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Research Director and Professor
Nankai Institute of Economics, Nankai University
Chungking, China



THE POST-WAR INDUSTRIALIZATION
OF CHINA

“Some have spoken of the ‘American Century.’ I say that the
century on which we are entering—the century which will come of
this war—can be and must be the century of the common man. Per-
haps it will be America’s opporiunity to suggest the freedoms and
duties by which the common man must live. Everywhere the com-
mon man must learn to build his own industries with his own hands
in a practical fashion. Everywhere the common man must learn to
increase his productivity so that he and his children can eventually
pay to the world community all that they have received. No nation
will have the God-given right to exploit other nations. Older na-
ttons will have the privilege to help younger nations get started
on the path to industrialization, but there must be neither mili-
tary nor economic imperialism. The methods of the nineteenth
century will not work in the people’s century which is now about
to begin.”"—Vice President Wallace, New York, May 8, 1942.

China is one of the United Nations with a tremendous siake
in the world of tomorrow. When the invader has been defeated
and driven from her lands, China will start afresh on the path to
industrialization. Of the desire of the Chinese people to become
more productive, there is no doubt. But what have five years of
war done to China’s industrial beginnings? What industrial prog-
ress does China want to make, and by what means, and with whose
help?

If America is to play the role suggested by the Vice President,
we in this country need to know answers to these questions. The
National Planning Association, therefore, asked Dr. H. D. Fong,
one of China’s leading economists, who has long been interested in
China’s industrialization, for his views. This compact study throws
much light on the road ahead.
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THE POST-WAR INDUSTRIALIZATION OF
CHINA

CHAPTER 1. INTRODUCTION

Unequal distribution among nations of materials and manpower
gives rise to endless difficulties of adjustment in an increasingly
interdependent world. Particularly is this so as long as sovereign
states exist. The problems created become doubly important if the
resources unequally distributed among the different nations have not
been evenly developed. China offers a striking example of failure to
utilize her existing resources. With one-quarter of the world’s popu-
lation and a fair proportion of the world’s natural resources, she
possesses only a minute fraction of the world's machinery. Taking
the amount of machinery per inhabitant in the industrial countries
of northwestern Europe as 100, the corresponding index would be
405 for the United States and only between 0 and 1 for China. *The
international repercussions of such a state of affairs are tragically
serious. Since the Opium War of 183942, China has been a victim
of international struggle for the expropriation of her vast natural
resources as well as for control of markets for trade and invetsment.
This struggle has culminated in the present Sino-Japanese War.

Once the war comes to an end, no problem can be of greater
concern to the world at large than that of rational redistribution
and utilization of the world’s resources, which includes especially
the economic development of China. If such a development can be
effected by carefully considered international action, it may not only
improve the economic welfare of one-quarter of the world’s popula-
tion, but may also bring about stability in world social, economic
and political relations. With this end in view, the present monograph
attempts to show the potentialities for China’s postwar industrializa-
tion. It indicates her needs for capital and management which, in
light of China’s present stage of industrial development and the
untold destruction wrought by the war, can only be met with through
active assistance from the nations now allied to China in the com-
mon struggle against the totalitarian powers. Among these the

1 Staley, Eugene: World Economy in Transition, Council on Foreign Rela-
tions, New York, 1939, p. 70. These data are calculated from a table of valucs
of machinery per capita given by Ernst Wagemann, Struktur und Rhythmus der
W eltawirtschaft, Berlin, Reimar Hobbing, 1931, pp. 406-8,



2  THE POST-WAR INDUSTRIALIZATION OF CHINA

United States, with more capital for export than any other power,
will be in a position to play a major role in the international devel-
opment of postwar China. Dr. Sun Yat-sen, founder of the Chinese
Republic, foresaw such a development in 1922. To quote from Dr.
Sun,?

the recent World War has proved to mankind that war is ruinous to both
the Conqueror and the Conquered, and worse for the Aggressor. What is
true in military warfare is more so in trade warfare. Since President
Wilson has proposed a League of Nations to end military war in the future,
I desire to propose to end the trade war by cooperation and mutual help
in the development of China. This will root out probably the greatest
cause of future wars.

The world has been greatly benefited by the development of America as
an industrial and a commercial nation. So a developed China with her
four hundred millions of population, will be another new world in the
economic sense. The nations which will take part in this development
will reap immense advantages. Furthermore, international cooperation
of this kind cannot but help to strengthen the Brotherhood of Man.
Ultimately, I am sure, this will culminate in its being the keystone in the
arch of the League of Nations.

Since Dr. Sun’s writing, the world has again come to be involved
in war, far more extensive in area and far more intensive in destruc-
tion than the last. This World War II, begun by Japan on July 7,
1937, has now spread from Asia to Europe, to Africa, to the Western
Hemisphere.

According to Pefter,® “social reconstruction in China, meaning
industrialization and internal reorganization on a principle of
economic equality, is a sine qua of both equilibrium in China and
international peace in the Far East.”

China’s contribution to world peace after the war must lie in her
own rejuvenation as a modern industrialized nation, able to defend
herself against foreign aggression and thus to serve as a stabilizing
factor in the preservation of freedom and democracy in the Far East.

CHAPTER II. CHINA'S RESOURCES

The reputed wealth of China for many centuries inspired the
admiration of the world. In his travels throughout the Far East in
1274-95, Marco Polo in his fascinating accounts acquainted the world

2 International Development of China, New York, 1922, Intreduction,

3 Peffer, Nathaniel: Prerequisites to Peace in the Far East, Institute of
Pacific Relations, 1940, Chapter II.
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with the general richness of China.* Later travellers confirmed rather
than questioned this conclusion, in respect of China’s mineral if not
agricultural resources. In particular, Baron Ferdinand von Richt-
hofen’s description of the iron and coal fields of Shansi in the early
seventies of the last century, has often been quoted and probably
has had more influence than any other single piece of writing in
establishing the widespread belief that China possesses the “untold
mineral wealth” in which after-dinner speakers have such firm faith.
Indeed, the universal error made by the early observers was to mis-
take widespread occurrence of minerals for abundance. Unfor-
tunately, more recent investigations have failed to substantiate con-
clusions drawn from the earlier work. It is still difhcult, if not impos-
sible, to make a sound estimate of China’s mineral resources since
they have not yet been carefully surveyed, yet preliminary researches
in the last two decades and a half, tending towards under- rather
than over-estimation have provided data which may serve as a start-
ing point for a more adequate understanding of China's mineral
resources in the light of needs for industrialization in the postwar
world.®

Mineral Resources

At the present stage of technology, mineral resources seem to play
a more important role than agricultural, although recent discoveries
by the chemists have tended to stress the potentialities of the agri-
cultural. The leading mineral resources needed for industrialization
include coal, iron, oil and copper. Coal, oil and copper are indis-
pensable for the generation and transmission of motive power, while
iron supplies the basic mineral for machine civilization. China is
deficient in oil and copper, has a reasonable reserve of iron ore, and
1s fairly rich in coal.

With regard to oil, Bain concludes after extensive summary of
the earlier explorations that ®

4 In speaking of the famous Mongol Emperor of China, Kublai Khan, “The
Great Lord of Lords,” Marco Polo adds, “‘And of a surety he hath good right
to such a title, for all men know for a certain truth that he is the most potent
man, as regards forces and lands and treasure, that existeth in the world, or
ever hath existed from the time of our First Father Adam until this day.” The

Book of Ser Marco Polo, 3rd Yule edition, London, 1903, Book II, Part I,
Chapter I.

5 Bain, H. Foster: Ores and Industry in the Far East, revised and enlarged
edition, Council on Foreign Relations, New York, 1933, pp. 31-32.
6lbid, p. 129.



4 THE POST-WAR INDUSTRIALIZATION OF CHINA

nowhere in China do conditions exist which are comparable from a
geological standpoint with those existing in the mid-Continent or Pacifc
oil fields of the United States. Making every allowance for deficiencies in
present knowledge of the economic geology of China, its oil reserves are
still probably less than one percent of those of the United States.

The two regions where oil reserves may be found are the North
Shensi Basin and Szechuen province. The North Shensi Basin, com-
prising a narrow strip along the western margin, the northern part
of Shensi, northeastern Kansu and a part of southern Mongolia, is
the most favorable region in North China for petroleum develop-
ment. The Basin contains an area of over 100,000 square miles.
According to recent report, Szechuen and Shensi are estimated to
have 1,357 million barrels, or 56,994 million gallons, of petroleum
underground—a reserve sufhicient to satisfy China's prewar annual
requirement of 80 million gallons for over 700 years. In Shensi, one
well is said to have a production capacity of 8,000 barrels per day,
or one of 100 million gallons per year, but lack of refining facilities
renders the crude oil unfit for many essential purposes. In order to
meet the urgent requirements duriig wartime, the Ministry of
Economics is establishing a large-scale oil refining plant in Chung-
king, wartime capital of China; it is developing fuel substitutes by
manufacturing synthetic gasoline from alcohol and vegetable oil.”

Shale oil is found to a considerable extent in Manchuria. The
reserves are estimated at 7,628 million metric tons, of which more
than two-thirds, 5,400 million metric tons, are centered in Fushun
in southern Manchuria. The oil content varies from three to seven
percent. After experiments extending over four years a plant was
constructed by the Fushun Collieries—a subsidiary of the South
Manchuria Railway Company; it began operation in September,
1929. The output of heavy oil, 61,000 metric tons in 1931, was re-
ported to have reached 360,000 metric tons in 1939.% In 1941, the
Japanese Cabinet decided to subsidize the SMR's venture to  the
extent of 100 million yen, with five annual installments of 20 mil-
lion yen each, beginning with the fiscal year 1941-42. From the very
outset, the Fushun shale oil had been sold primarily to the Japanese
navy at prices which were probably higher than world market prices.
Originally, oil-shale was produced in the process of open-cut mining,

7 Mitchell, Kate L.: Industrialization of the Western Pacific, Institute of

Pacific Relations, New York, 1942, p. 133,
8 Japan-Manchukuo Yearbook, 1940, pp. 766-77; Japan Yearbook, 1940-41,
Mitchell, Op. cit., p. 88.



