explain it or what
interpretations are made about the film, they cannot
deny the fact that “the tank commander showed toler-
ance and restraint.” However, when compiling the
“truth” about these pictures, the television producers
did not mention the tolerance and restraint shown by the
tank commander. v 2

SBS stated that the distortion of facts concerning the 4
June incident cannot be placed completely on reporters.
Some foreign diplomats stationed in Beijing during the
incident gave reporters from their countries “many intel-
ligence reports that are now seen as being obviously
distorted,” such things as reports of “flare ups” and
“internal strife” within the military, and the death of
thousands. This television station broadcast that foreign
diplomats had political reasons and certain goals for
supplying these stories. .

On 12 April SBS telecast a discussion in which it was
stated that not long after the 4 June incident, some
Western diplomats stationed in China released reports to
their countries that contained some vivid and terrible
descriptions of the incident. These erroneous reports
resulted in many jokes and an embarrassing situation for
the individuals who made the reports.

On 12 April, during a commentary on SBS, Philip
Knightley stated that the politicians of Washington,
London, and Canberra made their decisions concerning
the 4 June incident immediately after hearing erroneous
reports from intelligence officials and television reports,
and this was a very “naive action.” He said, they should
know that many intelligence officials derive their “intel-
ligence” from television reports.

SBS stated that there is a danger of facts being distorted
when foreign reporters cover national calamities, and,
after the fact, they are often accused of being at fault.
The issue is that when a report is discovered to be in
error, reporters should have the courage to admit their
mistakes. S :
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Zhao Ziyang’s ‘Errors’ in Ideology
90CMO0215B Beijing XUEXI YU YANJIU [STUDY
AND RESEARCH] in Chinese No 4, 5 Apr 90 p 31

[Article by Bu Shicheng (0592 0013 2052) and Wang
Yingjie (3769 5391 2638): “What Damage Did Comrade
Zhao Ziyang’s Errors Do to the Party?”’]

[Text] In the past several years, Comrade Zhao Ziyang
departed from the basic principles of Marxism on which
the party was founded and the party’s constructive and
fine traditions, to the point of openly proposing
“remolding the party.” Guided by his erroneous
thinking, the party’s leadership and ideological political
work was weakend, which compounded faults in other
areas, and exacerbated intraparty ideological confusion,
as well as organizational and disciplinary laxity. It
encouraged those who caused corruption, seriously
harmed the party’s relationship with the masses, and
weakend the party’s combat capability. Comrade Zhao
Ziyang’s errors in these areas were chiefly manifested in:

1. The serious neglect and consequent abandonment of
Marxist-Leninism and Mao Zedong Thought, the foun-
dation of the party’s leading ideology. Comrade Zhao
Ziyang, in his position as general secretary of the party
Central Committee, once brazenly told a conference
that, in the future the chief of the four cardinal principles
would be adherence to the leadership of the party; the
other three would be adhered to less or not at all. At the
1989 Central Committee class on party-building, he
proposed that “study in itself could lead groups to those
things they must master in becoming party members.”
That is, he was saying that one need not study and apply
the basic principles and methods of Marxism. Because
the party’s major leading groups did not adhere to
Marxism as the party’s guiding thought, theoretical con-
fusion led to ideological confusion, and the unchecked
spread of various kinds of bourgeois ideological trends.

2. Ignoring the fact that building the party must be
carried out inseparably from the party’s basic line.
Comrade Zhaao Ziyang turned away from implementing
the leading ideology that party building must be centered
on upholding economic construction at the center, from
upholding the four cardinal principles, from upholding
the party’s basic line of reform and openness. On
numerous occasions he proposed “taking control of the
whole situation through reform,” and even trying to use
building honest and clean politics as a substitute for
building the party, proposing that “building the party
must center on building clean government.” When
leading comrades at that time recommended that it
would be best for him to pay special attention to building
the party, he said that he was paying attention to it by
paying attention to building clean government. While it
is true that building clean government is important, still,
it is only through stressing building the party that a stress
on clean government will be effective. In the new histor-
ical era, building the party departed from upholding the
four cardinal principles, and from having economic
construction at the center, so it inevitably went astray.
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3. Weakening the position and function of local and
grassroots party groups. Comrade Zhao Ziyang violated
the stipulations of the party constitution, distorting
Comrade Deng Xiaoping’s original idea that the objec-
tive of separating party and government was to improve
and strengthen the leadership of the party; on the pretext
of separating party and government Zhao weakened the
function of local party groups. He proposed the murky
notion that “the function of local party groups is as a
bridge between the central authorities and the grass-
roots.” He did his utmost to negate the position of
enterprise party groups at the political nucleus and the
leading function of political ideology, proposing that
‘“enterprise party groups are similar to organizational
party groups,” practicing as a minister complete respon-
sibility for a “new system” of ideological political work,
and as party secretary with the simultaneous position of
political assistant plant director, as a “new model.” In
this system, party groups were turned into appendages of
administration, seriously weakening the function of
grassroots party organizations.

4. On the premise of revolutionizing, he seriously
neglected putting into effect the cadre “four moderniza-
tions” policy. He knew that the standard of political
integrity is judged mainly by the achievements in one’s
political career, while the standard for judging political
achievements lies chiefly in whether the forces of pro-
duction were developed, and not on the premise of
revolutionizing. The things he admired and worshipped
were Western economic thought and the absorption of
capitalism’s “political vitality,” and moving them into
important stations in party and nation. Some people
involved in this became fomenters of counterrevolu-
tionary upheaval and rebellion.

5. He seriously crippled the party’s ideological political
work. He advocated a policy of “remolding ideological
political work,” and his brain trust, in keeping with the
intent of “remolding,” deleted the word “political” in
the phrase “ideological political work.” Moreover, they
made it known to the masses through RENMIN RIBAO.
They put undue emphasis on the managerial aspects of
ideological political work, which negated the leading
function of party groups in this work. Comrade Zhao
Ziyang also looked upon the cadre contingents in ideo-
logical political work as leftist, ossified, and conservative
in their influence, holding that political work cadres had
no good use, saying publicly that the party’s political
work contingents were “very objectionable.” On the
pretext of improving organizations through retrench-
ment with crack cadres, by carrying out the so-called
deprofessionalization of the party and making cadres in
party work part-time positions, he seriously crippled the
contingent of cadres engaged in party work, causing an
abominable influence. .

6. He advocated that we cannot avoid discussing corrup-
tion, adopting a passive attitude toward the phenom-
enon of corrupt high-ranking cadres gaining privileges
for their children. These tendencies are a major issue of
life and death for a ruling party. For a long time, Zhao
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Ziyang seriously neglected the overwhelming import of
-this trend in building the party, on numerous occasions
emphasizing that discussion of corruption cannot be
avoided, arguing in favor of corruption. Right up to the
end of 1988, he was still saying, “Looking at the devel-
opment process of the capitalist nations worldwide, we
see that they passed through several stages, the most
common situation being that in the initial stages the
government was dishonest. Later, as the economy devel-
oped, the system was perfected, and the working people’s
quality of life raised, government gradually changed.”
Such views write off the differnces between socialist
modernization and capitalist modernization, and winks
at the spread of various kinds of improprieties and
corruption. On the question of high-ranking cadres and
their offspring gaining privileges, he adopted a passive
attitude, saying that “the children of high cadres are also
citizens; they should receive equal treatment, we cannot
discriminate against them.” Comrade Zhao Ziyang’s
passive attitude encouraged improper tendencies within
the party and corruption through political trickery. This
seriously damaged the party and its flesh-and-blood
relationship with the masses of the people.

Private Enterprise Owners Denied Party
Membership

90CM0215A4 Beijing XUEXI YU YANJIU [STUDY
AND RESEARCH] in Chinese No 4, 5 Apr 90 p 29

[Article by Ju Mugen (3818 2606 2704): “Why Cannot
Owners of Private Enterprises Join the Party? What
Makes a Party Member?”’]

[Teé(f] The reasons that private enterprise owners cannot
join the party can be seen from two aspects.

First, looked at from the nature of the party, the CPC is
the vanguard organization of the Chinese working class.

Its guiding principles are to €liminate the system of
exploitation and bring about the communist social
system, and to serve the people wholeheartedly. But
private enterprise owners operate private enterprises and
develop the private economy. Their enterprises employ
workers, their capital is returned to an individual’s
possession, and there is a surplus value created by the
workers which in varying dégrees 'is uncompensated.
Their relationship with their workers is in reality that of
exploiter ‘and exploited. This is incompatible with the
nature of the party. If owners of private enterprises
joined the party, it would change the party’s class foun-
dation; this is something a working class political party
cannot allow.

Second, the history of the CPC shows that, excluding the
pre-Liberation era, when, in order to meet the needs of
our revolutionary struggle, the party recruited some
people whose conduct had been slightly exploitative, the
‘CPC has always refused to let inside the party those
whose conduct was exploitative, or recruit them to join.
For example, during the historical period of transforma-
tion to socialism, party central authorities made it clear
that “Communists should have no exploitative behavior
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whatever,” and “being a Communist means to eliminate
all exploitation of the mode of production of others.” As
Comrade Deng Xiaoping noted, in his report on consti-
titional revision to the Eighth National Party Congress,
“party members must engage in labor and not exploit
other labonng people.” ‘

A private enterprise owner who is already a party
member must abide by the constitution, maintain the
party’s aims and ideals, and seriously fulfill the obliga-
tions of a party member. Politically, he must support the
party’s line, policies, and principles laid down at the
Third Plenary Session of the 11th party Central Com-
mittee, consciously maintain political and ideological
unanimity with the party’s central authorities. In the
course of his production management, he must be exem-
plary in carrying out the nation’s economic policies,
taking care of paying taxes, and operating legitimately.
In enterprise allocation, other than the remuneration
which an operator or manager should receive, he should
apply most of his after-tax profits to the development of
production, to collective welfare, and to public causes. In
organizations, he must participate in whatever activity
that party organizations may stipulate, doing his best to
complete every mission that party organizations may
assign to him, and pay his party dues on time and in
accordance with his individual, true income and his
assigned share. In maintaining links with the masses, he
will treat his employees with care, respect, and equa-
nimity, protecting their legitimate rights and interests. If
he does not do these things, he cannot continue to be a
member of the party.

Party organizations should also strengthen the education
of party members in this regard. They should educate
party members in advancing the party’s nature and aims
and the ideology of communism. They should strengthen
their management, require that they show initiative,
regularity, and accuracy in reporting to party organiza-
tions on their enterprises’ operations, management, cap-
ital, income, and allocations. Also, they must accept that
in such situations as hiring workers and so on they will
consciously accept party control. Members must be
required to enthusiastically participate in the activities
of party orgamzanons pay their dues on time, earnestly
fulfill the duties of a party member, and accomplish the
various assignments Wthh are given them by party
organizations.

Those party-member enterprise owners who do not con-
scientiously accept the teaching and control of party
organizations, who do not support the ideology of com-
munism or its aim of wholeheartedly serving the people,
who do not earnestly fulfill the duties of a party member,
and who do not do their utmost to accomplish the tasks
assigned to them by party organizations, will, through
the means of democratic appraisal of party members for
the new register of party members, either be advised to
quit the party or will not be ngen a place on the register.
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Background of State Planning Commission’s Zou
Jiahua

90CM0160A4 Hong KongbK;UANG CHIAO CHING
[WIDE ANGLE] in Chinese No 211, 16 Apr 90 p 29

[Article by Chen Meng (7115 5'336): “Zou Jiahua, Able
To Wield Both the Pen and the Gun”] :

[Text] Zou Jiahua Seeks a Solution for Shanghai’s
Economy

State Council member Zou Jiahua, after being appointed
minister in charge of the State Planning Commission at
the 11th session of the 7th National People’s Congress,
immediately led a delegation on a visit to Japan. Because
of his modest and amiable attitude and hard work, he
not only won favorable comments from the Japanese
Government and public, but also caused a turn for the
better regarding Japanese investment in China, which
had been suspended for a period of time. )

After the Spring Festival, Zou Jiahua, who is renowned
as a “deft hand at handling knotty problems,” also went
to Shanghai to devise a plan for extricating Shanghai out
of its economic low point. '

The majority of people in China’s economic circles
believe that Zou Jiahua is an ideal choice for minister in
charge of the State Planning Commission. In his position
as a state councilor, Zou was in charge of work in over 10
departments, including energy resources, communica-
tions, raw materials, machinery, and the electronics
industry. He was head of the Ministry of Machine
Building and Electronics, and has abundant experience
in administrative supervision. According to insiders, in
1988 during the severe energy shortage that drastically
restricted China’s economic development, Shanghai,
China’s largest city, had only enough coal in reserve to
last two days. The State Council decided to send Zou
Jiahua to handle this difficult problem. Through careful
investigation and study, he unified management, coor-
dinated transportation and coal productxon and quickly
turned the situation around.

Capable in Both Civil and Military Affairs, Familiar
With the Work of All Departments

A quick thinker, steady, and down to earth, this is how
people who have worked with Zou Jiahua describe him.
A few years ago Zou Jiahua was moved [from his
position) as minister in charge of the National Defense
Science, Technology, and Industry Commission, and
was ass1gned to be head of the Ministry of Weapons
Industry. At this time, China’s weapons industry was
experiencing problems in marketing its products. As
soon as Zou Jiahua took over, he made it clear that
emphasis should be placed on the production of products
for civilian use. Now, civilian use products account for
60 percent of the weapons industry system.

In 1986, after Zou Jiahua was appointed minister of
machine-building and electronics, he changed the
machine-building industry’s concept of striving only for
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its own development; he proposed making the require-
ments of consumers become their goals, and having their
aim be to serve the consumer. This resulted in both the
number of enterprises and output value of the machine-
building and electronics industry account for a third of
China’s total mdustry, and did a good jOb of giving play
to the role of equipment departments in the national
economy.

Enters the Office Every Morning at Exactly 0800

Zou Jiahua was born in Shanghai in 1926; as a youth he
led the life of a vagrant with his father Zou Tao [6760
7290]. During this time, the revolution had an uplifting
influence on him, in 1944 he joined the New 4th Army.
To this day he still maintains a military bearing; he walks
with a straight back and steady pace while entering the
office at exactly 0800 each morning. Zou leads a thrifty
and simple life, does not smoke or drink, and commonly
wears Mao-type clothing that is patched.

Zou Jiahua is a machinery manufacturing expert, in
1948 he went to study at the Machine Manufacturing
Department of the Moscow Baoman [7637 2581] Indus-
trial College. Upon his return to China in 1955, he
worked at the Shenyang No. 2 Machine-Tool Plant for
eight years, where he went from being a common tech-
nician to the position of chief engineer and plant man-
ager. In 1964, he was appointed director of the State
Council’s No. 1 Machine Bureau Research Institute.

From the National Defense Science, Technology, and
Industry Commission to the State Planning Commission

During the Cultural Revolution, ‘Zou was sent to the
countryside to work for six years. In 1973, he began his
tenure as vice minister in charge of the National Defense

.-Science, Techno]ogy, and Industry Commission, and in

1982 he was vice minister of the National Defense
Ministry, he was in uniform until 1985.

Zou Jiahua is proﬁc1ent in Russian, has some knowledge

_ of English, and is a good writer. Driving has now become

his hobby. If you see his sedan pass by, the person sitting
behind the wheel will always be the newly-appointed
minister in charge of the State Planning Commission.

Analysis of Local Reform Agencies

90CM02094 Beijing ZHONGGUO JINGJI TIZHI
GAIGE [CHINA’S ECONOMIC STRUCTURE
REFORM] in Chinese No 4, 23 Apr 90 pp 43-44

[Article by Li Zhangzhe (2621 1624 0811): “Brief Anal-
ysis of Local Reform Agencies”]

[Text] Recent statistical data show that every province,
autonomous reglon directly administered municipality,

~ and individual city has established relevant reform agen-
cies. At the provincial level, the authorized personnel

strength in 1989 rose by nearly 80 percent over what it
was in 1986. This steadily growing reform contingent has
been brought to fullest use during our 10 years of reform,
and a brief analysis of it follows.




JPRS-CAR-90-060
6 August 1990

1. Number of Reform Agencies

Natienally, there are 44 reform agencies spread among
30 provinces, autonomous regions, dlrectly administered
mumclpalmes and 14 1nd1v1dual cities.

2. Names of Reform 'Agencies

Although the reform agencies of each province, autono-
mous region, directly administered municipality and
individual city all have their own names, they more or
less fall into one of two categories. The first category lists
these in a governmental entity arrangement, calling them
the “provincial (regional, municipal) economic system
reform commission.” There are 33 of these, 75 percent
of the total number of reform agencies. The second
category consists of administrative bodies under the
‘leading small groups of the provincial governments,
called ‘““provincial (regional, municipal) economic
system reform office.” There are 10 of these, 23 percent
of the total number. Somewhat unique is that of Hainan
Province, which is called the “Hainan Economic System
Reform Research Office,” and is subordinate to a pro-
vincial commission. This may have to do with Hainan’s
only recently having attained provinical status.

3. Llstlng Govemment Orgamzatlons

Of these 44 reform orgamzanons, 29, or 65.91 percent,
are listed in a government index, and 15, or 34.09
percent, are not. One should note that in 1986 only eight
provincial-level reform organizations were listed in-a
government index; in 1989, 17 were listed, which was an
increase of 112.5 percent. The Hainan System Reform
Research Office is listed in a provincial commission
index. Although the reform offices of Guangdong and
Gansu are not presently listed, relevant departments at
the next highest level have approved their listing in a
government index. Not only ‘is ‘Guangzhou’s reform
commission listed in a. government index, it is listed
first, which shows the degree of importance attached to
it. The percentage of the 14 cities with independent
economic decisionmaking authority listed [in an index]
is higher, 85.71 percent; only two cities (Qingdao and
Xian) were not listed. The percentage of the three
municipalities listed [in an index] is riot high; neither the
capital of Beijing nor the largest city, Shanghai, is listed.
The reform commissions of Shaanxi and its capital,
Xian, are not listed in a government index. The reform
commissions of some of the more economically back-
ward regions, such as Qinghai Province, the Ningxia Hui
Autonomous Region, and the Tibetan' Autonomous
Region, are not listed in a government index. The reform
agencies of Sichuan and Hunan Provinces are handled
along with the economic reform centers of other self-
governing provinces. One can see from this that the
timely listing of reform agéncies in a government index
enables reform personnel to feel justifiably secure about
their work. This is extremely urgent.
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4 Personnel Strength

The 44 reform agencxes have a total authorized per-
sonnel strength of 2,017; at present, they have 1,838
people on their staffs, so they are 179 people under
strength, a rate of 8.87 percent under the authorized
level. It should be noted that “present staﬁ'mg” means
those personnel who are actually working in their posts,
including office workers, temporarily transferred per-
sonnel, personnel in enterprise leading offices, and enter-
prise staff. If there was a cut in this staffing (45 positions
in all), then they would actually be 224 people below
authorized strength, and. the below staffing level rate
would climb; among the 44 reform agencies, the one with
the greatest authorized staffing level is Sichuan Prov-
ince’s reform commission—a total of 100 staff members.
However, the reform commission and the provincial
economic research center in that province are one set of
organizations with two labels; so the authorized per-
sonnel level is set with a certain miscount. The smallest
authorized personnel level is that of the Tibetan Auton-
omous Region’s Economic Reform Leading Small
Groups Research Ofﬁce—only elght people. Shaanxi
Province’s reform commission is the most below its
authorized staff level—22 people. The Tibet Autono-

‘mous .Region’s reform office is currently the most in

excess of its authorized strength——three people. Of the 44
reform agencies, 35 are under their authorized staffing
levels, which is 79.55 percent of them. Four reform
agencies are above their authorized levels, which is 9.09
percent of the total of 44. Five of the agencies are exactly
at full strength, which is 11.36 percent of the total
number of 44 agencies. In addition, in the 14 individual
cities, only Xiamen’s reform commission is in excess of
strength. Of the reform commissions (offices) of the

‘three directly administered municipalities, none are in

excess of authorized staffing levels.

s. Intemal Setup of Organizations

The internal organizations of reform agencies are
exceedingly varied. Based on a rough analysns of statis-
tics, there -are 55 different kinds of managing offices,
with comprehensive offices and cu'culatmg system
offices being the most common, 27 in all. Other man-
aging office setups that are commonly found include 25
offices, 16 macroeconomic adjustment (or macroeco-
nomic system) offices, 14 management and publicity
offices, 13 production system offices, 11 distribution
system offices, nine secretariats, a total of eight experi-

‘mental and planning offices, six information offices, and

six county-level system offices. Looking at the agencies’
organizational setup, the majority are set up in such a
way as to gear them to the needs of the various relevant
offices of the national reform commission; however, they
do not have an overseas system office. Some reform
commissions (offices) -are more advanced in their
research on rural system reform; examples of this are
Liaoning, Hunan, and Hainan, none of which have
special agencies doing special research on rural system
reform. To strengthen ideological political work, two
provincial reform commissions have been set up as
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organs under the party committee: Jilin and Hunan.
Sichuan has a relatively large number of people on its
reform commission, so it set up a personnel commission;
Shenyang’s reform commission set up a factory director
responsibility system office, with the aim of strength-
ening its work. Chongging set up an open system office.
Some reform commissions (offices) still lack a reform
institute, a reform study society, and an organization for
reform of the political system. The reform commission
with the most numerous internal organizations is that of
Harbin, which has 12 offices; the smallest number are
those of Zhejiang’s reform office, Jiangxi’s reform com-
mission, and Yunnan’s reform commission, each having
but three offices. There are two agencies that have no
internal organizations: the reform offices of Anhui Prov-
ince and the Tibet Autonomous Region.

‘Brand’ of Past, Present Coexist

90CM0225B Beijing DAXUESHENG [UNIVERSITY
STUDENT] in Chinese No 5, 10 May 90 p 13

[Article by Gan Lin (3927 7207), graduate student,
Beijing Normal University; Shan Shi (3790 2514),
responsible editor: “The Enigma of History and the
‘Knot’ of Today’s Reality—A Question To Think
About™]

[Text] Long branded in the depths of the hearts of the
Chinese people are two historical marks: One is the
brand of the history of feudalism, and the other is the
brand of the history of semicolonialism. These two
historical brands sear the Chinese people’s flesh and
blood to this day.

Generally speaking, the history of feudalism can be taken
to mean the history of the Chinese nation developing
and flourishing in comparative independence on the
Divine Land—China. This history, with its profound
and lasting ancient civilization, with its once brilliant
scenes of prosperity, as well as with its remarkable
contributions to the ancient world, give the descendants
of Yan and Huang pride, dignity, and sustenance. The
foundation for this historical period was laid in the early
Qin, it flourished in the Han and Tang, and it matured in
the two Songs; straight on up to the middle of the Ming,
China was a powerful and prosperous colossal empire.
This was a culture that came down in one continuous
line and a history that was never severed. This ancient
civilization, always pregnant with its exquisite feelings in
the hearts of the descendants of Yan and Huang, gives
rise to inexhaustible sentiments.

What is unfortunate is that, after the history of feudalism
gave way to the history of semicolonialism, humiliation
replaced pride, a sense of inferiority replaced dignity,
and even sustenance was excluded by a loss of hope.
History, after this, seems, in people’s hearts, to be
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entirely different. Perhaps this is because the imperialist
warships broke open China’s gates, and after semicolo-
nial rule began China lost or distorted the operating
mechanism by which it had developed independently.
The pipe dream of a “great country ruled by the Chinese
imperial court” was broken. Actually, in this history,
after the middle period of the Ming dynasty there was a
latent crisis, which seemed to emerge in the 1840’s and
continue straight on into the beginning of the next
century, and it could even be said to have extended to
the whole of the country. Although the ancient Chinese
empire was old and unwilling, it really entered a new
historical era. This was a historical era of change, but
once the changes began the Chinese people paid too high
and too great a price, endured too deep and too grievous
a disaster! There was such a wide gap in the “head” of
people’s psychology and the “accumulated sediment of
history” that it resulted in the formation of two seem-
ingly completely different phenomena and left two dif-
ferent brands. The significant questions are: Did honor
bring humiliation? Did dignity turn into a sense of
inferiority? Or was there no absolute relation of cause
and effect between the two? Perhaps we should say
precisely that this is not an enigma of history that is hard
to understand, but that it is a ‘knot’ of today’s reality that
is hard to understand.

What we call today’s reality in the broad sense includes
the stretch of history since the founding of New China,
but in the narrow sense it is only the 10 years of reform
and opening up to the outside world. Here, we are
speaking more of today’s reality in the narrow sense,
because these 10 years have been 10 years of reform and
opening up to the outside world and at the same time
have been 10 years of a fairly profound rethinking of
history. It should be said that the former was the
necessary result of the latter, and that the latter was the
necessary preconditon for the former. However, at least
from a superficial look and from the attitude taken on
rethinking history, there is an indisputable difference
between two generations—young people and old people.
In the old people, mainly because their experience of life
crosses eras, the psychological influence of the phe-
nomena of the two histories exists in a highly distinct
manner: In their minds a glorious China coexists with a
humiliated China. They love their motherland, and in
them the ancient civilization is a longing that cannot be
denied. They are loyal to their cause, because they once
took part with their own two hands in the struggle to end
the humiliation. In the heart of hearts of the younger
generation, the separated historical phenomena form an
amalgamated tendency, which perhaps at the same time
is also manifested in history fading from the memory: In
their minds China’s glory was not all that bright, and
China’s humiliation was not all that deep. They value
only one thing: reality. On the basis of this reality, the
enigma of history that is hard to understand is at best no
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more than a “knot” in today’s reality that is hard to
understand. Its source is not in history but in the
necessary restrictions stemming from reality. The signif-
icance of this question lies in: Different views of history
are bound to cause different views of reality, thereby
causing different attitudes on life and different choices of
concepts.There is only one reality, and there can also
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only be one history. As for the “knot” that is hard to
understand, young people, too impatient to wait, try to
untie it—in both thought and action.

The brands cannot be erased. Young people should be a
little more patient. This is the only way out that is
feasible and suitable for China’s national condition.
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Price Subsidy Effects Analyzed

HK2906103090 Beijing JINGJI YANJI U [ECONOMIC
RESEARCH] in Chinese No 4, 20 Apr 90 Dp 36-43

[Article by Zhang Ping (1728 1627) from the Institute of
Economics at the Chinese Academy of Social Sciences: “An
Analysis of the Effects of Price Subsidies on the Distribution
of Residents’ Income in China”—Edited by Zhang Wenmin
(1728 0795 2404) and dated December 1989]

[Text] I. The Problem

Price subsidies provided to res1dents by the state
exceeded 10 billion yuan for the first time in 1979.!
Since then, subsidies have been steadily growing and
have stayed at the high level of about 30 billion yuan
most of the time. During the 1979-1986 period, price
subsidies accounted for about 40 percent of the central
government’s revenue.? Price subsidies have actually
become an important aspect of the redistribution of
national income. Subsequent to their sharp increase,
price subsidies have outstripped their function and scope
as a measure in solving the problem of “food and
clothing.” They have become an important means for
the distribution of benefit and directly affect the income
distribution of urban and rural residents as well as
changes in economic development and systems. There
are as yet comparatively few systematic studies on the
economic connotations and quantitative limits of price
subsidies, coming from the distribution of benefits
attached to material forms, or on the background of this
practice. In this article 1 will attempt to study -price
subsidies as a new form of distribution of residents’
income, calculate their effects on the distribution of
residents’ income, and further explore their ‘broader
significance to China’s economic development and
structural reform.

IL. The Significance of the Distribution of Price
Subsidies '

Price subsidies started off as compensation for a low
standard of living. It was a measure aimed at giving the
people a stable life and initially providing residents with
enough “food and clothing while lowering the level of
consumption and pursuing a strategy of developing
heavy industry through a high rate of accumulation.”
These kind of compensatory price subsidies showed two
features in actual implementation: One was egalitari-
anism. In other words, each urban resident was entitled
to the same benefits. This produced great benefits to
scale in solving the problem of “food and clothing” for
the majority of Chinese households. The other feature
was a basic level of consumption. Price subsidies were
provided on primary consumer goods vital to the people,
such as grain and ginned cotton, to maximize the com-
pensatory function. Price subsidies in China date back to
1953. Back then, only ginned cotton was subsidized, to
the tune of 50 million yuan. In the eight years between
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1953 and 1960, the state spent a total of 720 million
yuan on price subsidies, equivalent to 0.26 percent of
state revenue during that period. The varieties of price
subsidies increased from one to four, with grain, edible
vegetable oil, and tea, for border areas, being added to
the list. In the 10 years between 1961 and 1970, the
varieties of price subsidies further increased from four to
eight, with vegetables, pigskin, and mulberry silk
cocoons being added to the list. The amounts involved
also increased. In the 1970s, the scope and amount of
price subsidies continued to grow, though not by a very
large extent. This state of affairs continued right up to
1978 when the reform and open-door policy was first
introduced.

Price subsidies under the traditional system had indeed
served as a kind of compensatlon for the low level of
consumption and produced positive results. During the
period 1953 to 1978, the scope and amount of price
subsidies were determmed by their compensatory func-
tions and were therefore finite. Since their function was
to help people “survive,” they had not yet become a
prmclpal means for the distribution of benefits. How-
ever, it must be pointed out that in the late 1970s, price
subsidies had already become a regular item of ﬁnanc1al
expenditure.

After 1978, price subsidies for residents showed a sharp

upturn, increasing from 5.56 billion yuan in 1978 to the
budgeted 35.1 billion yuan in 1989. The total would
double if we included open subsidies and local financial
subsidies. During this period, not only did the amounts
of subsidies swell rapidly but the scope of subsidies also
expanded significantly. According to incomplete statis-
tics, there are more than 120 different types of subsi-
dized commodities in China. Included under food are
fruits, sugar, rice wine, tea leaves, peanuts, and beer.
Included under clothing are dacron, silk, white cloth and

‘boots. Included under articles for daily use are matches,

tissue paper, metal fittings, and thermos flasks. Included
under fuel are liquefied gas and firewood. The list covers
practically everything. The amounts and scope of price
subsidies are no longer determined by the need to satisfy
people’s needs for food and clothing. They have become
a means by which the state provides its people with
nonmonetary benefits. Most Western welfare states
cannot bear comparison with China in terms of the

- varieties and range of benefits provided to their people.

Theoretically speaking, compensatory price subsidies under
the traditional system should gradually be reduced as the
standard of hvmg steadily improves. However, the opposite
is the case in reality. Despite the fact that the level of
residents’ income and consumption has seen a sharp upturn
since 1978 and that the problem of “food and clothing™ has
been solved in the main since 1980 pnce subsidies have not
been reduced and have seen a steady increase. The eco-
nomic connotation of these huge subsidies has changed
from a form of compensation, under the traditional system
of low consumption, into a form of distribution providing
welfare benefits to residents.
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As a means for distributmg benefits, the major feature of
price subsidies is that they are attached to consumer
goods and distributed. This feature makes them an
independent form of distribution which differs distinctly
from the distribution of cash income and distribution of
income in kind. Price subsidies are different from distri-
bution of cash income and income in kind in the
following ways: First, in, the distribution process, cash
and goods have their concrete forms but price subsidies
are attached to material forms and cannot be separated
into concrete forms. Second, as far as residents are
concerned, cash income and income in kind come first.
In other words, they receive their income before con-
sumption. Price subsidies, on the other hand, are distri-
bution after consumption. In other words, they benefit
from the price subsidies after buying the subsidized
commodities. '

There are roughly two forms of price subsidies. The first
form is restrictive subsidies in kind, or what is generally
referred to as rationed ‘supplies, such as grain. If the
ration coupons can be circulated, the distribution of this
form of subsidy will be similar to the distribution of cash
income; if not, it will be similar to distribution in kind.
The second form is nonrestrictive subsidies in kind. For
example, matches, tissue paper, light bulbs, red scarves,
and many kinds of vegetables sold on the market are
subsidized, but their purchase is not restricted. Every
person can benefit from the subsxdies after buymg the
commodities.

The special feature of price »subsidies as something
attached to consumer goods and distributed determines
that while bringing all-round welfare to residents, they
can also bridge the gap between -disparities in income.
This is because price subsidies are mainly for primary
consumer goods and it is only through consumption that
this kind of welfare income can be obtained. Since the
consumption pattern varies between different income
brackets, the lower the income level, the larger the
proportion of primary consumer goods consumed, and
the higher the income level, the smaller the proportion of
primary consumer goods consumed. Due to this dis-
parity, low-income households will benefit more from
price subsidies than high-income households. The result
is the bridging of the gap between high and low income
brackets. :

Residents benefit from price subsidies on two levels: One
level is looking from the angle of the issuing body. In
other words, the amount put in will be the amount
benefited by residents. Assuming that each jin of rice is
prov1ded with a 30 cent subs1dy, a resident who buys one
jin of rice receives 30 cents in benefits. This kind of
benefit comes from reduced expenditure on the part of
residents. We define this kind of benefit from price
subsidies seen from the angle of the issuing body as
welfare subsidies. The other level is looking from the
angle of the receiving body. In other words, benefits as
perceived by residents, originatmg from the gap between
state and market prices. For instance, when a person
buys rice at 40 cents per jin from a state-run grain store,
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the benefit -he perceives is in comparison with the listed
market price of 80 cents per jin. He feels that he has
gained 40 cents in welfare. We refer to this kind of
welfare formed by the gap between state and market
pnces as welfare rent. .

Welfare subsidies_and welfare rent both come from price
subsidies but they differ significantly in terms of their
nature and method of calculation. Theoretical clarifica-
tion is thus necessary. First, if price subsidies are all-
round and the free market is basically nonexistent, the
benefits received by residents will only be welfare subsi-
dies. Welfare rent does not exist at this stage. Some
industrial consumer goods may be regarded as belonging
to this type. Second, assuming that there is a theoretical
equilibnum price, subsidies will only bring the equilib-

-rium price down to the level of the state price.? If the

subsidized commodities do not have too great an effect
on market supply and demand, market price will equal

- equilibrium price. At this stage, price subsidies are equal
‘to welfare rent. Third, when subsidies for commodities

in short supply are not all-round and these commodities

.can be traded in free markets, by way of the arbitrary

“accumulation of commodities in short supply,” that is,
through state subsidies, a large proportion of commodi-

_ties in short supply will be placed under planned supply

5o that commodities in short supply on the free market
will become even more scarce. This will directly affect

supply on the free market. With supply cut while

demand remains unchanged (these commodities usually
have a small elasticity of demand, an example of which
is grain), market price will continue to rise and will
exceed the equilibrium price. Welfare rent based on the

. gap betwéen state and market prices will exceed welfare

subsidies based on the gap between state price and
equilibrium price. Fourth, when subsidies are given to

- commodities the elasticity of demand of which is greater
. than 1, and these commodities are in fairly ample supply

on the free market, it is possible that market price will be
lower than the theoretical equilibrium price and the gap
between state and market prices will tend to be smaller
than the difference between state price and equilibrium
price. In other words, welfare subsidies will exceed
welfare rent '

From the angle of the opportumty cost of purchases
made by residents, we can see that welfare rent based on
the gap between state and market prices can more
accurately reflect the special economic function of price

_subsidies in reducing expenditure on the part of resi-

dents. However, since welfare rent is usually restricted to
farm and sideline products, we can only rely on the
calculation of welfare subsidies to figure out the welfare
benefit for residents in respect of clothing, articles of
daily use, and fuel. In the following positivist models, we

~ will first attempt an overall calculation of welfare subsi-
dies, to be followed by a calculation of welfare rent, and

compare and analyze the two. On the basis of these two
calculations, we will combine welfare subsidies on
clothing, articles of daily use, and fuel, with welfare rent
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on farm and sideline products, to calculate the ultimate
effect of price subsidies on benefits received by residents.

I11. Calculation of the Effects of Price Subsidies on the
Distribution of Residents’ Income

Price subsidies affect urban and rural residents in impor-
tant but different ways. Urban residents benefit through
consumption, since price subsidies act directly on con-
sumer goods. Rural residents benefit through produc-
tion, since price subsidies act mainly on production, that
is, through raising the purchase price of farm and side-
line products. However, this is outside the scope of the
present article. Here, we will concentrate on analyzing
the effects of price subsidies on urban residents. Calcu-
lating the effects of price subsidies on the distribution of
residents’ income is an exceedingly complicated task. It
touches on price subsidies, the volume of retail sales, the
distribution of residents’ income, the consumption pat-
tern, the gap between state and market prices, and a
series of statistical indexes. We will proceed from the
simple to the complicated, adding new interpretive vari-
ables as we go along, to calculate the magnitude of the
effects of price subsidies on residents’ livelihood.

Based on the definition and function of price subsidies
discussed in the previous section, we have come up with
the following three calculation models:

Model 1: Based on the classified materials of the central
financial departments on price subsidies, the distribu-
tion of welfare subsidies in various social strata will be
calculated. On this basis, the Gini coefficient and other
statistics will be calculated to find out their effects on
income distribution. . '

Model 2: Based on the gap between state and market prices,
the welfare rent obtained by residents will be calculated.
This will then be -put alongside welfare subsidies on
clothing, articles of daily use, and fuel to further observe the
effects of price subsidies on income distribution.

Model 3: The effects of local financial subsidies on the
distribution of residents’ income will be calculated for
further revisions of the distribution of residents’ income.

Due to the availability of rhatcrials, we can only attempt
detailed and careful calculations using Models 1 and 2.
Calculations based on Model 3 can only be prehmmary
and await further exploration.

The computatlonal formulas for Model 1 are-as follows

1. Let S* equal the amount of subsidy per unit of major
category of commodities, or the subsidy rate.

The formula is: $*i = Si/Qi-RQi.

In this formula, Si is the amount of state subsidies for
category ‘1 consumer goods, Qi-is the retail volume of
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Y*=Y S* . (Ci~RC)

category 1i consumer goods, and RQi is the volume of
category i commodities sold by the peasants to urban
residents.

2. Let Y* be the actual welfare subsidies received by
residents through consumption.

In this formula, Ci is the total volume of category 1
consumer goods purchased, RC is the volume of con-
sumer goods purchased in rural fairs, and n is the
number of varieties of consumer goods subsidized.

3. Statistical calculations.

1) Calculation of the Gini coefficient: Here we use the
Gini coefficient calculation formula derived from the
Lorenz curve.?

In this formula, G is the Gini coefficient, Y’i is the
proportion of group i household income in total income,
P’i is the percentage of group i households in the total
number of households, and n is the number of groups.

2) The Oshima index: This indicates the ratio between
the household income of the top-earning 10 percent of
households and the lowest-earning 10 percent of house-
holds. Here this index is represented by O. The formula
is: O = Y top-earning/Y lowest-earning

3) The effect of subsidy income on total household
income. This effect is represented by 0.

0 = Y*/Y. In this formula, Y is total household income.
The computational formulas for Model 2 are as follows:

1. The calculation of welfare rent. Welfare rent originates
in the disparity between the state subsidized price and
the market price. This kind of rent is obtained through
purchase. Here we use R to represent welfare rent, L° to
represent the state subsidized price, L! to represent the
market price, and Q* to represent the volume of goods
purchased from state-owned stores.

The formula is: R = Q*(Lo-Li)

2. Welfare rent is then divided between various income
brackets for further statistical calculations. The compu-
tational steps and formulae are identical to step 3 under
Model 1. The computational steps and formulas for
Model 3 are identical to those for Model 1, except that
the indexes used are local rather than central statistical
indexes.

Based on the abovementioned formulae, we carried out
actual calculations using figures for 1987, which are the
most complete, to observe from the cross-section the

c=1 +§Y.‘P.‘—z§;(2:;l‘.' NG
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Table 1: Breakdown of Price Subsidies Prdvide by Central Financial Departmehts in 1987

TOTAL

GRAIN COTTON LEATHER
PORK YUAN
& OIL EGGS VEGETABLES CLOTH SHOES SOAP -COAL PER
. . . : PERSON
YEAR
*Net Volume of 9042.2 715.2 109.5 128.3 74.0 3.075 33.33 20736 v
. o . . . .0
Retail Sales {10,000T) (10,000T) (10,000T) (100M (1001 (100M (100M (10,000T)
v Meters) Pairs) Bars)
Subsidies (100M Yuan) 157.33 43.06 2.37 3.85 23.20 . 7.88 1.10 18.84
Subsidy Rate 0.174 0.60 0.22 0.03 0.32 2.55
. - . . 0.033 0,01
{yuan/Kg) (Yuan/ (Yuan/Kg) (Yuan/ ({Yuan/m) {Yuan/ ‘(Yuan/ (yuan/Kg)
Kg}) : Kg) Pair) Bar)
Purchase 125.40 6.43 1.80 27.24 1.44 0.36 5.96 231.44
lLowest . (KpY) {KPY) {KPY) (KPY) (MPY) (PPY) (BPY) (KPY) 30.79
Benefits 21.82 3.86 0.40 0.82 0.46 0.92 0.20 2.31
{Yuan) . !
: - Purchase 128.16 7.20 1.92 26.16 1.71 0.48 6.18 -~ 236.19
OW . .
Benefits 22.30 4.32 0.42 0.78 0.55 1.22 0.20 2.36 32.13
Lower Purchase 128.64 7.68 2.16 27. B ‘
o 60 1.95 0.56 6.45 236.26‘32.93
) ?enefits 22.39 4.61 0.48 0.83 0.62 1.43 o.21 2.36 :
Purchase 127.68 8.28 2.40 28. 2. '
viddle 2 20 2.03 0.64 6.54 237.56 33.45
Beneflt; 22.22 4.97 0.53 0.85 0.65 . - 1.63 - 0.22 2.38
Upper Purchase 131.64 9.12 2.64 29.88 2.3 '
oper : 2.35 0.71 6.88 236.87 35.02
Benefits 22.91 5.47 0.58 0.90 0.75 1.81 0.23 2.37
Hiah Purchase 137.64 9.96 2.88 44.64  2.87 0.74 7.06 242.47 37.36
9 Benefits 23.95 5.98 0.63 1.34 0.92 1.89 0.23 2.42 ‘
Htighest Purcha§e 144.60 11.16 3.48 35.32 3.29 0.81 7.52 260.72 39.68
ghes Benefics 25.16 6.70 0.77 1.07 1.05 2.07 0.25 2.61 .

KPY = Kg per year

MPY = meter per year

PPY = Pajir per year

BPY = Bar per year

*Net volume of retail sales refers to the volume of retail sales less the volume of dx:ect sales to cities

by the peasants.

Source: “"Survey Data on Household Income and Expenditure of Urban Residents Throughout the Countzy for

1987" -- China Statistics Publishing House

basic effects of subsidies on residents’ income. Using
Model 1, we derived Table 1 below.

On the basis of Table 1, we carried out statistical
calculations to determine the effects of subsidies by
comparing the distribution of residents’ income before
and after subsidy.

1. Calculation of the Gini coefficient: G*!°%7 = 0.14216,
where G* is the Gini coefficient with subsidy. G!%%7 =
0.1462, where G is the Gini coefficient without subsidy.
The dlfference between the two is represented by g. g =G
- G*, g = 0.00404, g'°87 > 0. The calculation shows that
subsndles can even up the incomes.

2. Calculation of the Oshima index: O*!%%7 = 2,07 times,
0 987 = 2.134 times. The difference between the two is
represented by 0. 0 = 01987 - 0*1987 = 0.067. 0 > O shows
that the income disparity has been reduced through
subsidies. 3. The effects of welfare subsidies on high- and

low-income households: @ lowest = 5.8%, @ highest =
2.5%. Welfare subsidies have a greater effect on low-
income households than on high-income households. In
the above calculations, we tried to look at the extent of
benefits enjoyed by residents from the angle of state
subsidies. We will now switch to Model 2 to find out
about residents’ income resulting from reduced expendi-
ture through the opportunities afforded by state subsi-
dies, that is, through welfare rent. Residents’ welfare rent
mainly comes from farm and sideline products. The
reasons are: 1) Farm product markets play an important
role in the life of residents because of their legal status
and large scale. 2) Obvious disparities exist between state
and market prices because farm and sideline products
are heavily subsidized by the state. 3) Country markets
for farm and sideline products tend to have fairly uni-
form prices which makes calculation that much easier.
Here we will base our calculation of welfare rent on

‘major farm and sideline products.
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Table 2: Breakdown of Welfare Rent Received by Urbén Residents in 1987 (Grouped in Income Brackets
. 6n1t= !uan/?ei éerson per year

Difference

EE%:EE:&?E Lowest Low pigaje  Middle e High  Highest

(yuan/Kg) o
Grain 0.4306 © 51.96 53.04 53.16 . 52.68 5?,24‘ 56.64 59.28
Oils 1.0478 ‘ 4.92 - 5.16 5.40 5.64 » 6.00 6.72 7.20
Vegetables '0.0743 2.04 1.92 2.04 2.04 2.28 2.40 2.64
pork 0.1798 v1.20 1.32 1.44 1.44 1.60 1.80 2.16
Eqgs 0.4188 0.72 ° 0.84 0.96 0.96 .08 1.20 1.44
Total .60.84 '62.28 63.00 62,76 ' 65.28 6§.76 72.72
Source: “Survey Data on Household Income and Bipenditute'of Urban Residents Throughout the Country

for 1987° -=

Using the computation formulas of Model 2, we worked

out the welfare rent obtained by residents from farm and

sideline products in 1987.

A comparison between welfare rent and welfare subsi-
dies may produce the following direct conclusions: 1)
The welfare rent obtained by urban residents is more
than twice as much as the ‘welfare subsidies they
received. In short, the direct effects of price subsidies
provided by state financial departments are far smaller
than their indirect effects. Seen from another angle,
subsidies have widened the disparity between the expen-
ditures of urban residents and those who work in cities.
2) The state and market prices of meat and eggs are well
below the welfare subsidies provided. For instance, the

?able 3:
Lowest Low :g:g{e
i::eiizét?yﬁggffits 64.73  66.61 67.52
it size o aae s
Benefit Received 2&6;05

284.16 - 278.43

per Household

China statistics‘rublishing House

and sideline products. It does not give us a complete
picture because subsidized commodities, in terms of
clothing, articles of daily use, and fuel, are completely
under state control. Without the market, there is no way
of calculating rent. The only thing that can be done is to
substitute welfare rent with welfare subsidies. Accord-
ingly, we have added to Table 2 the figures for clothing,
articles of daily use, and fuel listed in Table 1 to produce
data on overall benefits received by urban residents (see
Table 3). S

We can see the effects of subsidies-on the distribution of
residents’ income by adding residents’ earnings to the
benefits ultimately received by residents as indicated in
Table 3. First, we calculated the Gini coefficient after

Total Amount of Subsidies Benefitted by Urban Residents in 1987
‘,(Grouped'acqording'to Income Brackets)

‘s Upper SN
Hlddle. ‘Middle High . - Highest
67.64 70.44 . 74.22 - 78.70

3.73 3.51 3.37 3.12

252.30 " 250.12  245.54

247.20

Source: “"Survey Data on Household Income and Expenditure of Urban Résidents Throughout the Country
for 1987 =~- China Statistics Publishing House e . .

difference between the state and market price of pork is
just over 10 cents. In order to reduce this 10 cents
difference, the state had to subsidize 60 cents per kg.
With such a poor effect of subsidy it would be better to
do away with subsidies and lift price restrictions.

Based on the data given in Table 2, we can only calculate
the welfare rent obtained by urban residents from farm

subsidies were added, and represented this by G**. As
G** = 0.13559, we found that g* = G'*%7 - G**!%%7 =
0.126. As g* > g, it shows that the situation of uneven
income distribution has been further ameliorated.
Second, the Oshima index was further reduced. We used
O** o indicate the index subsequent to the addition of
subsidies and found that O** = 1.995. Third, we calcu-
lated the effects of subsidy benefits on residents’ income
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Table 4: Effects of Price Subsidies on Household Income for 1987
' Lower . o - .
Lowest Low Middle Middle .Upper High -Highest Average
~Middle
Qr* 12.29 10.11 8.76 7.53 6.71 6.04 4.98 9.04

0**. Put another way, what we calculated was the extent
of residents’ dependence on state subsidies. See Table 4.

From Table 4 we can see that price subsidies provided by
the state have produced great effects, with opportunity
earnings received by residents from subsidies amounting
to 9.04 percent of their cash income. Moreover, the
lower the income, the greater the role of subsidies. The
table also shows that urban households are highly depen-
dent on state subsidies. If the state reduces its subsidies,
residents will have to increase their expenditure and this
will make things partlcularly tough for the low income
bracket.

All-round and meticulous calculations using Model' 3are
impossible first, due to the volume of work involved and
second, because data are difficult to obtain. Nonetheless,
price subsidies provided by local financial departments
to residents are substantial. In the year 1987, subsidies
provided by local financial departments amounted to
25.965 billion yuan, of which 60 to 70 percent were price
subsidies. Because of the huge disparities between sub-
sidies provided by different localities and the difficulties
involved in actual computation, we can only make a
rough estimate on the basis of central subsidies. It is
estimated that price subsidies provided by local financial
departments accounted for five to eight percent of resi-
dents’ income. For instance, Beijing residents benefited
more from their local government than residents in other
localities.

IV. Conclusion From the data obtained through the
above calculations we can see that residents’ welfare
benefits from pnce subsidies alone account for 10 to 15
percent of their income, or as high as 20 percent as far
as the low-income households are concerned. If the
welfare income obtained by residents from allowances
for services prowded by the tertiary industry, housmg,
old-age pension, and other considerations are taken into
account, even a conservative estimate will brmg the total
to over 50 percent of residents’ cash income.® The direct
effect of this type of nonmonetary welfare income is that
it obscures the true cost of labor, renders it impossible
to measure income distribution with a unified monetary
yardstick, reduces the degree of openness of income
distribution, and makes it difficult to determine whether
or not distribution is fair. Besides, the fact that the huge
nonmonetary welfare income has become an important
means of distribution and been institutionalized will
have a widespread and farreaching impact on economic
development and structural reform

1. As an invisible rope, nonmonetary welfare income has
made residents completely dependent on the state.
Accordingly, the state has assumed the obligation of

insuring its people agamst all risks, from food to con-
sumer items, from the time of their birth to the time of
their death. It is true that the formation of this type of
nonmonetary welfare system has its specific historical
background. However, the fact that the state failed to
relinquish its obligation as the “provider” after the
introduction of market risks into economic activities
subsequent to the implementation of the reform and

‘open-door policy has produced a huge distortion, with
.the state hoping to boost incentive through the introduc-

tion of market risks on the one hand, and residents
turning to the state for justice whenever economic fluc-
tuations occur, on the other. As a result, residents’ risks

were converted back to huge state subsidies. This

explains why subsidies have registered a sharp increase
rather than a downturn since reform. The outcome is
that for every step taken to deepen the reform, the state
has to pay out another substantial sum as allowances for
the risks involved. The crux of the problem also lies in
the fact that nonmonetary welfare income has obscured
the relationship between the state and residents in
respect of benefits. It can neither clearly define the
interests of individuals, nor clearly spell out the obliga-
tions of the state. In the end, the huge subsidies not only
failed to give much impetus to reform but also posed
difficulties to the market-oriented reform.

2. The direct effect of nonmonetary benefits on the
distribution of residents’ income is egalitarianism. From
the calculations made in the previous section we can see
that the Gini coefficient dropped and the degree of
egalitarianism increased once non-monetary subsidy
benefits were added. Basically this equalizing process is
brought about in two ways: One is through household
size. The fact that subsidies are distributed on a per
capita’ basis in the main means that the larger the
household, the greater the benefits will be. From Table 3
we can see that although per caplta benefits are fewer in
big low-income households than in high-income house-
holds, in absolute terms they are greater than in high-
income households when the population factor is added.
The other is the level of consumption. Since high-income
households have a higher consumption level, the propor-
tion of their purchases from rural fairs is obviously larger
than that of low-income households and their consump-
tion of basic commodities is proportionally smaller than
that of low-income households. Hence, the benefits
obtained by high-income households from subsidies on
basic commodities are proportionally fewer than those
obtained by low-income households. This kind of distri-
bution of benefits on a per capita basis is essentially an
extension of distribution in kind under the traditional
system and basically has nothing to do wnh the improve-
ment of labor effic1ency
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3. This mode of distribution of benefits attached to
material forms will slow down the transformation of the
consumption pattern. The presence of heavy subsidies
has artificially forced down the price of primary con-
sumer goods, making consumers reluctant to give up
their subsidy benefits too soon. Take food for instance.
The opportunity reduction in the cost of food purchase
per person per year may amount to over 60 yuan, which
is not a small sum for urban households. Many house-
holds may prefer to eat better but do not have sufficient
means to buy good rice at 80 cents per jin from the free
market. Variations in the Engel coefficient between the
years 1981 and 1988 may also serve as an illustration,
although the general trend is one of decline. The coeffi-
cient registered at 0.56 in 1981 and 0.51 in 1988,6 with
several major rebounds in between. It is expected to
bounce back a little in 1989. Even so, the five percentage
point drop is far from commensurate with the rapid
growth in income during the 1981-1988 period. After
comparing the effects of subsidies in Eastern and
Western Europe on consumer demand, some Western
scholars pointed out: In the West, consumer demands
are basically in accord with the Engel law but this is
basically not the case in the East European countries,” or
in China, for that matter. The reason is that subsidies as
a means for distributing benefits have distorted prices,

affected the normal variations of the consumption pat-,

tern, and hindered structural changes in the course of
development. '

4. The intervention of subsidies on economic life has
created huge disparities between state and market prices.
The resultant enormous welfare rent has become the
hotbed for profiteers. Many lawless persons have capi-
talized on the price difference to reap windfall profits.
This is a major reason for the unfair distribution of
income.®

In short, the state has been trying to cut residents’ risks
through this kind of distribution of benefits attached to
material forms, so that residents can adapt themselves to
the process of reform. This is perhaps some sort of
tribulation that our reform has to go through. However,
if we continue to unduly rely on huge subsidies at this
stage, we will not only distort the distribution of income
but also seriously hamper economic development and
structural reform. Although the acceleration of the mon-
etization of income is imperative under the circum-
stances, it is by no means easy to achieve. We have to
proceed from economic operation and structural reform.
It is most important that we must not always rely on
readjustment of economic operation in material form to
boost market reform. For instance, in trying to lower the
rate of inflation we cannot resort to subsidies, price
freezes, and rationing all the time. These measures may
prove effective in the short term but their long-term cost
is too high. We should combine economic operation with
market reform, for this is the only way to reduce expen-
diture on subsidies and accelerate the monetization of
income. From the angle of economic operation, we
should gradually reduce the proportion of nonmonetary
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distribution, so that the extent to which the state acts as
the “provider” will be changed in the direction of
monetization. This will be of great help to us in deter-
mining the main bodies of interests and making read-
justments of economic behavior. Specifically, we should
first turn concealed subsidies into open subsidies and
change the mode of distribution of benefits attached to
material forms. This will increase the degree of moneti-
zation and give distribution a greater degree of openness.
On the other hand, this will give residents greater choice
and will have an obvious effect on the improvement of
the consumption pattern. Next we should target the
subsidies, What this means is that we should cut all-
round subsidies by targeting the areas to be subsidized in
order to achieve higher subsidy efficiency. From the data
we obtained through the above calculations, we can see
the following: First, the low-income bracket is more
dependent on price subsidies than is the high-income
bracket. This provides the basis for targeted subsidies.
Second, the varieties of subsidies should be cut. For
instance, subsidies for pork and eggs should be gradually
reduced. There is no need to sustain an extremely small
difference between state and market prices by means of
large subsidies. What is more important is that we
should sort out subsidies provided by various localities
and units with the aim of gradually reducing them. Using
targeted subsidies to replace fully-fledged welfare subsi-
dies can effectively reduce the interference of subsidized
state prices on economic life and increase the degree of
monetization in income distribution. Third, the read-
justment of the price system to gradually narrow the gap
between state and market prices will help cut subsidies
and reduce rent. This not only provides an effective
means for curbing profiteering but will pave the way for
the development of market forces, particularly the devel-
opment of a balanced price system. No doubt this is
important in accelerating the monetization of income.
From the angle of economic structural reform, the mass
presence of nonmonetary forms in income distribution
originated from the idea of “paternal love” under the
traditional system, which believes that the state has the
obligation to “provide” for residents’ needs. It blurs the
relationship between the state and residents in respect of
benefits and results in the fact that laborers can only
obtain benefits through reform while the risks are borne
by the state. In order to overcome this phenomenon, the
fundamental task lies in reforming the system of prop-
erty rights. We must gradually define the economic
relationship between the state and enterprises and
between the state and the individuals, thoroughly put an
end to residents’ dependence on state subsidies, and
pave the way for the fundamental solution of the
problem of nonmonetary income.’

Footnotes

1. According to the Ministry of Finance, “in order to
ensure a stable life for the people, subsidies are provided
for certain commodities to bridge the gap between the
purchase and selling prices and make up losses.” They
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include subsidies for: 1) grain and oil; 2) nonstaple food;
3) coal; 4) cotton; and 5) subsidies for losses incurred
from daily consumer goods. They do not include subsi-
dies for rent or tertiary industry services, such as trans-
port and medical expenses, nor open subsidies. Unless
otherwise stated, the above definition shall apply when
the term price subsidies is discussed. The origin of price
subsidies is very complicated. Apart from the central
financial departments, local authorities, collectives, and
other units also have to provide substantial amounts in
subsidies. Data on the latter are difficult to obtain.
Unless otherwise stated in calculations, price subsidies
refer specifically to amounts prov1ded by the central
financial departments.

2. Price subsidies are usually calculated as a proportion
of total revenue. However, the caliber of the two are not

quite the same. Subsidies should be calculated in relation

to central revenue. This percentage is reckoned to be as
high as 63.96 percent during the Sixth 5-Year Plan. The
40 percent cited here is a conservative estimate.

3. Equilibrium price originally refers to price based on
equilibrium supply and demand in a totally competitive
market situation. The theoretical equilibrium price men-
tioned here is the equilibrium price in the minds of the
policymakers who formulated the subsidy policy and is
close to the price of farm and sideline products volun-
tarily sold by the peasants.

4. The formula can be found in “Western Economics and
Statistics™ published by the Central Broadcasting and
Television University.

5. Some comrades reckoned that the welfare income
obtained by Chinese workers from state subsidies,
including housing and grain allowances, amounts to
about 80 percent of their average wage income. See Li
Tiejun [2621 6993 6511] and Zheng Deming [6774 1779
2494]: <A Tentative Discourse on the Conditions for and
Characteristics of the Attaining a Relatively Comfort-
able Standard of Living,” JINGJI RIBAQ, 17 July 1987.

6. China Statistical Yearbook, 1989, China Statistical
Publishing House.

7. V. Cao-Pinna and S.S. Hatalin: “East-West Compar-
ative Consumption Patterns,” New York, 1979.

8. Ibid.

9. Zhao Renwei [6392 0086 0251] et al: “The Tendency
Toward Barter Trade in Market Reform,” JINGJI YAN-
JIU, No. 4, 1989.
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Liang (1347 0081): “A Model for the Reform of the
Socialist Public Ownership System”]

[Text] The reason socialism is socialism is that it has
established a people’s democratic dictatorship and a
socialist public ownership system in which the laboring
people are the masters, and on this basis, implemented
distribution according to work. Our country’s current
public ownership system has many imperfect aspects. It
has not yet been able to manifest the principle of means
of production truly being owned by the laboring people
and of course has not yet been able to manifest a direct
linkage between the laborers and the means of produc-
tion. Thus, we need to gradually improve the system
through reform. It goes without saying that the aim of
reform is to improve the level of the public ownership
system and consolidate the socialist system. We must
certainly not use the reforms as a pretext for weakening
and dismantling the socialist public ownership system.

In respect of the strategic goal of a structural model for
socialist public ownership, I believe that it should have
state ownership as its main part, while collective owner-
ship by the laboring masses should be widely and broadly
developed. The aim of putting forward this issue is to
renew concepts and change the mistaken ideology and
force of habit which “stresses state ownership and looks
lightly on collective ownership.”

What position should we assign to the two forms of
public ownership—that is, state ownership and collec-
tive ownership? On the systems level, this is a question
of the structure of the public ownership system. Seen
from the strategic level, this is essentially a question of
the deployment of strategic strengths on the economic
front. There are two types of strategic guiding ideology:
The first is one which stresses state ownership and looks
lightly on collective ownership. In this, the state owner-
ship system is in the prominent position, there is no
distinction between industries and no differentiation
between large and small. Everything is taken on by the
state. There is an urgent desire to complete the transition
and collective industries are thus merged. The other
guiding ideology also has the state in a leading position,
taking care of key and major matters. But only the major
enterprises and some of the medium-size enterprises
which affect the economic lifeblood of the nation are
state-owned. The others are mainly organized by the
laboring masses and are run collectively. I support the
latter strategic guiding ideology and thus propose a
socialist public-ownership structure which has the state-
ownership system occupying the leading position, while
the collective ownership system is developed broadly
and widely. Further, these two types of public ownership
should coexist for a long timé to come. Following the
development of the social productive forces, and a long
process of development, the two will gradually, through
mutual study, mutual supplementing and mutual
osmosis, merge into one. This will be true joint, social,

and individual ownership.
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Socialist public ownership and. economic structural
reform must stress, on a high level, mass character and
democracy. The key lies in placing the laborers, who are
the masters of the means of production, in their due
position, so as to fully motivate the enthusiasm of the
laborers. The “Law on Industrial Enterprises Owned by
the Whole People” which our country promulgated in
1988, stipulates: “Staff members and workers have the
right to participate in democratic management of enter-
prises” and that “the staff and workers congresses are the
basic form by which enterprises will implement demo-
cratic management, and are the organs through which
staff members and workers can exercise their democratic
management rights.” Our country’s Constitution also
stipulates that collective economic operations have the
right to implement democratic management. Further, in
the “Regulations for Cooperatives,” it has always been
stipulated that the cooperative members’ committees or
congresses are the organs through which cooperative
members can exercise their democratic rights. The direc-
tors and supervisors elected by the congresses constitute
the board of directors and board of supervisors, which
exercise the rights of mandgement and supervision. It
can be seen that, on the theoretical and legal levels, our
country has always placed great importance on mass
character and democracy. However, there has always
been a great disparity between the theory and the prac-
tice. Some economic units, even up to the economic
reforms, have not placed reliance on the masses and
democratic management on their agenda. Thus, there is
a need to raise a cry of warning and make known the
strategic importance of mass character and democracy.
In a socialist economy, the right to manage is a basic
right of the laborers. Only if enterprises rely on the
masses and implement democratic management will the
laborers truly be able to become the masters of socialist
enterprises and thereby, on the overall level, become the
masters of socialist society. Thus, this should become the
basic orientation in the reform of the management
structure. Mass, democratic management must of course
be combined to form a unity with scientific management
and an authoritative commander, that is, with a manager
(director) responsibility system. We must not separate
the two. ‘

In brief, socialist democracy involves both political
democracy and economic democracy. Every citizen must
be able to exercise democratic rights in respect of his
own unit. The realization of democracy requires that it
be given a concrete form. Economic units implementing
democratic management is a concrete realization of the
democratic rights of the laborers. Taken further, democ-
racy in industrial departments and economic units is a
basis for political democracy. If all enterprises and
economic units realize democratic management, the
democratization of the socialist economy will form a
firm basis for the democratization of socialist politics.

Below, I will talk about the reform of the state ownership
system and the development of collective ownership.
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On the level of theoretical principles, all the socialist
public-ownership enterprises in our country correspond
to the free associations of laborers envisaged in their
time by Marx and Engels. However, of course at present
these are but alliances under commodity economy con-

ditions. In our publicly owned economy, the nature of all

labor in social production is joint labor (the negation of
wage labor). The forms of ownership of the means of
production, regardless of whether we speak of state
ownership or collective ownership, are both joint, social
individual ownership. This is the theoretical basis on
which we are carrying out reform. It must be pointed out
that the individual ownership envisaged by Marx in
those days was not the reestablishment of the private
ownership system.' It was not individual ownership with
direct appropriation by individuals. Rather, it was indi-

'vidual ownership premised ‘on joint appropriation by

society. “Joint and social” are two -very important
restricting terms. The addition of these two restricting
terms shows that this individual ownership means the
same as socialist public ownership or communist public
ownership. Some people interpret the reestablishment of
individual ownership as spoken of by Marx as “private
ownership where everyone has their own property.” This
is a complete misinterpretation.

1. On the Question of the Reform of the State
Ownership System R

What we now commonly refer to as the whole-people
ownership system is actually the state ownership system.
This is because, under conditions where states still exist,
only the state can represent the entirety of the people.
Some people want to change this to a “social ownership
system”. However, this is but semantic fiddling. This is
because, if property is not owned by part of the society,
but owned by the entire society, the representative of the
entire society is still the state.

Our reforms must firmly adhere to the guiding position
of the state ownership system. This is because we are still
in the primary stage of socialism and there still exist
diverse economic components. Between the different
ownership systems, there exist contradictions on the
economic interests level. Collective economic operations
and cooperative economic operations only represent the
interests of the laborers of those enterprises. Meanwhile,
although individual and private economic operators are,
under the present conditions of the productive forces,
important supplements to the socialist economy, in the
end what they seek are private interests. Only the state-
owned economy represents the interests of the entirety of

‘the people. This determines that the state must control

the lifeblood of the national economy, and that we must
firmly maintain the leading position of the state-owned
economy. Only in this way will it be possible to motivate
the enthusiasm of various elements and not allow the
interests of a minority or of individuals to overwhelm
the interests of the whole society. In another respect, we
must recognize that there are many deficiencies in our
present state ownership system and thus we need to
improve it through reforms. For many years now, our
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guiding ideology has been to talk about “state-owned”
and “‘state-run” as though they mean the same thing.
This is very unwise, In the reforms, it is clear that we
need to separate ownership rights and operating rights.
The contracts and operational responsibility systems we
have trial-implemented have already realized some suc-
cesses. I believe that the current reforms should stress the
resolution of two major problems.

First, the number of state-owned enterprises should be
reduced and we should concentrate manpower and funds
in properly running undertakings which affect the life-
blood of the national economy. It would be best for
small-scale enterprises and some medium-size enter-
prises to be subject to compensated transfer and turned
into enterprises collectively owned by the laboring
masses. The tens of thousands of small-scale factories,
and hundreds of thousands of commercial, retail, food
and drink and service enterprises do not really need to be
run by the state. Experience has proven that operattons
ranging over a broad area and with many outlet points
cannot be managed properly or well, They incur losses
and these have to be subsidized with state funds. This
aspect needs to be fully understood in the 1deology
guiding reform.

Second, the basic model of state enterprise reform
should involve state ownership but