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CHINA
BUSINESS
MANUAL 1981

“Knowing the right person, or the right
department to contact is the key to any
business, and especially in the People’s
Republic of China with its huge bureauc-
racy. This wonderful little book, the China
Business Manual, is the key to all those
doors to business opportunities with
China.”

Archie R. McCardell

Chairman and Chief Executive Officer

International Harvester Co.

Over 5,000 different entities and over
1,000 Chinese officials named. Addresses,
phone/telex/cable numbers listed. Or-
ganization of seven provinces and
municipalities listed in detail. All prov-
inces, prefectures, and counties included.
Contents organized by:

e Political Structure
Agriculture

Energy

Finance

Foreign and Defense Affairs
Foreign Trade

Media and Advertising
Transportation, Communications, and
Travel

Science and Technology

® Provinces and Municipalities

China Business Manual 1981

What is the structure of China's economic
hierarchy? Whom do | contact and how?
Who can represent my needs in China?
Who deals in my product? The China
Business Manual is an encyclopedia of
China’s trade and economic organiza-
tions, designed to answer all these ques-
tions.

Name
Company
Address

Signature

Please send me

O My check is enclosed for $

The comprehensive China Business
Manual provides detailed information on:
All top party and government officials; 88
commissions, ministries, and state agen-
cies; over 500 corporations; over 270
foreign trade corporations and branches;
almost 500 societies, associations, and
research institutes; more than 200 fac-
tories; some 350 scientific and technical
publications; over 2,500 provincial and
municipal subunits; over 850 provincial
and municipal commissions, branches,
etc.; over 100 banks and branches; plus
exhibition centers, advertising agencies,
port authorities, Chinese weights and
measures; and much, much more.

Indexed and cross-referenced by product
and organization.

Pocket-size for Easy Reference

The China Business Manual is a must for
anyone doing business with the PRC —
importers, exporters, lawyers, agents,
advertising executives, retailers, etc.
Whether you are a first-time China trader
or an old hand in the business, govern-
ment, or academic communities, the
China Business Manual is indispensable.

Handy, 336-page, pocket-size volume costs only $11.95 plus
$1.00 postage and handling. Only $9.50 plus $1.00 P&H for
member companies of the National Council.

copies of the China Business Manual

J Please bill me.

Return to: The National Councll for US-China Trade
Department 10A » 1050 17th St., NW, Suite 350
Washington, DC 20036

- e - - -

Published by the National Council for United States-China Trade
Distributed overseas by Prentice-Hall International, Inc.
Money-back Guarantee

“In business — or, want to do business
with China? Buy this book! It's a gold
mine of trade and economic information.
Every company executive in business with
the PRC should have the China Business
Manual as a basic tool of the trade.”
Eugene A. Theroux
Partner

Baker & McKenzie
Beijing Office
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The China Business Review welcomes
articles from outside contributors.
Manuscripts submitted for considera-
tion should be typed, double-spaced,
and normally may not exceed 5,000
words. They should be sent to the edi-
tor, The China Business Review, 1050
17th Street, NW, Suite 350, Washing-
ton, DC 20036, USA.

The magazine is available for sub-
scription in the US and Canada at $90
per year: elsewhere at $120 per year
including airmail and postage. A re-
duced rate of $60 per vear is charged
academic or public ibraries in the US
and Canada, and $48 for faculty and
students (copy of faculty letterhead/
current student LD is required). Past
issues of The CBR have been indexed
and are available i microhche trom
the National Council.

The China Business Review is pub-
lished bimonthly by the National
Council for US-China Trade, 1050
17th Street, Suite 350, Washington, DC
20036, USA. The National Councilis a
nonprofit organization incorporated
under the laws of the District of Col-
umbia. The CBR is published principal-
Iy for members of the National Coun-
cil. Controlled circulation postage is
paid in Washington, DC. Aruclesin The
CBR do not reflect Council policy, un-
less indicated. The National Council
for US-China Trade is grateful 1o His
Excellency Huang Zhen, minister of
culture, The People's Republic of Chi-
na. for the calligraphy on the front cov-
er of the magazine, and to 1-Chuan
Chen of the National Council for the
calligraphy used for the magazine's de-
partments. © The National Council for
US—China Trade, 1982, All rights re-
served. Reproduction in whole or part
without permission is prohibited.
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SWORDS INTO PLOWSHARES

Recent visitors to the Xi'an Aircraft Engine Plant in Shaanxi
report that it is making bicycle handlebars, leafsprings, and
washing machine parts—instead of fighter plane engines for

the Chinese air force. The plant is equipped with hundreds of

millions of dollars of the world’s most sophisticated equip-
ment to build British-designed Spey engines under a 1976
licensing agreement with Rolls Royce. But, after producing a
few Spey engines, the program was discontinued, due in part
to the inability to design an airframe to match the engine.

BYPASSING BEIJING

One reason that only 28 joint equity venture contracts have
been signed is that Chinese negotiators—like their US coun-
terparts—want to avoid Beijing's red tape. Hence the growing
popularity of “cooperative enterprises” or “coproduction en-
terprises.” Though they resemble joint equity ventures, the
foreigner’s investment is not counted as equity, so these ven-
tures do not require the lengthy approval process stipulated in
China’s 1979 joint venture law.

ROUGH ROADS

“China’s roads are actually getting worse rather than bet-
ter,” admitted one PRC ofhicial. The main artery between the
capital of Anhuiand the province’s largest port is still dirt, and

Sichuan’s main north-south highway linking the province of

100 million people to north China allows only two passing
vehicles to squeeze by.

The decision to turn road maintenance and construction
over to local authorities in the 1960s meant that “few roads
were built,” the official explained. With only 890,000 kilo-
meters of highway—one seventh of the US total—it is not
surprising that the government has made transportation one
of China’s top investment priorities.

IN DEFENSE OF FOREIGN TRADE

Closing the door on foreign trade is like “not eating for fear
of choking,” one Chinese oflicial recently quipped. Chiding
leftists for their self-reliance views is part of the government’s
stepped-up media campaign to create a favorable climate for
foreign trade and investment. One of the government’s more
forceful arguments: The average Chinese worker in 1980
produced $686 worth of goods, while the work of 20 million
producers of the nation’s exports was valued at $910 per
worker.

FARM MACHINERY RUNNING OUT OF GAS

The drop in agricultural machinery output in recent years
has puzzled China watchers, particularly since agriculture is
ostensibly top priority. Now The CBR has learned that the
state’s allocation of diesel fuel to rural areas in 1979 came to
only 63 kilograms per horsepower of agricultural machinery,
a sharp fall from 78 kilograms in 1975 and 103 kilograms in
1971. Stringent rationing probably will continue, inasmuch as
China’s petroleum output has just suffered its second straight
year of decline.
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US THIRD LARGEST TRADE PARTNER

Japan’s share of the China market fell three points to 22
percent last year, but the US share stayed about the same at 12
percent, according to preliminary IMF data. Hong Kong's
huge 70 percent increase in exports to the PRC made it the big
gainer—boosting its share from 15 to 17 percent.

DIVVYING UP THE PIE

Who gets the approximately $44 billion in foreign ex-
change that China earned last year and $53 billion expected
this year? Many organizations, one Beijing official told The
CBR. For example, when the Ministry of Metallurgical Indus-
try or the First Ministry of Machine Building exports directly,
80 percent of the foreign exchange revenues goes to the
central government, 6 percent to the ministry, 2 percent to the
ministry’s trading arm as a management fee, 6 percent to the
exporting factory, and 6 percent to the factory’s home pro-
vince. But the ministries that are manufacturing military
hardware—the Second, Third, Fifth, and Seventh ministries
of Machine Building—reportedly can keep all the foreign
exchange earned from export deals they negotiate them-
selves.

DOING MORE BUSINESS ABROAD

Instead of “doing business from behind the counter,” Chi-
na’s foreign trade personnel are being told 1o work the turf of
their trade partners. One result: China plans o participate
more in international exhibitions (including the Knoxville
World’s Fair). And to discourage the stay-at-home attitude,
the biannual Guangzhou Tradé Fair has been shortened from
one month to 20 days. Hencelorth the spring fair will run
from April 15 to May 5, and the fall fair from October 15 to
November 5.

CHINA INVESTMENT BANK CREATED

Described by one World Bank official as “the foreign ex-
change window of the Construction Bank,” the new China
Investment Bank set up on December 23 is designed to show
other lending institutions in China how to make sound invest-
ment decisions. Significantly, it is expected to reverse China's
traditional reluctance to spend hard currency on foreign con-
sultants and engineering services. The CIB's immense capital
base of ¥4 billion ($2.3 billion)—10 tuimes that of the Bank of
China—will be used to make medium and small ($3-$5 mil-
lion) loans to capital construction projects, conduct feasibility
studies using World Bank investment criteria, and invest in
joint equity ventures with foreign companies. The CIB
already is negotiating its first World Bank loan, and will soon
seek low-interest loans from other international institutions.
The CIB is in fact part of the People’s Construction Bank of
China, an arm of the Ministry of Finance created in 1954 and
reestablished in 1979 to channel budget grants and loans to
investment projects. The CIB's first chairman, Wu Boshan, is
president of the Construction Bank; most other top CIB of-
ficials also wear two hats.



BUSINESS

[] Chicago, Thursdays, February 4-
March 11. A series of lectures on the
culture of business with China. For in-
formation, contact the Field Museum
of Natural History, Adult Education
Program, Roosevelt Rd. at Lake Shoye
Dr., Chicago, IL 60605; (312) 322-
8855.

[ Milwaukee, March 4. World Trade
Association dinner meeting. Deputy
Assistant Secretary of Commerce for
East-West Trade Eugene A. Lawson
will speak. For information, call Pete
Beitzel, executive secretary, the World
Trade Association, (414) 273-3000.
[] Washington, DC, March 11. National
Council briefing for members only,
“Changes in the Legal Environment
for Business in China,” to be held at the
Capital Hilton Hotel. The briefing will
review China’s evolving legal structure
and progress in various legal areas. For
information, contact Ken Boman, De-
velopment and Government Relations
Department, (202) 828-8320.
[1Hong Kong, April 22-23. Confer-
ence, “Reassessing Business With Chi-
na,” at the Hong Kong Sheraton Hotel.
National Council members are eligible
for a 10 percent registration discount.
For information, contact Cangioli Che,
conference director, Management Re-
sources International, 10th floor,
Rhenish Center, 248-250 Hennessy
Rd., Hong Kong; tel., 5-8913168.

[1 Chicago, May 18-19. Conference,
“How to Become a Partner with Chi-
na,” cosponsored by Oyez Seminars
and China Trade Corporation. For in-
formation, contact Elizabeth Brown-
field, (202) 332-0380.

EXHIBITIONS

[] Guangzhou, February 24—March 6.
New South Wales (Australia) exhibi-
tion of miscellaneous products, orga-
nized by the New South Wales Govern-
ment Overseas Trade Authority.

(] Beijing, March 15-25. “CHINA IN-
DUSTRATEX '82," a light industrial
machinery and equipment exhibition,
to be held in the Beijing Cultural Palace
of Nationalities. The organizers: China
Market Publishing Co. and Adfield
Advertising Co. (HK). For informa-
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ton, contact the latter: telex, 61963
ADFADX HX.

(] Guangzhou, March 29-April 5. “Chi-
na Leather '82," a leather fair orga-
nized by the Hong Kong-based China
Industry and Trade Consultant Cor-
poration. For information, contact
C.H. Tsao, 15/F Unit C, Thomson
Commerce Bldg., 8 Thomson Rd.,
Wanchai, Hong Kong: telex, 61011
PKTC HX.

[ Singapore, April 6-9. “Asia Marine
82, an international maritime exhibi-
tion for Asia, to be held at the World
Trade Center. For information, con-
tact Jerry Tan, Eurotech Managements
(Pte) Ltd., Suite 825, World Trade
Center, 1 Maritime Sq., Singapore
0409; tel., 2703911 telex, Rs 26435
EURTEC.

[] Tianjin, June 14-20. "EduEquipex,”
an international education equipment
and scientific instrument conference,
cosponsored by the PRC Ministry of
Education and the Tianjin Municipal
Educational Commission, and organ-
ized by Sun Hung Kai International
Services, Ltd. For information contact
the organizer, 43/F, Hopewell Center,
Wanchai, Hong Kong; tel., 5-8215204;
telex, 72075 SHKIC HX; cable, SASCO.
(] Guangzhou, June 24-30. “EDUCMAT
82" an educational materials and
equipment exhibition organized by
Edit Expo of France and the Adsale
People. For information, contact the
latter, Room 301-2, 57-59 Lockart
Rd., Hong Kong; tel. 5-283088; telex,
63109 ADSAP HX.

[] Beijing, November. "CHINACOM
1982 " telecommunications, electronics
(including military electronics), and
computers exhibition organized by
Clapp & Poliak International, en-
dorsed by the Department of Com-
merce and the National Council for
US—China Trade, and sponsored by
Electronic Industries Association. For
information, contact Clapp & Poliak
International, 7315 Wisconsin Ave.,
Suite 1147N, Bethesda, MD 20014;
(301) 657-3090.

(] Beijing, November 7-12. Conference
on energy, resources, and the environ-
ment, cosponsored by the Society of
Engineering Science and the China

Society for Energy Research. For in-
formation about submitting papers
and about the conference, contact Pro-
fessor S. W. Yuan, School of Engineer-
ing and Applied Science, The George
Washington University, Washington,
DC 20052; (202) 6766665 or 676—
6749.

[ Hangzhou, November 8-10. Confer-
ence and technical exhibition, “The
Production and Applications of Less
Common Metals.” For information,
contact K. L. Wakelam, marketing
director, The Metals Society, 1 Carlton
House Terrace, London SW1Y 5DB;
tel., 01-839—4071: telex, 8814813.

[] Beijing, November 23-28. “China
82, exhibition and conference on Chi-
na's manufacturing, processing, and
technology, cosponsored by Interna-
tional Conferences and Exhibitions,
Inc. and China Trade Corporation.
For information, call (212) 489-9245.
(1 Guangzhou, November 24-28. A
business equipment exhibition, organ-
ized by Industrial and Trade Fairs
(I'TF) International, Ltd. For informa-
tion contact ITF, Radcliffe House,
Blenheim Court, Solihull, West Mid-
lands, UK, B91 2BG; tel.,, 021-705—
6707; telex, 337073,

UPDATE

The March 1982 process control
technical sales seminar, cosponsored by
the China Council for the Promotion of
International Trade and the Depart-
ment of Commerce, has been resche-
duled for September 26—-October 9 (see
above).

The spring multi-industrial cata-
logue exhibition, organized by CHINA-
TRANS and DHL Corporation, has been
canceled. (see The CBR, May—June 1981,
p- 3.

The October 1981 telecommunica-
tions fair, organized by Clapp & Poliak
International, has been rescheduled
for November (see above). i

Addendum, Nov.—Dec. CBR

The CBR would like to thank
I-Chuan Chen, the Council’s spe-
cial assistant for liaison and lan-
guage services, for the calligraphy

used on pages 44, 48, and 52.
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1982 and Beyond

“Steady and realistic” growth in
industry and agriculture will permita rapid
expansion of consumer goods production.

¢ e need hve years or more
to make further read-
justments. . . it will be
impossible for our economy to grow
very rapidly during the Sixth Five-Year
Plan...” Premier Zhao Ziyang's report
to the fourth session of the Fifth Nation-
al People's Congress divulged few
actual figures, but it did clarify the gov-
ernment’s future economic policies.

China’s planning process itself is
singled out for continued sweeping
changes. Companies can expect a series
of reforms, as listed by Zhao, to take
place in China during the next five
years in planning, statistics, taxation,
pricing, banking, commerce, distribu-
tion of resources, foreign trade, labor
use, and the wage system.

Instead of rigid plans fixed for five
years, it appears that future emphasis
will be on better long-term planning by
commissions, ministries, and prov-
inces. The central government’s plan
will play more of a guiding and sup-
porting role than in the past, and will be
changed whenever necessary to better
coordinate the local and industrial
plans.

8

Nicholas H. Ludlow

And the government itself will con-
tinue to reorganize. “The State Council
has adopted a decision to restructure
the administration, beginning with the
departments under the State Council
itself, and to ensure accomplishment
within a specified time limit,” said
Zhao.

Zhao's other revelations in his No-
vember 30 and December 1 speeches to
the congress:

Main Goals. China’s

rr. n‘ long-term aim is to quad-
FL** ruple industrial and agri-
. |

cultural output by the
*‘ year 2000. This implies
an ambitious annual 7.2 percent
growth rate in real terms over the next
20 years—not out of line with the 8.5
percent and 7.2 percent growth rates
achieved in 1979 and 1980, but much
above the 3—4 percent rate forecasted
by the Chinese for 1981, and the 4 per-
cent increase planned for 1982. In
short, slow growth at a “steady and
realistic rate,” to use Zhao's words, is
projected while readjustment con-
tinues.

The population is expected to reach
1.2 billion by the year 2000, implying a
yearly increase of 1.0 percent over the
next two decades, depending on the
results of next year's census. With re-
cent annual population growth rates
running at 1.3 percentin 1979, 1.2 per-
cent in 1980, and 1.2 percent (esti-
mated) for 1981, the population target
will be tough to attain. Zhao was ada-
mant about the need to enforce strin-
gent family planning measures: “Con-
trol population growth while raising
the quality of the population.” In other
words, quality not quantity.

Decentralization will continue. For-
eign companies can look forward to in-
creased separation of policymaking
bodies from endusers.

For another five years “or a little lon-
ger,” readjustment, restructuring, con-
solidation, and improvement will con-
tinue as basic policies, Zhao said. The
specific policies to be pushed:

P Revamping of the commodity
distribution system into an open system
to let market forces operate more effec-
tively. B

P Establishment of regional eco-

The China Business Review/January—February 1982



nomic networks based on 15 desig-
nated cities,

P Increased economic indepen-
dence for economic units. (There are
already 19 trading corporations under

the First and Sixth ministries of
Machine Building and the Ministry of

Metallurgical Industry, plus 28 inte-
grated industry and trade corporations
under the First Ministry alone, accord-
ing to Kai Xun in the October 1981
Economic Reporter. )

Defense. Zhao hinted
‘/_$_ ‘that more of the state
e — budget will go to defense.
Modernization of the
—— military  should be
accelerated, he stressed, and the Peo-
ple’s Liberation Army should “sharpen
its sense of preparedness against war”
and strengthen military and political
training. Recommendations to mod-
ernize defense and increase weapons
research, and to prepare a comprehen-
sive defense development plan, were
first aired at a November meeting of
the Ofhce of National Defense Indus-
try and the National Defense Scientific
and Technology Commission. Ob-
viously China’s defense establishment
has Zhao's ear.

Consolidation of the defense indus-
tries by the Ministry of Defense
appears to be well advanced, according
to one Chinese source. The Second,
Third, Fifth, and Seventh ministries of
Machine Building, under Bo Yibo's
Machine Building Commission as of
late 1980, no longer answer to Bo.
These ministries are responsible for
nuclear weapons, conventional arma-
ments, and guided missiles, and repre-
sent the core of the defense industry
establishment in China.

' Consumer Goods. With
reduced capital accumu-
lation and increased con-
sumption as continuing

s bl policies, consumer goods
production, consumer-oriented ser-
vices, and construction will be given
priority for “a long time yet.” As Zhao
says, the potential for growth of Chi-
na's consumer goods industry is “im-
mense.

Targets for growth of household
chemicals production through 1985,
released earlier: 20 percent yearly for
perfume, 9 percent for soap, 12 per-
cent for detergent, 78.5 percent for
photographic film, 74.4 percent for

photographic paper, and doubling of
cosmetics output.

Heavy industry, agriculture, foreign
technology, and science and technolo-
gy will all be directed toward the con-
sumer in China in the next five years.
Better quality goods of all kinds will be
emphasized.

Transportation. While
Zhao believes that trans-
portation and energy
should proceed “hand in
hand,” transportation
should “start up a bit earlier.” Trans-
portation’s top-priority status suggests
that in China’s constrained budgets for
the next few years it may be given more
funds from the central government
than the electric power or energy sec-
tors.

The main points of China’s transport
plan: Rail-passenger carrying capacity
is to increase 6 percent yearly through
1985; rail freight will at least double by
the year 2000, according to a delegate
from the Ministry of Railways; a
stepped-up program of inland dredg-
ing by the ministries of Communica-
tions and Water Conservancy will
“greatly increase” the development of
inland waterways; the number of
deepwater berths will more than dou-
ble by 1990; and the length of paved
highways will double by 1990 as well.

Growth of other types of com-
munications, including postal and tele-
communications, will be “hastened.”
But stress in the years through 1985
will be on expanding existing telecom-
munications lines, rather than on con-
structing new systems.

Construction. Construc-

tion priorities in 1982—

1984 will be on energy,

transportation, building

materials industries, and
on “basic construction in urban areas.”
A senior ofhcial warned that if China
does not “promptly increase capital in-
vestment in these sectors, there will be a
much smaller increase in production in
the ensuing three to five years than in
the past few years.”

During the next two or three years,
however, the scale of construction is
likely to remain at about the 1981
level—¥38 billion ($22 billion). Thirty
or so large and medium projects under
construction by ministries and prov-
inces accounted for 80 percent of that
sui.
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During the 1981-1985 period and in
successive plans, there will be develop-
ment of a “few backbone projects,” in-
cluding the Pingshuo 15-million-ton
open-pit coal mine. From now on, thor-
ough feasibility studies are seen as
essential. As Zhao says, “We must
make meticulous feasibility studies and
bear economic results in mind.”

m Agriculture. In agricul-
ture, land management
N = B and scientitic tarming will
@ @ be the chief ways by
which agriculture yields
will be increased in the 1980s, for, Zhao
says, investment in agriculture will not
be increased by much. Cash crops such
as cotton, silk, tea, tobacco, and fruit
will be given prominence, along with
grain production. The stress in the fu-
ture will be on rauonal land use—*"to
treasure and use every inch of land
rationally.” Agricultural resources will
be surveyed and plans for dividing land
into administrative districts will be pre-
pared in the next five years.

Foreign Trade. Zhao

affirmed China's “open-

door™ policy toward for-

eign trade, but urged

greater “self-reliant ac-
tion.” Having announced this, Zhao
then said “we must abandon once and
for all the idea of self-sufficiency.”
Among the key foreign trade policies
espoused by Zhao:

P Low-interest loans from govern-
ments and international organizations
will be used for infrastructure develop-
ments for energy and transportation;
commercial loans will go to export-
oriented, small- and medium-sized
light-industrial enterprises that can
“repay the money fairly quickly.”

P Exports of processed nonferrous
or rare metals will be especially ex-
panded in the next few years.

P China's coastal areas will be built
up as export centers, especially the
cities of Shanghai, Tianjin, Guang-
zhou, Dalian, Qingdao, Fuzhou, and
Xiamen, “among other cities,” Zhao
said.

Among the 17 laws to be reviewed by
the NPC was the patent law. But be-
cause copying foreign technology is
such an entrenched practice, and due
to disagreement over which organiza-
tion will administer the law, no decision
has been made.

Zhao's statement on the subject sug-
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gests that a-patent law may be some
time coming. “From now on,” he said,
“China should mainly import technolo-
gy and single machines or key equip-
ment which cannot be produced
domestically. We should not import
complete sets of equipment every time
and must avoid duplicating imports.
We should not import equipment with-
out know-how, or fail to assimilate the
imported technology and to popularize
what we have learned fromit.” Export-
ers, take heed!

Energy. China will con-
tinue to give equal em-
phasis to energy develop-
ment and conservation,
“while giving priority to
saving energy now and in the future.”
Zhao admits that China’s “shocking”
waste of energy will be remedied in the
future only by improved management
and conversion of existing plants. Until

now, conservation has been achieved
primarily by the reduction in emphasis
on heavy industry.

A 10-year energy conservation pro-
gram proposed by the State Council
includes measures to replace oil con-
sumption by coal, save petroleum for

domestic processing (two new coastal
refineries are being built), and boost
production of consumer-oriented pet-
rochemical products such as chemical
fibers, plastics, and synthetic rubber.

The plan for coal production,
already in effect since late 1980, focuses
on transforming existing mines. Its
main points: transforming and ex-
panding existing underground mines
in the next few years; opening new
small- and medium-sized under-
ground mines only where small invest-
ment, short construction cycles, and
quick returns are possible; staggering
the development of large, open-pit
mines so that coal can be extracted in
the most eflicient sequence in the short-
est time span.

With regard to oil output, Zhao
po(:h-ponhed the World Bank’s warn-
ing that, if energy conservation mea-
sures were unsuccessful, China might
turn into an oil importer rather than an
exporter. I can assure you,” Zhao told
NPC deputies, “that this definitely will
not happen.”

But it still will be difficult to maintain
an output of 100 million tons yearly in
the next few years, Zhao confessed.
China will try to “muster up funds” for
opening up new fields, probably in-

cluding the Dengpu field in Hubei,
now producing about 1.5 million tons
yearly (slated for World Bank project
assistance), and the Yanchang held in
Shaanxi. China will proceed to build up
“as soon as possi-

new offshore felds
ble.”

The 1982 Plan. China’s
1982 budget calls for ex-
penditures of ¥113 bil-
lion ($65 billion), or 4
percent above the 1981
figure. A ¥3 billion ($1.2 billion) deficit
is expected in 1982,

Industrial and agricultural output is
targeted to rise 4 percent, accompanied
by a “substantial expansion” in light in-
dustry. Consumption is projected to in-
crease by 5.7 percent, and retail sales by
8 percent (one percent less than the
1982 increase). State investment in
capital construction will go up by 5.7
percent to about ¥26.5 billion ($15.6
billion). Expenditures for education,
science, culture, public health, and
physical culture are expected to rise 5.9
percent, to about ¥18 billion. The 1981
budget was revised three times, and was
not announced until two months into
the year. It may be the same in 1982.
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VEGETABLES

+ Pure natural food

+ With multi-vitamins

» Free from chemical
pollution

« Good for body fitness

» Tasty and appetizing

Wine and Spirit:
Age-sealed Jar Wine (in Porcelain jars or
in bottles), Hsiang Mei Jiu, Jinying Jiu.

Canned Food:

Mandarin Oranges in Light Syrup, Whole
Mushrooms, Stewed Duck, Chicken with
Mushrooms, Stewed Pork Chops, Stewed
Pork Leg with Mushrooms, Stewed Pork
Slices, Stewed Pork Leg, Simmered Pork
Haslets, Various kinds of Foodstuff from
Jiangpxi.

Water Chestnuts

Pickled Leeks
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Water Bamboo Shoots

24 Tins = 567 Gms 100 Tins = 185 Gms 6 Tins =« 2950 Gms
6 Tins = 3005 Gms 6 Tins =« 3200 Gms
(Sliced) 24 Tins » 800 Gms
48 Tins »x 240 Gms

Orders and enquiries are welcome

Slender Bamboo Shoots
24 Tins = 800 Gms
6 Tins = 2850 Gms 6 Tins

Winter Bamboo Shoots
24 Tins » 800 Gms
2950 Gms

CHINA NATIONAL CEREALS, OILS & FOODSTUFFS IMPORT & EXPORT CORPORATION

JIANGXI BRANCH

Add.: Foreign Trade Building, Zhan Qian Road. Nanchang, Jiangxi, China.
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Energy
Conservation

By restructuring in-
dustry and updating
its technology,
China hopes to geta

grip on energy waste.

Robert P. Taylor

ince China inaugurated its first

national energy conservation

month in 1979, saving energy has
become a top priority. Growth in ener-
gy production has stagnated in recent
years, even though the nation possesses
rich energy reserves. During 1979 and
1980, primary commercial energy out-
put grew by less than 2 percent. And
though output may pick up in the
1980s, energy production is not ex-
pected to grow by more than 2.2 per-
cent per year between now and 1985,

Of course, China’s energy conserva-
tion program has important implica-
vons for traders. First, the energy
efhciency of equipment already is an
important factor in Chinese import de-
cisions. Second, opportunities for the
sale of conservation-related technology
can be expected to expand. Such tech-
nologies include equipment for moni-
toring energy consumption, air pre-
heaters, cogeneration turbines, heat
exchanges, and heat pumps.

China has shown an almost total dis-
regard for energy efhciency in the past.
That, coupled with the fact that much
of the country’s obsolete equipment
consumes fuel at a high rate, means
energy efhciency higures are appalling-
ly low. In 1979, China consumed
approximately 2.5 kilograms of coal
equivalent for every US dollar of gross
national product—about two and one-
half times more than other developing
countries. Only about 30 percent of the
commercial energy that China con-
sumed was actually converted 1o useful
energy. In the industrial sector, which
accounts for 72 percent of the nation’s
primary commercial energy consump-
tion, about 40 percent was converted to
useful energy. That figure in industrial
countries would be about 70 percent.

Recognizing that critical energy
shortages will hold back their economic
plans, China's leaders have begun a
major program to increase the efhicien-
cy of energy use. The program, which
could have a significant impact on the
economy, already has enjoyed some
success. In 1979, some 24 million met-
ric tons of coal equivalent (MTCE) were
saved relative to output. In 1980,
achievements were even more impres-
sive: China saved 35 million MTCE.
And while the amount of energy avail-
able for consumption dropped by
about 1 percent in 1980, China’s GNP
increased by almost 7 percent. During
the first six months of 1981, China
saved 14.6 million MTCE; it expects to
meet its conservation goal of 24 million
MTCE this year.
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Leaders hope that at least 20 million
MTCE can be saved every year during
the Sixth Five Year Plan. While China
may be capable of attaining this goal,
substantial energy savings will be in-
creasingly difhcult (and expensive) to
achieve as the potential for energy con-
servation through relatively easy
methods is gradually reduced.

Western economists estimate that in
order to achieve GNP growth rates of 5
percent during 1980-1985 and 6 per-
cent during 1985-1990, China must
decrease its energy consumption per
unit of GNP by about 20 percent by
1990 (see chart). In 1980 alone, ener-
gy consumption per unit GNP dropped
6.9 percent. While this is an important
accomplishment, most of the energy
savings were achieved by restructuring
industry and improving manage-
ment—methods which will have in-
creasingly limited potential. During
most of the 1980s, energy savings will
have 1o come from technical renova-
tion and transformation,

Restructuring Industry

Restructuring the industrial struc-
ture and product mix is one of the most
important readjustment objectives.
China’s pursuit of the highest output
value per unit of energy is a crucial
issue in this restructuring.

A slowdown in energy output has

given China little choice but to

adopt radical conservation measures

China’s production of primary
commercial energy by sector

1955 1960

Reducing the ratio of heavy to light
industry. Between 1952 and 1979, Chi-
na's emphasis on heavy industry re-
sulted in the rapid growth of this sector
relative to light industry. This empha-
sis has had critical implications for
energy consumption in industry, since
heavy industry requires far more ener-
gy per umt of output than light indus-
try. In 1979 heavy industry accounted
for 28 percent of national income and
60 percent of total energy consump-
tion, while light industry accounted for
I8 percent of natonal income and only
10 percent of total energy consump-
tion—one-fourth the energy per unit
of output used in heavy industry.

In late 1978, China began 1o empha-
size light industrial growth in order to
achieve a better balance between in-
dustrial sectors. Light industrial
growth outpaced heavy industrial
growth for the first time in 1979, The
shift was even more dramatic in 1980.
Light industrial output grew by 18.4
percent, while heavy industrial output
grew by only 1.4 percent. At the same
time, the share of lightindustry in gross
industrial output rose from 43.1 per-
cent in the previous year to 46.9 per-
cent. Savingsin energy were impressive
in 1980—about 22 million MTCE, or
two-thirds of the total energy savings
that year.

1965 1970
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Based on the 1980 results, the
Chinese estimate that about 6 million
MTCE can be saved every year for each
percent increase of light industry in to-
tal industrial output. But heavy indus-
try can only be reduced so much before
there is a new imbalance. Thus, in-
creasing energy efhiciency by stressing
light industrial growth can be relied on
only over the short term.

Priority energy allocations for the
most efficient plants. Energy eflicien-
cy, product quality, and profits and
losses vary greatly from plant to plant
in many industries. Discrepancies are
particularly marked between large, rel-
atively modern plants, and small-scale
plants located primarily in small towns
or suburbs. To increase energy
efficiency and raise product quality,
Chinese leaders have placed emphasis
on developing key plants and ensuring
their ability to operate, and have set
tight controls on small, less efhcient
plants. Given a situation in which there
are acute energy shortages, supplies
are guaranteed to the most efficient
plants. Less efhcient plants are given
the choice of reforming management
methods and improving technical
levels, or stopping operation.

In the nitrogenous chemical fertiliz-
er industry, China’s large imported
plants consume about 1.43 MTCE per

Million
tons coal
equivalent

(MTCE)
600

500

400

300

200

100

1975 1980
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ton of synthetic ammonia—about par
with standards in industriahzed coun-
tries. But small factories consume
about 3.71 MTCE per ton of synthetic
ammonia. Thus, the average rate of
energy consumption in China’s nitrog-
enous fertilizer industry as a whole is
about 2.84 MTCE per ton of synthetic
ammonia, or roughly 2.4 times the
average rate in Japan. Similarly, large,
key plants in China’s steel industry con-
sume about 1.4 MTGE per ton of steel,
while small plants consume 2.5 to 3
MTCE per ton. The average rate of
energy consumption in China's steel in-
dustry is 1.6 MTCE per ton of steel,
twice the average rate in Japan.

By ensuring steady production in

production boom. Indeed, many plants
converted from coal 1o oil. In 1979, a
total of about 40 million tons of oil were
burned as a direct fuel—about 17 mil-
lion tons in thermal power plants, 19
million tons in other boilers, furnaces,
and kilns, and most of the remainder in
petroleum refining.

In 1979 the government began to call
for strict o1l conservation measures and
a switch from oil to coal. Following
poor results, the State Council issued a
sharp decree on October 27, 1980. It
requires that all furnaces, boilers, and
kilns that were converted from coal to
oil reconvert to coal by May 1985, (About
9.5 million tons of oil were burned in
such furnaces or boilers in the power

Quick and total decontrol of energy prices probably would dis-
rupt the Chinese economy. A strategy in which above-quota
prices are raised dramatically, below-quota prices are raised
gradually, and quotas are slowly tightened may prove fruitful.

key plants and gradually phasing out or
transforming small inefhcient plants,
China should be able to save large
amounts of energy. Closing or trans-
forming small plants probably will have
to occur gradually in many sectors,
however, so that overall production will
not be seriously disrupted.

The switch from oil to coal. After
peaking at 106 million tons in 1979,
crude-oil production in China began to
decline. A significant growth in pro-
duction looks doubtful over the next
decade. Thus, it has become critical for
China to divert available oil supplies to
sectors where they are essential or will
vield the greatest economic return.
The demand for motor fuel is expected
to rise sharply in the coming decade,
especially with rapid development of
the transportation sector. China also
will need additional oil supplies as a
feedstock for petrochemicals, plastics,
and synthetic fibers. Finally, oil that is
not essential for the domestic economy
can provide valuable foreign exchange
as an export item. The country’s lead-
ers have given high priority to substi-
tuting coal for oil as a direct fuel
whenever possible.

During the late 1960s and most ol
the 1970s, industrial oil consumption
grew rapidly, running parallel to the ol
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industry alone in 1979.) Furnaces and
boilers that were designed to burn oil
should also be converted 1o coal if
possible.

The decree further stipulates: “For
units which are allowed to use oil, a
fixed amount of oil should be approved
and a permit for burning oil should be
issued, with which a person can get a
fixed amount of oil. For a unit whose
hoilers or furnaces are to be converted
to coal burning within a definite time, a
temporary permit should be issued to it
for oil burning. If the unit fails to con-
vert its boilers or furnaces alter the
time limit, its temporary permit for oil
burning shall be revoked or its oil sup-
ply shall be stopped. Without author-
ization and without a permit or tem-
porary permit for oil burning, no unit
shall be supplied with oil.”

As a final measure, the order states
that no unit is allowed to design, manu-
facture, build, or import oil-burning
equipment or expand oil consumption
without authorizatuon.

The reconversion of plants designed
to burn coal will be easiest to achieve,
although it may prove to be expensive.
The conversion of boilers and furnaces
that onigimally burned oil will be more
difhcult; indeed, the conversion process
could prove more expensive than

building new facilities. One solution
may be to use coal and oil mixtures in
these plants. The Chinese Academy of
Sciences has organized experimental
studies on the use of such mixtures,
and results apparently have been en-
couraging.

The government has recognized the
costs involved in conversion, and con-
version projects have been included in
state plans. Materials and equipment
are to be guaranteed under capital con-
struction allocations.

Progress in converting from oil 10
coal has been slow so Far. According 1o
Yang Bo, deputy of the State Energy
Commission, the amount of o1l burned
as fuel in 1979 and 1980 increased at a
rate that surpassed oil savings in those
vears. Perhaps the new, stricter mea-
sures adopted by the State Council will
produce better results. The stakes are
high; 1t has been estimated that it oil
production does not grow before 1990,
China will have to cut oil use from the
present rate of 40 million tons to some-
thing like 13 million tons in 1990 in
order to achieve economic growth rates
of 5 percent during 1980—1985 and 6
percent during 1985-1990.

Improving Energy Management

Untl recently, very little atention
wias given o energy management in
China. Indeed, many enterprises had
little idea of how much energy they
actually consumed. Nor did they care.
In the current drive for energy con-
servation, high priority has been given
to increased control over energy alloca-
tions, to energy accounting, and to the
creation of mcentives to promote en-
thusiasm about conservation,

Tighter control over energy use. 1o
direct energy allocations according to
state priorities and place greater con-
trol on energy consumption, China has
tightened up energy quotas. Particular
attention has been given to setting strict
quotas for enterprises that consume
more than 50 thousand tons of coal
equivalent per year. After an initial
period in which energy consumption
patterns are investigated and quotas
are hxed, enterprises must keep con-
sumption below state quotas. Energy
supplies that exceed quotas will be cut
oft or supplied at a higher price.

According to orders issued by the
State Council in May 1981, electricity
and hnished petroleum products will
be subject to especially strict rationing.
Enterprises have been given unul the
end ol 1982 1o lower electricity con-
sumption, or they will be taced with
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either restrictions on electricity supply
or ligher power rates. Ration cards

have been issued for the supply of

motor fuel for transport vehicles, and
no fuel will be supplied above fixed
rations.

In addition, progress in energy con-
servation work is being included as one
of the items by which an enterprise is
evaluated. China's leaders have called
for the establishment of a unified sys-
tem of bonuses and punishments to be
given according to achievements in
energy conservation. An enterprise
that has made progress in energy con-
servation also may receive tax breaks
and preferential treatment regarding
loans and subsidies.

Improved enterprise management.
To reduce energy consumption and
conform with state quota demands, en-
terprises must first determine exactly
how much energy they actually con-
sume.

The government has ordered all en-
terprises to hnish installing energy
measurement instruments by the end
of 1982, (Electricity meters are being
installed in households for the first
time, as well.) In the past, many plants
were not properly equipped with ener-

gy measurement devices, and many of

the instruments used were obsolete or

Energy conservation must score a major
success if Chinese per-capita incomes are
to increase at even modest rates in the 1980s.

GNP per capita¥

1955 1960 1965

in ill repair. As one noted engineer
from Liaoning Province wrote, “Many
furnaces in plants do not have gauges,
and no tests have been performed to
find out how much fuel they burn, what
their thermal efheciency is, and what the
heat loss is. How can energy be saved
under these conditions?”

In addition to having measuring
equipment installed, enterprises will be
assisted by work teams in investigating
energy consumption patterns, comput-
ing thermal efhciencies for different
processes or equipment, identifving
opportunities for conservation, and
constructing short-term and long-term
energy-saving plans. Work teams also
have trained equipment operators in
efhicient operation techniques. In
March 1980, some 350 experts from
various ministries were sent out by the
State Council to organize work teams.
Various scientific institutes and most
fuel corporations have organized work
teams o assist enterprises as well.

In additon, the government has
organized a variety of training classes
on how to properly investigate energy
utilization and conduct energy
accounting. In 1980, more than 1,400
factory directors, technicians, and
management cadres attended 27
classes in Guangdong alone.

1970 1975 1980
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Enterprises now are required to set
up special energy management orga-
nizations that have the responsibility to
inspect energy measurement devices
and comprehensive energy account-
ing. Specific groups or individuals are
supposed to be identified or organized
at the plant, workshop, and section
levels. At some plants, various produc-
tion units have been given fixed energy
consumption quotas. After regular in-
spections, the units have been
punished or rewarded according o
how well energy consumption matches
the quotas.

Reforming the energy price struc-
ture. In 1979 the Chinese government
raised the price of natural gas 25 per-
cent and coal 29 percent for nonhouse-
hold users. Nevertheless, the prices for
fuel oil, crude oil, coal, and industrial
electricity are well below international
levels (see chart). In several respects
the relative prices of different fuels
reflect neither domestic scarcity nor
government conservation priorities.
For example, in terms of calories, fuel
oil is actually cheaper than coal, and
kerosene (supplied for agricultural
purposes) is in many places cheaper
than firewood.

Thus, even after the price hikes in
1979, the low prices ol energy in China

o] $400 NP
o per capita
fconstant

$300

$200

€nergy savings***
Metric tons
coal
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1 (MTCE)
per $1,000
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may result in a lack of proper incentive
for conservation. Indeed, a clear price
disincentive exists for the substitution
of coal for fuel o1l in industrial enter-
prises—fuel oil is not only more con-
venient to use, but it is also cheaper.
This fact may be the primary reason
why China thus far has achieved lttle
progress in switching from oil to coal.

Quick and total decontrol of energy
prices probably would be too disrup-
tive, but a strategy in which above-
quota prices are raised dramatically,
below-quota prices are raised grad-
ually, and quotas are slowly tightened
may prove fruitful. There are indica-
tions that the Chinese are heading in
this direction. In addition, as several
Chinese experts point out, it is impera-
tive that the country change the relative

prices of different fuels, particularly of

fuel oil and coal.

Integrated management. Largely be-
cause of bureaucratic obstacles and
policies that encouraged the establish-
ment of self-sufficient “industrial king-
doms,” China’s economy has long suf-
fered from a lack of coordinated spe-
cialization. If China’s current leaders
are successful in their attempts to build
amore specialized, but also a more inte-
grated economy, a great deal of energy
could be saved.

A good vx;unpic can be found in the
transportation sector. In theory, spe-
cialized transport companies handle
most civilian freight. However, many
enterprises have built up separate feets
so that their self-sufhciency in that area
can help them avoid bureaucratic de-
lays in securing those companies’ ser-
vices. But the savings in time can cause
even greater waste in energy, because
vehicles often travel empty.

In Sichuan Province, less than 17
percent ol the civilian freight-hauling
vehicles belong to specialized transport
companies, while some B3 percent are
nonprofessional. Vehicles owned by
transport companies were found to
consume 9.4 liters of gasoline for every
100 tons of freight moved one kilo-
meter, but nonprofessional vehicles
consumed 13.8 liters of gasoline for the
same.

A trafhc check conducted one day in
1978 on two roads in Xi'an revealed
that out of 3,102 trucks, 2,102 were
empty. If each truck traveled 100 kilo-
meters and consumed 25 liters of gaso-
line, over 52,000 liters of gasoline
would be wasted.

Technical Renovation
While restructuring industry and im-
proving energy management are im-

Energy source Unit
Coal (7,000 keal/kg) $/ton
Crude oil $/ton
Gasoline (70 oct) $/ton
Kerosene $/ton
Diesel fuel $/ton
Heavy fuel oil $/ton
Electricity ¢/kwh
Average household
lighting ¢/kwh
Average heavy
industry ¢/kwh

tralia.
ment and fuel costs.

World Bank.

Energy Price Comparisons

By keeping heavy fuel oil prices very low, the government is undermining its
own efforts to increase the consumption of coal.

Average Pricein
Chinese price'  international trade

$19-$33¢ $41*
$90 $250
$533 $310
$453 $360
$280 $320
$37 $220
$4.3 $5.2

$10-813 $5.2°
$4.0 $5.2°

'Chinese prices converted at ¥1.5 = $1.0.
*The Chinese price is ex-mine, whereas the international price is fob Aus-

‘Estimated cost of electricity from large, coal-fired plants with 1980 invest-

SOURCES: Ministry of Petroleum Industry, Ministry of Electric Power, and
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portant, particularly over the short
term, the key to the conservation pro-
gram’s ultimate success seems to be the
gradual renovation of old and obsolete
equipment and the adoption of new,
energy-saving technology. China has
just begun the process of technical ren-
ovation and transformation.

The improvement of energy efhcien-
cy through this method is viewed as an
integral part of the general drive 1o
modernize the economy. In 1980, the
government allocated about ¥1.2 bil-
lion ($0.7 billion) specifically for tech-
nical renovations aimed at energy con-
servation (including conversion from
otl to coal). In 1981, allocations
apparently were shghtly larger,
perhaps about one-third more. Funds
are being used according to the basic
strategy of “beginning with the easiest
and most urgent, and moving on to the
more difficult and less urgent.”

Replacing old boilers and furnaces.
Between one-third and one-halt of
China’s 180,000 industrial boilers and
furnaces are considered to be out-
dated, in ill repair, or both. Average
thermal efficiencies are 40-50 percent,
compared with 70-80 percent in in-
dustrialized countries. Indeed, in the
furnaces of some steel rolling mills,
thermal efhiciencies run as low as 8—10
percent.

Since China's industrial boilers and
furnaces currently consume more than
200 milhion tons of coal every vear,
there is great potenual for energy con-
servation through the renovation or re-
placement of “coal tigers™ and “oil ui-
gers'—the terms the Chinese have
given to particularly old and inethcient
boilers or furnaces.

Some ol the measures the Chinese
are adopting:

P improvement in the insulation of
the furnace body, installation of insula-
tion wrapping around water pipes, and
installation of furnace doors and cov-
ers;

P installation of air preheaiers (the
Combustion Engineering Air Preheat-
er Company in October signed an
agreement with the Chinese to transfer
technology for manufacturing air pre-
heaters);

P modification of burner tips and
nozzles to allow more complete burn-
ing;

P removal of boiler scale; and

P reduction of boiler or furnace
capacity to match the capacity of other
equipment.

While China is stressing the renova-
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tion of existing boilers and furnaces, it
is hoping to gradually replace the
smallest and most inefhicient ones. In
cases where itis technically feasible, the
Chinese are attempting to replace sets
of separate, small boilers with district
systems relying on one large, central-
ized boiler. In order to ensure that old
“tigers” are not replaced with new ones,
standards are being set for new equip-
ment, and new boiler and furnace de-
signs are being pursued.

An article in the Luaoning Daily rve-
cently illustrated the potential for ener-
gy conservation. Leaders of the Shen-
vang No. 3 Steel Rolling Mill were
paying absolutely no attention to ener-
gy conservation. Indeed, “flames com-
ing out of the furnace and billows of
smoke coming out of the chimney were
mistaken as normal phenomena.” An
average of 180 kilograms of oil were
consumed for every ton of rolled
steel—about five times the amount con-
sumed in China’s more advanced
plants, and six times the national aver-
age for the steel rolling industry in
Japan. Not surprisingly, the mill in
1979 was criticized and dubbed an “oil
tuger.”

That summer the mill furnace was
shut down for two weeks for modifica-
tions. Judged far too large for the
capacity of the plant’s other equipment
{a situation described as “a big horse
pulling a small wagon™), the furnace
was divided in two by a hasuly con-
structed wall so that only one side of the
furnace would be used. In addition,
insulation wrappings were installed
around the furnace’s water pipes. With
just these preliminary modifications,
oil consumption per ton of rolled steel
dropped from 170 kilograms in the
first halt of the year to 80 kilograms
during the fourth quarter.

Despite these improvements, the
energy consumption rate was still
judged as too high, and more detailed
maodifications had to be made in the
summer of 1980, One major water pipe
was eliminated and heat-resistant steel
tracks were installed on the two re-
maining water pipes. Air preheaters
and new burner nozzle tips were also
installed. After these changes, oil con-
sumption per ton of rolled steel
dropped to 54.8 kilograms in the last
quarter of 1980. While the consump-
tion rate was still high by advanced
standards, it had been decreased 1o less
than one-third of the original level, by
taking energy conservation seriously
for the first ime and making relatively
simple modifications.

Using residual heat and cogenera-
tion. According to preliminary Chinese
estimates, at least 50 million MTCE of
industrial residual heat (primarily hot
flue gases, steam, and hot water) could
be used every year in China for indus-
trial processes, for space heating in fac-
tories or nearby residences, and for
electricity generation. Today, only
about 10 percent of this waste heat is
being utlized.

In Liaoning Province, where more
commercial energy is consumed than
in any other province, more than ¥3(
million has been invested since the be-
ginning of 1980 in residual-heat recov-
ery projects and cogeneration (the use
of steam to supply both industrial pro-

t'[]CI'g}' ('(msumpli()n n ll'illl'ﬁ]l()!'l}lli()n
is expected to rise rapidly, as the
Chinese have put special emphasis on
the development of this sector. By
1990, energy consumption in trans-
portation may be double the present
rate, and most of the additional energy
will be in the form of petroleum. The
greatest opportunity for energy con-
servation, outside of improvements in
management, lies in the adoption of
new, more energy-efhcient equipment.

In railway transportation, which cur-
rently accounts for roughly 40 percent
of the energy consumed in transporta-
tion, the Chinese hope to gradually
phase out steam locomotives, many of
which are far less efficient than models

Leaders of the Shenyang No. 3 Steel Rolling Mill were paying
absolutely no attention to energy conservation. Indeed, “flames
coming out of the furnace and billows of smoke coming out of
the chimney were mistaken as normal phenomena.”

cess heat and electricity). Twenty-one
electric power plants using residual
heat already have begun operation.
Together the plants can generate 400
million kilowatt-hours of electricity per
vear, saving about 200,000 tons of coal.

In addition, major district heating
projects have been undertaken in
Shenyang, Anshan, Fushun, Dalian,
and Jinzhou, using hot water from in-
dustrial cooling systems. In Shenvang,
first-stage construction was completed
last year, providing water at 75°C for
heating in more than 20,000 house-
holds—a total area of about one million
square meters. When the systems are
hnally completed in the five cities, heat-
ing will be provided for an area of
about 6 million square meters, and
about 300,000 tons of coal formerly
used for space heating will be con-
served.,

In Guangdong Province, 32 cogen-
eration projects were completed be-
tween 1978 and 1980. Together, the
new facilities have an installed capacity
of 33,000 kilowatts.

Energy waste in transportation. In
1979, China’s transportation sector
consumed 34 million MTCE of primary
commercial energy, accounting for
only about 5 percent of the national
total. In the next decade, however,
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in other countries. Plans call for
emphasizing diesel locomotives over
the short term and popularizing elec-
tric locomotives over the long term.

In 1979, motor vehicles accounted
for about 47 percent of total energy
consumption in the transportation sec-
tor. Most automobiles and trucks are
basically imitations of foreign models
developed from the 1930s 1o the 1960s,
and they consume 10-20 percent more
fuel than current foreign models. Chi-
na hopes to gradually replace old cars
and trucks with newer models that are
more energy efhcient. Production of
the worst gas guzzlers, such as Red Flag
sedans, already has been halted.

Energy can also be saved by putting
greater emphasis on water transporta-
ton, which is generally more energy
ethcient than road or rail.

Other energy-saving opportunities
in industry. In China’s steel industry,
current technological levels are about
par with advanced world levels of the
1940s and 1950s. Considerable energy
efficiency could be achieved just by
raising technical levels, especially by re-
placing open-hearth furnaces with
more energy-efficient revolving fur-
naces. Open-hearth furnaces are still
used for about 40 percent of total steel
output, whereas in Japan they had

17



been totally phased out by 1977, Ener-
gy can also be conserved by the adop-
tion of new technologies such as coke
dry-quenching, coal-powder sprayving
devices, and continuous ingot casung.
Finally, conservation opportunities ex-
ist through greater use of scrap steel as
opposed 1o pig won i steel smelting,
The ratio of iron to steelin China's steel
industry is about 1.07 1o 1. while the
ratiois close to 0.7 to 1 i industrialized
countries.

In 1979, China’s thermal power sta-
tions consumed an average of 2,954
kilocalories of energy per kilowatt-
hour. While this consumption rate is
low by the standards ol other develop-
ing countries (about 9 percent lower
than the rate in Indonesia, tor exam-
ple), itis about 17 percent higher than
the current rate in the US. Conserva-
tion opportunities exist not only in the
improvement ol boilers and better
matching of boiler and generaton
capacity, but also in the gradual phas-
ing out of small-sized power plants
(under 50 mw), which currentl
account for a major share of thermal
power production but produce elec-
wricity less etficiently than larger plants.

In the cement industry, energy con-
sumption per ton of cement is roughly
double the rate in advanced industrial-
ized countries, largely because wet pro-
cess technology s stll used—even n
the rotary kiln plants built in China. A
substantial amount of energy could be
conserved through gradual conversion
to dry processes.

Potential energy savings also may be
large in petroleum refining, through
greater adoption of techniques such as
hydrocracking. And in those industries
using heat-treatment processes, such as
the textile, printing. and dyeing indus-
tries, adoption of tar infrared heating
techniques can save energy. Far in-
frared heating processes heat the de-
sired product without heating the sur-
rounding air. In 1980, some 800 mil-
lion kilowatt hours of electricity were
conserved using these processes.

Finally, improvements regarding the
transportation ol energy may be an im-
portant focus for China. At present,
much of China's coal is shipped raw,
without preparation. washing, or sort-
ing. It coal was properly prepared and
sorted before shipping, energy re-
quirements for transportation could be
reduced. Moreover, proper prepara-
tion and sorting of coal could enable
more efhicient use of coal (many plants
currently burn unprepared coal) and
better matching of types of coal to var-
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ious end uses. Coal liquetaction and
gasification—which are being consid-
ered—also may enable more efhcient
transportation and use of coal. In addi-
tion, the Chinese are giving some
thought to the use of coal-slurry pipe-
lines, and they have begun to empha-
size construction of coking facilities
and thermal power plants at coal mine
sites. The establishment of large power
plants at mining sites, however, will re-
quire substantial improvements in
technology for electricity transmission.

In transporting oil, the Chinese are
attempting to popularize new tech-
niques for shipping oil through pipe-
lines at normal temperatures or inter-
mittently, 1o reduce evaporation loss.

Saving Residential Energy

Commercial energy use by house-
holds and commercial establishments
was 87 million MTCE m 1979, or 14
percent of the natonal total. Coal is
used almost exclusively: most of the
energy is consumed in cooking and
heating. Actual use may be much high-
er, because much of the coal consumed
in rural areas is produced from small,
local coal mines and is dithcult 1o esti-
mate. In addition, noncommercial
energy resources, such as hrewood,
charcoal, crop byproducts, leaves, and
grasses provide about 85 percent of the
energy consumed by rural households,
equivalent ta about 300 million MTCE,

The major opportunity for energy
conservation in households is in the im-
provement of heating and cooking sys-
tems. In urban areas, most homes do
not have central heating, and both
cooking and heating are done with
small coal stoves. These have thermal
ethciencies of only 15-18 percent. If
the efhcaency of these stoves could be
raised, through improvement of de-
signs or improvement of the coal bri-
quettes commonly used, significant
amounts of encrgy could be saved.
Energy also could be conserved by ex-
panding central heatng, particularly
through district heating systems in
cities, or by improving the fturnaces
used in existing central heating sys-
tems.

In rural areas, huge quantities of
energy are consumed by households
for cooking and heating, but most ol
this energy 1s noncommercial energy.
Problems encountered i its use are se-
rious, but fundamentally different
from those associated with coal, oil, or
natural gas. The use of firewood (in-
cluding brush, shrubs, and grass) and
charcoal has helped cause deforesta-

tion, thus bringing on water and soil
conservation problems, while the use of
crop byproducts as a fuel prohibits
their use as organic fertilizer or animal
fodder.

To alleviate these problems, China
has emphasized new, more ecologically
sound means of supplying tuel for ru-
ral cooking and heating, such as biogas
systems and fuelwood plantations. In
the development of biogas, China has
been particularly successtul—some 7
million household units have been built
in about 10 years.

Opportunities in Agriculture

Primary commercial energy con-
sumption in agriculture (excluding
energy consumption in the production
of chemical fertilizers) currently
accounts for only about 6 percent of the
national total. While energy consump-
tion is expected to rise with greater
mechanization, water control, and use
of high-vield variety seeds, opportuni-
ties [or energy conservation are
nonetheless limited. Deploving more
energy-elhicient tractors and other
types of farm equipment which use
diesel oil may make some difterence in
the future, but perhaps the greatest
opportunity for energy savings isin the
strengthening of management and the
improvement of maintenance and op-
eration techniques.

By taking advantage of the econ-
omy’s vast opportunities lor energy
conservation, China could reduce
energy consumption per unit of hnal
output by about 20 percent by 1990,
The key to effective energy conserva-
tion, though, probably lies in China's
ability to create adequate incentives for
energy conservation efforts within en-
terprises. Through the establishment
and refinement of a strict and fair
rationing system, or the modification of
energy prices, or, probably, through
both of these measures, enterprises
must be forced to save energy—espe-
cially petroleum. Only by rigorously
pursuing the measures already begun
will China be able to alleviate the se-
rlous energy crisis it now faces. %

Robert PP, Taylor s a consultant on Chi-
riat's energy .'In';'r'/r;/um'u.‘, He rec ."HH_\' com-
pleted a book entitled Rural Energy De-
velopment in China (Johns Hopkins Uni-
versity Press for Resources for the Future).
The author wishes to thank Robert .. Abe-
don, a student at Harvard University, who
conducted much of the research for this arti-
cle.
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China’s Consuming Interest

The government’s decision to gear up consumer
goods industries has led to spectacular achievements
as well as some real growing pains.

ncouraging people o acquire

more consumer goods is nor-

mally not a preoccupation of a
socialist government. But in China, the
government has given consumer goods
production top priority over other sec-
tors of the economy. This is reflected
most conspicuously in the stunning
production increases in recent years in
the output of consumer durables—
goods which, while not among life’s
necessities, certainly count among its
pleasures.

Even as heavy industrial production
plummeted in 1981, the manufacture
of bicvcles, sewing machines, watches,
and radios—the traditional “big four”
popular items—rose by an average of
33 percent. Output of new items on
the market, such as televisions, cam-
eras, and cassette recorders, rose by an
even more spectacular average of 80
percent, albeit from a lower base.

The immediate impetus for the re-
cent spurt in consumer durable goods
production is the growth in popula
demand. This has its origins in a more
relaxed political atmosphere on the
one hand, and increased urban wages,
higher state purchase prices for agri-
cultural goods, and greater economic
freedom for peasants on the other
hand.

Moreover, China's political leaders
cannot ignore the challenge posed by
the disparity between living standards
on the mainland and in Taiwan and
Hong Kong. The large-scale smug-
gling of consumer goods from the ter-

Martin Weil

. ¥
Butterfly brand sewing machines are tested at the Shanghai No. 2 Sewing Machine Factory.
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ritories to the mainland gives a prety
good indication where China’s tastes
lie.

The strong demand for consumer
goods is somewhat surprising at hrst
glance, given the very high prices at-
tached 1o such coveted items as watch-
es, bicycles, and sewing machines. Fach
costs about two to three months’ wages
of the average worker. But the very low
prices for daily necessities in China
mean that relatively allluent people
have considerable amounts of available
cash.

I'he prices of some consumer goods
are falling. Recently, for example,
some brand name 12-inch TVs were
marked down from around Y410 o
Y380, and well-known mechanical
watch brands are now sold for ¥85—
¥ 100, down from ¥120-¥125. The
government also seems more willing to

let factories charge lower prices than
the norm for the industry if their costs
are lower.

loday halt of China's households
possess at least one bicycle, a sewing

machine, and a watch. These are the
items Beijing has done most to develop,
and they remain among the items most
in demand. Newer products like televi-
sion sets and cassette recorders are be-
coming popular on the urban scene.
One urban family in eight now owns a
TV set, according to the State Statistical
Bureau, and probably one in 20 owns a
tape recorder. By mainland standards
these are notable achievements.

Using what appears to be the
Chinese estimate of a total of about 30
million urban households (under one-
fifth of the population), it can be calcu-
lated that urban demand for bicveles
watches, sewing machines, and radios
are all about one-third of 1981 produc-
tion. For T'Vs, however, it can be con-
servatively estimated that urban de-
mand is slightly greater than the coun-
try's total 1981 production level, and
for tape recorders, demand is at least
three times the national production
level.

['he specific makeup of demand was
revealed in a recent consumer survey

Grounded “Pigeon” Bicycles:
What's in a Name?

ost Chinese consumers are acute-

ly aware that goods made in dif-
ferent parts of the country show great
variations in quality. Shanghai and
Tianjin tend to have the best reputa-
tions by far, and for this reason, many
factories in these cities have adopted
brand names to identify and protect
their products from imitators. The fol-
lowing story, which appeared in the
People’s Daily of October 24, 1981,
shows just how much significance
Chinese consumers attach to these
brand names that sound so quaint to
Western ears:

“The Commercial and Industrial
Administrative Management Office
has cracked a case in Miaotan Com-
mune of Gucheng County. Hubei, in-
volving the illegal sale of falsely labeled
Flying Pigeon bicycles. It seized 43
falsely labeled bikes, and confiscated
5,200 yuan.

“In the beginning of July the retail
sales department of the commune sent
a man to Pingxiang County in Hebei to
sell 200 falsely labeled Flying Pigeon
bicycles (made in Tianjin), announc-
ing: “whoever wants to buy a Flying
Pigeon bicycle must submit money tor a
coupon; afterward he will get a bike.”
This created a sensation; within a week,
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the masses had ordered 51 bikes at 180
yuan each, for a total of 9,180 yuan. On
July 14, the Flying Pigeon bikes arrived
on the market. In the selling process,
the matter was investigated by the
Commercial and Industrial Adminis-
trative Management Ofhce, and the
bikes were detained.

“In the course of investigation, it was
proved that this group of Flying Pi-
geons were all falsely labeled and that
they were pieced together from old,
low-quality odds and ends. For exam-
ple, the triangular frame was old mate-
rial disguised as new; the fender was
pounded together by hand from sheet
iron; the seat pole was made from cans
and boxes; the trademark was illegally
pasted on; quite a few of the ball bear-
ings were old, and some only had three
steel balls. The masses were unable to
ride these bikes, and even had trouble
pushing them. They said: These are
truly ‘cheat the people’ vehicles!

“Recently, with the approval of the
Gucheng County People's Govern-
ment, economic sanctions were
ordered: money was confiscated, the
bogus bicycles were sold at reduced
prices, the sellers had to make up the
deficit, and the manager of the retail
sales department was fined 200 yuan.”

of 6,500 families in 34 major Chinese
cues. The results:

Demand per
Item 100

households*
Bicycles 21.2
TVs 10.6
Wristwatches 9.6
Sewing machines Tl
Electric fans 7.4
lape recorders 5.1
Radios 4.7
Cameras 0.6

*Defined as willingness to buy if supply
is unlimited.

SOURCE: Japan External Trade Orga-
nization (JETRO), China Newsletter
No. 34, Sept.—Oct. 1981.

Goods are even scarcer in the coun-
tryside. There the per-capita supply
ranges, according to State Statistical
Bureau estimates, from about one-
fourth the urban level in the case ol
bicycles, to one-mnth in the case ol
watches or TVs. The proportion of
output shipped 1o villages under the
Ministry of Commerce’s allocation sys-
tem actually dechned in the case ol
bicycles: from 36.6 percent ol the total
in 1978, 10 30.7 percent in 1980,

So great is the peasant demand for
consumer goods that the central gov-
ernment recently decided 1o use them
as rewards for rural productivity. In
Jiangxi Province, for example, the re-
ward for selling o the state 2.5 tons ol
grain, 500 kilos ol ginned cotton, 50
kilos of peanuts, or three live pigsis one
provincially produced bicycle or sew-
ing machine. Sales of 10 tons of grain,
200 kilos of
peanuts earn a wristwatch plus either a

one ton of cotton, or

bicycle or a sewing machine.

mports of consumer goods and parts

have shot up in recent years as
domestic industries struggle to catch
up with demand (see chart). About two-
thirds of China’s domestically pro-
duced TVsin 1981 contained imported
picture tubes or glass bulbs (some ol
them from Taiwan and South Korea).
Almost all the important components
for cassette recorders were bought
from abroad in 1980—86 million worth
from Japan. In addition, large num-
bers of washing machines and camera
kits or parts have been Hlowing in,
mainly from Japan. And most of the
components used in the one million-
plus digital waiches made in China
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each year come from abroad, notably
from Hong Kong and Japan.

By the end of 1980, imports of con-
sumer durables had probably risen well
above $500 million, mostly to the ben-
efit of exporters in Japan, Taiwan,
Hong Kong, and Singapore. One
reason for the surge in imports in 1980
was increased buying by provincial
organizations. In that year, local units
began to directly purchase foreign con-
sumer goods using foreign exchange
retained under foreign trade reforms.

The booming sales situation, howev-
er, has aroused the ire of more con-
servative forces in the Chinese lead-
ership, as well as the protectionist senti-
ments of domestic Chinese enterprises.
In February 1981, an editorial tanta-
mount to a policy announcement was
issued in the People’s Daily, calling for
the end of imports of luxury items such
as T'Vs that could be made domestical-
ly. Although import statistics in the hrst
half of 1981, which reflect contracts
signed in 1980, do not show any down-
turn, some observers see the new policy
as a real threat to future consumer
goods imports. They point to the fact
that no known new contracts have been
signed for cameras, televisions, or cas-
sette recorders. How well the central
government will be able to enforce the
“no imports” policy remains open (o
question, given the apparently unsati-
able demand of urban residents for
high-quality toreign goods.

For the first time ever, PRC planners
are drafting long-term develop-
ment plans for consumer durables,
based on market research into de-
mand. According to a vice-minister of
the State Machine Building Commus-
sion, the production of bicycles, sewing
machines, wristwatches, clocks, TV
sets, and electric fans will increase by
100-200 percent during 1981-1985,
cameras by 300 percent, and washing
machines by 1,300 percent.

Translating these targets mto con-
crete development plansis another mat-
ter, though. One obvious problem will
be coordinating China’s vast array of
bureaucracies that are involved in con-
sumer durables production.

The sprawhng Ministry of Light In-
dustry has responsibility for produc-
tion of wristwatches, bicycles, and sew-
ing machines. The First Ministry of
Machine Building is the main entity in
charge of cameras. The State Bureau
of Broadcast and Television Indus-
tries, which is loosely atfiliated with the

The Camera Picture:
Developing Slowly

n light of the obvious passion of
Chinese at home and abroad for
snapping commemorative photos
of one another, it would appear sur-
prising at first glance that demand for
cameras is so low. Part of the answer lies
in the high retail prices of about 500
yuan and up, significantly higher than
those for watches, bicycles, and sewing
machines. In addition, urban Chinese
have easy access to rental cameras,
China’s camera production is scat-
tered among 17 factories. The coun-
try’s largest plant, located in Shanghai
and completed in 1978, has an annual
capacity of about 300,000. Camera
models range from larger, old-style
120-mm cameras that look like the
1950s Rolleiflex, to replicas of vintage
Japanese 35-mm cameras. These in-
clude single lens reflex instruments
such as the Peafowl, and Shanghai’s
Seagull, China’s largest volume
camera. Other range-finder brands in-

clude the Pearl River and Phoenix.

Camera development centers on 35-
mm technology, an area US companies
generally have ceded to Japan. The two
US firms that still manufacture camer-
as domestically—Kodak and Polar-
oid—have specialized in the develop-
ment of small cameras with cartridge
film (such as the Eastman-Kodak In-
stamatic brand name). China is not in-
terested in developing this type of

camera because of its inability to manu-
facture the cartridge film and the re-
luctance of US film manufacturers to
transfer the technology.

So far, the central government does
not appear to have accorded high
priority to obtaining foreign camera
technology. The one known deal in-
volves the Beijing Optical Company,
which is assembling lens-shutter
cameras (less sophisticated than single-
lens reflex types) with technical assis-
tance from Canon Inc. of Japan. The
output is being marketed in China. But
Canon, which plans to double output to
20,000 units in 1982, hopes to buy back
some of the Chinese output eventually.

In addition, several Chinese factories
are seeking lens-grinding technology.
China bought 280,000 cameras (mainly
lens-shutter type) from Japanese sup-
pliers in 1980, including Ricoh,
Konishiroku, Fuji, Yashica, and Minol-
ta. This appears to have been a one-
time only purchase, though key parts
continue to be bought from Japan.

That China can make its own 35-mm
black-and-white film provides a key
reason for going the 35-mm route. It
has attempted to manufacture color
film, but so far has failed to reach a high
volume. (Interestingly, one of China’s
earliest joint ventures was the Yiguang
color film studio in Fujian, involving a
Hong Kong company.)
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Wristwatches:

Catching up with the Times

hina’s watch production—at

29 million in 1981 —ranks

fourth in the world, after
Japan, Hong Kong, and Switzerland.
In 1980, Shanghai alone produced
eight million watches in factories under
the Shanghai Watch and Clock Com-
pany; Tianjin factories, which make
the popular Seagull watch, among
other brand names, probably turned
out more than two million watches.
Another four million watches were
produced in Guangzhou, Beijing,
Shenyang, and Xi'an, whose solid time-
pieces are advertised as “earthquake
proof.”

The vast majority of Chinese-made
watches are of the jewel-levered
mechanical variety, which use jewels to
activate the balance wheels inside the
watch. Pin-levered watches, using steel
instead of jewels, have been manufac-
tured in smaller numbers, but have
proved unpopular with Chinese con-
sumers because of cosmetic reasons
and poor durability.

A number of the major mechanical
watch factories are equipped with the
small, specialized machine tools manu-
factured in Switzerland specifically for
the watch industry. But observers indi-
cate that although many Chinese fac-
tories are well tooled, they are not get-
ting near the maximum productivity
from their machines.

Sales of Chinese automatic-winding
watches, in which the inner workings
are activated by arm motions, have
been hampered by their comparatively
high prices. In addition, the desire of
owners to keep them safe reportedly
means that they are ensconced in hand-
bags. thus defeating the entire purpose
of the watch. Nonetheless, Seiko re-
cently reached agreement with a Hang-
zhou plant to supply technology and
parts for consignment production of
180,000 watches over a six-month
period, with the Chinese to supply the
nonmovement parts.
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In 1978, in line with the prevailing
spirit of catching up with the world’s
most advanced technology, China
made a tentative decision to move into
electronic watch production. Several
factories that year, including the
Shanghai No. 2 and the Tianjin No. 2
watch plants, began assembling digital
watches using Japanese and Hong
l\-(lllg (‘(]l]lp(l]](’l"ﬁ, S h as (Illill'[l reso-
nators, semiconductor chips, and lig-
uid-crystal displays. Probably well over
three million sets of parts entered Chi-
na in 1980,

At the same time, the Ministry of
Light Industry began to gear up pro-
duction of parts in China. A battery
plant was purchased from Hitachi
Maxell, and four chip-testing machines
were obtained from Accutest in Bos-
ton. Overtures were made to Japan for
the purchase of liquid-crystal-display
(LCD) manufacturing facilities.
Perhaps the biggest step was to try to
obtain a high-volume facility to manu-
facture semiconductor chips; Shanghai
signed a tentative contract with a US
firm for this purpose in 1980,

But the drive for electronic watch
technology began to encounter prob-
lems. The Foreign Investment Com-
mission reportedly vetoed the chip
plant deal at the end of 1980, probably
for reasons of cost.

The cool domestic reception given
electronic watches undoubtedly had a
lot to do with this development also.
Unsold inventories in Beijing stand at
600,000, a situation which is un-
doubtedly typical of other cities. De-
spite two recent price decreases, elec-
tronic watch prices remain at about
twice the level of mechanical watches.
Additional reasons for their unpopu-
larity, according to the Beiyjing Daily, in-
clude the fact that older people are not
used to the new style, and that repair
facilities and spare parts are virtually
nonexistent. Battery replacements,
according to visitors, are particularly
hard to obtain.

Thus, the decision to go electronic
has apparently been reversed, at least
with regard to production for the
domestic market. As Ministry of Light
Industry representatives euphemisti-
cally told the National Council’s Beijing
representative, electronic watches are
still in “trial production” after three
years.

Foreign Trade

China has, however, become a major
assembly base for Hong Kong watch
companies, which utterly dominate the
world market in cheap electronic watch-
es. Almost three million electronic
modules went from China to Hong
Kong in 1980 (a large number, but still
a small proportion of the approximate-
ly 85 million watches Hong Kong ex-
ported that year). Guangzhou, Shang-
hai, and Tianjin factories, among
others, have tie-ups with Hong Kong
firms,

China’s mechanical watches have
proved attractive to Hong Kong com-
panies, many of which may be market-
ing Chinese products under their own
labels. Probably eight million mechan-
ical movements went from China to
Hong Kong in 1981, along with at least
several hundred thousand finished
watches. Remex, a subsidiary of Time
Products Inc. of London, has provided
equipment and management expertise
to Guangzhou factories and is taking
six million assembled movements a
year back to Hong Kong in a five-year
deal. During that time Remex will pay
about half of the going Hong Kong
price for such assembly.

China also is exporting a limited
number of mechanical watches on its
own, mainly the Tianjin Seagull and
Shanghai Spring Thunder brands.
Sears reportedly is beginning to bring
some into the US.
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Styling Problems

I'he very unattractive, bulky stvling
of Chinese watches is undoubtedly one
major reason why China is shipping so
many more movements than finished
watches to Hong Kong, and why its
direct exports are so hmited. Untl a
few vears ago, there was virtually no
differentiation between men's and
women’s styling. It was with great pride
that Shanghai Factory No. 3
announced in 1979 that it would begin
producing special watches for women.
(Output is now around half a million
units per year.) Moreover, the wrist-
bands for many brands are still made of
flimsy, unattractive nylon.

A desire to improve this situation un-
doubtedly lies behind the decision to
import a watchcase manufacturing
facility from Seiko, which will produce
over one million units per year in Xi‘an.
Its output, however, isapparently com-
mitted to Seiko for hive years. Similar
considerations lie behind the establish-
ment of one of China’s first joint ven-
tures, a factory in Tianjin 70 percent
owned by the Hong Kong Wa Hing
Dial Factory, which will manufacture
2.4 million “high and intermediate
class”™ watch dials and hands per year.
More than 60 percent of the output is
intended for export.

Since China has been importing
watches longer than any other consum-
er durable, watch imports are likely 1o
survive the current anti-import policy.
At least hive million units were im-
ported in 1980, nearly 25 percent of
China’s domestic production level.
Most came from Japan, which muscled
into what was formerly Swiss territory.
Swiss watches now account for about 28
percent of known Chinese watch im-
ports. Hong Kong watches (about two-
thirds mechanical) account for about
50 percent ot the market, although a
large proportion of these may have
originated in Japan. Nonautomatic
mechanical watches dominate Chinese
imports, and a disproportionate num-
ber are women’s watches. China in fact
reportedly strained Japan's production
capacity in 1981, when it bought a total
of 2.4 million women’s watches.

One sign that foreign watches are in
China to stay is the growing number of
foreign watch sales and repair shops.
Seiko has won the right to a store of its
own in Beijing, and Swiss manufactur-
ers have jointly opened shop in Beijing
and Shanghai. In all such stores, goods
are sold on consignment, at prices set
by the Chinese.

Fourth Ministry of Machine Building,
I'Vs,
racdios, and tape recorders, although

has primary responsibility for

the Fourth Ministry itsell is responsible
for electionic components. Ministries
three through seven that produce
military equipment—particularly the
Third Ministry (aireralt), and the Fifth
Ministry (land armaments)—have been
encouraged to use their idle capacity to
produce a wide variety of consumer
goods. In fact, military factories were
targeted to supply 640,000 bicveles,
340,000 sewing machines, and 159,000
washing machines in 1981.

Regulating all of these groups—
many of which are eager to expand into
each other’s turf—is dithcult enough.
Adding to the confusion is the tradi-
tionally strong role of provinces in con-
sumer goods manulacturing. All prov-
inces except Tibet reportedly are pro-
ducing or preparing to produce bicy-
cles, sewing machines, wristwatches,
TV sets, radios, and washing machines.
And 1t seems clear that a substantal
part of the production expansion in
recent vears has come from these
plants, rather than from centrally oper-
ated ones,

Among the disadvantages of this sys-
tem:

P Low technology and poor quality.
The provincial production lines tend to
rely on unsophisticated, small-scale
technology, and as a result run at a loss,
Chinese consumers, like those any-
where, are not blind to cost and quality
when they buy. Hence, large quantities

of poor-quality consumer goods are sit-
ting in warehouses at the same time
that there is an obvious shortage in
overall supply.

B Shoriage of parts. Many plants only
worry about how to produce parts and
components after lll('_\'\'(' set up an
assembly line (generally the simplest
part of the manufacturing process).
Thus, the "inverted pagoda™ phe-
nomenon. In the TV industry, for ex-
ample, assembly capacity exceeds pic-
ture tube capacity, which in turn ex-
ceeds glass bulb capacity.

P Wasteful duplication. Economies of
scale are completely lost, as every
bureaucratic organ and province tries
to develop its own source of supply.
The problem is strikingly apparent in
C-MOS
chips used in T'Vs, electronic watches,
pocket calculators, and cameras. De-
spite the fact that the Fourth Ministry
of Machine Building has the bulk of
China's electronic expertise, the Minis-
try of Light Industry is trving 1o de-
velop its own semiconductor manufac-

the case of semiconducton

turing capability for watches, and
several municipalities are trying to en-
ter the act as well. No Western semicon-
ductor manufacturer could survive
producing for a market of just a few
watch factories.

P Overproduction. The biggest dan-
ger of all is that if consumer durable
development continues its unplanned
acceleration, production could well ex-
ceed popular purchasing power by a
wide margin by 1985,

Components are being assembled at the Nanjing Radio Factory.

[ o)
*5)

National Council packaging delegat



Bicycles:

China’s Mass Transport

ne of the indelible images

travelers bring back from Chi-

na are the crowds of bicycles
on city streets. It is not surprising, then,
that China's output of 17 million bicy-
cles in 1981 made it the world’s num-
ber-one producer.

Shanghai probably accounted for
more than four million of this total
under its well-known Phoenix and For-
ever brand names. Tianjin is next, pro-
ducing more than three million Flying
Pigeon and Red Flag bikes. Qingdao
(Golden Deer), Guangzhou (Five
Sheep), and Shenyang (White Moun-
tain) all make 500,000 to 1 million bikes
per year. Altogether, 330 bicycle plants
operate under the Ministry of Light
Industry.

Authority over total production,
however, is dispersed. As one commen-
tary in late 1980 disparagingly put it,
*... Military industries, machine
building, and farm machinery depart-
ments, provinces, prefectures...and
even communes and production bri-
gades, have been repetitiously building
bicycle factories.” These organizations
reportedly acquire their bike-making
expertise from advanced Shanghai
companies, which apparently have lit-

tle choice but to sell their drawings. In
return, these plants compete with
Shanghai for raw materials.

Heavy But Durable
The vast majority of Chinese domes-

tic bikes are one-speeds, equipped with
old-fashioned rod brakes that push

down on top of the wheel, instead of

cable brakes that grip the wheel. Many
Chinese bikes have 40 spokes per
wheel, as opposed to the 36-spoke
standard in the US. Models for the
countryside are designed for sturdi-
ness. One glance at photos of peasants
pedaling to market with a load of cot-
ton or live pigs in tow reveals why.

Urban dwellers prefer somewhat
lighter vehicles. The new No. 4 Shang-
hai Bicycle Plant makes 20-inch bikes
that are reportedly one of China’s best
sellers. Another popular model,
according to one Western businessman
and bike aficionado, is the lightweight
PA-21 model made by the Shanghai
Forever Factory; bike enthusiasts
apparently will do everything in their
power to get ration coupons for this
model.

Variety is somewhat limited by the
raw materials used—mainly high car-
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bon or manganese steel, rather than
the lighter chrome-molybdenum alloys
used elsewhere in the world. The Fifth
Ministry of Machine Building is
attempting to solve the weight problem
by developing the world’s first all-
aluminum bike.

Three-speeds are not serially made
for the domestic market. To obtain
one, a customer must pay an extra ¥40
for the retail salesperson to replace a
one-speed hub with a three-speed hub.
It is perhaps a reflection of China’s in-
experience in manufacturing three-
speed hubs that they elected in late
1980 to purchase 40,000 such hubs
from Raleigh.

Exports

Shanghai and Tianjin have always
exported some bicycles; by 1979, the
total from Shanghai had already
reached about 550,000. But these went
mainly to Third World countries.

Efforts to export to developed coun-
tries began in earnest in 1980. Great
Eastern Company in Greenwich, Con-
necticut has been instrumental in open-
ing up the US market. It reached an
agreement in 1980 with the Shanghai
Forever and Phoenix factories to de-
sign three- and 10-speeds for the US.
This coincided with Shanghai's desire
to begin manufacturing 10-speeds and
racing bikes. Although Shanghai has
begun to operate a small derailleur fac-
tory, Great Eastern arranged to import
Japanese derailleurs, as well as brakes
and other parts, given Shanghai’s inex-
perience. The company also took steps
to ensure that the Shanghai product
meets Consumer Product Safety Com-
mission standards.

The first shipments, so far quite
small, are marketed by TRAC in Atlan-
ta. But a significant breakthrough may
have been made recently with the con-
clusion of an agreement for Shanghai
to supply Sears with 25,000 10-speeds
under a similar arrangement with
Great Eastern. Thus far Sears, a major
retailer of low-priced bikes, has been
buying mainly from Japan. Another
US company in the lower price range,
Hufly, also is beginning to buy Shang-
hai-made bicycle parts.

A Shanghai company spokesman re-
cently told the National Council that it
hoped to use all its new capacity in the
next few years for export. Given the
pressures to increase supply, however,
and the popularity of well-built bicycles
at home, it seems unlikely that the
ministries of Light Industry and Com-
merce would allow this to happen.
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he central government is well

aware of these problems. The
State Council issued a circular in May
forbidding construction of new con-
sumer durables manutacturing facili-
ties. The ruling requires central
approval for the conversion of existing
factories to consumer durables produc-
tion, as well as the expansion of existing
factories.

The government’s broad strategy for
the future, the circular revealed, is to
expand and upgrade existing large-
scale plants producing famous Chinese
brand names. This means new invest-
ment in Shanghai, which accounts for
one-third or more of China’s output of
TVs, bicycles, sewing machines, and
wristwatches, and where products have
the best reputation in China for quality.
Tianjin seems likely to remain the
second most important center.

Another aspect of the strategy is 1o
break down administrative barriers be-
tween plants and estabhish integrated
companies that will promote more spe-
cialized and efhcient production. A
notable example comes from the recent
formation of the Shanghai Broadcast-
ing and Television Industral Corpora-
tion, composed of 44 enterprises under
various central and local organs in
Shanghai, which will produce TVs,
radios, radio cassette recorders, and
parts. This enterprise includes some of
China’s best consumer electronics
plants, such as the No. 18 Radio Fac-
tory under the Fourth Ministry (the
country’s largest TV assembly plant),
the No. 2 Radio Plant (a budding radio-
cassette producer), and the Shanghai
No. 101 Plant under municipal control
(the country’s largest radio producer).

How these integrated companies will
work in practice remains to be seen. In
many of these new coordinating com-
panies, such as the Nanjing Radio
Company, the subordinate enterprises
continue to maintain tes to their old
parent bureaucracies. They'still market
their output along old channels, and
submit only a portion of above-target
profits to the company. With financial
powers that weak, it is uncertain to
what extent such companies can direct
the operation of the subordinate enter-
prises. *

Judith Habegger, who helped research
this story, recently recetved her M.B.A. from
George Washington University with empha-
sts on international business.

TV Production:
Interference in the Industry

n a country where live entertain-

ment is relatively limited, it is hard-

ly surprising that television has be-
come extremely popular. About one
out of every two families in major
municipalities such as Beijing and
Shanghai reportedly owns a set. In the
countryside, where TV watching has
become a communal activity, com-
plaints have been brought against
schoolteachers who do not allow
peasants to enter school property to
watch.

The government is encouraging tele-
vision viewing as a method of both
education and ideological communica-
tion. It still hopes to establish a nation-
wide system of television universities,
and is preparing to introduce UHF
transmitting technology from abroad
as part of this effort.

Organization of Production
Shanghai is by far the most impor-
tant center of television receiver pro-

duction at present, probably account-
ing for about one-third of the three
million TVs produced in 1981. Produc-
tion there is scattered among eight or
so separate assembly plants, the largest
of which are Radio Factory No. 18 and
Television Plant No. 1.

Beijing and Tianjin, the next most
important producliun centers, turn out
several hundred thousand sets apiece
each year.

Beyond those locations, China’s TV
industry is scattered and fragmented.
It is nominally administered by the
State Bureau of Broadcasting and
Television Industry, which now re-
ports directly to the State Council. (The
bureau was carved out of the Fourth
Ministry of Machine Building in 1978.)
The continued close link between the
bureau and the ministry—its source for
many electronic components—is dem-
onstrated by the fact that the bureau’s
head, Li Yuanru, is concurrently a vice-
minister of the ministry.

Hong Kong
(including Taiwan

(mainly Eastern Europe)
Total

"First 6 months
‘First 3 months

TV Receiver Imports

(units)

Nearly half of China's TV umports came from fapan in
1981, though Hong Kong and Tawwan were not far behind.

1979
Japan 694,000
Of which:
Color 133,000
Singapore
(black and white only) 0

re-exports) 89,000

Of which:

Color 24,000
Other’

650,000
1,433,000

"Estimated on basis of Chinese press report that imports during 1979-80
were 9 percent higher than domestic production.
SOURCE: Trading partner statistics.

1980
1,207,000

1981
604,200

100,000 52.200'

406,000 252,000¢

733,300 H58,000°

44,300 17.000
270,000 NA
2,616,300 NA
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But in practice, much of the author-
ity over TV plants is vested in govern-
ments at or below the provincial level.
The local governments have been the
primary source of investment funds in
most cases. They also control the bulk
of the industry’s profits.

Each province, and many prefec-
tures and counties, consequently have
developed their own small-scale, usual-
ly inethcient, production lines. There
are probably well over 50 television re-
ceiver assembly plants in operation to-
day—many of them crude copies of
more advanced facilities in major cities.

So far the bureau has been unable to
stop provinces from setting up their
own, often unprofitable, TV plants
Bureau officials, well aware of the
absurdity of the situation, would like to
establish 100,000 as the minimum
annual capacity of assembly plants, and
reduce the total number of plants to
around 50. Many assembly plants do
not have component-manufacturing
facilities, and would go under if the
bureau cut off their outside supply
sources. The power to withhold sup-
plies is in fact the bureau’s trump card,

Nonetheless, the bureau so far has
been unable to overcome stiff resis-
tance from local political interests.

Color TVs

China’s TV production thus far has
been almost all black and white. Only
60,000 color sets were made in 1981,
and virtually all of these were made
using imported parts.

It was the industry’s ambition to go
color at least as early as 1974, when
negotiations began with US companies
for a complete facility to produce color
sets. The project was derailed by Mao's
wife, Jiang Qing, who took a special
interest in all forms of cultural enter-
tainment and propaganda. It is re-
ported that Jiang interpreted a gift of
snails to a visiting Chinese TV delega-
tion by a US firm as a subtle message
that China could only “trail behind
other countries at a snail’s pace.”

When the project was revived in the
more favorable climate of 1978, it was
the Japanese who won the contracts:
Hitachi to supply a plant to make one
million picture tubes per year (includ-
ing glass, shadow masking, and other
component-manufacturing facilities)
at a greenheld site near Xi'an, and To-
shiba to build a facility to assemble 28
million integrated circuits per year at
Wuxi,

Three TV set assembly lines were
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bought from Hitachi, Matsushita, and

Japan Victor for existing plants in

Shanghai, Beijing, and Tianjin. Tuners
and modulator facilities, as well as
transformer and colloid-graphite
plants, were later bought and installed
in separate facilities.

This giant assembly project has en-
countered a number of problems. One
is the location of the picture tube plant
in Xi'an. It is difficult to imagine any
reason, apart from political motives,
for the selection of Xi'an rather than a
more established electronics center
such as Beijing, Nanjing, or Shanghai.
Transportation poses a problem there,
as does the recruitment of skilled work-
ers. The plant was already behind
schedule when it began trial produc-
tion in late 1981, and it will certainly be
several more years behind before it
reaches full capacity.

Another problem lies in the scat-
tered, piecemeal nature of the proj-
ect—both in terms of the number of
locations in China and the number of
Japanese companies involved. This,
combined with the lack of a main con-
tractor, could well create some un-
necessary technical difficulties.

The State Bureau of Broadcast and
Television Industry, in fact, is still
negotiating the purchase of equipment
for manufacturing as many as 17 com-
ponents, including switch sockets,
UHF tuners, resistance potentio-
meters, and transistor triodes for the
tuner, not to mention medium-density
fiberboards for the television frames.

There is, finally, one problem with
the project that is not the responsibility
of the Chinese—namely, the produc-
tion of the semiconductor chips for the
integrated circuits.

Beijing Dongfeng TV Plant

Nei Mongol Broadcasting
Equipment Plant

Dongteng Radio Plant, Ning-
bo, Zhejiang

150,000
240,000

60,000

100,000

Selected Television Assembly Plants in China

Facility Capacity Comments
(units per year)
Beijing TV Plant 120,000 Black-and-white, 12-inch

Mudan (Peony)brand TVs
Color, 14-and 22-inch T'Vs

Black-and-white, 12-inch
Kunlun brand TVs

Color T'Vs, Chinese equip-
ment. Formerly a clothing fac-

tory.

Chengdu No. 1 Radio Plant 50,000 Black-and-white and color
Chengdubrand TVs, 12-and
19-inches. Is assembling
Japanese parts, uses some
Japanese black and white
technology: all transistor and
integrated circuit.

Fujian-Hitachi Plant, Fuzhou, 180,000 Black-and-white, 14-and 22-

Fujian 200,000 inch TVs: color, I4and 22
inches. Joint venture pro-
bably has not reached full
capacity yet,

Jiamusi No. 2 Radio Plant, NA Black-and-white, 12-inch T'Vs

Heilongpang

Liaoning No. 8 Radio Plant, 250,000 Black-and-white 12-inch TVs

Shenyang

Mudanjiang Television Plant, NA Black-and-white, [2-inch TVs

Heilongjiang

Nanjing Radio Plant NA Black-and-white, Panda

brand TVs

Black-and-white, 1 2-inch
Swanbrand TVs. May pro-
duce small numbers of color

TVs.

NA Black-and-white, 12-inch, Sil-

ver Dove brand TVs. Some
picture tubes imported.
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In 1978, US export control policy, as
enforced through COCOM, did not
permit the Chinese to buy technology
for the chips from the West. But now,
in the supposedly improved climate of
US—China economic and strategic rela-
tions, the Fourth Ministry of Machine
Building is moving to acquire US
equipment to manufacture the chips in
Wuxi. Although the US government
does not oppose this in principle (the
semiconductors are for medium-scale
integrated circuits, or MSI, a vintage
1975 product), advocates of export
controls seem prepared to veto certain
advanced pieces of manufacturing
equipment that would increase
efficiency considerably. This could
sabotage the entire deal, or give it to the
Japanese.

Given these difficulties, the Chinese
will be doing well if they achieve their

original color-TV production target of
one million units by 1985. Domestically
built color TVs are not selling very well
anyway. A color set is generally twice as
expensive as a black and white set
(roughly ¥800 versus ¥400). Hence, to
meet China’s overall output target of 6
million receivers by 1985, nearly all of
the increase will have to be in black and
white sets.

Black and White Development

China produced approximately 3
million black and white sets in 1981
(mostly 12-inch screens). But this num-
ber presents a deceptive picture of the
country's true capabilities, as about
two-thirds of the picture tubes for these
sets had to be imported—mainly from
Japan, as well as from Taiwan (several
hundred thousand), and Eastern
Europe.

Facility Capacity Comments

Huanghe Machinery and 60,000 Black-and-white, 12-inch

Equipment Plant, Shaanxi TVs; test manufacturing
color

Shanghai No. 18 Radio Plant 300,000 Black-and-white, 12-inch, Fei-
yue brand TVs

Shanghai Broadcast Equip- 200,000 Black-and-white and color

ment Factory TVs, 14and 19inches,
Shanghai brand. Uses im-
ported picture tubes.

Shanghai No. 4 Radio Plant 100,000 Black-and-white, 12-inch:

Shanghai No. | Television 66,000

Plant

200,000
Shenyang No. 12 Radio Plant NA

Suzhou Television Factory NA

Tianjin Radio Plant 60,000

150,000

NOTE: There are many other assembly plants in China, but most of them
are smaller. Tianjin has three other plants, combined capacity probably
about 120,000. Jiangsu Province has a capacity of more than 300,000 in
plants in Nanjing, Suzhou, and Wuxi. Fushun, Dandong, and Dalian all
have plants, as do all of China's provinces excepting Tibet, Ningxia, and

Qinghai.

SOURCE: Various Chinese media reports. Table prepared by Judith

Habegger.

TVs, Kaige (Victorious Song)
brand

Black-and-white, 12-inch
TVs, inxing (Golden Star)
brand. Uses Shanghai No. 4
Electronic Tube Plant picture
tubes. Formerly a fountain
pen factory.

Color, 14-and 22-inch ' T'Vs
Black-and-white, 12-inch
TVs, Bathuabrand

Kongque (Peacock) brand
TVs

Black-and-white, 12-and 19-
inch TVs. China's oldest
assembly plant.

Color, 14-and 22-inch TVs
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China’s domestic picture tube plants,
located in Shanghai, Beijing, Qingdao,
Shijiazhuang, and Wuxi, were able to
produce only about one million units,
generally of mediocre quality.

Steps to remedy this situation were
taken in 1979, when China purchased
two picture-tube assembly lines from
Nippon Electric and Matsushita for in-
stallation in Tianjin and Shanghai. The
lines have a combined annual capacity
of 2.5 million units. It would seem to be
more than coincidence that the plants
are located in China’s largest, wealthi-
est municipalities, which were among
the first to secure permission to buy
directly from foreign companies. (Part
of the import bill therefore was prob-
ably picked up by the cities themselves.)
These facilities will provide China with
its first mass-produced 14-inch tubes as
they enter into normal production in
1982.

But the root of the picture tube prob-
lem really lies not so much in assembly
line technology as in the glass bulbs—
the major picture tube component.
China’s only semimodern, mechanized
glass-production facility was built by
the Soviets in Chengdu in the late
1950s, and produces only 500,000 low-
quality bulbs per year. The remaining,
small-scale facilities use the hand-
dipping method, which means that the
tubes cannot be used in mechanized
assembly lines.

Only in 1980 did the Chinese tackle
the glass bulb problem. In that year a
contract was reached with Corning
Glass (US) to build a facility to produce
4 million glass bulbs in Shanghai (see
The CBR, Mar.—Apr. 1981, p. 27). This
plant was purchased with foreign ex-
change controlled by Shanghai, de-
monstrating the extent to which the
bureau has to work with local interests.

The bureau also is hoping to pur-
chase modern glass bulb technology
and equipment for facilities in Nanjing
and Tianjin (where a Chinese facility
completed in 1980 is barely able to
function). In the meantime, China will
have to continue importing large quan-
tities of glass bulbs.

In addition to picture tubes and glass
bulbs, China has purchased equipment
from Japan for black and white tuners
and printed circuit boards. The circuit
board development indicates that inte-
grated circuits, which are not currently
used in black and white TVs on a large
scale, will be used more often in the
future. The bureau, in fact, is negotiat-
ing the purchase of integrated circuit
facilities for black and white TVs from
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Toshiba, Nippon Electric, and Phillips.

The bureau would welcome discus-
sion with US firms as well. As the chips
are less sophisticated than those for col-
or TVs, there presumably would be
fewer problems with the US govern-
ment.

Many other negotiations involving
both color and black and white TVs are
being pursued by the localities. Almost
all of these involve compensation trade,
component assembly, or joint ventures.
One of the few of these that has won
bureau approval is a 50/50 joint ven-
ture between Hitachi and Fujian Prov-
ince to assemble 200,000 color TVs and
180,000 black and white sets per year,
mainly for export. The plant began
production in late 1981. In addition,

the Dongfeng plant in Beijing and the
Beijing TV Plant are assembling Victor
and Sanyo receivers for export.

Deals with cities and provinces are
hard to negotiate, however. A US firm,
one of several US companies that has
been frustrated in its efforts to sell 1o
China, hoped to make China an impor-
tant supply source for the US domestic
market, but finally had to go to another
country due to foot-dragging and
bureaucratic squabbling on the
Chinese side. Another highly publi-
cized deal, an arrangement to assemble
Telefunken color sets under license in
Beijing, likewise has failed to bear fruit.

The government’s decision in early
1981 to restrict TV imports, which had
soared to more than 2.5 million units by

1980, will naturally affect TV supplies
in China. Another practical effect will
be to switch imports from finished re-
ceivers to kits and chassis for assembly.
Japanese kit exports to China, for ex-
ample, rose from a total of 306,500 in
all of 1980 to almost 500,000 in the first
half of 1981 alone. Even US firms
shipped about $4 million worth of TV
receiver kits to China in the first half of
1981.

In any event, the decision to reduce
imports is not expected to stem the tide
of gift TVs entering China in the lug-
gage of overseas Chinese, or those TVs
reportedly entering the Chinese mar-
ket as contraband. %

Foreign
company

Hitachi

Facility
Color TV

assembly plant

Hitach

Matsushita

Victor Co

(Japan)
Color picture Hitachi
tubes

Integrated circunt Toshiba
assembly line

for color TVs

Foreign Participation in China’s Television Industry

Onlyone US form is in on China’s purchase of more than $200 million in TV equipment.

Factory

Annual Cost
capacity tmillion Startup
Location (units) dollars) date Comments
Shanghai No. 1 200,000 $125 mid-149581 Complete plant to make 14-
Ielevision Plant and 22-inch sets
Fuzshou, Fupan 200,000 $2.0 mil- 1981 15-vear, 50/50 jomnt venture:
plan o exportup to 50 per-
centot outputalter 3 vears
Beipng Television 150,000 $5.0 mid-1981 Complete plantto make 14-
and 22-mch sets
Lianyin Radio 150,000 $1.0 1980 Complete plant o make T-and

Factory

22anchsets

Flvback trans-
formers ton
color TVs

Black and white

Black and white
picture tube
assembly line

Black and white
television glass
bulb production
facility

Black and white
printed circuit
board facility

Tuner and modu-

fator production
hnes

I'Vassembly line

Sanvo

Victor Cao.
(Japan)

Hitachi

Matsushita

Nippon
Electric Co.

Corning
Glass (U'S)

Matsushita

Nippon
Electric Co

Nippon
Electric Co.

Nianvang Color Kine- 960.000 S76.0 mid-1U81 Complete plantincludes

scope Plant, Shaanxi assembly hine, glassmaking
tacihties, and shadow -
masking equipment

Wuxi, Jiangsu 26,000,000 SHK.0 14982 Complete assembly plant plus
auxiliary facihties

Suzhou Television 500,000 NA carly Complete plant

Maodule Plant, Jiangsu 1981

Beipmg No. 3 500,000 NA mid- 1981 Complete planmt

Ielevision Compo-

nent Plant

Fushou, Fupan 1RO.000 NA mud-1981 Partot joint venture de-
scribed above

Shanghai Electric 1.600,000 5.5 mid-1981 Complete plant o produce

Bulb Factory 12-and 14-1ach tubes

Ianjin Picture Tube 720,000 NA late 1981 Complete plant to produce

Factory 12-and 14-inch tubes

Shanghai Kinescope 1,000,000 $25.0 1984 10-vear agreement to design,

Glass Works equip, and provide technical
assistance

Shanghai No. 20 NA $5.0 1982 Complete plant

Radio Factory

Shanghai No. 13 1.000,000 NA NA Complete plantto produce

Television Factory half VHF, halt UHF tuners

Dandong Television 00,000 NA NA Complete plant

Fittings Factory

SOURCES: Chinese and Western media reports.

Chart prepared by Judith Habegger.
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The Export Trading Company Act
Banking on an Old Idea

ost American traders who

have stood in the Asian mar-

ketplace at one time or
another have seen the large, long shad-
ow of the Japanese “Sogo Shosha” in
every facet of foreign trade. Often 1t
seems that the presence of these huge,
government-supported trading com-
panies—like Mitsubishi—extends
everywhere, leaving many small and
medium-size manufacturers lamenting
the fact that they can’t get a hold in the
market.

Few businesses here want to forge as
strong an alliance with their govern-
ment as is common in Japan. What they
do want is the ability to cooperate with
other US companies in promoting their
goods and services abroad.

Staustics show the need for such
cooperation. The Commerce Depart-
ment estimates that only 10 percent of
the 250,000 manufacturing frms in the
US export their products. Since 1970
their export volume has increased as a
percentage of the GNP, from 4 percent
then to 8 percent today. But during the
same period, the United States’ share
of the total export market has declined,
from 15 percent to 12 percent.

Producing competitive products is
not the main problem. Managing ex-
ports is. Just one percent of American

('()llll)illli("} accounts for 80 |)t‘|'(‘('lll of

our exports, and these are primarily
large companies with the resources to
manage their own international
marketing. Small and medium-size
companies seldom have the capital or
the experience to cope with the range
of decisions involved in exporting to
China or to any other country, such as
transportation, distribution, finance,
msurance, and after-sale service. Con-
fusion over American antitrust law has
further contributed to companies’ hesi-

Kermit W. Almstedt

US banks may step into some
new territory if the Senate-
passed bill makes it through
the House.

tancy in forming cooperative ventures
that could handle the exportof particu-
lar goods.

What these companies need, many
business executives believe, 1s a “one-
stop shop” to handle everything from
marketing through sales and service.
That is the concept Congress is pro-
moting with the Export Trading Com-
pany (ETC) Act,” which upanimously
passed the Senate last spring and is now
working its way to the House floor. The
ETC Act would encourage exports by
small and medium-size companies by
facilitating the development of vertical,
full-service ETCs. It does this not by
imitating structures developed in

Japan and elsewhere. Instead, it merely

removes obstacles that have been block-
ing the development of American
E'TCs, thereby allowing the market-
place to determine what works best.

The act addresses the two main
hindrances to forming ETCs: prohibi-
tons against bank investment, and un-
certainty about the application of
American antitrust laws to cooperative
foreign trade activities.

Banking

An E'TC needs credit, a network of

contacts, and experience in interna-
tional transactions. Banks have all
three. Recognizing this, Japan, Eng-
land, Hong Kong, France, Brazil and
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other nations permit banks to obtain
partialor total ownership of ETCs. The
Hong Kong and Shanghai Banking
Corporation, for instance, controls a
third of Hutchinson Whampoa Lud.
Credit Lyonnaise has an 80 percent in-
terest in Essor PME, and the Banco de
Brazil is the sole owner of the Beke
Company.

The traditional separation between
banking and commerce, expressed in
several federal laws,” has kept Amer-
ican banks out of this business. Title |
of the ETC Act would change this.
Under it, banks may invest in ETCs
whose principal business 1s exporting
goods or services produced in the
United States. Their involvement,
however, will be kept in check by three
accompanying categories of restric-
tions: limits on ownership, reporting
and approval requirements, and limits
on operation.

The ownership limits state that the
aggregate investment by a bank in an
ETC may notexceed 5 percent, and the
historical cost of the bank’s total invest-
ments in E'TCs (including extensions of
credit) may not exceed 10 percent, of
the bank’s capital and surplus. In other
words, regardless of the percentage of
a particular ETC that a bank holds, its
total investment in all ETCs may not
exceed a set percentage of the bank’s
own capital and surplus.

The reporting and approval require-
ments direct banks to report all invest-
ments in ETCs. The appropriate bank
regulatory agency may set conditions
on such investments and, in certain cir-
cumstances, disapprove them. In addi-
tion, if an investment either gives the
bank a controlling interest in the ETC
or exceeds $10 million, approval must
come from the appropriate bank reg-
ulatory agency. Finally, any bank in-
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vestment in E'TCs may be terminated if
the bank regulatory agency believes
that the investment threatens the
bank’s security or contravenes sound
banking principles.

Limits on operations are designed to
allay the fears of many existing trading
companies that bank-supported ETCs
will benehit from unfair market advan-
tages. Title I forbids banks from grant-
ing preferential credit to ETCs in
which they have a financial interest. It
also states that bank-associated ETCs
may not take title 1o goods except in
accordance with standards to be estab-
lished by a federal bank regulatory
agency. The bank and its ETC may not
bear a similar name, unless the bank
holds a majority interest in the trading
company.

Finally, because Congress did not in-
tend for ETCs to be set up purely as
bank investments, Title I provides that
banks with ETCs engaging in specula-
tive activity—like trading in commod-
ity futures—may be required to with-
draw their investments from those
ETCs.

The ETC Act does not mandate a
particular investment arrangement for
bank-ETC athliation; that is up to the
participants. But several arrangements
seem likely to appear: ETCsowned by a
group of regional banks: ETCs formed

and owned by a single bank: and ETCs
formed by banks and nonbank part-
ners. For one-project turnkey ETCs,
for instance, architects, construction
companies, and major fabricating com-
panies may be ideal partners. Long-
term satellite ETCs could be built
around export management com-
panies, freight forwarders, ports,
transportation companies, and manu-
facturing companies (see box).

Aniitrust

American firms for years have been
stepping into foreign markets with
some trepidation, wondering whether
business activities there would be sub-

ject to US antitrust laws. In theory,

those laws are clearly designed to en-
sure a competitive domestic market for
American consumers. In practice, un-
certainties arise as to whether—and to
what extent—a company’s foreign ac-
tivities affect the domestic market and
thereby become subject to US laws.”

Some courts have said that a “direct”
or “substanual” effect 18 necessary to
invoke an antitrust claim.' Others have
said the impact need only be more than
“de minimus."™

Congress, recognizing the con-
straints that such uncertainty places on
exporting enterprises, gave thema lim-
ited antitrust exemption by passing the

national or regional base.

Possible ETC Structures

he Export Trading Company Act, as passed by the Senate and being
considered by the House, does not mandate a particular form for ETCs.
But investors are apt to give serious thought to these options:

Bank-controlled ETCs. These could be controlled by one large bank or by
several regional ones. Their specialization would be in creating financial
packages to meet different clients’ needs, with medium- to long-term repay-
ment periods. If several regional banks were involved, joint control of the
ETC could allow each to contribute its own knowledge and abilities in hand-
ling regional products and customer relations.

Product-specific ETCs. With either a national or regional base, these ETCs
would specialize in particular products or product groups.

Geographic-specific ETCs. These would serve a specific foreign area from a

Consortium ETCs. With either bank or nonbank equity participation, con-
sortium ETCs would concentrate on turnkey projects.

Piggyback ETCs. These would be built around the existing distribution and
marketing systems of an American-based multinational company.

Trade association ETCs. Similar to the horizontal Webb-Pomerene associa-
tions permitted under current law, these ETCs could function in vertical,
multiservice arrangements as well as in horizontal, industry-specific ones.
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Webb-Pomerene Act ot 1918. Specif-
ically, Webb-Pomerene excepts from
the tederal Sherman and Clayton laws
any association of US competitors
established for the sole purpose of en-
gaging in export trade (provided they
violate none of the act’s provisions). By
1935, a total of 57 Webb-Pomerene
associations accounted for some 19
percentof US exports. Today the num-
ber has dropped to the low 30s, with
only a few of those associations actively
engaging in exporting. Their share of
the export market has fallen to less
than 2 percent.

A major reason for the drop is that
the Webb-Pomerene Act itselt is uncer-
tain. Not until a lawsuit is brought does
a business discover the precise scope of
its protection. And then it may be 0o
late.

A past court case demonstrates this.
In 1919 the major US producers of
alkali products tormed a Webb-
Pomerene assoctation to sell their
goods abroad, after complying with the
filing requirement. Twenty-hve years
later, the Justice Department charged
the association with numerous antitrust
violations.”

I'he inherent uncertainty prompted
Sen. Llovd Bentsen to tell his Senate
Webh-
Pomerene is “so confusing. dated, and
ambiguous that it actually discourages
the formation of US consortia that can
compete for major international con-
tracts.”

Title II of the ETC Act amends
Webb-Pomerene to try to clear some of
the roadblocks. First, 1t establishes a
prospective clearance procedure that
exempts export activities from anti-
trust prosecution before the exporting
takes place. Webb-Pomerene left ques-

colleagues last vear that

tions of antitrust protection wide open;
all the prospective association had to do
before beginning its operations was
meet an information filing require-
ment.

Second, the act expands the Webb-
Pomerene exemption to include all rel-
evant federal and state antitrust stat-
utes, and to cover ETCs formed under
Title I. Webb-Pomerene as it now
stands protects only a narrow range of
possible cooperative agreements—
basically, horizontal acuvities regard-
ing solely export trade. To take an ex-
ample, US umber producers would be
allowed to band together under Webh-
Pomerene to handle sales, promotion,
market development, financing, insur-
ance, licensing, foreign distribution,
pricing, and other activities related to
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their products” export. But a tunda-
mental question would arise if com-
panies outside the timber industry
wished to provide those same services:
Would the inclusion of these vertical
activities tall under Webb-Pomerene
protection?

While Webb-Pomerene covers only
export trade in products, Title 1T also
would include trade in services—an im-
portant line item that now accounts for
about 60 percent of the United States’
GNP.

Another important aspect of Title 11
1s 1ts clarthcation of the standard used
to determine the scope of the antitrust
exemption. Only export activities hav-
ing a “substantial” impact on the
domestic market could be brought to
court. ‘

Finally, Title IT would transfer the
administration of the Webb-Pomerene
Act from the Federal Trade Commis-
sion to the Commerce Department,
thus transferring responsibility from a
prosecutorial agency to one interested
in the promotion of trade.

Under Title 11, an export trading
association or company seeking cer-
tification for its actuvities would hle a
petition with Commerce. DOC would
determine permissibility under six
standards. requiring that the ETC's
actvities:

* preserve or promote export trade;

* not result in substantial lessening
of competition or restraint of trade
within the United States, or in a sub-
stantial restraint of the export trade of
any domestic competitor;

* not unreasonably enhance, stabil-
ize, or depress the domestic prices of
similar goods;

* not constitute unfair methods ol
competition;

» not include any act which results in
the domestc resale of the exported
goods and services;

* not include the licensing of pa-
tents, technology, trademarks, o
know-how, exceptasisincidental to the
sale of exported goods or services.”

Commerce would have 90 davs to
make a decision. If it decides that the
standards have been met, it issues a
certihcate. Any activities then carried
out in conformity with the certificate
are absolutely immune from anttrust
liability.

Enforcement agencies would retain
one means of evaluating the activites
ofanassociation. If Commerce, Justice,
or the Federal Trade Commission be-
lieves that certified activities no longer
meet Title Il standards, a certificate

may be declared invalid. 'This would be
accomplished by either an administra-
tive proceeding before Commerce or a
court suit brought by Justice or the
FIC.

But even it invalidation were to
occur, the loss of immunity would be
prospective only; thereis no hability for
activities carried out pursuant to a
certificate while it s in effect.

Private partes, in contrast to govern-
ment agencies, may not challenge activ-
ities carried out pursuant to a certf-
icate. Instead, they may challenge only
an ultra vires acuvity—one outside the
scope ol the certihcate.

In essence, under litle 1T a certhed
export trading association or company
acting within the scope of s certihicate
would know that its activities are ex-
empt from all American antitrust laws.
This certainty would be lost only if the
government invalidated the certificate,
And even then the loss of antitrust im-
munity is prospective—for future con-
duct only.

The Immediate Outlook
The ETC Actisnot a panacea for this
countrv’s trading problems. It does,

however, represent a giant step toward
revitalizing the United States’ export
business. Those of us who have worked
on the E'TC legislation for several vears
know it will not immedately trans-
figure US trade. Its enactment will be
followed by a testing period, during
which some hirms will wait 1o see how
the rest ol the business community
reacts. Overall, the consensus among
banking and trading executives toward
the legislation has been very positive,
making it a pretty sate bet that some of
the more innovative ones will experi-
ment with the new trading structures
that the ETC Act will make possible &

Kermit W. Almstedt, now a partner in the
Washington, DC law firm of Preston, Thor-
grimson, Ells, and Holman, previowsly was
trace counsel to Sen. John €. Danforth,
chairman of the International Trade Sub-
committee, Committee on Finance. Almstedt
was draftsman of Title [ of $.734, the Ex-
port Trading Company Act of 1981, and its
predecessor legislation. Michael W. Evans,
an assoctate with the same law firm, assisted
i the preparation of ths article.

Notes

"The export trading company concept
originally was embodied in two separate
picces of legislation introduced m the 96th
Congress: S.804, introduced by Sen. John C.
Danforth: and S.1663, mtroduced by Sen.
Adlai Stevenson. Hearings on these and
other bills were held betore the Internaton-
al Finance Subcommittee of the Senate
Banking Committee on September 17 and
18, 1979; and March 17, 18, and Apnil 3,
1980, On Mav 12, 1980 the Senate Banking
Committee marked up a committee print ot
a single bill incorporating the concepts
embodied in the Danforth and Stevenson
bills. That single hill, 5.27 18, passed the Sen-
ate by avote of 77100 on September 3, 1980,
However, the congressional term ended be-
fore a House vote could be held. In the 97th
Congress similar legislation, S.144, was in-
troduced by Sen. Danforth and Sen. John
Hemnz, Hearings were held on February 17
and 18 and March 5, 1981. The Senate
Banking Committee reported out a clean
bill on March 12. That bill—5.734, the Ex-
port Trading Company Act of 1981 —
passed the Senate by a vote of 93 10 () on
April 8, 1981.

During the Senate's consideration of ex-
port trading company legislation in the 96th
and now the 97th Congress, the House of
Representatives also considered export
trading company bills. The House has be-
fore it several bills that would encourage the
formation of export trading companies.
Some of these bills are similar or idenucal to
5.734.

“Three basic prohibitions implement the
general policy of separating banking from
commerce within the U.S. They are: (1)
paragraph 6(c) of the Edge Act, 12 U.5.C.
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§615(c), which prohibits an Edge Act Cor-
poration from investing in any corporation
“engaged in the general business of buying
or selling goods, wares, merchandise, or
commodities in the United States. . ") (2)
section 16 of the Glass-Steagall Act, 12
U.S.C. §24, paragraph 7, which generally
prohibits a national or state member bank
from acquiring for its own account “any
shares of stock of any corporation”; and, (3)
section 4(a) of the Bank Holding Company
Actof 1956, 12 U.S.C.§1843(a), which, with
certain exceptions, prohibits a holding com-
pany from engaging in nonbanking activi-
ties or from owning or controlling shares of
any company that is not a bank.

"The most important of the federal Liws
are the Sherman Act, 15 US.C881-7; the
Clayton Act, 15 US.C. §§12-27; and the
Federal Trade Commission Act, 15 U.S.C.
§§41-58.

'See. Manmmgton Mulls, Inc. v. Congoleum
Corp., 595 F.2d 1287, 1292 (3d Cir. 1979)
(stating that “practices of an American
citizen abroad having a substanual effect on
American foreign commerce are subject to
the Sherman Act”™); Todhunter-Mutchell & Co.
v Anheuser-Busch, Inc., 383 F. Supp. 586, 588
(E.D. Pa. 1974) modifving 375 F. Supp. 610
(E.D. Pa. 1974) finding an antitrust violation
where a territonial restraint “directly
aftected the How of foreign commerce™). See
also Restatement (Second) of Foreign Relations
Law of the United States §40 (1965).

‘See Domnicws Amervican Bohwo v, Gulf &
Western Industries, Inc.. 473 F.Supp. 680, 687
(S:D.N.Y. 1979).

"Unated States v. United States Alkali Export
Association, 86 F.Supp. 59 (S.D.N.Y. 1949).

S, 734, 97th Congress, Ist Session, §204,
adding new 15 U.5.C. §62(a).
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railway network embracing a
total length of more than
51,000 kilometers of track now
reaches all of China's provinces, muni-
cipalities, and autonomous regions, ex-
cept for Tibet. And even there, a rail
® hne is under construction.
Rallway DeVElopment. Since factories and sources of raw
® . y
materials are located throughout Chi-
@ na's 9.6 million square kilometers of
MOVIng On a Faster TraCk territory, long-distance transportation
is a necessity. Moreover, the impor-
tance of railways is heightened by the
limited development of China’s ship-
ping and highway transport. Railways
today carry more than 61 percent of all
public transport passengers and more
Wang Peixian than 72 percent of all cargo (see chart).
China has added an average of 1,000

China Features correspondent

kilometers of track annually since the
founding of the PRC in 1949, and the
volume of freight has increased by a
factor of 10. However, there is only halt
a kilometer of track for every 100
square kilometers of territory, and rail-
ways are still regarded as a weak link in
the expanding national economy.
Some trunk lines are overburdened,
particularly near the coastal ports
where the growing pressure of foreign
trade is felt most keenly. China is now
giving priority to the renovation and
maintenance of the lines that carry the
heaviest trathc, the double-tracking or
electrihication of some of these lines,
and the construction of some new lines,
according to vice-minister of railways
Liao Shiquan.

Railway Construction

. Since 1949, China has added more
P ‘ than 100 new lines to the railway net-
“l's‘s work, with total length exceeding
‘ i 30,000 kilometers, in additon to dou-
ble-tracking a number of lines and
building many industrial sidings and
railwavs in lumbering regions. The
additional length is more than double
that built in the 73 years between 1876
and Liberation, when China built 1ts
first 15-kilometer railway from Shang-
hai to Wusongkou, More than 8,000
kilometers of raillway have been dou-
ble-tracked throughout the country
since 1949.

Formerly, most railways were con-
centrated in the coastal areas east of the
Beijing—Guangzhou railway, and in
north and northeast China. Railway
lines in southwest and northwest Chi-

The Qianjin (“Forge Ahead”) model steam
locomotive came from the only plant in the
world still making commercial steam locomo-
tives—the Datong Rolling Stock Plant in
Shanxi Province.




na, which now account for three-ffths
of the country’s territory, were of neg-
ligible length.

Plans were worked out in the early
19505 1o remedy this imbalance. Over
the past 32 years, China has spent more
than 30 billion yvuan ($ 18 billion) on the
construction of 30 new lines with about
100 feeder hnes, 70 percent of which
are located in the vast western region of
China.

Occupying a total area of 1.1 million
square kilometers and inhabited main-
Iy by national minorities, southwest
China had only a little more than 800
kilometers of narrow gauge railway be-
fore 1949. Eight lines have now been
completed there to form the basis of a
regionwide network (see chart).

Electrihied routes in China today ex-
ceed 1,600 kilometers in length. They
include the lines of more than 1,000
kilometers from Baoji in Shaanxi Prov-
ince to Chengdu in Sichuan Province,
and in Shaanxi Province from Yang-
pingguan to Ankang. In addition,
three railway sections have heen elec-
trified: between Shijiazhuang in Hebei
Province and Yangquan in Shanxi Prov-
ince on the Shijiazhuang—Taiyuan
railway, between Baoji and Tianshui in
Guansu Province on the Baoji—Lan-
zhou railway, and between Xiangfan in
Hubei Province and Ankang in Shaan-
xi Province on the Xiang=Yu railway.

['he major railways in the country
are the:

Beijing—Guangzhou line: China’s ma-
jor north—south [ransportation artery
links Beijing with Guangzhou. Length:
2,313 kilometers.

Beijing—Shanghar hine: Starting from
Beijing, the line moves through the
northern port city of Tianjin to Shang-
hai, China’s biggest industrial and com-
mercial city. Length: 1,462 kilometers.

Beiing—Baotou Line: This links the
Chinese capital with Baotou, a steel
center in Inner Mongolia. Length: 833
kilometers.

Beipmg—Harbin line; Beijing is con-
nected to Harbin, the capital of
Heilongjiang Province in northeast
China and a city known for its machine-
building industry. Length: 1,388 kilo-
meters.

Betjing—Chengdu line: This line con-
nects Beijing with Chengdu, the capital
of China’s most populous province of
Sichuan in southwest China and a cen-
ter of measuring- and cutting-tools in-
dustry. Length: 2,048 kilometers.

Longhai line: China's major east—west
artery stretches from Lianvungang, a
seaport in Jiangsu Province, to Lan-

A new diesel for passenger trains rolls off the
line at Beijing's February Seventh Rolling
Stock Plant.

zhou. Length: 1,759 kilometers.

Xiang—Gur Line: This runs from
Hengyang in Hunan Province to Ping-
xiang in the Guangxi Zhuang Auton-
omous Region in south China. Length:

1.013 kilometers.

Locomotives and Equipment

China’s 200,000-worker railway-
equipment industry is well developed
and includes 33 large plants producing
locomotives, rolling stocks, and parts
and accessories. In 1980, 1t produced
512 locomotives: 342 steam, 130 diesel,
and 40 electric units. In addition, the
industry manufactured 1,002 passen-
ger cars and 10571 freight wagons.
It also performed all necessary repairs
throughout the country.

In modernizing railway transporta-
tion, China has adopted the policy of
developing both diesel and electric-
traction units, with emphasis on the lat-

The Sifang Rolling Stock Plant in Qingdao
produced this Dongfanghong (“The East is
Red") diesel locomotive.

ter. But for at least the next decade,
steam will remain the principal source
ol locomotive power.

Steam locomotives presently account
tor more than 70 percent of the coun-
try's total operating engines. Efforts
will be made to improve and prolong
their working life, although some of
the aged American and Japanese veter-
ans still pulling loads across the country
will have to be retired.

China has made diesel engines since
the late 19505, Several models are run-
ning on the trunk lines. For instance
the Dongleng-1 locomotive, which is
suitable for freight transportation, is
one of the largest diesel locomotives in
China. It has a 16-cvlinder engine with
a rated speed of 1,100 revolutions per
minute, and a traction alternator.
Several types of diesel locomotive have
been imported from Romania, France,
and West Germany.

With the exception of a few locomo-
tives imported from France, most elec-
tric-traction power units in operation
are designed and manufactured by the
Zhuzhou Electric Locomotive Works in
China. The class SS-1 electric locomao-
tuve with silicon rectifiers is one of the
most widely used tvpes. Its tractive
etfortis 33.7 tons per hour, the starting
tracuve torce1s 54 tons, and the velocity
is 46.6 km. per hour, with a maximum
speed of 95 km. per hour. In 1979, a
new class of §5-3 electric locomotives
using a thyristor to regulate voltage
level in eight stages was successfully
trial-produced. Its hourly rating is
4,800 kw (6.530 hp). hourly tractive
effort is 34.4 tons, and speed 1s 49.9
km. per hour. After standardization,
the class S5-3 electric locomotive will
begin 1o replace the class 88-1 electric
locomotive and become the principal
type of electric engine on Chinese
trunk lines.

China has designed many different
kinds of cars which can meet railway
transportation needs. The freight cars
now being produced have four axles
and a capacity of more than 60 tons
each. These include gondola cars, box
cars, and Hat cars.

With regard to signaling svstems,
China chietly uses automatic and semi-
automatic blocking equipment, with
the former accounting for nine percent
and the lauer, 75 percent, of the total
equipment in use. Mechanical humps
have been installed in big shunting
vards, and electric centralized-control
devices have been used at about one-
fourth of the raillway stations in the
country.
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Foreign Trade in Railway Equipment

l'o accelerate the development of
raillway transportation, China since
1973 has imported machine tools, rail-
way prospecting and construction
equipment, scientihic research equip-
ment, and computers for railway man-
agement. These imports have come
mostly from Japan, West Germany. the
United States, laly, Sweden, and
Switzerland.

The chiet imported machinery is:

p oil pumps, oil nozzles, super-
chargers, speed governors, crankshafts,
and gears used for producing diesel
locomotives; and processing equip-
ment, instruments, and meters for mak-
ing diesel engines;

p forging. cold processing, and
heat-treatment equipment for the
manufacturing of roller bearings of
wagons and coaches:

P jumbo and auxiliary equipment,
rock loaders, drillers, automatic plot-
ting instruments, theodolites, dumpers,
excavators, and butt welders for weld-
ing heavy rails:

P small-size computers tor process-
ing data and making forms; and

p 10 12-cubic-meter scrapers from
the United States, some of which have
gone into operation.

China has also bought mechanical re-
frigerator cars, oil tanks, passenger
COac h("'\. ('U”I[”ll[li(il“(!l] in\ll'lilllt'll[.\
and meters, electric instruments and
meters, and testing and surveving in-
struments from East European coun-
tries.

China and Germany recently have
signed an agreement on raillway coop-
eration. According to the contract, the
two sides will give specialized support
in modernization, exchange railway in-

Workers assemble an electric locomotive at
the Zhuzhou Rolling Stock Plant in Hunan
Province.

formation and specialists, and promote
cooperative research on projects of
mutial interest.

Another agreement has been signed
between China and Japan under which
a new line is 1o be constructed from
Yanzhou to Shijiusuo, in eastern Chi-
na, from the Overseas Economic Coop-
eration Fund. When completed, the
300-kilometer raillway will be a major
transportation line for exporting coal
from the port city of Shijiusuo in
Shandong Province.

A few Chinese railway products are
even appearing on the world market.
In the 1970s, China exported diesel
locomotives, and freight and passenger
cars 1o several countries. In the first
four months of 1981, it signed six con-
tracts with foreign hirms for approx-
imately $2.2 million in exports of rail-
way equipment such as bogie frames

Passenger traffic volume

Railway Passenger and Freight Traffic

Rail services have not kept pace with demand, requiring more
intensive use of existing facilities.

1978

Jan.-June

1979 1980 1981

Million persons 807 856 912 170*

Million passenger-km 109,100 121,400 138,100 —
Freight traffic volume

Million metric tons 1,070 1,090 1.080 509>

Million metric ton-km 533,300 558,800 570,700 -

*54.5 percent 1981 annual plan.
*52.0 percent 1981 annual plan.
SOURCE: Ministry of Railways, Beijing.

and axles. Last year, China exported
S$1.5 million worth of locomotives, cars,
and equipment to the US, India, Japan,
and France.

Industrial enterprises under the
Ministry ol Railwavs are holding nego-
tiations with 26 companies from 16
countries and regions, including the
US, Japan. Yugoslavia, France, West
Germany, India, and Hong Kong. Chi-
na wishes 1o export diesel and steam
l“l“l]l(ill\l“\, [)ll\\('“g(‘r cars, i”l‘l var-
ous freight wagons, as well as wheel
axles, wheel-axle sets, and other rail-
way equipment.

Development Plans

['he greatest emphasis in the future
will be on upgrading major lines to in-
crease their carrving capacity and on
building new lines, especially around
important fuel bases.

Plans have been drawn up to double-
track 10 railway lines, elecrify hive
lines, and construct some new junctions
in the next few vears.

The main purpose of transforming
old lines is to enable them to transport
more coal out of Shanxi (which con-
tains one-third of China’s coal re-
serves), Henan, and Shaanxi, and to
carry more goods and passengers to the
s€a I)ﬂ!'t‘\

Work has begun on upgrading the
Hengyvang—Guangzhou railway, the
southern part of one of China's most
important transportation arteries that
links Beijing with Guangzhou. The ex-
isting single track was built 40 years
ago, and has been running at capacity
for vears with outdated equipment and
predictable delavs. The northern part
of the section, from Beijing to the in-
dustrial city of Hengyang in Hunan
Province, already has been double-
tracked.

I'he other main lines being double-
tracked are the 180-kilometer Shi—De
line from Shijiazhuang in Hebei Prov-
ince to Dezhou in Shandong Province;
the 391-kilometer Jiao—]i line from
Jinan, the capual of Shandong Prov-
ince, to Quingdao, a port city in the same
province; and the 129-kilometer
Shang-Xu line from Shangqiu in
Henan Province to Xuzhou in Jiangsu
Province.

Other new lines under construction
are the:

Lhasa—Xining Line. China 1s now
undertaking a railway line into Tibet,
where the world’s highest tableland
averages more than 4,000 meters above
sea level. Track-laving on the northern
section from Xining to Golmu in Qing-
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hai Province has been completed. Now
work is continuing on what is likely to be
the most difficult section: south into
Tibet.

Wan—Gan line. Stwretching 540 kilo-
meters from Huolonggang in Anhui
Province to Guixi, a copper refining
center in Jiangxi Province, the whole
line will be open to traffic this year. The
famous tourist attraction, the Huang-
shan Mountain in Anhui Province, is on
the line. Tourists can now go from
Huolonggang to Huangshan by train in
two hours less time than it takes by bus.

Han—Chang Line. Linking the city of
Handan in Hebel Province to the coal-
mining city of Changzhiin Shanxi Prov-
mce, the 200-kilometer line should be
completed in two or three vears. So far,
track-laying has been accomplished on a
100-kilometer section. The line will
help transport coal from Shanxi to
other parts of the country.

Among the railways to be electrihed
are the lines from Shijiazhuang, the
capital of Hebei Province, to Taiyuan,
the capital of Shanxi Province: from
Lanzhou, the capital of Gansu Prov-
ince, to Baoji, a ity in Shaanxi Prov-
ince; from Chengdu to Chongqing, two
major cities in Sichuan Province: and
the section between Fengtai, an indus-
trial center in Beijing, and Datong, a
major coal-producing city in Shanxi
Province, on the Beijing—Baotou line.

When electrification projects on the
lines are finished, China will have a to-
tal of 3,300 kilometers of electrified

lines, forming an electrihed raillway
network in the southwest and north-
west regions.

In the long run, China plans to build

more electrified lines—not only in the

mountainous areas where gradients
are steep and tunnels abound, but also
on the plains where heavy railway
transportation is essential.

Li Wenvi, deputy director of the
Railway Construction Bureau under
the Ministry of Railways, has noted
several reasons for the high priority
now accorded the policy of railway elec-
trification. Electric traction can greatly
save energy and money, has greater
carrving capacity, and permits higher
speeds, he says. In addition, electric en-
gines do not pollute the air like the
coal-fueled steam locomotive, nor do
they require as many workers to oper-
ate.

Railway Ministry Organization

The Ministry of Railways is the gov-
ernmental organ in charge of the coun-
try's railway construction, transporta-
tion, and rolling stock industries.
Minister of railways Liu Jianzhang
maintains his headqguarters at No. 10
Fuxing Road. Beijing.

The minmstry has a number of rolling
stock manutacturing and repairing
tacilities directly under its control.
These produce communication instru-
ments, signaling devices, bridges,
sleepers, and other railway devices and
materials.

Also under the ministry are five rail-
way surveving and designing institutes,
five comprehensive raillway-construc-
tion bureaus, four specialized railway-
construction bureaus, three specialized
rescarch departments, and one scien-
tific research institute. More than
500,000 workers and stalf members
are employed in these units, institu-
tions, and plants.

The China Railway Foreign Service
Corporation, set up last year under the
ministry, is in charge of trade with for-
eign countries—including arrange-
ments tor cooperative production,
compensation trade, and processing.
The latter arrangements usually call
for the production in China of parts or
equipment designed by foreign com-
panies. The Foreign Service Corpora-
ton also places commercial advertise-
ments for foreign customers, organizes
tourist activities, arranges mobile-
commodity exhibitions, holds technical
discussions with foreign engineers, and
translates railway data into English,
French, German, Japanese, and Rus-
sian. The corporation is located at the
Ministry of Railways’ address in Bei-

jing. Cable: CRAFOSCO BEIJING: tele-

phone: 8642845,

The Railway Ministry’s China Civil
Engineering Construction Corpora-
tion, also at No. 10 Fuxing Road, sur-
veys, designs, and builds railways
abroad for overseas customers. It can
provide techmical services and labor as
well. Cable: CHICICON BEIJING: tele-

Name of line

Northwest China
Tian-Lan

Bao—Lan
Lan—Qing
Lan—Xin
Yang-An
Nanjiang
Southwest China
Cheng-Yu

Bao—Cheng
Qian—Gui

Major Railway Lines Completed in Northwest and Southwest China

Points connected

Tianshui—Lanzhou, Gansu

Baotou, Nei Mongol-Lanzhou, Gansu
Lanzhou, Gansu—Xining, Qinghai
Lanzhou, Gansu—Urumgqi, Xinjiang
Yangpingguan—Ankang, Shaanxi

Turpan—Korla, Xinjiang

Chengdu—Chongging, Sichuan
Baoji, Shaanxi—Chengdu, Sichuan

Guiyang, Guizhou-Linzhou, Guangxi
Zhuang Autonomous Region

Chuan—Qian
Gui—-Kun
Cheng—Kun
Xiang-Yu

Chonggqing, Sichuan—Guiyang, Guizhou
Guiyang, Guizhou—Kunming, Yunnan
Chengdu, Sichuan—Kunming, Yunnan

Xiangfan, Hubei—-Chongging, Sichuan

SOURCE: Ministry of Railways, Beijing, October 1981.

phone: 8642714, 8643034, £
Length Date open
(kilometers) to traffic
350 1952
990 1958
180 1960
1,890 1962
350 1972
470 1981
505 1952
660 1956
600 1958
300 1965
460 1966
1,080 1970
850 1978
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he agricultural bounty of Hui-
vang, and its special role as the
main food source of Hong
Kong, has made this scenic prefecture
one of the most prosperous in China.

Huivang is located in southern
Guangdong Province just north of the
Shenzhen Special Economic Zone,
which belonged to Huivang until Shen-
zhen Municipahity gained prefecture-
level status in 1979, With direct river
and rail access to the Hong Kong mar-
ket, it is not surprising that Huivang's
prolific farms and vegetable gardens
provide most of that city's $2 billion in
annual food imports from Guangdong
Province. In fact, this single prelecture
earns more foreign exchange each year
than most provinces—more than 5 per-
cent of China's total hard currency ex-
ports. And 1t is the only prefecture to
have sent its own trade delegation to
the United States.

Huiyang enjovs considerable de fac-
to autonomy in trade. Some Huivang
Foreign Trade Bureau othcials travel
frequently to and from Hong Kong,
evenspending a few months atastretch
working there on behalt of the prefec-
ture’s export interests. Such easy access
to Hong Kong commenced one or two
years ago.

Hong Kong's influence on Huiyang
is evident in the forest of television
antennas in Dongguan County (which
adjoins Shenzhen), in the ample sup-
phesof British 555 State Express brand
cigarettes enjoyed by local ofhicials, and
in the ready availability of Johnny
Walker Red scotch and Pabst Blue Rib-
bon beer.

Even Coca-Cola gets in, though by
circuitous means. When a Hapag-
Llovd 18-wheel container truck was
spotted during the author’s visit in
April 1981, local cadres explained that
it contained Coke shipped in from
Hong Kong. But when Coke executives
in Hong Kong learned about their
latest penetration of rural China, they
had to confess that the Coca-Cola Com-
pany did not ship the drink into Hui-
yang. Someone else did—behind the
company’s back.

Agricultural products compose the
bulk of Huiyang's direct sales to Hong
Kong. Included are rice, poultry, fresh
vegetables, and hogs. These are all
handled directly by the Huivang For-
eign Trade Bureau.

Not only is Huivang one of the 24
export commodity bases designated by
the State Council, but it, Foshan, and
Zhanjiang (also in Guangdong) are the
only three such bases empowered to
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Touring

Huiyang Prefecture

Jean Hoffman

Huiyang officials stand with the author by Huizhou’s West Lake. From left to right are: Chen
Taobang, director of the Huiyang Foreign Trade Bureau’s business department; Sun Yingwu,
director of the Foreign Trade Bureau; Jean Hoffman; Zhao Debin, commissioner of Huiyang
Prefecture; and Shi Chunhuei, head of Huidong County.

conduct trade directly. The bases are
guided by the China Export Base De-
velopment Corporation, set up on
February I, 1981, to strengthen the op-
erations of the Export Commodity Pro-
duction Base Bureau, also under the
Ministry of Foreign Trade.

In support of the prefecture’s grow-
ing exports, Huivang leaders boast of a
power surplus, despite Guangdong
Province’s overall power shortfall. A
new hydropower plant reportedly is
scheduled to open in Huidong County
in about two years.

Its physical proximity to Hong Kong
makes Huiyang an attractive site for
Hong Kong investors. Their funds
have gone into such endeavors as over-
seas Chinese state farms (administered
by the Overseas State Farm Bureau)
and the Tangquan (Hot Springs) Hotel
being rebuilt with HK$380,000 of
assistance from Wah Sun Travel Ser-
vice of Hong Kong.

Under the guidelinesof prefectural
commissioner Zhao Debin, the Huiyang
Foreign Trade Bureau is directed by
Sun Yingwu out of the walled, yvamen-
like government compound in the pre-

fectural capital of Huizhou. The bulk
of business handled from this serene
city of 250,000 people on the Dong-
jiang (East River) is transacted directly
with Hong Kong. Bureau ofhcials said
that exports that can be transported
directly to the buyver may be handled by
their bureau—without going through
the Guangdong provincial foreign
trade apparatus or the network of Beij-
ing-controlled foreign trade corpora-
tions under the Ministry ol Foreign
I'rade.

I'he foreign exchange earned by the
Huivang Foreign Trade Bureau. and
by Huivang's county foreign trade de-
partments, is used to import products
from abroad, such as Japanese cars and
trucks, pre-mixed animal feeds, agri-
cultural chemicals and fertilizers, and
consumer goods.

Prefectural and county ofhicials,
while sophisticated in their knowledge
of agricultural production and Hong
Kong market requirements for food-
stuffs, are relatvely new to the complex
demands of other international mar-
kets. For instance, Dongguan leaders
seldom know the price their goods sell
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The home of Dongguan firecrackers
is also the supplier of most of Hong
Kong’s $2 billion in food imports.

Dongguan’s exports of mandarin oranges, lychees, and bananas to
Hong Kong contribute to the county’s prosperity.

It
Yangcun
Zengcheng AW fﬁ‘ lp\u-/\f~l“"‘
Huangpu Luofu Shan 1 M

Guangzhou (Whampoa) Boluo
Xlnzuotang

—— ff |zhou \'}

Dongguan

Huidong

\__-.,)' Renshan

)
) & :

Special 4 Shenzhen %
Economic Mumcnpallty//
Zone)
New Territories
Huiyang
@ Macao Hong Kong Prefecture
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markets have proliferated as in the rest of China.

Right: Three Yellow brand chicks destined for the

are fattened up at the Ma An Domestic Animal Institute’s experimental

farm.

for abroad, or which items sell well and
which move slowlv. In 1980, Dongguan
sold ¥165 million worth of goods to
central-government trading corpora-
tions, and purchased ¥30 million
worth of goods through the same cor-
porations. Foreign sources estimate
that prior to the imposition of a two-
tiered exchange rate on January I,
1981, these trading corporations prob-
ably sustained a loss approaching 50
percent on the sale abroad of Dong-
guan County products (excluding
direct sales to Hong Kong).

I'o make Huiyang's trade personnel
more familiar with foreign market re-
quirements, a Huiyvang Export Produc-
tion Base delegation was sent to the US
in June 1980, Evidence ol the wip's
value is clear: An experimental, scien-
tithcally managed chicken tarm was
constructed, incorporating ideas from
Hubbard Farms in New Hampshire
and Cal-Maine in Mississippi; two new
aquaculture farms were inspired by the
Farm Fish catfish operations in Missis-
sippi; improvements were made in fire-
works manufactured for export; and
the Chinese gained greater apprecia-
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Above: A vendor sells herbs and tea in downtown Huizhou. Free

Hong Kong market

ton for modern agricultural methods,
including the use of agricultural chem-
icals and prepared animal feedstufls.

Increased export opportunities for
US firms have followed in the wake of
this delegation’s visit. For instance,
Huiyang's Three Yellow purebred
chickens at the Ma An breeding station
(encompassing six farms). consume
feedstulls imported from Hong Kong
thatare formulated by Stockton Feed &
Grain i Califorma and purchased
through Tai Sang Food Co.. Lid. of
Hong Kong. Huiyvang sold one million
chickens 1o Hong Kong in 1980, and
planned to sell one and a halt million in
1981, indicating an increasing need for
imported feeds.

But Huivang's hirst priority is to
boost exports. And leading Huivang's
export campaign is one of China's most
celebrated products—hrecrackers.
With more than 10 factories producing
fireworks, Dongguan County earned a
major share of the $18 million in fire-
works sales 1o the US in the first nine
months of 1981.

Dongguan’s hireworks industry is
about a hundred vears old. One large

(]

LU

Il

Workers at the Shenzhen Wool Textile Fac-
tory punch in on one of China’s first time
clocks, installed September 8, 1980. The post-
ed hours are from 7 to 11 AM, and from 1 to 5

factory visited by the author employvs
1.500 workers at peak production. The
factory is a conglomerate of workshops
filled with Chinese workers meticulous-
Iv assembling and packaging hreworks
by hand or with the aid of simple
machinery.

Class B fireworks, used for public,
institutional displavs. are the size of
footballs. The explosive insides of these
fireworks are nested into cardboard
skins molded with glue on a hand-
operated press that resembles a giant
orange juice squeezer. The insertion of
explosives into the globes takes place in
rooms with open doors and windows
on two sides. With exits on two sides of
the room, the factorv managers ex-
plained, the two fireworks assemblers
in each 10-by-10-foot room could
escape from whichever side was saterin
the event of an explosion.

When Huiyang's foreign trade dele-
gation returned from their Natonal
Council-sponsored trip to the US in
1980, steps were taken to solve the
three kev problems raised during their
visit by members of the American
Pvrotechnics Association. Dongguan
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Above: Workers weave mats of brightly col-
ored PVC and natural bamboo in a Dong-
guan County factory. A foreign partner pro-
viding designs and hardware could utilize the
factory’s superb workmanship to produce
window shades, for which there is strong de-
mand abroad.

Right: Huiyang's prefectural capital of
Huizhou is surrounded by the scenic West
Lake. In the distance lies the Dongjiang (East
River), the main commercial artery in eastern
Guangdong Province.

County leader Zheng Jintao reported
that complaints about insect infesta-
tons, size of the fireworks, and the
problem of slippery plastic bases and
nose cones that fell ofl the fireworks
had been attended to or were in the
process ol being solved. (Dongguan
fireworks are now fumigated with sul-
phur to kill insects, for mstance.) The
fireworks are exported through the
Guangdong branch ol the China
Nauonal Natuve Produce and Animal
Byproducts Tmport and Export Cor-
poration (CHINATUHSLU),

Many ol Dongguan Countv's manu-
factures are being exported via Hong
Kong companies. The county's textile
factories, which were said by Guang-
dong ofthcials to be capable of turning
out five milhon dozen wool sweaters a
vear, were being upgraded through
compensation trade agreements with
Hong Kong firms. When asked about
machinery from overseas seen in the
factories, one Huiyang othcial re-
sponded, “"Much textile machinery
comes from Taiwan—it is good
machinery.”

The US imposition of quotas on wool

When asked about machinery
from overseas seen in the fac-
tories, one Huiyang official
responded, “Much textile
machinery comes from
Taiwan—it is good machinery.”

sweaters has forced many compensa-

tion trade factories to operate at greatly
reduced capacity. And some factories
were said to be having trouble paving
Hong Kong investors for the new
machinery.

Other light industrial export facto-
ries, such as one assembling Equity,
Westclock, and Seth Thomas brand
clocks for sale to Southeast Asia, are
thriving. The clock [actory assembles
more than one million clocks a vea
under the daily supervision of Hong
Kong managers utilizing machinery
loaned by the Hong Kong firm Dong
Fang Zhong Chang, which is a joint
venture with an American hrm. The
clock assembly plant employs modern
quality-control standards introduced
by the Hong Kong company, which re-
quire workers to change shoes and don
clean white coats before entering the
freshly painted work area. The
fimished clocks are test-operated for
three days betore being shipped in
packages provided by the Hong Kong
partner.

With a strong agricultural base and
evolving hghtindustrial and handicraft
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industries for export, Huivang typihes
the direction many of China's coastal

provinces would like to move in. Given
its serious efforts to adapt producton
to the needs ol foreign markers, the
future of Huivang's export drive looks
promising. £

Jean Hoffman is assistant divector of the
Importer Sevvices Deparviment of the
National Council. In April 1981 she spent
,fum n’r.‘\\ Uh'r‘\.’f_g{.'l‘.'”g r'\pmf .{nml‘m Lron
factories and agricultural bases in Huyang
at the imvitation of the commissioner of
Huyang Prefecture, Zhao Debin,

Companies interested in discussing
business in Huivang should contact:

Huivang Foreign Trade Bureau

Director: Sun Yingwu

Deputy director: Liu Zhian

Address: No. | Hou Suo Jie;
Huizhou City, Guangdong Province,
PRC.

Phone: 901649

Cable: 1066
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Nike’s Running Start

The athletic shoe manufacturer expects China
to supply a quarter of its world output by 1985.

Scott D. Seligman

NIKE sponsored two marathon runners in the first International Marathon, held last September in
Tian’anmen Square.

IKE, Inc. doesn’t seem to do
anything halfway. But then the
Beaverton,
doesn't owe its recent explosive growth
to a conservative approach toward the
athletic shoe market, either. The com-

Oregon  hrm

pany has increased its gross revenues
exponentally over the last five years,
from $28 million in 1977 to more than
$457 million in 1981. Last year alone
NIKE supplemented its primary manu-
facturing sources nto Taiwan and
Korea by expanding production in
Thailand, the Philippines, Hong Kong,
and Malaysia.
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NIKE's recent agreement with the
People’s Republic of China tor the pro-
duction of athletic shoes is in many re-
spects a match made in heaven. As
labor costs have risen in other areas of
Asia—particularly in South Korea and
Taiwan—China has become in-
creasingly attractive as a production
base in what is (and has stubbornly re-
mained) a labor-intensive industry.
The Chinese are busily implementing a
policy of economic readjustment which
has as its centerpiece the conservation
of foreign exchange and the rapid de-
velopment of domestic light industrial

A NIKE shoe assembly line operates at a
Shanghai factory.

production. NIKE fits well into this poli-
¢y, since it has no plans at present to sell
its goods in China.

Thinking Big Means Starting Small
NIKE's agreement is technically a com-
pensation trade arrangement, since the
company is giving machinery and tech-
nology in exchange for merchandise
rather than cash. But classifving i as
such only tells a small part of the story.
The total price tag on the imported
equipment amounts to only about
$75,000, and the Chinese are expected
to repay that amount within a few
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months of production. NIKE has long-
term plans to play midwile mna process
designed toset China upas the produc-
er of fully one-fourth of s total world
output by the mid-1980s. Initially, each
ol the four factories that will produce
NIKE shoes is expected to manufacture
10,000 pairs per month, with output
rising monthly to a total of 1.5 million
pairs for the first vear of production,
As many as 20 million pairs per vear
could be made by the middle of the
decade.

Although the marriage might have
been divinely inspired. the courtship
wis not without its fits and starts. Comn-
pany president Philip H. Knight recalls
sitting in his Hong Kong hotel room for
two days in late 1979, trying unsuccess-
fully to get a visa to attend the Guang-
zhou Trade Fair betore deciding to try
a different approach. With the help ol
David P. C. Chang, then a private trade

consultant and now \it‘('-[)l‘(‘\i(](‘ﬂl of

NIKE, Inc., the firm prepared a prop-
osal for the China Light Industrial
Products Import and Export Corpora-
tion (INDUSTRY) which was submitted
for consideration in April 1980, Fol-
low-up discussions were held in July of
the same vear, culminating in the sign-
ing of the hrst supply agreements be-
tween NIKE and the Shanghai and
Tianjin branches of INDUSTRY in
September. Sources in the Ministry of
Light Industry have indicated that
agreements with other foreign hirms
have never before come to fruition so
quickly.

The supply agreements outlined the
types of production assistance the firm
was prepared o offer the Chinese,
stipulated target production higures for
the first vear, and specitied acceptable
quality-control standards. As tar as the
Chinese are concerned. however,
NIKE's periodic purchase orders for
shoes constitute the operative contract.

I'he feasibility ot the entre agree-
ment rested on hnding a mutually
agreed upon price the Chinese would
charge NIKE for each shoe produced.
“There was no hagglhing—we just
opened up the books,” recalled Chang.
“We just showed them exactly what our
purchase prices were on somewhat
similar models made in different coun-
tries,” added Knight, with the obvious
implication that the basis for agree-
ment rested on China's ability 1o beat
that price. There was no evidence that
any sophistucated cost accounting went
into the hgure supplied by the Chinese,

far have been caused by less-than-
cooperative South Korean suppliers.
The South Koreans apparently are
threatened by the emergence of the
PRC, which has shipped a substantial
amount ol materials, as a competitor in
the shoe business.

['here are no provisions in the agree-
ment for any of the shoes produced to
be marketed in China, and Knight
asserted hrmly that “there’s nothing on
the drawing board for selling in China
at this time.” Virtually 100 percent of
the shoes produced are ammed at the US
market, which is not surprising since 90
percent of the firmy’s sales are in North
America. NIKE will bear sole responsi-
bility for marketing and will purchase
the total Chinese output. The Japanese

trading firm of N
letters of credit and handle importing,
as it does tor NIKE elsewhere in Asia.

['he China agreement marks NIKE's
hirst venture in a centrally planned,

1ssho Twai will open

Loy

but it was comparable to the prices
charged by other suppliers. “There is a
nationalistic pride,” Knight speculated,
“reflected in not wanting to charge less
than Taiwan.”

Although plans call for 100 percent
use of Chinese raw materials within one
year, materials and machinery initially
have had to be imported. Shoe soles are
made entirely of Chinese rubber, but
nylon has been brought in from Korea
and Taiwan. The Chinese have not
even objected to machinery arriving
bearing the label “Made in Taiwan, Re-
public of Chind.” The only problems so
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NIKE President Philip H. Knight shares a toast with He Zhihua, vice-minister of Light Industry.

communist country. “Its different,”
Knight asserted, “because any ministry
or agency can throw a monkey wrench
into the system. We just have to work
with all of them.” But he adds that
negotiating with China today, while
time-consuming in comparison to
other countries, is not without prece-
dents elsewhere. “Ittakes alot longerin
China than it does, say, in talking to a
Taiwan shoe factory now, but no longer
thanin 74 when we began there. That's
why I'm very conhdent it can succeed.
In shoemaking, China’s just not that far
behind.”
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Quality Control

I'here is good reason 1o expect that
having NIKE experts on hand at the
tactories will help to ensure production
according to schedule and specihed
quality standards. NIKE has opted 1o
eschew third-party inspection and
hence bypass the highly regarded Chi-
na National Tmport and Export Com-
modities Inspection Corporation
(CHINSPECT), prelerring 1o take total
control over the procedure itsell. “We
Just don’t think they'd be looking fo
the same things we are,” Knight said.

NIKE has sentin a stall ol six protes-
stonals who will be based i Tianjin,
Shanghai, and Beijing. The “shoe
dogs,” as they are called in the trade, do
not possess line authoriy i any of the
factories, but are on hand to assist the
Chinese wherever thev can. “We don't
pretend to manage,” Knight said, “but
are just there to assure quality control.”

production or the costs of labor, over-
head, and utilities. These factors are of
ultimate concern to the hirm, since the
price of shoes, which is renegotiated
periodically, ultimately ought to reflect
these underlying costs. There

1s legiti-
mate concern that the many problems
endemic to Chinese management may
slow down ambitious plans for produc-
tion. “There are lots of hurdles,” Knight
acknowledged, “but I'm pretty con-
fident that at least one of the factories
will be right on schedule. There's a litle
less reason to be conhdent about all of
the others, but I generally think it's do-
able.”

Transportation poses a particularly
thorny problem. It is no acadent that
the Chinese oftered—and NIKE agreed
to work with—four factories in Shang-
hai and Tianjin, since transportation
problems, nearly insurmountable in the
hinterlands, are more manageable in

country. In March 1981 the firm en-
tered into an agreement with the China
Sports Service Company to equip the
Chinese national men’s and women's
basketball teams with NIKE shoes and
apparel, and negotiations are under
way to provide siniilar services to Chi-
na's track and held teams. Three
famous US basketball coaches were
sent to Beijing and Shanghai this sum-
mer at NIKE expense to conduct a 10-
day clinic, and plans are afoot for the
firm to invite 10 Chinese coaches to
visit the US to attend the NCAA
tournament in New Orleans. Addi-
tonally, the company sent two
marathon runners 1o participate i last
September’s iirst Beijing International
Marathon at Tian"anmen Square (they
placed seventh and sixteenth in a held
ol 65 runners).

[ts public relations efforts may well
boost future business opportunities.

Raw materials for NIKE shoes will be domestically sourced by the end of 1982,

Finished goods will be classified accord-
ing to grade, with A-grade shoes
purchased at the set price, B-grade
shoes purchased at a discount, and C-
grade shoes destroyed.

The formidable problems surround-
ing quality control and timely produc-
tion and delivery were primarily re-
sponsible for keeping shoe manulac-
turers away from China unul now.
High-fashion shoemakers stll are
holding back until China tightens up
delivery schedules.

Without direct management, NIKE
can do little to affect the efhciency of
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these port aties. Moreover, the local
branches of INDUSTRY report not only
to the Ministry of Foreign Trade in Bei-
jing but also to municipal governments
in both cities, which gives them greater
access 10 local transportation officials.
I'his gives their goods a better chance of
receiving expeditious treatment.

Winning Friends and a Head Start

Apart from business negotiations
with INDUSTRY, NIKE has been at
work forging relationships with
Chinese athletic organizations, seeking
to gain wider recognition within the

NIKE Vice-President David P. C. Chang holds
the first NIKE shoe made in China.

NIKE already 1s scouting out future
production elsewhere i China, and is
pushing torward with plans to make
athletic apparel here in addition 1o
shoes. "We're growing verv rapidly,
and we continue to look for new
sources,” said Ron Nelson, NIKE's
director ol foreign production. “We
consider China to be one of the most
important sources for NIKE shoes in
the long run.” %
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The Foreign Enterprise Income Tax Law
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The Income Tax Law of The People's Republic of China Concerning
Foreign Enterprises was adopted at the fourth session of the Fifth
National People’s Congress on December 13, 1981, and became effec-
tive on January I, 1982.

Article 1

Income tax shall be levied in accordance with this law on the
mcome derived from production, business, and other sources,
by any foreign enterprise operating in the People’s Republic of
China.

“Foreign enterprises” mentioned in this law refer, with the
exception of those for whom separate provisions are stipulated
in Article 11, to foreign companies, enterprises, and other eco-
nomic organizations which have establishments in the People’s
Republic of China engaged in independent business operation
or cooperative production or joint business operation with
Chinese enterprises.

Article 2

The taxable income of a foreign enterprise shall be the net
income in a tax year after deduction of costs, expenses, and
losses in that year.

Article 3

Income tax on foreign enterprises shall be assessed at pro-
gressive rates for the parts in excess of a specific amount of
taxable mcome. The tax rates are as follows:

Tax rate

Range of income (percent)
Annual income below 250,000

yuan 20
That part of annual income from

250,000 to 500,000 yuan 25
That part of annual income from

500,000 to 750,000 yuan 30
That part of annual income from

750,000 to 1,000,000 yuan 35
That part of annual income from

1,000,000 yuan 40

Article 4

In addition to the income tax levied on foreign enterprises in
accordance with the provisions of the preceding article, a local
income tax of 10 percent of the same taxable income shall be
levied.

Where a foreign enterprise needs reduction in, or exemption
from, local income tax on account of its small-scaled production
or business, or low-profit rate, this shall be decided by the
People’s Government of the province, municipality, or auton-
omous region in which that enterprise is located.
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Article 5

A foreign enterprise scheduled to operate for a period of 10
years or more in farming, forestry, animal husbandry, or other
low-profit occupation may, upon approval by the tax authorities
of an application filed by the enterprise, be exempted from
income tax in the first profit-making year, and allowed a 50
percent reduction in the second and third years.

With the approval of the Ministry ot Finance, a 15-30 percent
reduction in income tax may be allowed for a period of 10 years
following the expiration of the term for exemptions and reduc-
tions mentioned in the preceding paragraph.

Article 6

Losses incurred by a foreign enterprise in a tax year may be
carried over to the next year and made up with a matching
amount drawn from that year's income. Should the income in
the subsequent tax year be msuthcient to make up for the said
losses, the balance may be made up with further deductions
against income year by year over a period not exceeding hve
years.

Article 7

Income tax on foreign enterprises shall be levied onan annual
basis and paid in quarterly installments. Such provisional pay-
ments shall be made within 15 days after the end of each quar-
ter. The final settlement shall be made within five months after
the end of a tax year. Excess payments shall be refunded by the
tax authorities or deficiencies made good by the taxpaver,

Article 8
Foreign enterprises shall file their provisional income tax
returns with the local tax authorities within the period pre-
scribed for provisional payments. The taxpayer shall file its final
annual income tax return together with its final accounts within
four months after the end of the tax year.

Article 9

The method of financial management, and the system ot
accounting of foreign enterprises, shall be submitted to local tax
authorities for reference.

Where the method of financial management and the system
of accounting of foreign enterprises is in contradiction with the
provisions of the tax law, tax payments shall be assessed accord-
ing to the provisions of the tax law.

Article 10

Foreign enterprises shall present relevant certificates to the
local tax authorities for tax registration when they go into opera-
tion or close down in accordance with law.

Article 11

A 20 percent income tax shall be levied on the income
obtained from dividends, interest, rentals, royalties, and other
sources in China by foreign companies, enterprises, and other
economic organizations which have no establishments in China.
Such tax shall be withheld by the paying unit in each of its
payments.

For the pavment of income tax according to the provisions in
the preceding paragraph, the foreign companies, enterprises,
and other economic organizations which earn the income shall
be the taxpayer, and the paying unit shall be the withholding
agent. Taxes withheld on each payment by a withholding agent
shall, within five days, be turned over to the state treasury and
the income tax return submitted to the tax authorities.

Income from interest on loans given to the Chinese govern-
ment or China's state banks by international finance organiza-
tions shall be exempted from income tax. Income from interest
on loans given at a preferential interest rate by foreign banks to
China's state banks shall also be exempted from income tax.
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Income derived from interest on deposits of foreign banks in
China’s state banks, and on loans given at a normal interest rate
by foreign banks to China’s state banks, shall be taxed. However,
exemption from income tax shall be granted to those foreign
banks accordingly in whose countries income from interest on
deposits and loans of China’s state banks is exempted from
income tax.

Article 12

The tax authorities have the right to investigate the hinancial
aftfairs, account books, and tax situation of any foreign enter-
prise, and have the right 1o investigate the withholding situation
of any withholding agent. Such foreign enterprise and with-
holding agent must make reports on tacts, and provide all re-
levant information, and shall not refuse to cooperate or conceal
any facts.

Article 13

Income tax levied on foreign enterprises shall be computed in
terms of renminbi (RMB). Income in foreign currency shall be
assessed according to the exchange rate quoted by the State
General Admmistration of Exchange Control of the People's
Republic of China and taxed in renminbi.

Article 14

Foreign enterprises and withholding agents must pay their
tax within the prescribed time limit. In case of failure 1o pay
within the prescribed time limit, the appropriate tax authorities,
in addition to setting a new tume limit for tax payment, shall
surcharge overdue payments at one half of one percent of the
overdue tax tor every day in arrcars, starting from the hrst day
of default.

Article 15

The tax authorities may, acting at their discretion, impose a
penalty on any foreign enterprise which has violated the provi-
sions of articles 8, 9, 10, and 12 of this law,

In dealing with those withholding agents who have violated
the provisions of Article 1T of this law, the tax authorities may, in
addition to setting a new time limit for the payment of the part of
tax that should have been withheld and, at their discretion,
impose a penalty of not more than the amount that should have
been withheld.

In dealing with foreign enterprises which have evaded or
refused to pay income tax, the tax authorities may, in addition to
pursuing the tax, impose a fine of not more than five times the
amount of tax underpaid or not paid, according to how serious
the offense 1s. Cases of gross violation shall be handled by the
local People’s Courts according to law.

Article 16

In case of disputes with tax authorities about tax payment,
foreign enterprises must pay tax according to the relevant reg-
ulations first, betore applying to higher tax authorities for re-
consideration. If they do not accept the decisions made after
such reconsideration, they can bring the matter before the local
People’s Courts.

Article 17

Where agreements on tax payment have been concluded be-
tween the government of the People’s Republic of China and the
government of another country, matters concerning tax pay-
ment shall be handled in accordance with the provisions of these
agreements.

Article 18

Detailed rules and regulations for the implementation of this
law shall be formulated by the Ministry of Finance of the Peo-
ple’s Republic of China.

Article 19

This law shall come into force from the date of promulgation.
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Countertrade, Inc.

US giants such as General Motors, C ontrol Data, and
Douglas Aircraft are making countertrade a corporate

priority.
Carol S. Goldsmith

merican companies may not be

any happier discussing count-

ertrade today than they were
10 years ago, when Eastern Europe was
proposing the controversial idea of the
supplier taking back goods in partial
payment for sales. But they are begin-
ning to take it more seriously than ever
before. In fact, the idea of establishing
departments or subsidiaries specifically
to handle countertrade is working its
way through the top ranks of corporate
America, on the slow but steady route
toward trendhood.

Within the membership of the
National Council for US—China T'rade,
more than a dozen large corporations
have set up countertrade departments
or trading companies that deal with
countries suffering
currency shortages. Some of them have
opened or expanded just since the
United States” reentry into the China
market. For instance, through the
Motors Trading Corporation, estab-
lished in 1979, General Motors has sold
$800,000 worth of diesel engines to the
China National Machinery and Equip-
ment Import and Export Corporation
(EQUIMPEX) and is buying back an
equivalent amount of cutting tools and
other products. One division of the
McDonnell Douglas Corporation has
arranged purchases from China in ev-
erything from hams to light bulbs o
wood-burning stoves in the hope that
these good-will efforts will translate
into countertrade credits.

The exact form of these corporate
countertrade units varies among the
firms. Some of the biggest names in
business—General Motors, Rockwell
International, Control Data Corpora-
tion, Combustion Engineering, and the
Coca Cola Company—have elected 10
form wholly owned trading sub-
sidiaries to do the job. Other corpora-

from hard-

tions, like General Electric and Ciu-
bank, have consolidated their counter-
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trade activities in a single department
or division. And in still others, counter-
trade specialists work throughout the

corporation, concentrating on buy-
backs and countertrade proposals only
when they affect their particular de-
partment’s business.

But regardless of the form they hap-
pen to take, all the countertrade units
share a central function: facilitating
business transactions with underde-
\’l‘l()p(’(l countries, and in the process,
promoting the parent corporation’s
good name.

he reasons for succumbing to the
Trignl's and risks of countertrade
seem tied up more with corporate pro-
file than with profit—at least in the

short run. Having a countertrade unit
can make a positive impression on the
trading partner by showing the cor-
poration’s interest in furthering bi-
lateral trade. In line with this, Pat
Hanatee said that as executive director
of Motors Trading Corporation, one of
his biggest jobs is marketing counter-
trade goods to GM. “There's a ‘buy-
American’ attitude in the divisions,” he
explained. “Some guy will say, ‘I've got
asupplier 10 miles away. Why should I
start sourcing on the other side of the
world? So I've got 1o sell China to GM.”

The countertrade unit should be
able to broaden a company's horizons
by taking on marketing responsibilities
the sales department would rather
avoid. Added Hanafee: "It gives the
divisions the incentive to go into coun-
tries where they haven’t been before.”

But most important, a corporate
trading arm can sometimes give the
company more leverage across the bar-
gaining table. Richard Frankenheimer,
president of Combustion Engineering’s
CETrading, Inc., remarked that in the
middle of negotiations “individual
Combustion Engineering business
units would not of themselves have the
clout as when Combustion Engineering
as a whole brings to bear its $3.2 billion
in worldwide sales.”

In most cases, the departments o1
divisions have the option of contracting
for the services ol an outside trading
company or of staying in house. The
decision, however, isn't hard to make.
All but one of the corporate trading
subsidiaries mentioned operate exclu-
sively for the parent on a no-fee basis.
Control Data’s trading company, which
handles all the parent’s countertrade,
acts as a trading house for outside
clients. But it does not charge Control
Data for those services. The parent
swallows any potential loss.

“If a division requests help,” re-
marked Pat Hanafee, “it knows it's not
going to get socked with a big bill.”

Once sales negotiations have begun,
the company’s marketing personnel
and countertrade staff form a hand-in-
glove relationship—with the glove
coming off at the contract stage. For
example, at Control Data Commerce
International (CDCI), the trading com-
pany personnel attend all the sales
meetings to advise on countertrade
possibilities.

Ultimately two contracts are negoti-
ated separately. The sales contract for
computer systems or peripherals, for
example, would make no mention of a
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countertrade obligation. The counter-
trade contract, according to CDCI's
Asia/Pacitfic marketing director Jack
Hipps, would be referenced to but not
contingent on the actual sale.

“We don’tdeal in barter,” he pointed
out. “IUs strictly dollars for dollars.”

Commerce International differs
from other corporate trading sub-
sidliaries less in its operation than in its
scope. Hipps described itasa proficand
loss center which, when servicing Con-
trol Data, takes its payment from the
marketing of the countertrade goods.
Like other trading houses of its type,
CDCI operates primarily under its own
policies—though of course it must keep
the parent’s marketing approach in
mind. It does not involve itself in many
offset arrangements. “The objective is
to satisty a countertrade obligation,”
explained CDCI president Ralph McEl-
roy, “although we're flexible enough
that should a manufacturing oppor-
tunity present itself, we certainly would
consider it.”

Commerce International ranks itself
as one of the largest and most compre-
hensive in-house trading entities in the
US. Its focus spans Asia/Pacific, Latin
America, Europe, and Eastern Europe,
and its importing interests cover light
industrial goods, industrial compo-
nents, consumer items, textles, and
minerals and metals. The company’s
recent name change from Commercial
Trading Imports reflects its new em-
phasis on exporting activities—pri-
marily in medical and business equip-
ment,

I'his 1s the type of full-service, com-
mercial operation that many other cor-
porations only whisper about. Count-
ertrade remains a hot political topic on
the corporate circuit. Labor unions
vehemently oppose the practice of tak-
ing back products that could be made
in America. Many CEOs, more than
one businessman admitted, would pre-
ter to steer clear of markets with hard-
currency problems rather than to im-
port part of the payment. Besides that,
few executives would wish to antago-
nize the commercial trading houses
with which they often cooperate by
forming subsidiaries that would cut
further into those companies’ stock and
trade.

On close examination, distinctions
among a corporate trading sub-
sidiary, countertrade division, and
countertrade department seem arbi-
trary at best. Along with their central
similarity as trade facilitators, all en-

tities trade off ttles, accounting
methods, and sales pitches in search of
that perfect character mix that works
for the corporaton.

Citibank a year ago decided to estab-
lish a countertrade deparument within
the Merchant Banking Group, as a ser-
vice to existing bank customers as well
as to outside clients. Export Finance
and Trade Development, as the de-
partment is called, will handle on a fee
basis any countertrade program—
from “conceptualization to completion
of the trade”—according to the cus-
tomers’ needs.

“For those who have had limited ex-
posure to countertrade,” said Citibank
vice-president George S. Horton, “the
bank can structure advice in negotia-
tions, and arrange for the export of
countertrade goods by utilizing its
worldwide customer base to identify
companies interested m buying prod-
ucts from China. This provides for
efhicient market channels and avoids
the high costs often associated with
countertrade programs.”

“And for [firms] with in-house capa-
bilities,” Horton told the National
Council's construction machinery and
equipment committee last vear, “the
bank’s role can focus mainly on iden-
ufying and evaluating third parties.”
Which Citibank does, by the way, with-
out disclosing the names of clients re-
questing countertrade information.

Combustion Engineering took the
best parts of corporate incentive and
subsidy programs to develop an in-
house trading subsidiary that handles
such responsibilities for one client
only—Combustion Engineering. CE
Trading, Inc. operates as a counter-
trade center solely for the corporation’s
31 business units. Richard Frank-
enheimer explained that while a busi-
ness unit must contact CE Trading
about a proposal, it is not required to
contract its services.

The option of using an outside trad-
ing house appeals 1o the business unit’s
sense of independence. The incentive
to stay im house appeals to its common
business sense. First, CE Trading
would come up with a price estimate
for buying and marketing the counter-
trade goods. Frankenheimer explained
how this works by way of a hypothetical
deal with the Ministry of Petroleum,
whereby Combustion Engineering sells
$5 million worth of oil and gas equip-
ment and CE Trading agrees to take
back 20 percent of the sales price in
semifinished metal goods.
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“It the disposal of those goods costs
$100,000," he said, “that is charged 1o
the business unit buying the goods”—at
least on paper. “You, as a business unit
manager, have to recognize the cost, by
either adding 1t into your price or by
absorbing it. But if we accomplish the
deal for less, the reduction goes to the
business unit and the credit to me.”
Combustion Engineering would
absorb the cost overruns, if any.

Very seldom does CE Trading put
itself in an exposed position. Before
agreeing to do countertrade with a
country, Frankenheimer sees to it that
the buyer of the countertrade goods
will cover the costs. If the goods are to
be used internally, he said, Combustion
Engineering pays for the goods. If they
are to be sold outside, CE Trading se-
cures a contractual purchasing com-
mitment from the third party. CE
Trading always negotates a counter-
trade agreement that is separate from
Combustion Engineering’s sales contract.

In the case of Combustion Engineer-
ing’s multimillion-dollar, Exim-
financed deal to supply steam gener-
ators to China, Frankenheimer said the
contract does involve countertrade.
The goal is to take back about 25-30
percent of the contract value in compo-
nents produced by the facility Combus-
tion Engimeering is helping equip.

Most countertrade units dealing with
China so far have spent the bulk of
their time making “good-will purchas-
es,” when no particular corporate sale
was at stake. Control Data Commerce
International has made a number of
buys 1 Chinese arts and crafts; the
Motors Trading Corporation has
bought up some China tours—all in the
name of credit. CDCI's Ralph McElroy
explained it this way: “"We might go into
a country and purchase to show our
capabilities and our interest in buying
there—in the hope of getting brownie
points to later complete some counter-
trade against a particular deal.”

For one countertrader at a McDon-
nell Douglas division, taking that type
of risk has become almost a full-time
occupation. Jack Utley, director of
countertrade and oflset programs for
the Douglas Aircraft Company, has
been to China 11 times since 1978, But
only a few of those trips related to
Douglas Aircraft’s coproduction con-
tracts with the Shanghai Aircraft Com-
pany, for the manufacture of landing-
gear doors and nose landing-gear
doors for DC-9s. Most of the other trips
had him playing the part of “marriage
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broker” between American and
Chinese trading partners.

The various McDonnell Douglas di-
visions handle their own contracts and
countertrade commitments as they see
fit. Utley's initial idea was to match up
US and Chinese companies in high-
technology projects—preferably in air-
craft areas—to generate hard currency
for his potential trading partners. But
in time he found himself arranging
deals as far away [rom commercial air-
craft as hams are from cast-iron and
wood-burning stoves. (Fortunately,
those stoves are being produced by a
factory in the aircraft field.)

The close relationship between
Douglas Aircraft and CATIC (the Chi-
na National Aerotechnology Import
and Export Corporation) has facili-
tated these far-Hung deals. I the dealis
in an area his CATIC contacts don’t
handle, said Utlev, “they put me in con-
tact with who does.”

Utey and the other countertraders
realize they're taking a gamble. Selling
to one Chinese entity and buying prod-
ucts from another as part of the count-
ertrade package stll is precluded by a
rigid, unwieldy bureaucracy. “The sys-
tem still can’t cope with the fact that 1
want to sell you a boiler plant and buy
back feathers,” Richard Frankenheim-
er complamned.,

One American trader ran imto an im-
passe in dealing with the Ministry of
Metallurgical Industry when he speci-
fied the minerals and metals he would
acceptin partial payment for setting up
ajoint marketing venture. It seems the
factory involved could do compensa-
tion trade only in the minerals the US
company was helping it mine—"even
though [the factory] was in that minis-
try.”

Whether and when the svstem will
change is anybody's guess. Most count-
ertraders seem to believe the Chinese at
least recognize the problems with their
inflexible system. Even so, it could be
vears before the bureaucracy can
budge.

When arranging a purchase in China
for someone else’s hirm, Jack Utley said,
“I ask the Chinese, will 1 get credit for
this? They say something like “We're all
brothers,” meaning that everyone will
benehit in the end.” Utley realizes that
“somebody isn’t putting a dollar aside
for countertrade”™ each time Douglas
Aircraft makes a purchase. But, he
asks, "What is countertrade, anyvway?
It's just good will.”

That seems as good an answer as any
right now. x
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Compensation Trade:
The China Perspective

The idea behind processing and compensation in the
PRC s to keep the deals sim ple—though the reality

often is much more involved.

Stephen Markscheid

uccess in the China trade usually
means keeping deals simple, and
nowhere is that more amply dem-
onstrated than in the booming growth
of processing and compensation trade
arrangements. In the last three vears,
Chinese organizations have entered
into more than 6,000 processing agree-

ments with a total contract value of

$700-8800 million, according to Zhao
Yiwen, director of the Compensation
Trade Department of the Foreign In-
vestment Control Commission (FICC).
These deals have already generated
$200 mialhon in foreign exchange earn-
ings, Zhao revealed, and in the same
period more than 400 compensation
trade contracts have been signed worth
some $300 million.

Compensation trade deals generally
call upon a foreign company 1o pro-
vide—cash free—some equipment,
technical expertise, and perhaps some
raw materials, in exchange for output
(usually much improved and ex-
panded) which the Chinese factory sells
to the foreigner at a discount. Process-
ing deals are simpler still, involving
only the exchange of raw materials for
the output.

Compensation trade is seen by the
Chinese as being the most suitable busi-
ness arrangement for a foreign com-
pany wanting to improve the quality or
quantity of its Chinese purchases.
Under compensation trade arrange-
ments, the foreign company provides
equipment or a loan with which the
Chinese side can purchase equipment.
The Chinese factory then uses its im-
proved production capacity to repay
the loan in installments with products.
The foreign partner accepts responsi-
bility for marketing the hnished goods.
Generally, the Chinese side hopes to
pay ofl the loan by product exports
within a maximum of two or three
years. In the case of textle machinery
imports, the payback period can be as
short as four 1o six months.

For the Chinese, the main advantage
of processing and compensation trade
1s that the responsibility for import
financing and overseas marketing falls
on the shoulders of the foreign sup-
plier. This is a significant consideration
for Chinese enterprises, since few have
overseas marketing experience and
even fewer are allocated the hard cur-
rency needed to buy foreign equip-
ment. The foreigner benehts by having
a new source of supply in Asia.

So far most processing deals have
been limited to textles and other light
industrial products, including foot-
wear, beer, asparagus, peanuts, gloves,
fish, electrical equipment, chemical
manufactures, kitchen implements,
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handicrafts, radios, and tape players. A
contract to manufacture aluminum
windows and door frames is under dis-
cussion. The Ministry of Metallurgical
Industry is promoting a number of
buyback schemes to encourage foreign
investment in China’s mines and metal-
processing facilities, so compensation
trade in heavy industry might be on the
increase as well.

n August 1978 the State Council
I;tp])l'()\'(‘(i a 22-point resolution that
set. down broad, fairly simple guide-
lines concerning processing and com-
pensation trade. In the case of process-
ing, the foreign customer supplies raw
or intermediate materials to be pro-
cessed, assembled, or manufactured in
China. The Chinese partner receives a
contracting fee for its services, alter
which the processed material is accept-
ed and resold abroad by the foreign
firm.

China encountered some early prob-
lems in developing material-processing
deals because of inexperience and lack
of direction or central control. Accord-
ing to the Foreign Investment Control
Commission in Beijing, many local
units were so eager to sign contracts
that they failed to consider suthciently
their ability to fulfill contracted terms.
In some cases, service charges were set
oo low to provide reasonable economic
benefit to China. Before provincial re-
view systems were established, even
communes were signing contracts with
foreign firms. On occasion, the foreign
partners failed to supply materials on
time. Inother cases, labor management
problems arose. To alleviate these
problems, additional articles were
appended to the original resolution
which stpulate how to negotiate and
implement a contract, as well as who is
permitted to approve a contract. The
lowest level unit now holding that au-
thority Is a county government.

In the largest compensaton trade
agreement to date, Container Trans-
port International (C'T'1) struck a $110
million deal to build a container manu-
facturing plant and purchase its output
as compensation.,

“Government othicials are treating it
as a showpiece,” one Chinese plant
manager proudly announced, adding,
“It's a model of compensanon trade.”

The plant, operated by the Guang-
zhou Shipvard, s commtted to sell its
entire output to CTI, whose principal
business 1s leasing containers, at re-
duced prices for five vears. This is
planned to work out 1o a total of 50,000

containers, or more than 80O per
month. The containers will be de-
livered to Hong Kong, where C1T's
containers are in short supply. CT1 has
set carelul standards for quality and
material utilization and provides tech-
nical assistance 1o the plant, but has
declined to take on any managerial
role. The terms of the contract ensure
thatitisin the shipyard’s best interest to
produce containers as ethciently as
possible.

Most of the growth in processing and
compensation trade has taken place in
south China. Indeed, 70 percent of all
such deals are between Hong Kong

Proximaty and easy access to

[foreign markets are among

Hong Kong’s other advan-
tages. In fact, most compensa-
tion trade arrangements in-
volve a Chinese supplier and
long-time Hong Kong cus-
tomer who understands the
manufacturer’s situation and
needs. Most deals tend to be
fairly smallin scale, requir-
ing only from $10,000 to
$20,000 v imported equip-
ment. The three counties
bordering Hong Kong—
Xunde, Dongguan, and
Nanhai—have been es-
pecially active sites for proces-
sing agreements.

companies and enterprises in Guang-
dong Province.

Hong Kong's main advantage is the
ready access it gives expatriate Chinese
business executives to Guangdong's
commercial officials, who are much
more willing to conclude deals with
their relatives or friends. Proximity
and easy access to foreign markets are
among Hong Kong's other advantages.
In fact, most compensation trade
arrangements involve a Chinese sup-
plier and long-time Hong Kong cus-
tomer who understands the manufac-
turer’s situation and needs. Most deals
tend to be fairly small in scale, requir-
ing only from $10,000 to $20,000 in

The China Business Review/January—February 1982

imported equipment. The three coun-
ties bordering Hong Kong—Xunde,
Dongguan, and Nanhai—have been
especially active sites for processing
agreements (see article on Huiyang Pre-
fecture, p. 38).

Guangdong has been given a great
measure of freedom by the central gov-
ernment in negotiating compensation
trade contracts. Both Guangdong and
Fujian, according to the Foreign In-
vestment Control Commission, have
the authority to conclude compensa-
tion trade contracts of up to $5 million
in value without prior approval of cen-
tral government organs. Very few com-
pensation trade deals exceed this value.
China's three largest cities, Beijing,
Shanghai, and Tianjin, can approve
contracts under $3 million in value. The
ceiling for other provinces and govern-
ment ministries is only $1 million.

These approval ceilings are only
guidelines, however, as any trader
knows who has negotiated a joint ven-
ture or other trade arrangement in Chi-
na. Sometimes very small deals get
passed upstairs for approval, while at
the other extreme, an off-the-cuff com-
ment by a foreigner in Beijing might be
the first word that the FICC hears about
a big project it should have approved.
In fact, as Shenzhen officials told The
CBR in November, none of the 600
projects now operating in the Shen-
zhen Special Economic Zone had 1o be
approved by Beijing, even though
many of these had contract values in
excess of five and even 10 million dol-
lars.

The profits retained by local Chinese
units from compensation trade are
much greater than is typical of China’s
domestic industries. Wu Linving of the
Guangdong Economic Commission for
Foreign Countries Liaison Office
points out that “local enterprises are
entitled to all RMB profits and 30 per-
cent of any foreign exchange earnings.
The balance of foreign exchange profit
is remitted to the provincial govern-
ment, which turns over a hixed amount
to the central authorities annually.” For
Guangdong Province, this figure is set
at about $1 billion. The target is reset
every few years to preserve the incen-
tive. Above the set quota, the province
may retain 70 percent of its foreign
exchange earnings.

Anuml)er of factors are taken into
account in approving processing
and compensation trade arrange-
ments. T'he most imporl;ml question
that county othcials look atis the impact
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of a project on the local economy. Will
the proposed increased production de-
prive other enterprises of needed sup-
plies or fuel? Will it place too large a
burden on the transport systems? Will it
produce goods already in oversupply?

The FICC's step-by-step procedure
for certifying larger compensation
trade deals involves similar criteria.
The FICC will examine the impact of a
particular agreement on the national
economy, looking most closely at mate-
rial supply, energy usage, and trans-
port. In addition, the FICC must care-
fully assess the local unit’s capacity to
fully carry out its contracted terms. In
many cases, the local authorities may be
overly anxious to push through a deal
that they cannot complete effectively.
This problem is symptomatic of a sys-
tem in which unviable projects have
often been started as a consequence of
local political pressure. Once begun,
additional funds are then required to
salvage an already losing proposition.

To keep vital resources from being
diverted to less important projects, lo-
cal othcials are required to carry out
feasibility studies to examine the local
availability of materials, energy, and
domestic investment funds. This study
is supposed to be submitted to the FICC
before a contract is signed, to give the
FICC time to conduct its own study con-
cerning the immpact of the proposed
project on the overall balance of the
national economy. As part of its study,
the F1CC normally consults with the
Ministry of Finance and Bank of China.
During this period, the local organiza-
tion negotiates contract terms with the
foreign partner. The FICC's study
should be hinished by the time the con-
tract is presented for final approval,
FICC ofhcials have told The CBR, so that
the final contract can be approved with-
in one month.

Despilt‘ the success of many com-

pensation trade deals, problems
revolve around the differing interests
pursued by both sides. China’s goal in
promoting compensation trade is very
specific: to generate foreign exchange
earnings by improving product quality,
quantity, and by gaining greater access
to toreign markets. To this end, China
is enlisting the aid of s overseas cus-
tomers to market its output to third
parties. 'T'his means that the most
appropriate compensation trade part-
ners, from China's standpoint, are
firms whose main acuvity 1s importing.
These importers are normally seeking
to develop reliable, long-term sources
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of supply. They are usually willing to
invest funds or arrange a loan to help
their supplier improve the quality or
quantity ot his product.

But processing and compensation
trade are less attractive to companies
that want to penetrate the domestic
Chinese market. These companies see
China as a new, untapped market,
rather than as a potential supplier. In
fact, during the current worldwide eco-
nomic slowdown, many US firms are
already burdened with excess produc-
tion capacity. They have no interest in
building up China’s capability to com-
pete with their goods in increasingly
cramped third markets.

China insists that it will accept only a
maximum of 30 percent of compensa-
tion trade output for domestic sales.
Unlike importers, manufacturers are
generally unwilling to take responsibil-
ity for marketing 70 percent of Chinese
output abroad. One of the most suc-
cessful compensation trade deals with
an American firm has, in fact, eluded
this condition by gaining almost com-
plete domestic market absorption;
namely Coca-Cola’s Beijing bottling
plant.

Besides the thorny problem of aiding
potential competitors, US firms often
find China’s terms to be less attractive
than elsewhere in Asia. A leading hos-
pital supply company which markets
products in China has been urged to
produce the company's line in China as
a compensation trade venture. The
firm’'s spokesman conceded that Chi-
na has the ability to manufacture its
products, but argued that 1t's still easier
and more profitable in other Asian
countries.

Wages present another problem.
Although Chinese wages are quite low,
even by Asian standards, China's
assessment of labor costs for the pur-
pose of calculating value of output
greatly exceeds these wages. For exam-
ple. Chinese negotiators may claim that
one worker's labor should be valued at
$100 per month, even though the
worker would receive less than $25. In
some deals the cost of workers' benefits
is included in labor costs. According to
one US attorney, China is thinking of
fixing the cost of such welfare benehits
at 128 percent of the total wage bill.
Again, it is not clear if workers would
receive benefits commensurate with
such large payments. This kind ot dou-
ble accounting fools no one, least of all
savvy Hong Kong traders who wisely
discount these inflated prices.

Financing often poses another
source of misunderstanding. One
Hong Kong chemical trader was pres-
sured by his Chinese suppliers to invest
$10 million in a hydrogen peroxide
plant in Shantou. A complete package
of machinery, technology, and service
was assembled, but the deal fell
through when discussions turned to in-
terest payments. According to the trad-
er, the Chinese had no concept of the
opportunity cost of capital. All finance
costs were to be borne by the trader. It
would have been impossible to gener-
ate a reasonable return with the
Chinese refusing to acknowledge that
the use of funds always has costs associ-
ated with it. Another idea proposed by
Chinese chemical manufacturers was
for a potassium permanganate plant,
also in Shantou. But in discussing
payback, the Chinese demanded to set
the sale price according to the highest
price level reached over a rolling six-
month period. Of course, no company
could possibly accede to these terms.

Finally, given China’s generally
vague legal system, foreign parties
must negotiate highly detailed con-
tracts which specify standards of quali-
ty. Chinese guidelines for quality and
delivery guarantees are included in the
22-point resolution. Prior 1o 1980,
arbitration clauses rarely were in-
cluded in compensaton trade contracts
because of Chinese inexperience in this
regard. Since then, the Legal Aftairs
Department of the China Council for
the Promotion of International Trade
has advised the FICC on model con-
tracts which typically specity arbitra-
ton in the country of the failed party,
or in a third country, usually Sweden.

Compensation trade offers many
opportunities for profitable foreign in-
vestment in China, but many problems
and pitfalls as well. It is important
to consider all the angles before decid-
ing that compensation trade is the way

1o go. *

Stephen Markscheid joined the Natiwonal
Council in 1979, and has served as the
Council’s Beijing depuly representative
stnce early 1981, A graduate of Princeton
University, he is fluent in Chinese.

The China Business Review/January—February 1982




The Offshore OIl
Contracts

Bidding could begin any day,
though a number of contract
issues have not been resolved.

Stephanie R. Green

or most US oil companies, esti-

mating China’s offshore re-

sources has been an easier job

than guessing the contract terms
China eventually will accept.

Now, the guessing game is almost
over. The Chinese appear to be sticking
to the schedule they first outlined in the
early fall. On December 31, the front
page of the authoritative People’s Daily
carried a short article which reafhirmed
China’s commitment to begin bidding
“early next year.” The piece stated that
preparations to open the South China
Sea and south Yellow Sea for bidding
were nearly completed, and added that
China welcomed bids from “all com-
panies which are participating in geo-

physical work in our offshore areas.”

Despite urging by the Ministry of Petroleum, foreign companies are
reluctant to use Chinese-built rigs in the South China Sea. Pictured is
the Bohai 3 jackup rig built in Dalian in 1979.

Photo by Dori Jones
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In publishing the article, the Chinese
lived up to their promise to announce
bidding at the commencement of the
new year. Bidding packages, however,
are notexpected to be mailed unuil
mid-February, at the earliest, following
the Chinese New Year holiday. The
Chinese are further expected to invite
companies that request bidding docu-
ments to visit China sometime in
March, probably toward the end of the
month, in order to review the docu-
ments.

Two monthsafter the dispatch of the
initial bidding ofler or bid packages
(companies with whom The CBR spoke
were notsure), the PRC reportedly will
put up twoother areasin addinon to
the Pearl River block in the South Chi-
na Sea and the Briush Petroleum block
in the south Yellow Sea. The two areas
are expected to be Amoco’s block in the
Gulf ol Tonkin, and the EIf Aquitaine
block in the North Yellow Sea. Actual-
Iy, many companies believed the
Chinese would first offer the Elf block
rather than the BP block, but the refer-
ence in the PRC pressto the south Yel-
low Sea would seem to preclude that.

US firms that signed seismic survey
agreements for the Yellow and South
Chinaseas were promised that one-
third of the acreage would be putup
for eventual bidding, and thatonly
those firms involved in seismic surveys
would be considered for drilling
awards.

Exxon, Mobil, Chevron/Texaco, and
Phillips are the designated operatorsin
the Pear] River Basin of the South Chi-
na Sea, the area east of Hainan Island
that extends up China's continental
shell almost to the Pescador Islands.
Amocois the operator of an area west
of Hainan Island in the Gulf ot Tonkin.
All five companies drill in each other’s
blocks, and have been joined, at China’s

behest, by 23 other USand foreign
firms.

ARCO was chosen as an exclusive
operator inablock south of Amoco's.
Inthe Yellow Sea, US companies are
participating in a block operated by
British Petroleum, with essentially the
same terms and conditions as in the
Pearl River Basin.

The first clue as to the bidding time-
table came last June, when ARCO and
Santa Fe signed their production-
sharing contract with the China Nation-
al Oiland Gas Exploration and Develop-
ment Corporation (CNOGEDC). Unul
then most American oil executives had
feared that bidding would not begin
until mid-1982.
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ARCO's agreement was approved by
the State Council last August, and
negotiations began one month later on
the operating agreement, which was
expected to be completed by late Janu-
ary. Inearly 1982 aleased drillship and
a Chinese semisubmersible will prob-
ably begin drilling.

Itis estimated that ARCO s pre-
pared to spend some $255 million on
exploratory work, and commit $2 bil-
lion in total investment. ARCO and San-
ta Fe will bear all exploration and de-
velopment costs, but will be able to re-
coup outlays from initial production.

The ARCO signing was seen as a bell-
wether by other US firms, which by that
time had only completed the initial seis-
mic prospecting phase.

With bidding close at hand, conjec-
ture hasintensified. What terms will
the offshore contracts contain? And
what are the issues still to be ironed
out? Some of the main questions:

Bidding
Schedule

China’s imetable from bidding
to contract signing was recently re-
vealed by Zhang Wenbin, president ol
the Petroleum Corporation of the PRC,
in an exclusive interview with The CBR
(see The CBR Nov.—Dec. 1981, p. 24).
Zhang outlined a nine to 10 month
program, beginning when Chinaissued
bidding notices. Companies would have
one month to review those notices and
request bidding documents. Alter re-
ceiving the bidding forms, firms would
have three months to make their bid
ofter; the Chinese then would have two
months to review those bids. Negotia-
tions will take three to four months, en-
ding perhaps in contract signing. Word
from US companies in Beijing later in
the fall indicated that hrms might have
up to five months to make their bid
offer, thus extending the total time
period by two months. According toa
Chinese ofhcial who attended the
November 23-27 Guangzhou pet-
roleum conference, contract negotia-
tions might conclude as early as Septem-
ber and contracts be signed by early
1983.

The Chinese have told some com-
panies that bids will be required on a
package of three blocks—one with ex-
cellent potential, one medium, and one
poor. Thisisaclever and unique way to
ensure that marginal areas will be ex-
plored. Yetitmay prove dithcult to put
into practice, since it will be tough for
three areas with such different potential
to be contiguous.

Model
Contract

Exxon, Amoco, Mobil, Conoco,
Occidental, Texaco, and other US com-
panies recently trekked to Beijing fora
last look at the document. The Chinese,
said one, were making a final check to
see if the contract terms were in the ball-
park. When asked about the content of
their Beijing meetings, one US com-
pany representative could only say, "We
have been sworn to confidentiality.”
Firms reportedly were pushing the
Chinese to make last-minute changes in
many sensitive clauses, including those
requiring a preference for Chinese
goods and services and outlining well
productivity formulas.

Zhang Wenbin had earher
announced that the model contract
would be complete in December, and
according to one US oil executive, it was
“largely ready” just before Christmas.

In early January, the CNOGEDC told
US embassy officials that it was working
with other ministries on adraftof the
model contract.

ARCO as the
Model Contract

Chinese negotiator You Dehua
told the National Council last fall that
the same kinds of differences will exist
between ARCO and other US firms as
those between ARCO's contract and In-
donesia’s oil contracts. Some provisions
will be the same, he said, and some will
not. Most US firms guess that Indone-
sia's 85/15 production splitis in use by
ARCO and will be suggested to other
firms.

Tax
Law

The tax law passed in Decem-
ber should grant creditability for US in-
come tax purposes by imposing the
same tax structure on oil companies as
on non-oil companies operating in Chi-
na. With the law now binding in China,
the IRS must rule on creditability after
itreceives a request forsucharuling
from a taxpayer, such as an oil com-
pany. Nocompany would be likely to re-
quest a ruling until the accompanying
tax regulations are published, which
undoubtedly will clarify the very short
and sketchy law. Indeed, an IRS repre-
sentative said in mid-January that no
ruling request had vet been received,
and that the IRS could not rule on cred-
itability without the regulations.
Although Treasury ofhcials have
pledged to expedite the PRC ruling,
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such rulings take anywhere froma few
weeks to several months.

The income tax regulations re-
portedly were to be promulgated by a
late-January meeting of the Standing
Committee of the National People's
Congress; at press time, the date of that
meeting was unknown.

The law stipulates that all companies
earning more than ¥ 1 million ($0.6 mil-
lion) annually must pay atax of 48.75
percent, a figure that includes alocal
surtax of 10 percent. The 48.75 percent
level will be quickly exceeded when oil
profits soar, but the tax rate will not go
over b0 percent.

Some companies single out three
pointsin the law as potential problem
areas, depending on how the points are
interpreted. The issues: non-
deductibility of precontract expenses
SpPentin seismic activity; non-
deductibility of interest on borrowed
capital for exploration; and the ques-
tion of nondeductibility of the rovalty
paid to “connected parties,” or affiliates.

0il

Payback

The Chinese have carefully
avoided revealing details concerning oil
payback, anissue that many Americans
see as the biggest problem. Basic PRC
policyis that all the crude produced will
belong to the PRC, while a portion will
be used to compensate contractors for
their drilling costs. The policy appar-
ently was still being hotly discussed
in top Chinese government circles
in late December, although a company
representative who visited China in ear-
lv January said, “Everyone can rest
assured that itis a reasonable and
acceptable arrangement.”

Exploration and
Production Phases

The Chinese have been eager
to compress the usual length of time for
these phases to three to five years for ex-
ploration and 15 years for production.
The president of China's Petroleum
Corporation, Zhang Wenbin, observed
that the exploration period for US com-
panies will differ from ARCO's, depend-
ing primarily on such variables as
acreage and water depths.

Group Bidding and

Forced Marriages

It is expected that both
individual and group bidding will be
permitted. When Chinese negotiator

You Dehua was questioned on the
subject of possible “forced marriages,”
he dodged the question by saying that
“China does not have a policy of
forced marriages, only free mar-
riages, according to our marriage
law.” Nevertheless, the Chinese could
still require some forced marriages by
accepting group bids from willing
groups and then rearranging them.

Block

Policy

Blocks probably will average
100,000—-125,000 acres in size, coni-
parable to those in Norway, but large:
than blocks in the Baltimore Canyon,

The Chinese say block operators

will not receive preferenual treat-
ment. Therefore all 46 participants
theoretically could obtain blocks,
although only a portion is likely to be
successful.

Supply

Bases

I'he prospect of large-scale
drilling activities in the South China
Sea has aroused much excitement.
Hong Kong has publicized s advan-
tages and commissioned a feasibility
study. But the Chinese nonetheless
hold to the policy that bases must be
within the PRC’s boundaries, and that
some already existing facilities will be
further developed. In late November,
the New China News Agency recon-
firmed that Zhanjiang was to be the
main base when it announced that a
center for oil exploration and de-
velopment had been established
there,

A delegation hosted by the Nation-
al Council from the China Petroleum
Corporation visited the US in Decem-
ber to investigate the offshore supph
and maimtenance needs ol US com-
panies. The group, which looked into
both fabrication vards and supply
bases, said 1t will be making recom-
mendations on how to proceed, and
that no decisions had vet been made,

Service

Joint Ventures

As in the case of supply
bases, the Chinese have imdicated a
desire to control all services them-
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selves. They have concluded a 10-year

joint venture agreement with one US

oil service supply company to provide
some of the services needed by the in-
ternational oil companies.

They also want to control platform,
rig, and equipment construction.

A 15-year agreement tor the con-
struction of oil production platforms
was concluded in late November be-
tween the Guangdong Shipbuilding
Corporation of the Sixth Ministry,
and a Paris-based marine engineering
company, Union Industrielle and
d’Entreprise. 1t is the first long-term
agreement of 1s kind i China.

More recently, the China Corpora-
tion of Shipbuilding Industry under
the Sixth Ministry of Machine Build-
ing was designated as the general
contractor for offshore plattorm pro-

jects. The CCSI has announced that it

welcomes cooperation with Chinese
and foreign enterprises in the design
ol producton platforms and pile-
driving, as well as in the production,
transport, and installation of equip-
ment.

Worldwide, most service contracts
include some sort of preference
clause requiring that host-country
goods be used, provided they are
available and of comparable quality.
Many oll executives are doubtful that
Chinese services and equipment meet
either condition.

Overall, the Chinese have excelled
in maintaining a maximum of control
over a very powerful part of the
Western industrial establishment. As
one ol executive involved i the
South China Sea commented, “What
is really amazing is that the Chinese
have still made no commitments to
the 31 companies which have done
evervthing so far.”

But by late 1982 or early 1983, this
situation will change. US oil com-
panies and the Chinese will finally
sign offshore contracts. And although
profits will lie even further down the
road, major commitments will have
been made by both sides. %

Stephame R. Green, formerly divector of
the Council’s Programs and Government
Relations Department, in February became
specral assistant to Eugene K. Lawson, de-
puty assistant secrelary uf COMMEree fm
East Asian and Pacific Affairs.
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The following tables contain recent press reports of business arrangements exclusive of those listed in previous issues. The
total-value figures for China’s exports and imports distinguish between sales (which press reports indicate are definite) and
negotiations (which are deals reportedly still under discussion). Joint ventures, licensing arrangements, and other forms of
business arrangements are included if classified as such in Chinese and foreign media reports. For the most part, the accuracy of

CHINA BUSINESS

Jennifer Little
Assistant Librarian

these reports is not independently confirmed by The CBR.

National Council members can contact the library (202-828-8376) to obtain a copy of news sources and other available
background information concerning the business arrangements appearing below. Moreover, member firms whose sales and
other business arrangements with China do not normally appear in press reports may have them published in The CBR by

sending the information to the attention of Jennifer Little.

P 5 EXPORTS TO CHINA: 1981 SALES AND NEGOTIATIONS THROUGH NOVEMBER 30

R

Status
Company/Country Product/Plant/Technology Value Date Announced
Agricultural Commodities
(Cuba) 18,000 tons of sugar NVG Shipped
8/81
(Us) 120,000 metric tons of wheat NVG Announced
9/28/81
Hubbard Farms Poultry stock NVG Announced
(US) 10/81
(Indonesia) 3,275 tons of coffee NVG Reported
10/81
(Thailand) a) 150,000 tons of rice to be delivered from November 1981 NVG Reported
to August 1982 10/81
h) 40,000 tons of green beans NVG
Canadian Wheat Board 1.5 million metric tons of wheat for NVG Announced
(Canada) delivery starting February 1982 11/19/81
Agricultural Technology
Hassia Rau Co. 27 pieces of agricultural equipment for the Ningxia Hui NVG Imported
(W. Germany) Autonomous Region 3/81
Henderson Mfg. Co. Truck mounted feed bodies to be delivered to Yunnan NVG Announced
(Us) Provincial Import and Export Co. of Kunming 8/81

Nanhai Plantations Pte. Ltd.
(Singapore)

Cooperation with Guangdong Provincial Overseas
Chinese Enterprises Co. to set up oil plantation in
Chengmai County on Hainan

$30 million

Contract reported
9/81

NVG = No value given

NOTES: Contracts denominated in foreign currencies are converted into US dollars at the most recent monthly average rate quoted in International

Financial Statistics (IMF).

Contracts concluded over two months ago are also included if they were not reported in the last issue of The CBR.
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Transamerica Airlines
(US)

Ministry of Agriculture
(Japan)

CSR
(Australia)

Food and Agricultural
Organization (FAO)
(Italy)

Chemicals

ENI
(Italy)

(Japan)

Chemical Plants and Equipment

Hitachi Zosen-Mannesmann

Demag Ltd.
(Japan)
(ltaly)

Construction Materials and Plants

Combustion Engineering
Inc.
(Us)

Ramada Inns
(us)

Lullaby Commercial
(Australia)

F. L. Smidth
(Denmark)

Otis Elevator Co.
(us)

Consumer Goods
La Motta

(US)

(Pakistan)

Pernod et Ricard
(France)

Canon
(Japan)

Electronics

Thomson-CSF
(France)

Ulvac Corp.
(Japan)

Videoton
(Hungary)

lkejiri Electric Co.
(Japan)

Furukawa Electric Co.
(Japan)

Live Holstein cattle, feasibility studies for dairy
facilities and milking equipment, and financing for the herds

Agreement with the Chinese Ministry of Agriculture on joint
development of new strains of rice and other agricultural
produce

Has signed a technical cooperation agreement with
authorities in Fujian Province, and may assist to start

a macadamia nut plantation as well as help to upgrade
sugar refining facilities

Aid for shelter forests in Ningxia Hui Autonomous Region
and for an irrigation project in Gansu Province

Will do research and development work on petrochemicals
and synthesized polymers with China’s Ministry of
Chemical Industry

380,000 tons of urea and 150,000 tons of ammonium sulfate
between July and December

Nine air and nitrogen compressors for installation in
three ammonia plants in China

Polyester fiber plant

A 15-year technology transfer agreement with the First
Ministry of Machine Building to manufacture and sell the
Ljungstrom air preheater for domestic and export utility
markets

Has furnished and decorated new hotel in Chung Shen
Will provide mattresses for a major Chinese hotel chain
Possible supply of complete cement factories

Will exchange marketing rights with the Tianjin
Elevator Co.

Has sold to China the rights for distributorship of the
Chipwich ice cream sandwich

Will export cigarettes

Is selling its ognac and apéritifs in Guangxi Province
at stores, restaurants, and hotels reserved for tourists

Will supply parts for 20,000 35-mm shutter cameras for
assembly by Beijing factory in 1982

Will build and test solar model minicomputers

Agreement with China’s Academy of Sciences to train
university graduates in computer software technology
and employ them at its factories for three years

Nine R-10 minicomputers and 60,000 black-and-white TV
sets, along with x-ray equipment, medical instruments,
and eight production lines for light bulbs

Technical cooperation with Sichuan No. 4 Machine Industry
Bureau on magnetic head production

Will offer its electric wire- and cable-manufacturing
technique to the Shenyan Electric Wire Co. in Liaoning
Province
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NVG

NVG

NVG

$31 million

NVG

$106.7 million

NVG

$30 million

NVG

NVG

NVG

NVG

NVG

NVG

NVG

NVG

NVG

$16.3 million

NVG

$47 million
(Swiss Fr. 95
million)

NVG

NVG

Announced
10/81

Announced
10/81

Announced
10/28/81

Approved
10/28/81

Agreement signed
7/81

Announced
10/6/81

Construction
completed
9/81

Announced
10/28/81

Announced
summer/81

Announced
8/3/81

Announced
8/20/81

Announced
9/2/81

Agreement signed
9/25/81

Announced
8/81

Announced
8/7/81

Announced
8/26/81

Agreement reached
9/81

Contract signed
7/81

Announced
8/81

Announced
8/28/81

Contract signed
9/81

Contract announced
9/15/81
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Koito Mfg. Co.
(Japan)
Seko-Giken
(Japan)

Kobe Steel
(Japan)

Conic Investment Co.
(Japan)

AEG Co.

(W. Germany)

BBC Co.
(W. Germany)

Aphex Systems Ltd.
(US)

Olivetti
(Italy)

Burroughs Corp.
(Us)

Food Processing and Packaging

Pepsi-Cola
(Us)

Paxall
(Australia)

US Wheat Associates
(US)

Machine Tools

H.W. Ward and Co.
(UK)

Machinery

Motorola Corp.
(US)

Ricoh Co.

(Japan)

Paramec Chemicals Ltd.

(UK)

Japan Vacuum Technology

(Japan)

Barber and Duffy Co.

(UK)

Heinrich Schmid Co. and
Stynert Bienz Co.

(Switzerland)

Herion Co.
(W. Germany)

Metal Mining and Processing

Metal Mining Agency
(Japan)

Military Equipment
(Brazil)

Will supply technological know-how for the manufacture
of automobile lamps for two plants in Shanghai and Wuhan

Agreement with Tianjin to supply know-how and patents
for the manufacturing of cassette tape recorders

Measurex 1050 process-control systems for gauging- and
mill-optimization controls for aluminum foil and sheet-
rolling mills

Intends to open a TV component plant in Guangdong
Province

Technology for the production of fuse boxes and automatic
switches

Is training technicians at the Shanghai Renmin Electrical
Appliance Factory for the production of A.C. contactors,
thermal relays, and magnetic starters

An Aphex Aural Exciter sound-enhancing device for the
China Central Broadcasting System

200 calculating machines for the Bank of China

Computer network for the Huafeng Industry Corp. con-
sisting of a B7830 mainframe and related equipment

Is constructing a plant in the Shenzhen special economic
zone in Guangdong, scheduled for startup January 1, 1982

Filling equipment

Gift of baking equipment

19 machine tools

Will supply two automatic-positioning systems for
surveying and dredging to the China National Technical
Import Corp.

Will provide 600 plain-paper copiers
Wire-cleaning machinery

Agreement with China’s Academy of Sciences to transfer
precision vacuum pump technology

Technology for plastic forming molds for air condi-
tioners and compressors

Technology for fine-finish punching dies and hard
alloy dies for air conditioners and compressors

Technology for pneumatic components

Will provide technological cooperation for the explora-
tion of copper deposits in Anhui Province

Possible sale of 60 Bandeirante twin turboprops, Xavante
jet trainers, and the EMB-312 turboprop trainer

Nonferrous Metals and Production

Mitsui & Co., Hitachi Chemical
Co., and Hitachi Powdered

Metal Co.
(Japan)
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Will provide plant to produce colloidal graphite in
Shandong Province
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NVG

NVG

NVG

NVG

NVG

NVG

NVG

NVG

$5.5 million

$7.5 million
$45,920

(Aust. $40,000)
$650,000

$900,000
(£500,000)

$350,000

$1.3 million
$180,000
(£100,000)
NVG
NVG

NVG

NVG

NVG

Approx.
$75 million

$3.13 million
(¥720 million)

Announced
9/15/81

Announced
10/81

Reported
10/81

Reported
10/81

Reported
10/26/81

Reported
10/26/81

Reported
10/26/81

Announced
10/28/81

Contract signed
10/31/81

Announced
9/81

Announced
9/81

Announced
10/26/81

Announced
7/81

Contract signed
7/81

Order announced
9/23/81

Announced
10/81

Reported
10/81

Reported
10/26/81

Reported
10/26/81

Reported
10/26/81

Agreement signed
9/81

Announced
8/24/81

Ordered
8/81



Imperial Smelting Processes
(UK)

(Zambia)

Petroleum and Natural Gas

Lodestar Energy Inc.
(Canada)

Power

Japan Atomic Industrial
Forum
(Japan)

Combustion Engineering
Corp.
us)

Westinghouse Corp.

(Us)

Scientific Instruments
Rank Taylor Hobson Ltd.
(UK)

Red Cross Society
(W. Germany)

American Science and
Engineering Inc.
(US)

Shipping

(Malta)
(Spain)

Dravo Corp.
(Us)

Japan-China Ocean
Transport Assoc.
(Japan)

Steel and Steel Production
Nisshin Steel Co.
(Japan)

Nippon Steel
(Japan)

Sumitomo Metal Industries,
Nippon Kokan, Nippon
Steel, Kawasaki Steel

(Japan)

Telecommunications
L. M. Ericsson

(Sweden)
(Japan)

Elektronska Industrija
(Yugoslavia)

Textile Plants and Equipment
Kleinewefers

(W. Germany)

Snam Progetti
(Italy)

(Italy)

Will cooperate with China National Metallurgical Products
Import and Export Corp. in link arrangements among
1.5.P.’s other lead-zinc smelters

141 tons of cobalt

Will have exclusive sales and distribution rights of Chinese
oil well drilling bits in Canada and southwestern US

Will cooperate with China on the development of atomic
energy for peaceful purposes

Steam-boiler and preheater equipment and technology
under a five-year loan from the US Exim Bank

Electric generating equipment and technology under
a five-year loan from the US Exim Bank

The first manufacturer of precision-measuring instruments
to open a service center in China

Presented an x-ray fluoroscopy vehicle to the Red Cross
Society of China

Micro-Dose x-ray inspection systems

A 5,700-ton oil tanker Da Qing 218
Four 15,750-dwt cargo ships ordered
Four pushboats to be delivered for operation on Yangzi River

Has concluded one-year agreements with six Chinese ports to
establish demeurrage charges, quick-despatch fees, and cargo-
handling rates for breakbulk and bulk vessels

Discussing technical assistance for stainless steel
production to the Taiyun steel works in Shanxi Province

130,000 metric tons of rolled ordinary steel

80,000 metric tons of seamless pipes

An Axe digital phone exchange, plus accompanying equipment
and service personnel training

Cooperation with the Chinese government to build a
specialized international telecommunications center
in Shanghai

Teleprinters

Has provided China National Machinery Import-Export Corp.
with a pretreatment and dye plant

A textile plant (location not given)

A pilot plant for processing hides
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NVG

NVG

NVG

NVG

$28.4 million

$28.7 million

NVG
NVG

$1.5 million

NVG

NVG

NVG

NVG

NVG

NVG

NVG

$3 million

NVG

$300,000

NVG

$5 million

NVG

Announced
9/81

Announced
10/2/81

Announced
10/22/81

Agreement signed
9/81

Loan approved
9/23/81

Loan approved
9/23/81

Announced
71781

Presented
9/17/81

Contract announced
11/4/81

Handed over
5/8/81

Order won
7181

Announced
8/24/81

Announced
11/81

Announced
B/16/81

Announced
9/22/81

Reported
10/9/81

Contract signed
6/81

Announced
9/22/81

Order announced
10/28/81

Announced
7/81

Order announced
10/28/81

Announced
10/28/81
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Textile Products

Brintons
(UK)

(New Zealand)

Speedo
(us)

Tourism

American Express
International
(Us)

Transportation
Augusta Gruppo
(Italy)

All Nippon Airways
(Japan)

Cessna Aircraft Co.
(US)

American Casa
(US)

Coventry Climax
(UK)

Japan Airlines
(Japan)

Clark Equipment
(Australia)

General Electric Co.
(Us)

Asahi Helicopters
(Japan)

East Asiatic Co.
(Denmark)

Volkswagenwerk AG
(W. Germany)

Schenker & Co.
(Austria)

Isuzu
(Japan)

Miscellaneous

The Adsale People
(Hong Kong)

Science Books

International
(US)
NIKE, Inc.
(Us)

Young & Rubicam
(US)

Pierre Cardin

(France)

Allied Bank
International

(Us)

Domino Lid.
(us)

1,300 square yards of carpet for the Jianguo Hotel,
Beijing
26,652 tons of wool for the season ending July 1, 1981

Has signed a two-year exclusive supplier agreement to
outfit China’s National Aquatics teams

Has expanded check-cashing services to six more Chinese
cities (Nanning, Guilin, Fuzhou, Qingdao, Xiamen, and
Quanzhou)

Will assist in building helicopters for agricultural use
and parts for a twin turboprop aircraft

Is being approached by the Chinese for the possible sale
of their used Boeing 737 planes

Will deliver three Citation lls to China National Aero
Technology Import and Export Corp.

Has initiated talks on sales and possible joint manufacture
of the Casa 212

Despatched order for two battery-powered forklift trucks to
Wuzhou, Guangxi Province, to be used in a barites processing
plant

Will service two CAACB-747 SP jumbo jets at Narita and
Haneda airports

Three container lift trucks

Is exploring the possibility of cooperative production of air-
craft engines and LM2500 marine and industrial gas turbines

Will lease two Bell 212’s to the General Administration of
Civil Aviation of China for offshore oil exploration

Will open a plant for containers in January located between
Guangzhou and Hong Kong

Is negotiating the renovation of the Shanghai automative
plant

Negotiating freight container transport by rail between
Europe and the PRC via the Trans-Siberian Railroad

Discussing partnership in plant to manufacture diesel
engines in Nanjing

Technova, the bimonthly Chinese-language
magazine on new technology, can now be purchased with
local currency in 29 Chinese cities

Under an agreement with Xinhua Publishing House, will
publish first official English-language directory of
businesses in China

Has reached a cooperative production agreement on sports
shoes and will give ten days of clinics to Chinese
basketball players and coaches

Will begin advertising for a Beijing carpet company
Will open a boutique in Beijing

Has signed cooperation agreements with four provincial
corporations

Signed a one-year exclusive agreement with a Shanghai
factory to produce 300,000 pairs of Goodyear welted
work oxfords

Sales and Negotiations to Overseas Chinese Enterprises

American Air Filter Co.

(Us)
60

Two electrostatic precipitators and a fabric collector to be
installed at the new Hong Kong plant of China Cement Co.

NVG

NVG

NVG

NVG

NVG

NVG

$6.8 million

NVG

NVG

NVG
$574,000
{Aus. $500,000)
NVG
NVG
NVG
NVG

NVG

NVG

NVG

NVG

NVG

NVG

NVG

NVG

NVG

NVG

Announced
9/18/81

Announced
10/81

Agreement announced
10/81

Agreement announced
9/16/81

Announced
7181

Announced
7/21/81

Announced
8/81

Announced
8/81

Order announced
8/20/81

Agreement signed
9/81

Order completed
9/81

Announced
9/2/81

Announced
9/12/81

Reported
9/21/81

Announced
10/16/81

Agreement reported
10/28/81

Announced
11/11/81

Agreement announced
7/81

Announced
8/17/81

Agreement announced
8/17/81

Announced
9/8/81

Announced
10/2/81

Announced
10/30/81

Announced
11/23/81

Announced
9/81
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Total value of 1981 sales listed through November 30..................... o P e e M L T e SRS T $1,405.9 million +
Total value of 1981 negotiations listed through November 30 .............coiiiiiiiiiiiiiiiiiiiianaee TR A $4,416.0 million +
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CHINA'’S EXPORTS: 1981 SALES AND NEGOTIATIONS THROUGH NOVEMBER 30

Status

Company/Country Product/Plant/Technology Value Date Announced

Agricultural Products and Equipment

(Morocco) 32 tons of high-quality tea plant seed NVG Announced

9/11/81

(Us) 70,400 tons of peanuts from August 1980 to June 1981 $148 million Reported

10/81

Devark Inc. Rice hulling machinery manufactured in Qingdao NVG Announced

(US) 10/24/81

(Japan) 8,000 tons of soybeans for November and $2.64 million Reported
December 1981 11/10/81

Chemicals and Petrochemicals

Nissho Iwai Will import 3,000 tons of fused phosphates NVG Announced

(Japan) 10/2/81

Construction

Capital Development Will collaborate with the China World Construction Corp. NVG Reported

Authority on the construction of a state-owned international hotel 9/2/81

(Tanzania) in Dodoma

(Zimbabwe) Will assist in construction of stadium NVG Announced

9/18/81

Zim-Chem (Far East) Under an agreement with Fujian Foreign Construction Co., NVG Announced

(Hong Kong) will provide Chinese workers for overseas projects 10/81

World Wide Equipment Will resell a large assortment of construction equipment NVG Announced

Co. and P-D Auctioneers from China 10/6/81
International

(Us)

(Sudan) China Construction Engineering Corp. will cooperate to NVG Announced
build an agricultural scientific center. Also signed 10/26/81
contract to design a children’s hospital.

Foreign Aid

(Zambia) Machinery and advisors for the consttuction of a maize NVG Announced
mill in Chingola 10/16/81

Light Industries

Cutler Brands and Preliminary agreement with the Shanghai branch of China $625,000 Announced

Designs Inc. National Light Industrial Products Import and Export (C$750,000) 7/81
(Canada) Corp. on the purchase of glass tableware
Trac International Inc. Took delivery of 650 bicycles NVG Announced
(US) 8/81
Hosanna Electric Processing agreement to produce 300,000 sets of hair curlers $1.2 million Contract signed
Co. Lid. (HK$6.9 million) 10/81

(Hong Kong)

Wen Wei Will produce ANMIZ wristwatches NVG Announced
Enterprises Ltd. 10/26/81

(Hong Kong)

Ogimura Shoji Co., Production of 200,000 dozen badminton shuttles annually in NVG Contract announced
Ltd. a compensation trade agreement 10/26/81

(Japan)

Machinery

Dryden Enterprises Concluded negotiations for the exclusive worldwide sale NVG Announced
of Chinese compressed gas cylinders 9/81

and Henderson Ltd., Inc.
(us)
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Metals and Minerals

(Luxembourg)

Cometals Inc.
(US)

Nichimen Co., Ltd.
(Japan)

Chiap Hoa
Comalco Ltd.
(Hong Kong)

Shell Developments
(Hong Kong)
Military Equipment
(Sudan and
Somalia)

(Zambia)

Blueprints of a top-burning hot-blast stove for ferrous
metallurgy under a 10-year cooperation agreement on
blast-furnace technology

Will import 25,000 long tons of calcinated refractory grade
bauxite in January and February 1982
Contract for export of coal (no quantity given)

Signed agreement with Hefei Aluminum Plant on joint sales
of aluminum alloys

Agreement with MINMETALS to buy not more than 50,000
tons of steam coal from Datong in Shanxi Province
12 MiG-19s

6 MiG-19s

Petroleum Products and Equipment

(Thailand)

Shipping

Regent Shipping Co. S.A.,
Green Island, Inc., and
Wheelock Maritime
International
(Hong Kong)

NA

Wheelock Maritime
(Hong Kong)

Textile Products and Equipment

Sears, Roebuck &
Co.

(Us)

Trade Agreements

(Sudan)

(Zimbabwe)

(Pakistan)

(Bulgaria)

(Yugoslavia)

(Australia)

Miscellaneous
Four Sea Ventures
(USs)

R. C. Sanders Technology
Systems, Inc.
(Us)

62

500,000 barrels of Shengli crude, 100,000 tons of benzene,
100,000 tons of high-speed diesel, and 50,000 tons of jet fuel

Have signed contracts from May 1980 to April 1981 with
Dalian Shipyard to build eight 27,000-ton bulk freighters

A tugboat from the Guangzhou Marine Engineering Service Co.
is pulling an 80,000-ton cargo barge from Japan to Spain

Is buying three bulk carriers of 18,000 deadweight tons each

Shanghai No. 3 Garments Factory to produce 180,000
women'’s suits

Trade protocol in which China will supply canned foods, tea,
light machinery, cotton textiles, rice, stationery and paper,
building materials, and glass and chinaware; Sudan will supply
raw cotton, gum arabic, and other agricultural products

With the assistance of China, will set up joint ventures
in coal mining, agriculture, and light industry

Barter trade agreement in which Pakistan will supply China
with cotton, cotton textiles, yarn, leather, and leather
goods. China will provide instruments, workshop equipment,
steel, ore, and road-building and construction machines

Has signed a protocol for cooperation in science and
technology, in particular in agriculture and food industry

Will provide China with machinery and equipment for seed-
processing plants in return for the Chinese techniques of
growing mushrooms and raising and processing Beijing ducks
and Uygur fine-wool sheep

Technical cooperation agreement in which Australia will
provide consulting and training in educational, agri-
cultural, and economic sectors

Has introduced a collection of SuHai limited edition figurines

Will import Chinese parts and printers

NVG

NVG
NVG

NVG

$55-$60 per ton

NVG

NVG

NVG

NVG

NVG

$40 million

NVG

$47 million

NVG

$20 million

NVG

NVG

$57.4 million
(Aus. $50 million)

NVG

NVG

Reported
2/4/81

Contract announced
10/9/81

Announced
10/26/81

Announced
10/26/81

Announced
11/81

Announced
1/19/81

Announced
1/19/81

Reported
6/81

Announced
B8/24/81

Contract announced
10/81

Announced
10/14/81

Order placed
10/10/81

Signed
8/81

Announced
8/14/81

Agreement signed
9/81

Announced
9/29/81

Agreement signed
11/4/81

Announced
11/6/81

Announced
fall/g1

Agreement signed
9/81
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Intraco
(Singapore)

(North Korea)
(Uganda)

Chinese Native Products
Ltd.
(Us)

Canadian Yanjinglon
Restaurant

Has been appointed an agent for China National Machinery
and Equipment Import and Export Corporation. Products
include enamelled wire, water meters, steel valves

and pipes, refrigeration machinery, and lead acid batteries

3,800 books from the State Administrative Bureau of
Publishing

Ice plant built by Chinese capable of storing up to 30 tons
of processed fish

Will jointly operate an oriental meat-canning facility in
Des Moines, lowa, with the Guangdong Foodstuffs Industrial
Corp.

Contract signed with the Beijing Friendship Commercial
Service Co. to hire five Beijing chefs

NVG

NVG
NVG

NVG

$1,000 per month
for each chef

Announced
9/81

Presented
9/25/81

Reported
9/25/81

Reported
10/81

Contract announced
11/16/81

(Canada)

Total value 1981 sales listed through November 30

... $729.6 million +

Total value of 1981 negotiations listed through November 30 ....... ... i $1,195.3 million +
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JOINT VENTURES: PRESS REPORTS THROUGH NOVEMBER 30

Foreign Party Chinese Party Technology/Terms value Status
(Hong Kong) Guangdong Province Negotiations under way for construction NVG Announced
of a nuclear power plant 5/28/81
Sony Corp. National Electric Technology Corp. Joint production and distribution of radio NVG Reported
(Japan) cassette recorders and television sets 8/81
Asia Dairy NA Proposals sent to Chinese authorities to: NVG Announced
Industries a) supply fresh milk from Guangxi to 8/13/81
(Australia) Hong Kong
b) establish a dairy plant in Heilongjiang
R. J. Reynolds Xiamen Cigarette Factory, Fujian Will produce a new brand of cigarettes NVG Agreement announced
(Us) 9/81
Investment and Fujian Investment Entertain- Will build Fuzhou Grand Hotel in $24 million Announced
Development Corp. ment Corp. Fujian Province 9/1/81
(Japan)
Beatrice Foods Guangzhou and the China International Has formed a 50-50 venture called The NVG Announced
(US) Trust and Investment Co. Guangmei Foods Corp. to produce 9/10/81
canned fruits and vegetables as well
as soft drinks and citrus juices
Florasynth Inc. Shanghai Daily Chemical Corp. and Will produce flavors and fragrances from NVG Announced
(us) Shanghai Investment and Trust Co. Chinese raw materials for distribution 9/14/81
in world markets
American Interna- People’s Insurance Co. Has established a joint venture NVG Announced
tional Group 9/17/81
(US)
(North Korea) NA Construction of the Taipingwan hydro- NVG Announced
electric station in Huandian County, 9/22/81
Liaoning Province
United Trading Beijing Foreign Trade Corp. Formed the Kuwait-Beijing Trading Center NVG Inaugurated
Group in Kuwait 9/25/81
(Kuwait)
Ampac Oil Ltd. Guangdong Petrochemical Construction of a 40,000-barrel-per-day oil  $100 million Announced
(Hong Kong) Industrial Corp. refinery in Zhanjiang 10/19/81
Henry Jones Inc. Nanning Agriculture-Industry- A 50-50, 20-year venture for the cultivation,  $460,000 Announced
(Australia) Commerce Integrated Enterprise canning, and sale of pineapples 10/26/81
Mitsui Dongsheng Textile Co. World's largest cashmere dehairing venture NVG Announced
(Japan) has begun operations 11/81
Wella AG Tianjin No. 1 Household Chemicals A 50-50 venture to make and sell hair $686,892 Reported
(W. Germany) Factory conditioner, face cream and sanitary (¥1.2 million) 11/2/81
articles
American Motors NA Negotiating production of military trucks NVG Announced
(US) in Beijing 11/11/81
Parker-Hannifin Hubei Automobile Industry Corp. Will make O-ring seals for machine tools  $1.5 million  Agreement signed

Corp.
(US)
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OTHER ARRANGEMENTS: 1981 PRESS REPORTS THROUGH NOVEMBER 30

Foreign Party Chinese Party Technology/Terms Value Status
Gunze Sangyo Co. China National Textiles Import Joint production: cotton underwear in Jinan, NVG Announced
(Japan) and Export Corp., Shandong Branch Shandong Province 2/9/81
Sanwa Bank Bank of China, Tianjin branch Have reached a cooperation agreement NVG Agreement signed
(Japan) on trade, investment, and international 4/81
financing
KCA NA Compensation trade: KCA will aid in the NVG Announced
(UK) construction of a barite mill at Wuzhou, 6/81
Guangxi Province in exchange for Chinese
shipments of barite
Hurtig Publishers Shanghai People’s Art Publishing Co. Has entered into a major copublishing NVG Announced
(Canada) arrangement 7/81
Janssen Pharmaceu-  Hanjiang Pharmaceutical Plant Compensation trade: agreement on the NVG Agreements signed
tica N.V. coproduction of a new type of anthel- 7/8/81
(Belgium) mintic and a purchase and sale
agreement on this medicine
Kansas Farm Henan Province Have signed friendship and trade NVG Announced
Bureau agreements summer/81
us)
Peralin China Ocean Shipping Co., Signed agency agreement in which COsCO NVG Announced
(UK) Shanghai Branch will be given training on Perolin products, 9/16/81
services, systems, and programs
Wah-Chang Inter- China Corp. of Shipbuilding Cooperation in building a Bethlehem steel NVG Contract signed
national Group Industry mat-type self-lifting drilling rig 9/21/81
(Singapore)
Fujitsu Fanuc Ltd, First Ministry of Machine Licensing: China to produce and sell NVG Agreement announced
(Japan) Building Fujitsu Fanuc wire-cutting electro-discharge 9/22/81
machines over the next seven years
Koppers Australia Anshan lron and Steel Co. Koppers will provide Anshan with tech- NVG Approved
Pty. Ltd. nology assistance in return for a 10- 9/22/81
(Australia) year shipment of coal-tar electrode pitch
Japan Oil Corp. Ministry of Petroleum Industry Technical cooperation in physical explor- NVG Announced
(Japan) atory surveys 10/81
Clark Copy National General Bureau of Mutual assistance in manufacturing and NVG Protocol signed
International Instrumentation distributing photocopying products 10/81
(Us)
Washino Machinery  No. 2 Machinery Factory, Licensing: agreement to transfer technology NVG Announced
(Japan) Beijing for general lathes 10/81
Four Winds China Ocean Shipping Agency Penavico will provide destination services NVG Agreement announced
(us) (Penavico) for Four Winds shipments 10/14/81
Hitachi Ltd. Beijing Teachers’ University Will jointly develop a higher performance NVG Announced
(Japan) Chinese character information-processing 10/17/81
system
NA Maanshan and Bengbu radio Agreement to assemble radio cassette NVG Reported
(Hong Kong) factories recorders 10/26/81
Sciaky Ltd. China National Technical Import Production of 49 types of electric welders NVG Reported
(France) Corp. in seven series 10/26/81
Komatsu Co. Pengpu Machinery Plant, Technology to manufacture 320-hp NVG Reported
(Japan) Shanghai bulldozers 10/26/81
Chase Manhattan Bank of China, Tianjin Business cooperation agreement to in- NVG Reported
Bank Branch crease economic exchanges and promote 10/26/81
(us) friendly relations
(West Germany) Wuhu Down Factory Compensation trade: The Wuhu Down NVG Announced
Factory will import equipment to ex- 10/26/81
pand its processing capacity
BOT Lease Co. Guangdong Trust and Investment Have signed an agreement to develop NVG Announced
(Japan) Corp. business contacts and cooperation 10/28/81
Sulzer Ltd. China National Technical Licensing: technology for 6RL AS6-type NVG Reported
(Switzerland) Import Corp. low-speed diesel engines 11/81
New Energy Devel- NA Will jointly carry out coal liquefaction NVG Announced

opment Organization

(Japan)

research and development by setting up
a pilot facility in the Beijing Coal
Institute

11/11/81
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“Plum Blossoms” Brand
Guangdong Children’ s Wear
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CHINA NATIONAL TEXTILES IMP._ & EXP. CORP.,
GUANGDONG BRANCH

255, Yen-an Road |1, Guangzhou, China

Cable: "CANTEX" or “0093"

Telex: 44071 KTTEX CN

Phone: 31750
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CHINA RESOURCES CO.

Gloucester Road. HONGKONG
Cable: CIRECO HONGKONG



CHINA DATA

&) H 1%

KEY INDICATORS

GNP (billion yuan, current
prices)

Population (year end, million)
Ofwhich:
Urban

Rural
GNP per capita

Net material product** (billion
yuan, current prices)

Total gross industrial and
agricultural output value (billion
yuan, 1970 prices)

Gross value of industrial output
{billion yuan, 1970 prices)

Of which:
Heavy industry
Lightindustry

Gross value of agricultural
output (billion yuan, 1970 prices)

Official consumer price
index (1975 = 100.0)

*Estimates

Percent Percent

1977 1978 1979 change 1980 change
¥307.4 ¥349.8 ¥391.4 11.9 ¥424.1 8.4
$165.5 $207.8  $251.7 214 $283.0 12.4
945.2 958.09 970.92 1.3 982.55 1.2
— - 128.16 — — -
— - 842.76 — — —
¥325 ¥365 ¥403 10.4 ¥432 7.2
178 $217 $259 19.4 $288 11.2
¥264.4 ¥301.0  ¥335.0 6.3 ¥363.0 8.4
$142.3 $178.8 $215.4 20.5 $242.3 12.5
¥510.8  ¥569.0 ¥617.5 8.5 ¥661.9 7.2
$274.9 $338.0 $398.4 17.9 $441.7 10.9
¥376.8  ¥423.1  ¥459.1 8.5 ¥499.2 8.7
$202.8  $251.3 $295.2 17.5 $333.2 12.9
— ¥242.4 ¥261.1 7.7 ¥264.8 1.4
$144.0 $167.9 16.6 $176.7 5.2
— ¥180.7 ¥198.0 9.6 ¥234.4 18.4
$107.3 $127.3 18.6 $156.4 229
¥134.0 ¥145.9 ¥158.4 8.6 ¥162.7 2
$72.1 $86.7 $101.9 17.5 $108.6 6.6
103.0 103.7 105.7 1.9 113.6 75

Percent

1981* change*
¥437.0 3.0
$264.8 -6.4
994.0 1.2
¥440 1.9
$267 -7.3
¥374.0 3.0
$226.7 -6.4
¥682.0 3.0
$413.3 ~6.4
¥514.0 3.0
$311.5 -6.5
¥168.0 3.0
$101.8 -6.3

**Net material product is a measure of aggregate output in industry, agriculture, construction, transportation, and commerce. Itis the
closest measure in China’s accounting system to GNP.

percent change
15

percent |
change

CONSUMER
PRICES

DOMESTIC FINANCE

(Billion current yuan unless otherwise indicated)

State budget revenues
State budget expenditures
Of which:
Investment
Defense

Administrative expenses

State budget deficit ( —)
or surplus (+)

Money supply (end of period,
billion yuan)

Of which:

Currency in circulation

*Estimates

1977

¥87.45
$47.07

¥84.35
$45.40

¥29.48
$15.87

¥14.9
$8.03

¥4.33
$2.33

¥3.10
$1.67

¥58.01
$31.23

¥19.54
$10.52

1978

¥1z2.n
$66.59

¥111.09
$65.98

¥39.50
$23.46

¥16.78
$9.97

¥4.91
$2.92

¥1.02
$0.61

¥58.04
$34.47

¥21.20
$12.59

Percent
1979 1980 change
¥110.33 ¥108.52 -1.6
$70.95 $72.42 2.1
¥127.39 ¥121.27 -4.8
$81.92 $80.93 ~F.2
¥36.00 ¥53.9 49.7
$23.15 $35.97 55.4
¥20.23 - -
$13.01 — -
¥17.06 -¥12.75
-%$10.97 - $8.51
¥73.66 ¥91.93 24.8
$43.75 $54.60 24.8
¥26.77 ¥34.62 29.3
$15.90 $20.56 29.3

Percent
1981 change
¥105.86 =25
$64.16 -11.4
¥108.58 -10.5
$65.81 -18.7
¥25.06 -53.5
$15.19 —-57.8
¥16.87 —
$10.22 —
¥7.24 —
$4.39 —
~¥2.72
-$1.65
¥86.00% —6.5"
$52.12* —4.5*
¥31.00" =10.5*
$18.79* -8.6*

66

STATE
BUDGET

billion
yuan

Expenditures 120

INVESTMENT
percent of total
expenditures

MONEY billion yuan
SUPPLY 100

80
Total 60

40
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CAPITALCONSTRUCTION

(Billion yuan unless otherwise indicated)

NEW
HOUSING

Percent Percent Percent million
1977 1978 change 1979 change 1980 change square meters
Total investment ¥36.48 ¥47.90 31.3 ¥50.00 4.4 ¥53.9 7.8
$19.64 $28.45 44.9 $32.15 13.0 $36.0 12.0
Of which:
National budget ¥29.48 ¥39.50 34.0 ¥39.50 0.0 ¥28.1 -28.9
$15.87 $23.46 47.8 $25.40 8.3 $18.8 -26.0
Budgets of provinces,
prefectures, and counties ¥7.00 ¥8.40 20.0 ¥10.50 25.0 ¥25.8 145.7 —
$3.77 $4.99 32.4 $6.75 353 $17.2 154.8 INVESTMENT  billion
Residential building*
(million square meters) — 90.2 — 120.0 33.0 145.0 20.8
Ofwhich:
Housing for industrial
workers and staff 27.8 37.69 35.6 62.56 66.0 82.3 31.6
*Including public facilities such as parks, hospitals, and housing.
INDUSTRIAL OUTPUT L , ;?Ar}} . .
(Million metric tons unless ercent ercent Percent Percent ok
e 1978 chan 1979 cha 1980 . H
otherwise indicated) * nee i
Steel 31.78 33.9 34.48 8.5 37:12 7 35.4 -4.6
Rolled steel 22.08 35.2 24.97 13.1 27.16 8.8 26.2 -3.7
Pig iron 34.79 38.9 316.73 5.6 38.02 375 39 -10.9
Coal 618.0 12.4 635.0 2.8 620.0 -2.4 620.6 0.1
Crude oil 104.05 1.1 106.15 2.0 105.95 -0.2 101.0 —4.7
Natural gas (billion cubic meters) 13.73 — 14.51 5.7 14.27 -1.7 12.9 —9.3
Electricity (billion kilowatt-hours) 256.55 148 281.95 9.9 3006 6.6  308.4 26 oi ““}g‘:‘cg‘j{s
Cement 65.24 17.2 73:9 13.3 79.86 8.8 80.7 1.1 10
Sulfuric acid 6.6 23.0 7.0 5.9 7.64 9.1 7.8 1.9
Chemical pharmaceuticals
(thousand metric tons) 40.7 15.6 4M9.7 2.5 40.1 -38 36.7 -8.4
Chemical fibers
(thousand metric tons) 285.0 50.2 326.0 14.4 450.0 38.0 524.7 16.6
Cotton yarn 2.38 8.0 2.63 10.5 2.93 11.4 3.2 7.8
Machine-made paper
and paperboard 4.39 16.4 4.93 123 5.35 8.5 53 —0.1 ,
CEMENT growth rate
Chemical fertilizers (based (percent)
on 100 percent effectiveness) B.693 20.1 10.654 22.6 12.32 15.7 12.2 —0.8
Of which: 15
Nitrogenous 7.637 — 8.821 15.5 9.99 13.3 9.8 -2.3
Phosphate 1.033 - 1.817 75.9 2.31 26.9 2.4 54
Potash (thousand metric tons) 21.0 — 16.0 =~ &3.8 20.0 25.0 20.0 0.0
Chemical insecticides
(thousand metric tons) 533.0 16.6 537.0 0.8 537.0 0.0 4935 - 8.1
*Projections based on 1981 January-November growth rates,
EQUIPMENT OUT Eyer LT
Q OUTPUT P et Percent Parcent EQUIPMENT
1977 1978 change 1979 change 1980 change th rate 30
Machine tools (thousand units) 199.0 183.0 -8.0 140.0 -23.5 134.0 ~4.3
Power generating equipment
(million kilowatts) 3.181 4.838 52.1 6.212 28.4 4.193 —32.5
Motor vehicles (thousand
units) 125.4 149.1 18.9 186.0 24.8 222.0 19.4
Locomotives (units) 293.0 521.0 77.8 573 10.0 512 ~10.6
Railway passenger coaches TRACTORS growth rate
(units) - 783.9 — 856.0 9.2 1,002 171 (percent)
Railway freight wagons
(units) 6.396 16.95 165.0 16.042 -5.4 10,571 =341
Tractors (thousand units) 99.3 114.0 14.8 126.0 10.5 98.0 -22.2
Hand tractors (thousand units) 320.5 324.2 1.2 318.0 -1.9 218.0 -31.4
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CONSUMER GOODS OUTPUT
(Million units unless otherwise indicated)

BICYCLES
SEWING MACHINES

Percent Percent Percent Percent million units
1978 change 1979 change 1980 change  1981* change* output
Bicycles 8.54 14.9 10.09 18.1 13.02 29.0 17.0 30.8
Sewing machines 4.86 14.6 5.87 20.8 7.68 30.8 10.0 30.3
Wristwatches 13.51 22.4 17.07 26.4 22.16 29.8 28.0 26.4
TV sets (thousand units) 517.0 — 1,329.0 157.1 2.492 87.5 5.0 100.0
Radio sets 11.68 — 13.81 18.2 30.04 1175 43.7 45.0
Cameras (thousand units 178.95 — 238.0 33.0 373.0 56.7 600.5 61.0
Ui WRISTWATCHES
Light bulbs 760.3 — 850.0 11.8  950.0 11.8 960.5 11 RADIOS
Cotton cloth million units
(billion square meters) 10.286 8.6 1143 11 12.80 12.0 13.4 5.0 output
Woolen piece goods
(million meters) 88.84 - 90.17 1.5 101.0 12.2 113.9 12.8
Silk textiles
(million meters) 610.35 — 663.45 8.7 759.0 14.5 852.4 12.3
*Projections based on 1981 January—November growth rates.
AGRICULTURAL OUTPUT GRAIN  million metric
.11 s : o Ei tons output
(Million metric tons unless otherwise indicated)
Percent Percent Percent
1977 1978 change 1979 change 1980 change
Grain 282.75 304.75 7.8 332115 9.0 318.22 ~ 43
Of which:
Paddy rice = —_ — 143.71 — 139.255 -3
Wheat - — — 62.75 — 54,155 -13.7
Tubers*® - —_ — 28.47 - 27.845 -2.2 .
Soybeans — — — 5.05 = 7.88 5.6 oIL
Cotton 2.049 2.167 5.8 2.207 1.8 2.707 22.7 BEARING CROPS
Silk = 29.69 = 29.749 0.2 35.4 19.2 million metric
tons output
Silkworm cocoons (thousand
metric tons) 216.0 228.0 5.6 271.0 18.9 326.0 20.3 Total
Sugar cane 17.753 21.117 18.9 21.508 1.9 22.807 6.0
Processed sugar 1.816 2197 25.0 2.5 10.1 2.57 2.8
Oil-bearing crops 4.015 5.218 30.0 6.435 233 7.691 19.5
Of which:
Peanuts - 2.377 = 2.822 18.7 3.6 27.6
Rapeseed . 1.868 - 2.402 28.6 2.384 -0.7 SILK  thousand metric
Sesame (thousand tons output
e s 322.01 = 417.0 29.5 259.0 -37.9 4
Tea (thousand
metric tons) 252.0 268.0 6.3 277.0 3.4 304.0 9.7
Hogs slaughtered
(million heads) = = = 187.72 — 198.607 5.8
*Five kilograms of tubers is equivalent to one kilogram of grain.
INDUSTRIAL
EMPLOYMENT AND WAGES EMPLOYMENT 105
million
Percent Percent Percent persons
1977 1978 change 1979 change 1980 change
Workers and staff (year end,
million persons) 91.12 94.99 4.2 99.67 4.9 104.44 4.8
Of which:
State-owned units 71.96 74.51 3.5 76.93 3.2 80.19 4.2
Urban collectively owned units 19.16 20.48 6.9 22.74 11.0 24.25 6.6
Individual businesses - — — 0.310 - 0.810 161.3
Total wage bill wEéJESSTRIAL
(billion yuan) ¥51.5 ¥56.9 10.5 ¥64.7 13.7 ¥77.3 19.5
$27.7 $33.8 220 $41.6 23.1 $51.6 24.0
Of which:
State-owned units ¥42.6 ¥46.9 10.1 ¥53.0 13.0 ¥62.8 18.5
$22.9 $27.9 21.8 $34.1 22.2 $41.9 229
Urban collectively owned units ¥8.9 ¥10.0 12.4 1.7 17.0 ¥14.5 239
$4.8 $5.9 229 $7.5 27.1 $9.7 29.3
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FOREIGN TRADE

IMPORTS  pillion yuan
EXPORTS

ki o @0
(Billion current yuan unless otherwise indicated) n— Perceat ——
1977 1978 1979 change 1980 change  1981* change*
Exports (fob) ¥13.97 ¥16.79 ¥21.20 26.3 ¥27.2 283 ¥35.0 28.7
$7.52 $9.97 $13.63 36.7 $18.2 33.5 $21.2 16.5
Imports (cif) ¥13.28 ¥18.75 ¥24.30 29.6 ¥29.1 19.8 ¥38.0 30.6
$7.15 $11.74 $15.63 40.3 $19.4 241 $23.0 18.6
Total trade (fob/cif) ¥27.25 ¥35.54  ¥45.50 28.0 ¥56.3 23.7 ¥73.0 29.7
$14.67 $21.11 $29.26 8.6 $37.6 28.5 $44.2 176
Total reserves (period —
end, million US dollars) $2,889  $2,141  $2,744 282 $3,116 136 $4,315 38.5 RESERVES billion
USdollars
Of which: &
Foreign exchange $2,345 $1,557  $2,154 38.3 2,545 18.2 $3,800 49.3
Gold** $544 $584 $590 1.0 $571 3.22 $515 -9.8
Gold reserves (million
fine troy ounces) 12.83 12.8 12.8 0.0 12.8 0.00 12.8 0.0
*Estimates
**Valued at SDR 35 per fine troy ounce and converted into US dollars at end-of-period dollar/SDR exchange rate.
US—CHIN
FOREIGN TRADE WITH SELECTED COUNTRIES - & TRADE
RE billion USdollars 4
(Million US dollars)
Percent Percentl
1977 1978 1979 1980 change 1981* change
United States
Exports (fas) $171.3 $823.6 $1,716.5 $3,749.0 118.4 $3,750 0.0
Imports (customs value) $202.7 $324.1 $592.3 $1,058.3 78.7 $1,900 79.5
Total $374.0 $1,147.7 $2,308.8 $4,807.3 108.2 $5,650 17.5
Share of China’s total
two-way trade 2.5 5.4 7.9 12.8 12.4
apan JAPAN—CHINA TRADE
Exports (fob) $1,955 $3,074 $3,674 $5,109 39.1 $5,230 2.4 billion US dollars
Imports (cif) $1,560 $2,045 $2,933 $4,346 48.2 $4,470 29
Total $3,515 $5,119 $6,607 $9,455 43.1 $9,700 2.6
Share of China’s total
two-way trade 23.9 24.0 22.5 25.2 219
Hong Kong
Exports (fob) $44 $63 $82 $1,249 227.0 $2,120 69.7
Imports (cif) $1,735 $2,249 $3,021 $4,401 45.7 $5.325 21.0
Total $1,779 $2,312 $3,403 $5,650 66,0 $7,445 31.8
Share of China’s total
two-way trade 12.1 10.9 11.6 15.1 16.8
W. Germany TRADE SHARES percent
Exports (fob) $501 $995 »1,493 $1,145 -23.3 31,615 41.0
Imports (cif) $288 $367 $534 $808 21.3 $700 -13.4
Total $789 $1,362 $2,027 $1,953 =37 $2,315 18.5
Share of China's total
two-way trade 5.4 6.4 6.9 5.2 5.2
“Estimates
YUAN/US DOLLAR
EXCHANGE RATES
(Period averages)
1980 1981
| F M A M I | A S
Yuan per US dollar 1.4984 1.56 1.61 1.63 1.66 1.72 1.76 1.76 1.78 1.78
US cents per yuan 66.7 64.1 62.1 61.3 60.2 58.1 56.8 56.8 56.2 57.1
Japanese yen per yuan 51.3 131.7 1279 128.1 129.6 128.3 127.4 131.8 131.3 131.4
Hong Kong dollar per yuan 3.329 3.36 3.32 3.28 3.26 3.26 3.26 3.25 3.34 3.45
Yuan per pound sterling 3.50 3.59 3.70 1.63 3.62 3.59 3.48 3.30 3.24 3.18

Sources: State Statistical Bureau, Ministry of Finance, Bank of China, International Financial Statistics (IMF), and

US Commerce Department.
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The National Council for US—China Trade

OFFICERS

Chairman: Davin S, Tareax, Jr.
Vice-Chairman: Davin C. Scon
Secretary-Treasurer: HARRY TAvLOR
Counsel: WALTER STERLING SURREY
President: Curistorier H. Pricees

BOARD OF DIRECTORS

RosERT ANDERSON, chairman and chief
executive othcer, Rockwell International
Corp.

SAM AYOUB, senior executive vice-president
and chief inancial othcer, The Coca-Cola
Co.

Mugrry P BERGER, president and chief
executive othcer, Seabrook International
Foods, Inc.

Jonn CoBrizenping, president, Douglas
Awreraft Co.

Witrarp C. Burcner, chairman and chief
executive othcer, The Chase Manhattan
Bank, N A.

Josern R, Curtis, vice-chairman, Seattle
First National Bank

Wittiam C. Dovce, presidentand chiel
executive ofticer, Phillips Petroleum Co.

MichEL FriBOURG, president, Continental
Grain Co.

JerOME K. GrEEN, president and chief
exccutive otheer, f.1. Case Co. (Tenneco)
Frep L. HARTLEY, chairman and president,

Union Oil Co. of California

HArrY HoLipay Jr. chief executive ofhcer,

Armco, Inc.

US GOVERNMENT OFFICES

Jonn V. James, chairman and chief

executive ofhicer, Dresser Industries, Inc.
WALTER B. KISSINGER, chairman, president,
and chief executive officer, The Allen Group,
Inc.
ArcHie RoMcCarpELL chairman and chief
executive officer, International Harvester
Co.

J. Ray Pack, president, BWT Corp.

Doxarp C. PearteN. chairman, Chemcal
Bank

MiLtox F. RosExTHAL director, Phibro
Corp.

CHARLES [ RosTov, president, Trans-Ocean
Tmport Co., Inc.

Davip C. Scort, chairman and chief
executive othcer, Allis Chalmers Corp.

EUGENE AL SEKULOW, president, RCA
International

WALTER STERLING SURREY, senior partner,
Surrey & Morse

DavinS. Tarean, [r, vice-chairman, Fluor
(,‘rl?p.

HARrrY TAYLOR, vice-chairman,
Manufacturers Hanover Trust Co.

James M. Voss, Caltex Petroleum Corp.

BEIJING OFFICE

Representative: JEANNE T. CHIANG

Deputy Representative: STEPHEN
MARKSCHEID

Assistant: L1 WENDA

Suite 1136, Beijing Hotel

Telephone: 552231,556531, 558331, ext.
1136

WASHINGTON STAFF
President: CHriSTOPHER H. PHILLIPS
Vice-President: ROGER W. SULLIVAN

Directors

Carowys L. Brenwm, Importer Services

Parricia P.CarERONES, Administration

I-Chuan Cuen, Special Assistant for Liaison
and Language Services

NORMAN W. GETSINGER, Exporter Services

Nicroras H. Luprow, Publications,
Research, and Planning

RicHARD L. PETERMAN, Comptroller

SCoTTSELIGMAN, Development and
Government Relations

Address
1050 17th St., NW
Washington, DC 20036 USA

Telephone Numbers
Main Number: (202) 828-8300
Hlf.if"l'i\ Sl"'l‘" [
Import: 828-8366
Export: 828-8347
The China Business Review: 828-8350
Development and Government Relations:
828-8332
Library and Research: 828-8375
Memberstufp: 828-8321
Publications Sales and Advertising:
B28-8326
Cable: USCHINTRAD
Telex: 89-7416

AMERICAN EMBASSY, BEIJING

Ambassador: ARTHURW. HUMMEL, JR.

Economic Counselor: Davin G. BRowN

Economic Ofhcers: HOWARD LANGE,
RoOBERT AL Pricies, Joux P MODDERNO,
NICHOLAS R1EG, KENT WIEDEMAN

Agricultural Representative: JEroME Kuii
(FAS/USDA)

Commercial Counselor: MELVIN W, SEARLS

Deputy Commercial Counselor: FREDERIC
W. MAERKLE, 111

Assistant Commercial Attaché: PETER
HANLEY (FCS)

Telephone: 522033, ext. 215,216

Address: 17 Guanghua Lu, Beijing

Cable: American Embassy

SHANGHAICONSULATE

Consul General: DONALD M. ANDERSON

Economic/Commercial Officer: Josern .
Boricn

1469 Huai Hai Zhong Lu

GUANGZHOU CONSULATE

Consul General: JeroME C. OGDEN
Commercial Officer: Davin A, HUGHES (FCS)
Economic Officer: James H. Halt

Dongfang Hotel

Telephone: 69-900

HONG KONG CONSULATE

Consul General: BURTON LEVIN

Economic Section:

Chief: HENRYA. ENGELBRECH TR,

Deputy Chief: MARSHALL ADAIR

Economic Othcers: Joax M. PLAISTED,
ANGUS SIMMONS, DOUGLAS G SPELMAN

Senior Commercial Ofhcer: Wittiam C.
JACKSON (FCS)

Commeraial Officer: |. RUssELL
TROWBRIDGE

26 Garden Rd.

Telephone: 5-239011
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“FOR O GE R
" I don’t know who you are.
£ N ST I OV

I don’t know your company.

BAHGH R DB G

I don’t know your company’s product.
EAMEEN2aKEMTL

I don't know what your company stands for.
EAHEMEN LA IBLEHE

I don’t know your company’s customers.
AN BN LBNEER

I don’t know your company’s record.
KAHMBEMHEHLTOERKOMAT —
I don’t know your company’s reputation.
Bz B EEBEERMAFLL5PE?”

Now — what was it you wanted to sell us?”

Chinese industrial endusers have relied upon
International Industrial Report (formerly
American Industrial Report) as their source
of authoritative product, process, and
management information since 1973.

Each month, more than 40,000 copies are
read by an estimated 1.2 million readers in
China.

In October 1981, International Industrial
Report (//R) made publishing history with
the first detailed BPA circulation audit of a
magazine serving the PRC market.

Of more than 100 magazines serving the
market, International Industrial

Report is the only one with audited
circulation.

A special reader reply card system produces
only qualified responses for advertisers,
translated into English and accompanied by
bi-lingual mailing labels for easy follow up.
Twice yearly Study Issues analyze PRC
readers’ reactions to articles and advertising
at no extra cost. Special advertising research
is available, such as name or brand
recognition studies using interviews and
questionnaires.

In late 1982, for the first time, //R Enduser
Buyers Guides will provide PRC endusers
with a tailor-made desk reference tool for
specifying product imports in key fields:
petroleum, construction and mining, health
care products, and chemical process
industries. Circulation of //R Enduser Buyers
Guides will be 100% qualified by written
request in the fields served, addressed and
sent by mail from the publishers’ office in
Hong Kong.

China Consultants International, partner with
McGraw-Hill in publishing the magazine, is a
leader in the fields of translation, market
research and exhibitions, in the PRC.

Major international exhibitions during the
first six months of 1982 for which China
Consultants International is the catalog
translation and printing contractor and on
which International Industrial Report will
feature special coverage, are:
« U.S. National Light Industry Exhibition,
Beijing, February 6-15, 1982
« New South Wales, Australia Exhibition,
Guangzhou, February 25-March 6, 1982

<“nNina

in the

l:

* S.P.E. International Petroleum Exhibition,
Beijing, March 18-26, 1982

* Electronics Production/Semiconductor
Exposition 82, Beijing, April 15-24, 1982

e CHINA/BUILD '82, Tianjin, April 27-
May 6, 1982

* Food Processing & Packaging Expo,
Guangzhou, July 7-14, 1982

For a free copy of China Consultants
International’s 15 page ‘‘Exhibitors’ Fact
Sheets'”, write on your company letterhead
to:

Thomas D. Gorman

Publisher

International Industrial Report
China Consultants International
(Hong Kong) Ltd.

Suite 500, Dominion Centre

43 Queen’s Road East, Hong Kong
Cable: ENTRECHIN

Telex: 75368 AMRHK HX
Telephone: 5-270639

W/
L c:}iﬂ
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Our natural wall-

paper is lovely and
durable, yet it costs 5% to
10% less than conventional
wallpapers. And if you thought that
top quality natural wallpaper was a
thing of the past, send for an air-speed
sample of our straw, sca grass, jute, sisal,
bamboo, wood, grass, and other natural wallpapers.
It won't take you long to realise that quality natural
wallpapers are very much a thing of the future.
All our wallpaper measures one yard across, and it’s available
in any length.
Special packaging is available on orders of more than 2,000 rolls - 20
rolls per carton, 0.162-0.28 cubic meters per box — and a special discount
is negotiable on orders of more than 5,000 rolls. We’ll make to your specifica-
tions, too.
Don’t turn your back on nature — get back to it ... because your market’s getting back

to it, too.

CHINA NATIONAL ARTS & CRAFTS IMPORT & EXPORT CORP., GUANGDONG BRANCH.
2'Qiao Guang Rd., Guangzhou, China. Cable: “ARTCANTON". Tel: 44079 KCACB CN.



