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t@‘have‘been accompanied by some very undesirable developments. The China
Finance article singles out three types of faults or abuses which have
grown up and which have so far defied correction, These are described as:

(1) "Commandism and ine’ficiency, manifested mainly in the
handling of farming credits, savings and insurance and in
the organizing of credit cooperatives,

(2) "Tying up of capital and the squandering of resources,
causing loss to the state,

(3) "Complex systems and low efficiency, leading to delays
and mistakes and impairing the health of personnel "

Commandism == Commandism is a term adopted by the Communists to
describe the arbitrary exercise of authority, usually involving failure to
observe due process of lawe. China Finance complains that it is a very
prevalent and serious practice in iho banking system at the present time,
charging that in handling rural credits, insurance, savings campaigns,
credit cooperative drives and administrative work the banks have been
guilty of serious abuses of human rights and have even driven people to
suicide, For example, in Chiahsing, Chekiang, 17l peasants were reported
beaten by bank employees, apparently for failure to repay loans. Elsewhere
bank employees bound and imprisoned overnight peasants unable to repay
their loans. Suicides resulting from impoverishment as a result of the
forced repayment of bank loans or what amounted to forced collection of
savings quotas are reported in detail from several areas,

It appears that in rural areas savings campaigns have often
been carried out with the liberal use of force or the threat of force
although participation was nominally voluntary. The local banks were
assigned collection quotas, and they in turn allocated quotas to individual
households, often in en arbitrary or discriminatory manner., One plan used
involved dividing the populace into five categories and assigning quotas
in the following order: (1) alleged counter-revolutionary elements;
(2) landlords and rich peasants; (3) middle peasants; (L) "tsun" cadres
and Communist party and league members; and (5) families of martyrs and
servicemen, Various types of pressure were applied to force fulfillment
of the assigned quotas, One technique, cited as being employed in Yuhsien,
Chahar, was to force peasants to attend meetings for successive nights until
they subscribed to savings bonds, In other places peasants were kept in
meetings all night by militia men until they bought their alloted bondse
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Another technique was to employ psychological intimidations
Those who did not buy bonds might be accused of anything from mere lack
of patriotism to being spiess In some areas these charges were nicely
systematizeds It was decided that landlords and rich peasants who made
no deposits would be accused of "harboring evil ideas" merchants of
clinging to the "five poisonst )/ middle peasants of being unfriendly;
and poor peasants of lack of patriotism,

The work team of the Changpu bank branch in Fukien of fered
priority or larger credits to those who bought savings bonds. In Chekiang,
South Kiangsu, and South Anhwei there was an attempt to tie savings
deposits to government purchases of cropse This is said to have interferred
with the crop purchase program., Other banks tied deposits to loans, with=
holding part of each loan as a savings deposit. Banks in some localities
placed obstacles in the way of withdrawals in order to maintain their
savings accounts at a2 high level,

Similar tactics were employed in connection with the organization
of supposedly voluntary credit cooperatives, One method was to hold daily
meetings in the homes of peasants unwilling to join the cooperatives. The
Shulan Party Committee in Kirin deducted the purchase price of cooperative
shares from the proceeds of the sale of peasants! grain., Those who did not
vake shares or could not make deposits were subjected to criticism and abuse
as "stupid elements" at mass meetings. The China Finance article tells of
a peasant and his family weeping when called upon to deposit 10,000 catties
of grain: "Seeing that, the work team increased the quantity to 15,000
catties on the following day and told them cruelly, !'Since you cry, let you
deposit more, ™

Mismanagement of bank resources =- It appears that carelessness
in the granting of rural credits has been responsible for some of the abusive
treatment of borrowers, It is charged that smaller agricultural loans were
parcelled out to farmers mechanically in many instances, with no consideration
given to the need for the loan or the use to which it might be put, Often
the amounts loaned were so small that they could not possibly be used for
productive ends. Having made bad loans, the banks have been tempted to use
harsh tactics to force their repayment and avert losses.

1/ The "five poisons" were the charges made against the urban middle

T classes in a nationwide campaign earlier this year., They are tax
evasion, bribery, fraud, theft of state property, and theft of state
gconomic secrets,

NOT FCR PUBLICATTION




-l - Chinese Banking

Failure to exercise reasonable Judgment in the use or the banks?
resources has not only given rise to "commandism," but it has also resulted
in the tying up of a substantisl volume of capital over long periods of time,
This charge applies in particular to the field of commercial credit where
apparently borrowers Lhave not been subjected to the same pressures to force
prompt repayment as have been employed in some rural arease Reports of the
Peking sub-office of the People'’s Bank recently showed that Jj2 per cent of
the total loans outstanding had been given at least one extension, In some
cases as many as ten extensions had heen granted, A similar situation is

Chiqg Finance also complains that the People's Bank has suffered
substantial losses as 3 result of faulty policies in the granting of develop-
mental loans, Irrigation projects in several areas have been financed despite
the fact that they are clearly not self-liquidating, Tle receipts from the
sale of water on some projects is insufficient to pay even the interest on
the loanse In one case, a new dyke was financed by the bank though its con-
struction was opposed as unnecessary by the peasants in the area. Poorly
engineered, the dyke was lost in a flood soon after, The peasants not only
refused to repay the loan, but demanded that the Government compensate them
for their losses in the flood,

Red tape and overwork —- The third type of Criticism made of the
banking system concerns excessive red tape and the placing of excessive burdens
on the employeces, At the Fourth National Accounting Conference, the head
office of the People!s Bank prescribed a total of 1l reporting forms for use
in the banking systems However, the use of forms has greatly mltiplied in
the lower echelons, The Shanghai sub-office, for example, requires its
business offices to fill in 93 kinds of reporting formse, Its main business
office has to complete 127 different forms. This work places a heavy strain
on the employees and there is strong suspicion that many of the reports made
Serve no useful purpose,.

China Finance claims that the health of bank employees is seriously
limpaired by overwork due to the complexity of the banking system's procedures
and regulations, It states that in many banks and offices extremely serious
cases of illness and even deaths have been reported as a result of heavy work,
long working hours, and poor sanitary conditions. Some branch banks in medium
and minor cities where the work load is lighter and overtime would not be
Justified by the volume of business require employees to spend several hours
each day studying with the result that they are left with little, if any,
leisure time,
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Conclusion
M,

The fact thet Serious charges of this nature have been publisheqd
and re~published in China, is stroung evidence that the ills of the banking
system are of serious importance, China Finsuce makes it clear that it is
not describing isolated events or condifions which have been corrected once
attention has been called to them,

"These problems did not arise in individual districts," it
emphasizes, "nor were they discovered only recently., But they have not
been given due attention and have not been corrected and solved in time."

The Communist critic, unable to consider the possibility that
the fault lieg largely in the excessive centralization of authority and the
bureaucratic mechanism itself, places the blame on the individuals responsible
for the operation of the huge comnlex System that has been created, He
complains that "the leading departments of the banking organs, particularly
the head office of the People!s Bank, are still satisfied Just to sit in
their offices and write decisions and issue directives, paying attention
only to arranging work and taking no steps to 80 down among the rank and
file to learn the situation and check up on the worke" The practice of

banking enterprises are not likely to find it practicable to attempt to
exercise personal supervision over all the actions of their 300,000 employees.,

It seems apparent from this distance that the primary trovble
with the system is not bad management, but the congenital ailment of over-
centralized bureaucracy, a deficiency of incentive combined with an excess
of authority., The bank's customers are abused not only because the bank
is an arm of the state which is apparently clothed with coercive powers,
but because the employees have no positive incentive to treat these customers
with courtesy and consideration, There are doubtless many reasons why bad
loans are made, but one appears to be that loans are made on the basis of
orders received from higher echelons in either the bank or government, rather
than on the basis of the bank manager!s Judgment as to the most profitable
employment of his funds., Red tape proliferates and employees are overworked
at least in part because the upper echelons in the system are unwilling or
unable to delegate adequate responsibility and place adequate confidence in
the lower banking organs,

The past performance of these abuses exposed by China Finance
Serves to demonstrate inherent weaknesses in China's state banking system,
When the experience of other Communist lands is considered one may conclude
that it is more likely that the abuses will be tolerated than that the
underlying causes will be recognized and corrected,
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