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CLEARING UP TRIANGULAR DEBT MUST START WITH THE SOURCE—FIXED-ASSET INVESTMENTS1

September 3, 1991

This conference has several distinctive features. First, the leadership attaches great importance to it, and the State Council is very supportive of the clearing up of triangular debt. The State Council is very determined and has allocated RMB 35 billion to support the clearing up. Second, this conference isn't treating the clearing up of arrears solely as a fiscal settlement or a financial issue. Rather, it is dealing with the problem of triangular debt comprehensively, by not only clearing up arrears in fixed-asset investments, but also by using “linking reductions to loans”2 to control the stockpiling of finished goods. Next year we'll further invest in technical upgrading, which will include using US$1.5 billion annually of our national foreign exchange holdings to import advanced technology, and will gradually reduce enterprise payments to the “Two Funds,”3 thereby improving the ability of enterprises to repay and to upgrade. Third, we're combining the tangible with the intangible, studying a series of State Council policy documents while also drawing up highly operable methods and sharing the actual experiences of the Northeast region in arrears clearance. Fourth, this conference has emphasized the integration of both the payment and the prevention of arrears in order to prevent the emergence of new arrears. Our attendees have found this approach very productive and feel more confident about clearing up arrears.

Now I'd like to say a few words in response to the issues brought up here.

We Have to Focus Hard on Fixed-Asset Investments—the Source of These Arrears—and Strive for a Good Outcome in Arrears Clearance

Many people still have a “wait and see” attitude toward triangular debt, and they're not very confident. I feel that this problem can't be resolved without determination. Last year, we gained some experience and had some success in clearing triangular debt, but because of deep contradictions that had built up over many years and are impossible to resolve in a short time, new arrears were appearing even as old ones were being paid off. With debts being paid off and run up simultaneously, arrears were growing larger and larger.

Several indicators from the first half of this year show that the rate of production is quite high. From January to July, the value of state-owned enterprise production in the national budget increased by 10.4% in comparison with the same period last year, and sales revenue increased by 15.6%, yet realized profits fell by 13.1%. The proportion of loss-making enterprises reached 36.7%, which is 2.7 percentage points higher than in the same period last year, while losses amounted to RMB 17.78 billion, which is 18.6% higher than for the same period last year. Finished goods locked up RMB 133.25 billion, and inventory was RMB 70 billion higher than normal levels.

The contradiction between a rising rate of production and a lower economic return hasn't been resolved. In the first half of this year, the number of and total investment in new infrastructure projects around the country valued at more than RMB 50,000 were, respectively, nearly 100% and 80% higher than in the same period last year, while the scale of state-owned investments grew by 18%. A very large part of the production rate and of fixed-asset investment is sustained by owing arrears to production enterprises.

The national and local governments as well as the enterprises are all under very intense pressure, which they have trouble coping with, and all regions, departments, and enterprises are loudly demanding that triangular debt be cleared up. Deputies to the National People's Congress and members of the Chinese People's Political Consultative Conference have tabled several dozen proposals for clearing up these debts. Many older comrades are also very concerned about this issue and have made many valuable suggestions. In particular, many people at the grassroots level have written letters with suggestions, and their zeal is touching. I feel that the time is ripe to resolve this problem.
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Presiding over a symposium to clear up triangular debt in Shenyang, Liaoning Province, in June 1991.

The State Council attaches great importance to the problem of triangular debt. In late May, Premier Li Peng entrusted me with this task. On June 1, he chaired a Premier's work conference that conducted a special study of this topic and proposed to make a breakthrough by using the clearing up of triangular debt to invigorate large and medium state-owned enterprises and improve productivity. We are expected to make a breakthrough in this regard within six months.

Major Reasons for New Arrears. Based on an analysis of the arrears clearance situation last year, the State Council's leading team on triangular debt believes that there are three major reasons why new arrears are accumulating even as old ones are being paid up.

—The first is the serious shortfall in fixed-asset investment, resulting in massive arrears owed to production enterprises for equipment and materials, as well as to contractors for project funds. Construction is completed but still hasn't been paid for, so the production enterprise has to assume the debt and pay the interest for the developer.4 Last year alone, arrears amounted to RMB 50 billion, causing production and contracting enterprises to pay RMB 5 billion in interest.

—The second is enterprise losses. Enterprises that lose money are supposed to be shut down, but for various reasons this hasn't been done, and they even continue to produce, running up arrears because they're unable to borrow. In last year's budget, state-owned industrial enterprises openly acknowledged losses of at least RMB 50 billion. This doesn't even count concealed losses, which appear to be profits but are actually losses. As a result, these enterprises owe working capital to other units.

—The third lies in over RMB 70 billion of stockpiled goods, which are locking up working capital. In order to maintain production, enterprises have no choice but to run up arrears.

These three factors have been responsible for almost RMB 200 billion in triangular debt. Furthermore, the trading of goods is disorderly, settlement discipline is lax, and credit is poorly understood—also important causes of worsening triangular debt. These and the above three sources have created serious triangular debt.

Any assessment of the seriousness of triangular debt must look at it from two perspectives. On one hand, it should be seen as the manifestation of deep contradictions that have built up over many years and can't be resolved in a short time. We plan to resolve them within three years. On the other hand, we must recognize that they can indeed be resolved if appropriate measures are taken. This year, we want to clear up RMB 100 billion—this is an attainable goal. However, it's quite risky to tackle all three sources at once. Last year, we put RMB 50 billion into paying off arrears. Of this amount, RMB 10 billion went toward clearing up arrears for infrastructure projects, with effective results. If we start by clearing up the fixed-asset investment arrears of projects, each debt paid will be one debt less, and this won't create any new arrears. However, if we start with arrears of working capital, this might lead to new stockpiling. The State Council has agreed to start at the sources and feels that we must be cautious in clearing up working capital arrears.

A Pilot Program for the Northeast. We have also decided to start a pilot program for triangular debt clearance in the Northeast, which will constitute the first stage of nationwide clearance. The method proposed to resolve the stockpiling of goods in the pilot program is “linking reductions to loans.” In July and August, the State Council sent clearance work teams to the Northeast and other regions in conjunction with the pilot program.

According to a study of typical cases in the Northeast, arrears of fixed-asset investments account for only 15–20% of total arrears. Many people are skeptical about starting with fixed-asset-investment arrears, thinking this won't resolve the problem. Similar views have been voiced at this conference. We've often repeated this fact: fixed-asset-investment arrears may constitute a very small proportion of total arrears when counted as single debts, but this doesn't factor in the overlapping effect of serially linked arrears. If you put money into a power plant that is in arrears, it will be able to pay its equipment manufacturer, which will then pay the steel mill, which will in turn pay the coal mines and railways. Because of this overlap, the effect is magnified, and RMB 1 invested can clear up RMB 3–5 of arrears.

The pilot program in the Northeast hasn't ended yet, but so far has already achieved a 1:3 clearance ratio, that is, RMB 1 will clear up RMB 3. If this is done well, it looks like we can achieve ratios of 1:4 or 1:5. The Northeast pilot program proves that clearing arrears by starting with fixed-asset investment doesn't create new burdens and doesn't expand the scale of infrastructure construction. Rather, it clears up old debts and is workable, effective, and risk-free.

Sequence of Clearing Arrears. There have been loud calls at this conference for clearing arrears of working capital as a first step, owing to misgivings about the effectiveness of starting at the source of fixed-asset investment arrears. Some have also argued that most fixed-asset-investment arrears come from projects with poor returns or lack of funding, and that putting money into them would only make us assume new burdens. We respond that it will take three years to finish clearing up arrears created by fixed-asset-investment shortfalls. For now we should first clear up the arrears of projects with good returns, and of large and medium projects. I'm in favor of clearing arrears in this sequence, and there are specific requirements in the implementation plan.

As for projects with poor returns, it's not that they aren't repaying any debts they owe. There are quite a few projects of this sort, and if they were all failing to repay, the production enterprises wouldn't be able to survive. The investment quota is already used up. If the developing unit doesn't pay the unit that produced the raw materials and doesn't pay the project costs of the contracting enterprises, then the producers and contractors can only maintain production by borrowing from banks, which is equivalent to paying the interest for the developing unit. This is transferring the burden of the shortfall in construction funds onto the producing and contracting enterprises. This is one of the main reasons why large and medium core enterprises are in such difficulties. Therefore regardless of whether a project's returns are good or poor, it must repay. If the developing unit can't pay, then the bank loan should be made to that unit, and it should pay the interest, rather than letting production enterprises bear the burden. This is the only way to set the financial order straight.

If we inject money to clear fixed-asset investment arrears, will that increase the credit quota? Will there be risk? I say there will not—at least theoretically it should not increase the credit quota. When a developing unit owes money to a production enterprise, the latter borrows from the bank to sustain production. Now the bank will give the fixed-asset-investment loan to the developing unit, which will use it to repay the production enterprise, and the enterprise can then repay the bank. Overall, there will be more loans for fixed-asset investments and fewer loans for working capital. There won't be an increase in the total volume of loans, only an adjustment in the structure of the loans. Of course, this is only speaking theoretically. In practice there will inevitably be some delays and losses, and funds invested will be greater than funds recaptured.

To resolve the problem of triangular loans, it will be necessary to increase lending, but there's no great risk. And once the money starts flowing, we'll still have to draw up a sequence (of steps) to ensure, to the greatest extent possible, that the funds don't flow to enterprises that have stockpiles of goods. The hardest thing will be to offer money to some enterprises for repaying their debts, but then find that they refuse to borrow, preferring instead to stay in debt and not even paying interest. That won't do! There still has to be administrative intervention—we must order them to borrow. Why is it that they never gave a thought to repayment when they were proposing projects, seeking approvals, and starting up construction? If you're in debt, you have to repay.

Guarantees. Some provinces say that because of natural disasters enterprise returns are poor, local government revenues have gone down, and it's hard for them to raise money on their own. Funds injected need government guarantees, but government leaders have reservations about giving them. We say that guarantees are needed because these funds are supposed to be raised by the local governments and enterprises themselves, yet for the time being you can't raise them, so the only option is for the banks to lend to you, but the governments must guarantee repayment.

When launching a project, you thump your chest and say you have the money. Perhaps at the time you had only a certain amount but used it several times. When starting up the first project, you may have said you had RMB 100 million. When starting up a second project, you may have again said you had RMB 100 million. When starting up a third project you still said you had that amount. Now that “one daughter has been married off several times,” when the work starts there's no money. So in restoring normal economic order and clearing up old debts, locals will indeed have difficulty raising funds. The banks can lend to them but will require fiscal guarantees from the local governments, which must repay the banks in the next fiscal year. If local fiscal authorities won't give guarantees and won't repay, they may still plan to start up major projects the next year, and then the scale of construction will truly grow larger than ever.

Guarantees are a measure to prevent new arrears. Self-raised funds account for 30–50% (of total project costs), which is quite high. If banks don't put in some money and enterprises aren't able to raise any money on their own, then the effort to clear arrears won't yield the desired results. In order to support key national industries and infrastructure projects as well as key technical upgrading, the State Council has decided that this year, the Construction Bank and the Industrial and Commercial Bank will jointly issue RMB 10 billion of national investment bonds. Of this sum, 8 billion will be used for infrastructure and 2 billion for technical upgrading; amounts have already been allocated to the various provinces and municipalities. Before the bonds are issued, we'll ask the banks to lend to the locals, and the local governments will guarantee these loans. Once the bonds are issued, the locals will repay the banks. These will be considered self-raised funds and will still require guarantees. In short, if you can't repay this year, you'll have to repay next year, and if you can't repay next year, you'll have to repay the year after, but you can't let the debt go bad.

Some provinces and municipalities have indicated that they have difficulty raising funds, and I do understand. That's why the self-funded portion will be suitably reduced for the provinces and municipalities experiencing greater difficulties, and we'll give them more bank loans. However, I still hope that all of you here will report to your provincial Party committees and governments after you go home—cut back a bit on the projects planned for next year and do fewer of them, and cut back especially on those projects to build fancy buildings. Take some of the funds reserved for those projects and use them to pay back money you owe others. That way, things will start moving for everyone.

We hope that through our joint efforts, we'll be able to clear up RMB 100 billion this year. That's about one-third of the current triangular debt, perhaps even a bit more. In October we should calculate the results of the clearing up to shore up everyone's confidence.

We Must Resolutely and Steadily Shrink Stockpiles and Do a Good Job of “Linking Reductions to Loans” and Clearing Arrears of Working Capital

Many provinces and municipalities have reported serious arrears of working capital, and are pressing loudly to have these arrears cleared up. I want to stress that we have to be very cautious in clearing up arrears of working capital. We can't just “add flour if it's too watery and add water if it's too floury.” We have to use desperate measures to shrink the massive inventories and then put the money from downsizing inventories into technical upgrading and technology development. Only then can we achieve the desired results. This is because the stockpiling of inventories is a major source of arrears of working capital.

That is to say, a considerable proportion of products aren't marketable and sell poorly, but the enterprises still need to keep up production and pay bonuses. This will inevitably lead to large increases in inventory and will lock up bank loans. When enterprises can't borrow, they'll owe others. Best-selling products never result in arrears. For example, there are no arrears for the VW Santana, and even if you have the money you'll still find it difficult to buy an Audi sedan. It's mainly goods that sell poorly that lead to arrears, and if you lend to their producers to pay off old debts, they'll continue to stockpile and run up new debts. Therefore those enterprises that have poorly selling goods and are stockpiling must adjust their product structure, and we mustn't keep lending them working capital to produce stockpiled goods.

To adjust product structure, some enterprises will have to halt production and do technical upgrading. They will have to turn the money locked up in inventory into money invested in technical upgrading, turn dead money into live money, and raise technical standards up to a new level. Some of the funds for technical upgrading will go to equipment and some to wages. Both of these will in turn stimulate consumer demand and promote social production. The method of “linking reductions to loans” that we're employing now is also conducive to adjusting the credit structure. It won't increase the credit quota; it will only turn loans for working capital into loans for fixed assets, so there's no risk. Currently some goods fail to sell even after being stockpiled for several years, and in the end they can only be written off with large losses. We'll all have to endure some hardships while we make structural adjustments, and in two or three years' time industrial production will be entirely made over. Some have suggested that while “linking reductions to loans” may be a good policy, if it's not handled well it will create new inflation due to overinvestment.

We recognize that it isn't entirely risk-free, but what I'm most worried about isn't this: it's that inventories won't shrink, and that the provinces and municipalities won't be able to meet the targets we've given them for shrinking inventories. It's appropriate to step up the marketing of goods in the warehouses, but cut-rate sales can have severe consequences. You can sell everything off this year, but next year's markets will be affected. The facts have shown that cut-rate sales do not get at the root cause. Shrinking inventories will still require shrinking production, reducing production, and halting production. Otherwise, inventories won't go down. But shrinking production means closures, stoppages, mergers, and transfers, which will affect social stability.


It all depends on whether or not we're determined to deal with this problem. If we have the determination, and also do solid ideological work and have reasonably well-designed accompanying measures, we'll be able to maintain social stability and reduce the production of goods that are stockpiled and sell poorly, which will free up working capital for technical upgrading and technology development. This is the immensely difficult task confronting us, and we must do a good job of it. In December, we'll be convening a national conference on technical progress in enterprises to further discuss this issue. Projects aimed at technical remaking are not to be undertaken lightly. We'll have to strengthen macroeconomic controls and select very carefully. Large and new projects, in particular, must be vetted in order to avoid blindly starting up or duplicating projects. Through remaking, we'll raise technical standards to a new level.

Need to Analyze Stockpiling Historically. Many people voiced their views at this conference and argued that closures, stoppages, mergers, and transfers are nothing to be afraid of. Things now are utterly different from 1962.5 Goods are no longer in short supply—rather, there are too many goods. We must do a quick turnaround, stopping production to do technical upgrades and technology development, and stopping production to work on new products, so that both enterprises and products are raised to a new level.

It took some time for the stockpiling of goods to build up, and we need to analyze it historically. In 1988, the year I became Mayor of Shanghai, we began cutting back on infrastructure construction. The cutting back really took place from the second half of 1988 until the first half of 1989, when the money supply was extremely tight. At the time, people at the local levels all reported that money was too tight and that production couldn't continue. We can now see that the tightening was correct—redundant production in township and village enterprises declined, redundant construction was squeezed out, fancy buildings were cut out—and this rectification yielded truly great results. But rectification is a painful process: shrinking infrastructure construction and tightening money supplies inevitably lead to a temporary drop in production.

Looking back now, we really needed to endure the pain then—conduct closures, stoppages, mergers, and transfers; undertake structural adjustments; and accomplish the mission of this adjustment. However, this process was interrupted by the political upheavals in the late spring and early summer of 1989. Given those unique circumstances, we would not have been able to ensure social stability if we could not ensure steady production at the factories, so we loosened credit. We must understand that there were historical reasons for the credit loosening then. Even though we sustained production with bank loans and increased inventories at a time when structural adjustment was still incomplete and the market had not yet started up, this undeniably led to a rapid rebound in production, stabilized hearts and minds, and stabilized society. Now we can no longer count on unlimited borrowing from banks to sustain production, or count on handing out bonuses to maintain stability. We have to clearly explain all this to the workers and to the people. It is impermissible for enterprises to keep handing out bonuses, giving raises, and “eating out of the same big pot” while they're losing money.

Some People's Concerns about Cutting Production. Some also say that we must be very cautious in cutting the production of materials like coal, which affect national plans and people's livelihoods, that it's easy to bring production down but hard to bring it back up. Actually, we're not cutting back on coal. I already said so at the second national teleconference titled “The Year of Quality, Product Diversity, and Productivity.” To the greatest extent possible, we won't reduce production of the means of production, and we won't let their production capacity stand idle. If we can export them, we'll export a little more, and if we can buy them, we'll buy a little more. If centrally managed coal mines are having difficulties with working capital, we'll do our best to help resolve them. We're not cutting back on small daily necessities either. All the products we're singling out for cutbacks are those that lock up a lot of money, such as textiles and cigarettes.

The tobacco companies are moving very quickly this time—cigarette production was supposed to be cut back by 1.5 million cases, worth RMB 3 billion. We originally estimated this would have a RMB 1.7 billion impact on fiscal revenues, but after adjustments to product structure, the impact wasn't so great. The State Planning Commission has also very quickly adjusted its plans for the individual provinces, and all regions are expected to implement these strictly. I want to reemphasize the provisions in the State Council's related notice of 1983 that enterprises that overproduce in disregard of the national plan, or that lower prices in violation of pricing policy, will be subject to economic sanctions. All the profits and taxes from cigarettes produced in excess of the plan must be turned over to the central fiscal authorities. We have to take real action, or else the plan won't be taken seriously.

Some ask, how can we cope with the impact on fiscal revenues if we reduce production and inventories by RMB 20 billion? I feel there's nothing whatsoever to be afraid of—these revenues only exist on paper. If we don't use desperate measures to deal with stockpiles, continue to produce despite stockpiling, refuse to stop production despite operating in the red, and keep putting money in to sustain production, over time we'll either have to grant fiscal subsidies or rely on bank advances, which will deplete our resources. The fiscal revenues paid by these enterprises are funds from the banks that they use to pay taxes. The money is transferred from the pockets of the banks to the pockets of the fiscal authorities—there's nothing to fear from this kind of revenue loss!

At the Premier's working conference on August 28, Premier Li Peng pointed that that we've already been talking about restricting the production of stockpiled goods for three months but have done very little about it in practice. If we're still unable to show some determination, then the problems of triangular debt and stockpiles can't be resolved. The locals must not only support the restrictions on producing stockpiled goods; they'll also have to change their mind-sets and do this self-consciously. The slightest carelessness in dealing with this issue will lead to social instability, so we'll have to be very resolute but also consider how much we can handle. We must be very cautious, but this matter can't be dealt with without determination.

If we're not cautious, there'll be trouble. If we don't do ideological work zealously, don't explain the reasoning to the workers and the people, and particularly if the leading cadres don't share the pain and suffering of the people, it won't work. In solving the problems of closures, stoppages, mergers, and transfers, we must pay attention to studying the various matching measures, and I hope all of you from the provinces and municipalities will gain some experience after you go home.

We must recognize that under the correct leadership of the Party Central Committee with Jiang Zemin at its core, we now have political stability, social stability, and flourishing markets. Given such conditions—provided we have organizational implementation, receive priority from leaders, and do strong ideological work—fulfillment of this task won't affect stability. If we're afraid to do anything, the difficulties will only become greater. We must be resolute and open up many channels, for example, by having laid-off workers stay at factories, taking turns working and vacationing as insurance against layoffs, developing tertiary industries, and so on. In a word, we can't go on manufacturing stockpiled goods.

The Enterprise Bureau and the Production Adjustment Bureau of the State Council's Production Office must also visit the provinces and municipalities to sum up experiences in this area, so that we can be sure of both meeting our targets for reducing production and ensuring social stability. Closures, stoppages, mergers, and transfers nowadays are different from the past. Our economic strength is greater now and workers' bonuses aren't being cut, so a few closures, stoppages, mergers, and transfers aren't so fearsome. After two or three years of effort, enterprises will be revitalized. Provided there is hope, we won't lose the hearts of the people.

Getting Back to the Main Theme

We have to work in unison to clear up triangular debt. This is not a task that can be done by banks alone, but we also mustn't underestimate the role of banks. In the very short time we have at this conference, we can't straighten everything out, and even if there are cases in which money shouldn't have been put in, we have no choice but to acknowledge this fact. We will give each province and municipality a set amount, and ask them to be good gatekeepers for it while considering the interest of the entire country. I've been to Liaoning three times and told them that basically you thumped your chests and undertook these projects yourselves. Then after the projects were under way, you ran out of money and you're now asking for loans from the central government to pay your debts. The central government can lend a portion, but the locals must use every means at their disposal to make up the portion they should be funding themselves.

Right now, the shortfall lies in the portion that should be raised by the locals. The localities must not use all their money for next year's big infrastructure projects. We already have a funding shortfall for this year's infrastructure construction. If the locals don't pay up, they are not looking at the total picture. They should pay this money up first, which will both resolve the difficulties of their own province's enterprises and ease the difficulties of enterprises from other provinces. This is something we entrust all of you with. We will set a total figure only for funds to be injected by each province and municipality. As for how much goes into which projects in the future, that will be for you to “hold court” on and decide. You must all work on this when you go back, and you must reach this goal.

Some departments have suggested shrinking working capital and using it for technical upgrading, hoping that the adjustments in technical standards for upgrading can be controlled by their departments. When I reported on this issue to Premier Li Peng yesterday, he felt that it should still be the locals who control and adjust, because whether or not inventories can be reduced will depend mainly on the efforts of the locals. How the funds from the reductions are to be used should be mainly up to the locals, and adjustments between industries and enterprises should be permitted. But we must learn a lesson from our previous loss of macroeconomic control, namely, that the locals must fully respect the views of the departments overseeing their industries and fully understand both domestic and international market information. At present quite a few projects tend to be very small at start-up, but then in order to achieve economies of scale, enterprises increase their scale, causing us to lose macroeconomic control.


I'm in favor of provinces and municipalities joining together to raise funds for some large projects—it's just a question of reasonable apportionment of investments, products, production values, profits, taxes, and labor. I'd like to ask the State Planning Commission and the State Council's Production Office to come up with a method to assign production values, profits, and taxes to the provinces and municipalities involved so that everyone benefits. We have to let each and every province and municipality play to its strengths, so that each has its own highly competitive projects.

Some say that in focusing on funds for finished products, “linking reductions to loans” is “whipping the ox that runs fastest.”6 In places like East China, inventories of finished goods are low and can't be reduced by much, which would affect the linked scale of technical upgrading. We can consider linking not just to finished goods but also to shipped goods, as this would help motivate provinces and municipalities with low inventories. Although our main objective is to shrink the funds for finished products, it won't do if, in order to reduce finished goods, producer enterprises move inventoried goods over to shipped goods, as that only shifts inventory around. Therefore there can be no further increases in the money locked up by shipped goods. If there's a reduction in goods shipped, then part of that can be linked. The Industrial and Commercial Bank is currently in discussions with the provinces and municipalities and will initially reduce funds for finished goods by RMB 19.4 billion and implement “linking reductions to loans.” I'd like to ask the People's Bank and the other banks, such as the Agricultural Bank, the Bank of China, and the Bank of Communications, to look at the methods used by the Industrial and Commercial Bank, discuss them, and come up with concrete methods.

Still others say that the state is putting up large sums of money to clear up arrears, yet isn't going after the reasons and responsibilities for the arrears, and that this will be bad for preventing new arrears in the future. I don't feel that we're not going after these. When we inject funds, governments at all levels will have to trace responsibilities, and departments will have to do the same. In clearing up debts this time, funds have to be injected, responsibilities must be traced, and lessons must be learned. This method of debt clearance consists in part of tracing responsibility. If indebted units fail to repay, that will indicate a true failure to trace responsibility.

There are also people who say that we mustn't overstate the impact of debt clearance, as if to suggest that once the problem of clearance is resolved, deep problems will also be resolved. I feel that triangular debt actually touches on all aspects of deep contradictions, and therefore it is impossible to underestimate the significance of clearing up triangular debt. If enterprises aren't revitalized, if there are no restraining mechanisms, if there are no controls for project start-ups, if everyone eats from the same big pot, if nobody is held responsible when a project goes bad, if there is no responsibility when losses are incurred—these all touch on deep problems. If problems at that level aren't resolved at all, triangular debt cannot be resolved well. If we can resolve a portion of the triangular debt, it will mean that we're beginning to touch on deep problems. If triangular debt is resolved well, it will provide great impetus to the resolution of deep problems.

People at the Ministry of Electrical Machinery say that a quarter of inventory is not “real,” that it consists of damaged goods that should be written off, so we shouldn't simply rely on the method of “linking reductions to loans”; otherwise problems will develop. I say we needn't worry about this. Auditing assets and taking stock of inventory will be the next step in our work. When I speak of shrinking inventories here, I refer mainly to shrinking production. Even if parts of the inventories are written off, we have large inventories right now, and they will meet our needs. There's not much risk in “linking reductions to loans.”

Post-Conference Tasks

The various locales attending this conference have identified 10,000 projects that are in arrears. Of these, 5,700 are infrastructure projects and 4,300 are technical upgrading projects, and the total owed is RMB 38 billion. We plan to inject RMB 23 billion in loans, and ask that they raise 11 billion on their own. The 23 billion includes money that must be reserved at each stage for product taxes. It has already been allocated to the provinces and municipalities, but some are still dissatisfied. It doesn't matter if you're dissatisfied—provided you're clear about your projects, we still have room for discussion. The original target for “linking reductions to loans” was RMB 20 billion, and we've already accounted for 19.4 billion. Of this, 2.1 billion will be used this year, and the balance will be transferred for use next year.

With the tasks of this conference now made clear, I hope you will do the following when you go home:

1. All locales and departments must give high priority to this work. Governments must give it priority, and provincial governors, chairmen of autonomous regions, and mayors of centrally administered municipalities must personally take charge. We must first strengthen this work organizationally and assign some capable cadres from the State Planning Commission, State Economic Commission, the Ministry of Finance, and the banks to reinforce their debt-clearance offices. The clearance teams must remain stable.


2. We must provide good training in debt clearance. Staff engaged in clearance must first undergo training, and this training must extend all the way to the grass roots handling banks, branches, and enterprises. We must assign a full half-month to be solely used for training. If this is done well and keeps up with needs, there'll be fewer missteps in our clearance work. On September 20, we'll start injecting funds nationwide, and all actions will take place in unison.

3. We must focus hard and unswervingly on clearing debts at the source—on fixed-asset investment projects. These must be carefully cleared up in sequence, in accordance with the designated timetable and with the requirements of this conference. We will insist on first giving bank loans for debt repayment to those provinces and municipalities that first set things straight, and for the time being, we won't inject funds in places that can't set things straight.

4. In the course of debt clearing, all locales and departments must think of the entire country as a single chessboard. They must recognize the greater good and consider the big picture. They must resolutely oppose and overcome selfish departmentalism and local protectionism, and they must overcome and correct the wrong ideas that “it's reasonable to be in arrears,” “it's advantageous to be in arrears,” and “arrears bring benefits.” Funds for clearances cannot only be taken in and not paid out, and as soon as any violations are discovered, the bank presidents in question must be disciplined. To truly establish a sound financial order, late fees and penalties must be strictly withheld or paid up. The State Council has already issued a notice and the People's Bank has already drawn up a plan. It will be in force from September 1, and after a period of time there will be an inspection. If funds that should be withheld aren't withheld and this is the responsibility of the bank president, the president will be punished; if it is the responsibility of the enterprise, the factory director or manager will be punished. If government officials intervene, they must also be punished. If we don't do this, we won't be able to rectify the [dis]order in commodity trading.

I want to say another thing about clearing debts of working capital. This year we'll inject RMB 35 billion into debt payment. Besides the amounts to be put into fixed-asset investment projects, RMB 6 billion was originally earmarked for the repayment of working capital debt in key industries. Owing to differences of opinion voiced at the conference, we'll study the matter further after this conference. But I want to make it clear that people who fail to repay in the future will still have to pay late fees and penalties. Nobody will escape the payment of late fees and withholding of penalties. If one party escapes, it will be impossible to enforce discipline in settlements. If a country is undisciplined in its finances and lax in its settlements, how can it manage its economy or its production? “If you kill, you pay with your life; if you owe, you pay with your money.” What excuse is there for not repaying?! Of course there are objective historical reasons that created this phenomenon.

The issue is now clear. If an enterprise is having problems, the national and local governments will jointly help it resolve them. If the funding is put in place and losses are resolved, then there'll be a way to solve the stockpiling problem. For now, we have to rectify the order. You pay your late fees to others, and other units will pay their late fees to you. Because these are serial debts, you're at no disadvantage. It won't do if these rules aren't enforced. If they're not enforced, the infractions will be publicized and criticized upon discovery. Because the causes that led to the arrears are complex, we must all look at the big picture. You mustn't refuse to ship goods to key enterprises or to deny them railcars because they're not paying up; otherwise there'll be “chaos in the land.”

I hope that after you get home you'll quickly report to the leaders in the provincial and municipal governments and take quick action. We must do good ideological and political work and have solid organization and professional training. We must strengthen our confidence, boost our spirits, and work with one mind to win a decisive battle in clearing triangular debt.



  1. This speech was given at a conference on clearing up triangular debt convened by the State Council and held in Beijing on August 31–September 3, 1991. Participants included the provincial vice governors; autonomous region vice chairmen and vice mayors of centrally administered municipalities and cities slated for separate administration that were in charge of debt clearance; directors of debt clearance offices; the Planning Commission vice chairmen in charge of infrastructure; the Economic Commission vice chairmen in charge of technical upgrading; the vice presidents of the People's Bank, Industrial and Commercial Bank, and Construction Bank branches in charge of debt clearance; and responsible members from the State Council departments concerned. At the time, enterprises were very seriously in arrears. Some departments of the State Council had previously worked on clearing debt in working capital to little effect; meanwhile, debts were being paid off and run up simultaneously, and obligations were growing larger and larger. Drawing on the results of investigations and studies, Zhu Rongji pointed out that the main cause of the triangular debt was that departments, local governments, and enterprises were blindly starting up projects in pursuit of production value and speed. This resulted in a severe shortfall of fixed-asset investment, which in turn created large arrears in funds for equipment and materials at production enterprises, and in project funds at contracting enterprises. He therefore suggested a new way to clear up triangular debt—by starting with arrears of fixed-asset investments, and then sequentially clearing the linked debts. Practice proved that starting at this source could yield very good results, with each renminbi invested clearing up RMB 4 of arrears.

  2. “Linking reductions to loans” refers to linking the shrinking of funds for finished products and of funds locked up by shipped goods and receivables with loans for technical upgrades, including funds for technology development.

  3. The “Two Funds” refers to the Key Infrastructure Fund for Energy and Transportation and the Fund for Budgetary Adjustments.

  4. Translator's note: the “developer,” or “developing unit,” is the unit with overall responsibility for the project, including design, specifications, financing, and so forth. The “production enterprise” is the unit that manufactures the equipment and materials needed for the project, and the “contractor” is the unit responsible for the actual construction.

  5. From 1959 to 1961, industrial production was falling in China, there were shortages of commodities, and people's lives were at their most difficult since the founding of the People's Republic. In 1962 the Chinese government decided to make major adjustments to the economy; shrink the scale of basic construction; shut down, merge, or transfer some industrial enterprises; and give additional material, financial, and personnel support to agriculture. These were a result of material shortages and inflation, whereas the closures, mergers, and transfers discussed at this conference were necessitated by excessive production and the stockpiling of goods.

  6. Translator's note: assigning extra work to or placing excessively high expectations on the most accomplished work units or individuals.
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QUALITY IS THE LIFEBLOOD OF ENTERPRISES1

April 28, 1992

I'd like to discuss ten points about strengthening our work on quality.

1. Holding This Meeting Is a Concrete Action That Puts the Spirit of Deng Xiaoping's Important Talks into Practice

This national conference on quality is a very important aspect of our focus on economic work. We started off last year with clearing triangular debt—if this problem isn't resolved, it will be hard for many enterprises to operate normally. To clear up triangular debt, we had to focus on limiting production, shrinking inventories, and selling goods. Otherwise, the burden on enterprises would be very heavy, results would be very poor, and they wouldn't be able to repay debts. After focusing on these tasks, everyone felt that we could no longer fail to focus on quality. It was just then that Deng Xiaoping published his talks in the south. These talks elicited a widespread and enthusiastic response both at home and abroad. Our present conference, guided by the spirit of Deng Xiaoping's important talks, should be a concrete action that focuses on doing good work on quality as a way to implement the spirit of those talks into practice.

We had invited each province, autonomous region, and municipality to send the vice director in charge of quality in its Economic Commission as well as the director of the Bureau of Technical Supervision to this conference. However, the economic commission vice directors in some locales declined our invitation and only sent a deputy section chief. If the Economic Commission vice directors in charge of quality won't come, how is the spirit of the national conference on quality work supposed to be implemented? I sense that quite a few people aren't interested in working on quality. If we said this conference was going to hand out money or projects, they would come even without being invited. They would come to Beijing dozens of times to obtain a project, but when it comes to working on quality, they can't find the time.

All of us, including myself, must ask ourselves this question: do we really pay that much attention to quality? Focusing on quality isn't as red-hot as focusing on speed or on projects. That's why we have to emphasize that this conference is a concrete action that puts the spirit of Deng Xiaoping's important talks into practice. Deng Xiaoping attaches great importance to working on quality. He has spoken many times about improving quality and the need for everyone to study [his remarks] carefully. If we don't care about quality, the national economy won't grow.

2. We're Convening This Conference in Order to Raise the Entire Country's Awareness of Quality So That Everyone Will Truly Recognize That “Quality Is the Lifeblood of Enterprises”

As I have noted in the past, a factory director who doesn't pay attention to quality can't be a factory director, a mayor who doesn't pay attention to quality can't be mayor, and an economic commission director who doesn't pay attention to quality is basically unfit to be director of the commission. Quality should be the foremost concern in economic work—after all, “Quality is number one!”

When I was Mayor of Shanghai, I proposed the slogan, “Quality is the lifeblood of Shanghai.” That was in consideration of Shanghai's unique circumstances. In terms of the entire country, I think it appropriate to propose, “Quality is the lifeblood of enterprises.” I'm afraid some might disagree that improving quality should be foremost in economic work, but at least one should be able to say it merits an important position, right? I truly feel that in many respects we still don't attach great importance to the issue of quality.

We've been enacting a policy of opening up to the outside. Our products must not only be oriented toward the domestic market; they must also enter international markets. At present, foreign products are entering in large quantities because our enterprises aren't competitive enough. If we still fail to improve the quality of our products, then low-load production and loss-making at our enterprises will only get progressively worse.

Our foreign trade is no longer what it was at the start of our reforms and opening up, when it accounted for only 1–2% of world trade. It now accounts for 5%. We export tens of billions of dollars of goods. If the quality is poor, it will ruin the image of our country. In this sense, the question of quality not only has economic significance, but it even has political significance. Quality itself represents the image of a country and the spirit of its people. In short, we must build up an awareness of quality among all our people. Everyone must recognize that “quality is the lifeblood of enterprises” and must truly focus hard on it. Only then will we be able to do a good job of working on quality.

3. We Should Fully Affirm the Achievements of Our Work on Quality, and at the Same Time Recognize the Seriousness of Current Problems in Quality

Nobody can deny that since reforms and opening up, there have been great achievements in quality management. All products, especially those commodities in the markets, are much more abundant, and their quality has also greatly improved. This achievement must be affirmed; otherwise we would have no confidence. But we must also recognize that the current quality problems are quite serious. In part, this is evident from feedback from the people. What is it that ordinary people are most concerned about right now? The answer came as a surprise to me—it was the “China Campaign for Quality!”2 So we can see how much people care about issues of quality.

Product quality is closely linked to people's vital interests. But product quality is very unreliable at present, and the quality of many things is poorer than it was in the past. Prices have gone up, but quality has gone down—who couldn't fail to be concerned about this problem! That's why I say the “China Campaign for Quality” is a fine thing—it speaks up for the people, it gives them support, and dares to expose problems. The people say, the “China Campaign for Quality” should mean “China's Daily Quality Campaign.” On the other hand, feedback from users also indicates that the “China Campaign for Quality” has exposed some consumer goods, but not the major ones.

It has been suggested at this conference that we focus on quality problems with large equipment. If we can't improve this, we'll never be able to be independent. We've spent a lot of money to import technology for power-generation equipment, but there are still many quality problems at the three major manufacturing bases for power equipment in our country. We've already imported 21 sets of large chemical fertilizer facilities and still want to import more. Every locale is making ethylene, but all the ethylene production equipment has to be imported. Furthermore, the quality of basic parts and components like hydraulic parts and seals hasn't passed muster for years, and this is also an important reason why the quality of large equipment has failed to improve.

There are technical problems behind the poor quality of these products—notably inadequate precision in equipment manufacture, but even more important, inadequate awareness of quality and poor management. When plumbing equipment and architectural hardware have quality problems, these surely can't be related to technology—they're a result of neglecting quality. We've all encountered such things at home—the faucets or the toilets might leak, or else the plugs and sockets don't conduct electricity, and so on. What losses and headaches are inflicted on people when components and materials are of poor quality!

In fact, there is a “crisis of reputation” regarding product quality. Nobody believes in quality anymore; there is no sense of trust. Whether quality is good or bad isn't entirely determined by a single enterprise or a single sector. If the quality of a single spare part or a single type of material is poor, it can affect a wide swath. If everyone was lax about quality, the consequences would be unthinkable.

4. The Way to Solve the Quality Problem Is to Combine Market Mechanisms with Stronger Government Oversight

Under current conditions, neither market mechanisms nor administrative measures can be neglected.

Market Mechanisms. Of course the test of quality should first and foremost rely on market competition. Enterprise production should be guided by the market; enterprises should produce in response to market demand, and we should rely on the pressures of market competition to force enterprises to improve their product quality.

Why didn't quality improve in the past? Because “the emperor's daughter didn't need to worry about marrying,” and “you didn't have to wash the soil off fast-selling turnips.” It was a seller's market for so many years—goods were in short supply, market demand was great, someone would want whatever you produced—so quality didn't improve. Since our reforms and opening up began, goods have become increasingly abundant, and for most products it has become a buyer's market. However, the buyer's market hasn't solved the problem of quality. I think that this is because we still don't have a completely formed market, and the operational mechanisms of enterprises haven't been truly transformed.

In capitalist countries, the market plays a very effective role. If the quality of a product is poor, it won't sell, and that enterprise might go bankrupt. Here, despite market competition and though this is much better than it used to be, when products are poor in quality and fail to sell, people still keep producing them, and the goods can be put into warehouses. This is because the operational mechanisms of enterprises and the risk mechanisms of banks still haven't been transformed. Therefore if under such circumstances we were to totally trust in the role of the market, if we were to think that leadership could be relaxed, if we were to abolish administrative intervention and government oversight, then we would be big losers.

To utilize the market we must hurry up and promote the transformation of enterprise operational mechanisms, and this is a very big task. Even if market mechanisms are in place and enterprise operational mechanisms have been transformed, if we don't focus on quality management in enterprises, product quality still won't improve. I feel that current conditions call for administrative interventions by the government and oversight by public opinion, both of which are very necessary and effective. We absolutely cannot let up on these.

Oversight. I particularly want to say a few words about oversight through public opinion. In the past, public opinion also contributed to improving product quality. However, the recent “China Campaign for Quality” has shaped public opinion in a rather focused and deliberate way, helping everyone to become more aware of quality. I think that the “China Campaign for Quality” is not only popular with the people but has also truly become a campaign for all government departments and all enterprises. It has been very helpful to them, creating quite a sensation and causing people to pay more attention to quality. Overall, this activity seems to be moving in a healthy direction, has played a very positive role, and has been affirmed by the Party Central Committee and by leading members of the State Council. Therefore oversight by public opinion should continue.

Government oversight consists primarily of truly perfecting the system of random checks by state supervisors of quality and persisting in its use. Some people are worried—now that we're stressing enterprise autonomy—that many enterprises are abolishing their quality management and quality inspection departments. Comrades, that won't do! Enterprises have the right to operate autonomously, but there must still be macroeconomic management by the state. This doesn't mean that enterprises are free to abolish their quality management and inspection departments. This country still has laws that explicitly require enterprises to have departments in these areas.

Some people misunderstand this somewhat, noting that in Japanese “Total Quality Management,” they say that “product quality doesn't come from inspections; it is embedded in every single manufacturing process.” Therefore, they think final quality inspection isn't needed, that the problem of quality is solved through the process of manufacture. This is a misconception. In fact, there are still final quality inspections in Japan, and these are extremely strict. “Autonomous inspections” are inappropriate under these circumstances and do not accord with the present condition of our enterprises. They would cause chaos. Considering the present state of labor discipline in our enterprises, it simply won't do to advocate “autonomous inspections and autonomous assembly,” and to let products out the factory door without quality checks. Therefore quality inspection departments must not be weakened, let alone abolished. Quality inspections for each process must be strengthened, and the final inspections of finished products must not be halted. The system of random quality checks mandated by the state must be further refined.

The most important thing right now is to seriously deal with the results of random quality checks. If you only inspect but don't act strictly on the findings, it won't be useful no matter how many times you inspect. We should increase the scope of inspections appropriately, but we can't increase it too much because we don't have that much money. If it were expanded to the point of having to charge enterprises, then it would increase the burden on them, so that is forbidden. Therefore the system of random quality checks by the state can only serve as a deterrent, prompting enterprises to improve quality.

Here, I want to point out once more that the first time an enterprise fails a random quality check, we issue a “yellow card” and set a deadline for fixing the problem. After the deadline passes, we conduct a second inspection, and if it fails again then the factory director will be removed. Here I mean the chief factory director will be removed. If the director isn't in charge of quality, what is he/she in charge of? This system must be strictly enforced. The rules of this system were already drawn up in the past. The State Council approved these rules, and the State Economic Commission has actually been enforcing them, relieving several factory directors of their duties. Now we have to continue enforcing these rules strictly. Otherwise, quality won't improve if we just count on the market and on mechanisms.

Of course I hope random quality checks won't be carried out redundantly. If the National Bureau of Technical Supervision has already inspected a product, the locals don't have to inspect it again. We don't want the state inspecting a factory today, the province inspecting it tomorrow, and the county inspecting it the day after. After all, random checks are a deterrent force, which means we should conduct surprise checks so that enterprises feel that they might be inspected at any time. This is the only way they will pay attention to quality every day. During quality inspections, enterprises are asked for sample products, but cannot be charged fees. Where will the
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Zhu Rongji on the Record . . . functions as a case study in practical
statecraft. Because Chind reform program was so sweeping, and the
projects being implemented were of such scale and complexity, Zhu
had occasion to reflect on almost every aspect of moder cconomic
management and social development. The problems addressed in
this book range across industries—railways, coal, finance, automo-
bile manufacturing, real estate—and their relevance reaches well
beyond China. Economists, business strategists,and policymakers
will all find in these pages thought-provoking examples of how a
penetrating mind grappled with one of the most significant reform
programs in modern history.

‘They will appreciate the creativity of his proposals, the scope and
ambition of his vision, his resoluteness in crisis, and his strategic
acuity.

Henty A. Kissinger

‘Throughout his political career, Zhu has always been a man of
action, cager to implement the next feasible steps of reforms, yet
always doing so with farsightedness. . . . ‘This highly informative
collection of specches, minutes, and letters by Zhu Rongji deserves
widespread attention. It is a unique historical document of China's
unprecedented economic evolution over the past few decades. And
it gives a fascinating insight into the political work of Zhu Rongji—
an exceptionally gifted statesman and a dear friend.

Helmuz Schmids
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