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STATE'S QUOTA SYSTEM WITHERS

As China embarks on indusirial re-
forms, it is not neglecting further
reform of its agricultural sector, In a
move with potentally sweeping im-
plications, the Communist Party has
announced that many farmers will no
longer be obliged to sell their harvest
to the state. For its part, the state is
no longer obligated to buy a prear-
ranged amount of farmers’ and col-
lectives™ output.

Compulsory government procure-
ment of agricultural production was
one of the earliest and most impor-
tant socializing measures adopted in
the early 1950s. It guaranteed oy
dwellers Tood at low prices and
plaved a crucial role in determining
agricultural production decisions.
The Party now says producers should
depend primarily on contracts and
the market 1o make these decisions.

This Tatest reform is probably not
the wholesale dismantling of the
quota system depicted in both Chi-
nese statements and Western reac-
tion. The quota system remains in
effect tor some as vet unspecified
farm products. But it does represent
another incremental step in the pre-
vailing direction of ongoing reform.

A major purpose of the reform is
to save the government money. Gov-
crnment basic procurement prices
1979,

This increased peasant incentives to

were raised significantly in
produce, but it also increased the
government’s fiimancial burden since
the selling price to consumers did not
rise commensurately.

The government now buys grain
for which it sets a quota at this basic
procurement price, and above-quota
grain at a price about 50 percent
higher. In recent years, farmers have
also sold surplus grain as well as se-
lect cash crops on open markets al
still higher prices. But the bumper
harvest of the last two yvears has de-
pressed the market prices to near,
and in some cases possibly below, the
above-quota price.

Increasing use ol contracts instead

TRENDS & ISSUES

of quotas would allow the state 1o
limit the quantity of grain it is com-
mitted to buy, and to pay the reduced
market price. This might not invigo-
rate the rural economy in just the way
grain producers hoped, but it would
reduce the agricultural burden on
the budget. At the same time, allow-
ing more grain on the open market
should continue to moderate its
price.

Some Western economists believe
any reduction of the State’s role in
agricultural procurement will inev-
itably bring inflation. In his state-
ment announcing the reform, Pre-
mier Zhao Zivang made clear that
Chinese leaders took this analvsis (o
heart in seizing this moment to down-
grade the quota system. Breaking the
state monopoly on buyving and selling
grain was “what we have hoped to do
but could not and dared not do for
miany vears. Now we are able 1o do it
as conditions are ripe.” —TE
AVIATION: WHO'S IN CHARGE
HERE?

A high-level Chinese delegation in-
cluding representatives from the
State Council, Ministry of Defense,
Air Force, CAAC, and the Ministry of
Aviation has just concluded a US
study visit to learn about airways and
aviation management. Specifically,
they came to learn more about the
LS system ol interaction among avia-
tion manufacturers and regulatory
agencies, civilian and military agen-
cies, and airlines and regional
agencies.,

These problems are particularh
pressing for CAAC, whose monopoly
domestic and
flights is being spht among at least

over mternational

four new airhines—one for mterna-
tional flights and three regional air-
lines covering the east, south, and
southwest parts of the country.
Other small airlines will be formed 1o
fll regional trathe demands, such as
the Xiamen Airlines Ltd. The rela-
tionships between these new airlines

and CAAC 1s Lar from clear.

CAAC will continue to act as the
government department in charge of
planning and management of civil
aviation, in a manner similar to the US
Federal Aviation Administration; the
FAA was the sponsor of the recent
aviation delegation. But CAAC faces
immense problems of coordination,
Even when CAAC operated all flights,
CAAC's regional administrations did
not cooperate with each other.

The operation of flights from
Beijing 1o Xian illustrates the prob-
lem. Under the old system. two CAAC
flights leave Beijing for Xian cach
evening: the carlier one, a Trident
333 operated by the Beijing Regional
Administration, flies to Xian and re-
turns to Beijpng for the night. To s
followed by the departure of an
Ilvushin 2& operated by the Lanzhou
Regional Administration, which flies
to Xian and
night. If one flight happens to be full,
there is no coordinated ticketing sys-

remains there for the

tem for referring passengers to the
other flight. Even worse, if one of the
planes needs repairs while in the oth-
er's region, the necessary parts may
have to be specially flown in—they
the other
region’s airports. 1 the Lanzhou re-

are olten not stocked at
gion’s plane cannot be repaired at
Beijing on a given night, its passen-
gers for Xian will have 1o try again
the next day.

Steps must be taken to ensure that
this lack of
worsen as
lished. arrcralt
and ground navigation equipment
complicate the situation and  pose

coordimation does not
new airhnes are estab-

China's imsufficient

tremendous logistical—not to men-
tion safety-——problems. The Chinese
aviation delegation investigated navi-
gation aids and radar while in the
United States, as well as the organiza-
ton and rvesponsibilities of those
agencies involved in air trathe con-
trol. China mustimprove the current
situation in which poor weather con-
ditions at any point along the route
are often suthcient cause to grind
halr.,

service 1o a Colhsions are
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avoided simply by scheduling long
time intervals between fhights.

The aircraft China uses for domes-
tic flights are among the oldest in
CAAC’s inventory; many of them have
been in service for 10 1o 20 years.
The new regional airlines will need to
acquire medium-range aircraft for
regional routes and feeder aircraflt
for short hops.

The newly formed airlines have al-
ready begun making contacts with
foreign aircraft manufacturers about
the purchase of new aireralt to satisfy
immediate demand. Yunnan Prov-
ince took the lead, ordering two new
737-300 wtwinjets from Boeing early
this vear. And McDonnell Douglas’s
proposed joint production arrange-
ment will help in the long term by
producing MD-80s and smaller
feeder aircraft in Shanghai for use
throughout the country. But these
planes will not he coming off’ the
production line for at least five years.
In the meantime more pilots need to
be trained, better navigational aids
installed., and a reliable organiza-
tional structure put in place.

[n general, regional airlines have
been asked to refrain from signing
major contracts carly this year while
aviation authorities try to decide who
will make final purchasing decisions,
CAAC will be in charge of registering
and regulating China's aircraft, and
thus wants a say in what is flown. The
Ministry of Aviation would like the
regional airlines to purchase domes-
tically made aircralt whenever possi-
ble. But many of the regions would
like 1o be left alone 1o work out inno-
vative arrangements, often with for-
eign pariners.

China's aviation ofhcials face a tre-
mendous task of establishing new bu-
reaucratic lines of authority and im-
proving basic infrastructure.
Without these, the new decentralized
airline system could be worse than
the previous system. All who travel in
China have a stake in the successtul
—MCR

outcome ol ther ettorts.

OPEN DOOR TO THE EAST

China’s three new trade and tech-
nical cooperation agreements with
the Soviet Union confirm that the
open door policy does not apply ex-
clusively to the capitalist West. The
pacts were signed during last Decem-
ber’s highly publicized, and appar-
ently successful, visit to China by So-
viet  Depuny
Arkhipov—the first high-ranking of-

Premier Ivan
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ficial Soviet visit in 15 years.

[he agreements put a stamp of
diplomatic legitimacy on the recent
expansion of Sino-Soviet trade and
provide for further growth in the rest
ol the decade. The two countries ex-
changed goods worth about $1.2 bil-
lion last vear—almost double the
1983 total—and plan on $1.6 billion
worth of trade this year. China ex-
ports mainly agricultural goods and
textiles to the Soviet Union, and im-
ports steel, cement, machinery, and
timber. By 1990, China and Russia’s
trade may reach $6 billion, about the
level of L

Arkhipov's leadership of the exten-
sive Soviet assistance  programs in
China in the 1950s qualified him as a

~China trade last year.

returning “old friend.” and the Chi-
nese received him as such. The two
sides agreed that Moscow will help
modernize factories built during that
friendlier era. They will also resume
work on plants left unfinished when
the Russians bolted with their blue-
prints as political relations between
the two allies crumbled In the late
1950s. The Soviet Union and other
Eastern European countries are
likely to become involved mainly in a
select group of heavy mdustrial
projects, for which they can supply
appropriate equipment relatively
cheaply. Aside from expanded direct
trade with Russia and industrial aid,
China hopes that improved relations
will allow expanded use of the Sibe-
rian railway to transport its growing
volume of trade with Europe, both
castern and western,

Among other Chinese leaders,
Arkhipov met with veteran economic
planner Chen Yun, with whom he
worked m the 1950s. Chen Yun has
opposed the most far-reaching of the
cconomic reforms pushed by China's
top leader Deng Xiaoping., But
Arkhipov balanced this gesture by a
visit 1o Shenzhen, the special eco-
nomic zone in Guangdong Province
that is a leading symbol of Deng's
mdustrial and trade reforms.

China savs there has been little
progress in settling its political and
strategic disputes with the Soviet
Union, but that this need not prevent
progress in economic and technical
cooperation. However, few expect
Sino-Soviet economic  cooperation
to expand to the levels ol Sino-
American commercial ties, partly be-
cause the political tensions in the for-
mer relationship stll far outweigh
—TE

those in the latter.

MAGAZINE STAFF

Madelyn C. Ross
editor

Tom Engle

associate editor
Priscilla Totten
production coordinator
Martin Weil

industry analyst

Sue Partyke
advertising representative
Jennifer Little
research assistant

Betsy Saik
editorial assistant

The China Business Review welcomes
articles from outside contributors.
Manuscripts submitted for consider-
ation 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, Suite
350, 1050 17th St., NW, Washington,
DC 20036-5559, USA (l('lt'}lhtme" 202-
429-0340). The National Council for
US—China Trade retains all rights to
articles and artwork published in The
China Business Review.

Articles or artwork published in The
China Business Review may be reprinted
in non-National Council publications
or reproduced only with the written
permission of the National Council for
US~China Trade.

The China Business Review is pub-
lished bimonthly by the National Coun-
cil for US-China Trade, a non-profit
organization incorporated under the
laws of the District of Columbia. Sec-
ond class postage paid at Washington,
DC. Postmaster, please send address
changes to The China Business Review,
PO. Box 3000, Dept. W, Denville, N.J.
07834, USA. Articles in The CBR do
not reflect Council policy, unless indi-
cated. The Council is grateful 1o I-
Chuan Chen of the National Council
for the calligraphy used for the maga-
zine's departments.

“The National Council for US-China
Trade, 1985. All rights reserved.

ISSN No. 0163-7169; USPS No. 320-
050

ADVERTISING
REPRESENTATIVE

Sue Partyke

1050 17th Street, NW
Suite 350

Washington, DC 20036
(202) 429-0340

Cable address: USCHINTRAD
Telex: 64517 NCUSCTUW




usiness travel to China is

becoming more convenient

all the time. The entrance

of Northwest Orient into
the US—China skyways last May has
brought to three the number of air-
lines servicing China's mainland di-
rectly from our own. Next-day ser-
vice to Beijing or Shanghai is now
possible from four US gateways, six
days a week.

In addition, Northwest Orient’s di-
rect Tokyo-Shanghai service has in-
creased the business traveler’s op-
tions in the Far East. For those who
are connecting into China through
Tokyo, service is available on North-
west, Pan Am, CAAC—China’s na-
tional carrier, Japan Air Lines, and
Iranian Airlines.

Competition is also fairly keen in
other Far East hubs. CAAC, British
Airways, and Cathay Pacific all run
flights from Hong Kong to Beijing,
Shanghai, and Guangzhou. From
Bangkok to China the choices are
CAAC, Thai Airways, and Cathay Pa-
cific. Travelers coming in from Ma-
nila can fly CAAC and Cathay Pacific,
as well as Philippine Airlines. In Sin-
gapore, the carriers are Thai Airways,
Philippine Airlines, and, once again,
Cathay Pacific.

THE BUSINESS TRAVELER

Gone are the days when CAAC flew
virtually everyone into China. Travel-
ers today have choices. They can eas-
ily compare the schedules, in-flight
service, comfort, and fares of nine
airlines servicing China from the US
and the Far East. The “Big Four”
airlines flying from the US—Pan Am,
Northwest, CAAC, and Japan Air
Lines—all fly 747s, charge about the
same fares, and spend roughly the
same amount of time in the air (JAL
spends an extra night on the
ground). Still, it's apparent that each
is beginning to differentiate its ser-
vices slightly, offering the business
traveler just a little extra in a bid to
capture a consistent share of the
market.  For example:

Pan Am. Business traffic is the sole
target of Pan Am'’s “Million Dollar
Baby"
ally investing $1 million in each of its
747s to expand and improve Clipper
Class. Within a few months, all Pan
Am 747s servicing the Far East will
have 100 wider business-class seats
arranged six across, overhead stor-
age bins five times larger than before
(with room for 190 Ibs of luggage or
several garment bags laid flat), a new
four-course meal service, and a state-
of-the-art video system complete with

(‘ampaign. The carrier is liter-

US-CHINA DIRECT AIR SERVICE*
New York-China

electronic headsets. Clipper Class is
made up of three sections, including
the upper-cabin “"Quiet Zone,”
where children will not be seated.

Pan Am’s financial problems in re-
cent vears are well known to the busi-
ness world, as are the problems of its
China service. Despite approval for
additional departures, demand had
dictated that only two direct flights
leave for China each week, one from
New York and the other from San
Francisco. The earlier flap over Pan
Am’'s Taiwan service threatened to
eliminate its China flights altogether.
In the past, Pan Am experienced lit-
tle competition on its China route.
Now this is changing, and the airline
is spending a great deal of money
promoting Clipper Class as *‘the busi-
ness class to beat.”

CAAC. China’s national airline in-
augurated its US—China service at
the same time as Pan Am. Today,
four years later, CAAC offers five
weekly departures from three US cit-
ies to Pan Am’s two, and has a loyal
clientele made up largely of PRC citi-
zens and the overseas Chinese com-
munity. The seat configuration at-
tests to the difference in traffic:
CAAC offers only 12 business-class
and 18 first-class seats, versus 256 in
economy.

The airline’s decision to cater to
Chinese passengers makes good eco-
nomic sense; its level of in-flight ser-

Pa%ﬁﬁﬁ DW.e%i ?:};;’:!:K ;‘;’;"‘2“:‘:5% %%WT“F vice, while constantly improving,
CAAC 982 Thur PP g 6:20 g'm' e ¥ 9:05 S'm' 54 does not yet meet the standards of

Sun most American business travelers.
That could change markedly, though,

San Francisco-China as CAAC undergoes far-reaching

Pa%ﬂ' %.-g [1);%::125? Am"_s'"ngﬁ" A;?;;'::'—'ﬂg changes. Bcgir}l]il‘]g. snn.u-limc this
CAAC 982 Sun 2:35 p.m. 6:20 p.m. +1 9:05 p.m. +1 vear, the new Air China will take over
CAAC 986 Mon 2:15 p.m. 6:00 p.m. +1 8:45 p.m. +1 CAAC's international and domestic
CAAC 982 Thur 2:35 p.m. 6:20 p.m. +1 9:05 p.m. +1 routes, as CAAC’s old guard leaders
SN iy et b ol o TR SHpm.+1 move upstairs to administrative jobs.
Seattle-China New regional airlines are expected to

Flight Day Depart SEA Arrive Shanghai start limited service out of Shanghai,
NW 77 Fri 1:40 p.m. 8:20 p.m. +1 Xiamen, and Guangzhou to other do-

Los Angeles-China

Flight Day Depart LAX Arrive Shanghai Arrive Beijing Carol S. Goldsmith z'sl(hrrrfur of corpo-
CAAC 984 Fri 11:50 a.m. 6:40 p.m. +1 9:10 p.m. +1 rate communications for First Family of

Travel, and managing divector of its

*Schedule effective April 1-November 1. CAAC flights depart one hour earlier in the winter months. China Trave! Bureau
" i .
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mestic cities, and, possibly, to Hong
Kong and other nearby Asian points.

In the meantime, business travel-
ers should watch for improved ser-
vices designed to make CAAC more
attractive. Business class recently was
moved to the upper-deck cabin, with
four-abreast seating, and the Japan
Air Lines lounge in Tokyo has been
made available to CAAC business-
class passengers. Zhang Nairong,
CAAC's progressive general manager
in the US, has even submitted a pro-
posal to start a CAAC frequent flyer

program.

Northwest Orient. The carrier
with arguably the firmest commit-
ment to the Orient waited a long time
to win the third direct US—China
route. Now, with weekly service from
Seattle to Shanghai, Northwest
serves the Far East from more US
cities (55 at last count) than any other
airline. It also has the most US gate-
ways for nonstop flights to the Ori-
ent: New York, Chicago, San Fran-
cisco, Los Angeles, Seattle, and
Honolulu.

With its numerous gateways and
destinations in place, Northwest has
locked up a good deal of the tourist
traffic to China and to the rest of the
Orient. Atention, consequently, has
been turned toward in-flight service,
an area of importance second only to
schedule in the business traveler's
mind.

Northwest has designated two
zones of the 747 as executive class:

the “B Zone' between the first and
second doors of the aircraft, and the
upper-deck cabin. Tts “Regal Tmpe-
rial Service' features six Western or
Japanese courses at each meal, com-
plimentary beverages, electronic ste-
reo headsets, hirst-run films and au-
dio programs, and amenity (or travel)
Kits, along with a number of special
services for the business traveler:
separate check-in, advance seat selec-
tion, and use of the Top Flight Club
lounge at any airport (a benefit many
airlines reserve for their hirst-class
passengers). In addition, Northwest
offers a translation and printing ser-
vice for Oriental business cards. Pas-
sengers can have the information
translated into Chinese and either
printed on the back of existing cards,
or on a new set. The cards can be
picked up in two weeks at any North-
west Orient office, including the new
one in Shanghai.

Just as important to business trav-
elers is the airhne’s frequent flyer
program, which is “one of the richest
in the industry,” according to Rich-

ard Moran, Northwest's director of

commercial marketing. The “Free
Flight Plan™ gives credit for every leg
of the journey flown on Northwest
{or on a participating airline) regard-
less of mileage. Changes in the pro-
gram this spring are expected to fur-
ther improve benefits for the Far
East traveler,

Japan Air Lines. JAL has a longer
track record with China service, and

with business service, than any other
carrier. It was the first airline 1o fly
across the Pacihic 1o China (via To-
kvo). It was the first international
carrier to offer business travelers a
separate category of service in 1975,
Today, in competition with the three
“direct’”” China carriers in the US,

JAL encourages business people to

spend an extra night getting to China
(via Tokyo) by offering what it con-
siders the most comprehensive busi-
ness services along the way.

JAL Executive Service provides a
number of programs and services at a
modest charge: an Executive Hotel
Service at selected properties i the
Far East, offering JAL business trav-
elers special check-in facilities and a
twin-bed room at a reduced rate;
translation and printing of Chinese-
English business card services (which
can be picked up in Japan or Hong
Kong only); Chinese-language in-
struction cassettes; and a number of
booklets on getting around and do-
ing business in China. Business trav-
elers also may use the office facilities
of the JAL/JETRO Executive Service
Lounge in Tokvo's ITmperial Hotel.

[t should be noted that JAL
charges slightly more than its com-
petitors. However, with less than a
hundred dollars separating the high-
est from the lowest-priced business
class ticket, choosing an airline 1o
China comes down to a matter of
schedule and service.

—Carol S. Goldsmith

US-CHINA BUSINESS CLASS AIR SERVICE
Airline Aircraft  # Seals # Abreast Recline Pitch* Special Features Roundtrip Fare**
Northwest 747 32 8 37 37* Private upper-deck and “B Zone” cabins; first-run First class: ~ $3110
Orient films and audio program; electronic stereo head Executive: $1978
sets; amenity kit; frequent flyer plan; use of all Top Economy:  $1590
Flight Club lounges; business card translation and Apextt: $1170
printing servicet
Pan Am 7475P 100 6 30° 37¢ Three Clipper Class zones, with upper-deck “Quiet  First class:  $3104
Zone'; first-run films; electronic stereo head sets; Executive: $1972
amenity kit; expanded overhead storage; frequent Economy:  $1584
flyer plan Apex: $1124
CAAC 7475P 12 4 30° " Private upper-deck cabin; first-run films; stereo First class:  $3104
head phones; use of JAL lounge in Tokyo Executive:  $1972
Economy:  $1584
Apex: $1138
Japan 747 118-128 8 g 36-37"  Private upper-deck cabin; first-run films and audio First class: $3218
Air Lines program; electronic stereo head sets; amenity kit; Executive:  $2046
frequent flyer plan; business card translation and Economy:  $1696
printing servicet; Executive Hotel Servicet; Chinese- Apex: $1203
language cassettest; Chinese business and travel
bookst
*Total floor space available 10 passenger, including area under front seat.
**West Coast to Shanghai.
tAvailable at an additional charge
ttApex is advance purchase excursion fare, 10 be booked no earlier than 21 days and no later than 7 days before departure.
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he announcement of a sec-

ond round of bidding for

leases on China’s continen-

tal shelf has rekindled ex-
citement in the offshore oil indus-
try—an excitement on the wane
since early 1984 under a mounting
string of dry holes in the early ex-
ploration programs. Although the Ja-
pan—China Oil Development Cor-
poration (JCODC) continues to make
finds in the Gulf of Bohai, and Atlan-
tic Richfield’s delineation drilling
south of Hainan has been encourag-
ing, exploration in the Pearl River
Basin has been disappointing. Suc-
cess in that strategic basin is critical
to the long-term viability of China’s
offshore exploration program. To
date, 13 of the 17 wildcat wells
drilled in the Pearl have been dry,
three had marginal shows, while the
single strike by Esso/Shell appears
subcommercial,

At year-end 1984, 16 rigs were
drilling oft China's shore: 11 in the
South China Sea (seven in the Pearl
River Basin and four in the Tonkin
Gull), one in the Yellow Sea, and four
in the Bohai. Development efforts
are currently underway by JCODC at
the Chengbei oil field in the Gulf of
Bohai. France's Total Chine should
begin its development efforts in the
Beibu Gulf late this year, and deci-

.

sions are pending this year from
ARCO, JCODC, and perhaps Esso/
Shell.

The Chinese began their own “self-
reliant”” offshore drilling in the early
1970s with some successful wildcat-
ting in the Gull of Bohai. Perhaps the
most important result of these early
eftorts, though, was an awareness of
the limit of China’s own technology
for the sophisicated procedures in-
volved in offshore exploration and
development.

In October 1978 China made the
unprecedented move of inviting for-
eign oil companies to participate in a
broad-gauge seismic evaluation of
vast areas of the continental shelf.
Thirty-three companies from 17
countries participated in the seismic

OFFSHORE OIL. UPDATE

surveys at an approximate cost of
$200 million during 1979-1980. The
hefty price tag for these surveys was
paid entirely by the foreign compa-
nies, and the seismic information
provided free of charge to the Chi-
nese. However, by participating in
the surveys these loreign companies
gained the right 1o bid for offshore
concessions in China’s first competi-
tive lease sale.

During 1980-1982
covering 50,000 square kilometers
were awarded to the Japan National
Oil Company (JNOC) in the Bohai,
France's ElIf Aquitaine (Bohai), Total
Chine (Bohai and Northern Tonkin
Gulf), and ARCO (Southern Tonkin).
JNOC, EIf, and Total began drilling in
their contract areas in 1981, using
Jackup rigs contracted from the Chi-
nese. ARCO brought in the frst for-
cign-owned rig, the ill-fated Glomar
Java Sea drillship, to spud its first
well in October 1982,

Meanwhile, in a single week in Feb-
ruary 1982, the Beijing leadership
announced formation of the China
National Offshore Oil Corporation
(CNOOC), promulgated the Offshore
Petroleum Regulations and Foreign
Enterprise Income Tax Law, and is-
sued invitations to bid on 100,000 sq
km of China’s continental shelf,

contracts

This column will appear regularly in
The China Business Review, focusing
on specific programs and events in Chi-
na's offshore theater. The first column
reviews steps leading to the current pro-
grams, the activities of foreign operators,
and the present status of the early drill-
ing programs on China's continental
shelf.

Richard S. Ondrik is a divector of
Energy Projects (S.F. Asia) Ltd., a firm
that provides specialized consulting,
representation, and project management
to energy-related firms in China. Ondrik
was formerly the Houston manager for
China Energy Ventures, Inc. Prior to
this he was a project associate at the
National Council, where he co-authored
China’s Petroleum Equipment Fac-
tories (NCUSCT, 1983).

opening the first official round of
bidding in the South China Sea. In
August 1982, 20 consortia submitted
102 bids on 43 contract areas. Six
months of ofhcial silence and avid
rumor-mongering followed as
CNOOC evaluated the bids. In Febru-
ary—March 1983, the companies
were called to Beijing for “competi-
tive discussions” —primarily to nego-
tiate the crude split or “x-factor™ of
the contracts. Finally, the first con-
tract was awarded to British Petro-
leum for five concession areas—four
in the Pearl River Basin and one in
the Yellow Sea—on May 10, 1983.
This award was followed closely by
awards 1o Esso/Shell (two in the
Pearl) and Occidental Petroleum
(four in the Pearl), with others an-
nounced throughout 1984.

British Petroleum (BP) was the ear-
liest of the first round winners to
begin drilling. BP spudded its hrst
well in November 1983 using the
Chinese-owned Aker H3
semisubmersible Nanhai I1 rig, un-
der a drilling services subcontract to
the Nanhai-Houlder Drilling Com-
pany (a joint venture of CNOOC's
Nanhai West Oil Company and
Houlder Offshore). The action con-
tinued to expand through 1984, The
major actors and their activities at
the close of the year were as follows:

BPF, the operator for various con-
sortia on its four contract areas, has
drilled six dry holes and come up
with marginal shows on a seventh well
in the Pearl River Basin. All wells
have been drilled using the Nanhai 11
rig. BP has added the Wodeco 8
(Fluor) to its South China drilling
activities. The fifth BP consortium
has also drilled one well with a mar-
ginal oil show on its Yellow Sea con-
tract area (23 /06) using the Chinese
jackup Bohai X (Bohai Oil Co.), but
this program was discontinued after
drilling the single well.

Esso/Shell has drilled a marginal
show, an oil strike and a dry step-out
well in area 40/01, as well as a dry
hole in area 04/27. The strike,
Wenchang 19-15, showed an "“open
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flow”" (no choke) rate of about 3,200
bopd of 35% API crude from a ru-
mored 300-foot pay 12,000
feet. Because of the dry delineation
well, Esso plans to

zone at

evaluate a 3-D
seismic shoot to be done early this
year before continuing to drill on the
Wenchang 19-18 structure. All wells
have been drilled by the rig Jim Cun-
ningham (Reading & Bates), which
has been moved to a new area of 40,
01 to drill a fifth well.

Occidental Petroleum has drilled
four dry holes using the Sedco 602
(Sedco). Its exploration program has
been temporarily suspended to eval-
uate early results. Personnel have
bheen withdrawn and the rig released.

Phillips/Pecten contracted the
Sedco 602 Occidental,
and spudded their first well in area
15/11 in late November.

ACT, the joint operating group ol
Agip, Chevron, and Texaco, had a
marginal oil show on the first well of
its three to four well program in area
16/08, which was tested during late
December. ACT is using the South
Seas Driller (Nanhai-Houlder Drill-
ing Company).

Huanan 0il Development Company,
a INOC consortium, has drilled a dry
hole in area 28/14. The Hakuryu 111
(Japan Drilling Co.) is now drilling its
second well in the contract area.

Pearl River Oil Operating Company
(PROOC), comprising Texaco's Getty
subsidiary, Sun Orient, Texas Fast-
ern, and JNOC, is drilling its first well
on arca 15/33 using the Sedco 600,

Pennzoil/Sun is using the Chinese
jackup Nanhai 1V, contracted from
the Nanhai West subsidiary of
CNOOC and managed by Reading &
Bates. Pennzoil, the operator for
area 22/36, plugged and abandoned
its first well without testing m No-
vember. The rig then drilled a dry
hole in Sun’s operating area (23 /25),

released by

and will drill a second well for Sun
before returning to Pennzoil’s area.

Idemitsu contracted Nanhai West's
other jackup rig, Nanhai I11, man-
aged by Forex-Neptune. The rig has
drilled one dry well in Tonkin area 22
22 and spudded a second well.

Candt Orient Group (COG), the
Yellow Sea company of Texaco and
Chevron, is drilling its first well with
China’s Bohai X jackup rig released
by BP. The rig is managed by
CNOOC's Bohai Oil Co. subsidiary.

ARCO/Santa Fe Minerals has com-
pleted the step-out program for its
gas discovery using the Zapata Arctic
(Zapata), which will drill three to four
additional exploration wells in 1985.
ARCO’s second rig, the Wodeco 9
(Fluor), has been released after com-
pleting a three-well wildcat program.
No new discoveries have been made,
but the gas field may be larger than
originally anticipated. The structure
may produce up to 500 million cu ft
per day from a single platform. Ne-
gotiations on developing the field are
moving slowly.

Total Chine has agreed 1o develop
its single find in the Tonkin Gulf
(Weizhou 10-3). Using an early pro-
duction system (EPS) mounted on a
light platform, Total plans six inital
completions to pay at about 7,500
feet with output estimated at
10,000-20,000 bopd of 37°-39° API
crude. Staff and
turning to the South China Sea, but
project implementation is unlikely
belore late 1985,

JCODC will expand its drilling pro-
gram in the Bohai by adding the new
rig Hakuryu IX, managed by the
China-Bohai Japan Offshore Drilling
Company Lid. Development of the
Chengbei field with JCODC's Chinese
partner, the Bohai Oil Co., continues
with both platforms—Chengbei A &
B—in place. Drilling of 28 produc-

resources are re-
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tion wells has been hnished from
Chengbei B, and 14 of 28 from the A
platform. Al completions will be
done in mid- to late 1985, with out-
pul targeted at 3,000-5,000 bopd.
JCODC will probably decide late this
year whether to place an EPS on the
largest of its discoveries (BZ 28-1).

Drilling activity on these first-
round contract areas is likely to con-
tinue at a modest pace this year. Al-
though foreign operators have until
the end of 1986 for exploration,
most plan to wrap up the minimum
well programs by year-end 1985 to
provide ample time for evaluation.
Therefore, about 30 wildcats should
be drilled this year. Any significant
discoveries will require additional
rigs for step-out drilling. In the ab-
sence of a major discovery, the rig
count is likely to stabilize at about 16
to 18 through most of the year.

On November 22, 1984, CNOOC
announced the opening ol a second
round of bidding for an additional
100,000 sq km of the coastal shelf.
Second-round bidding is not limited
Lo companies that partic ipated in the
19791980 surveys, and is being con-
ducted in phases. The first phase cov-
ers 13,300 sq km in the east
Yinggehai basin adjacent to the
ARCO/Santa Fe area. Foreign com-
panies had 1o confirm their intent to
bid by January 31. CNOOC plans to
invite bids on March 5, with Septem-
ber 5 the deadline for tender submis-
sion. Companies hope that the ex-
perience CNOOC gained from the
first round of bidding will enable it to
evaluate the tenders and conduct fi-
nal negotiations more quickly this
time. Both the accelerated pace of
the tender process and the likelihood
that new operators will become in-
volved could lead to additional rig
mobilizations and increased drilling
activity toward the end of 1985.

—Richard S. Ondrik
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One US importer’s example illustrates that the China business is not for

everyone

How Not To Do Business

he prospects for American

trade and investment in

China, whatever the past

disappointments and frus-
trations, continue to show medium-
and long-term promise. Yet the
China business is not for everyone.
Unsuccessful business ventures do
occur, often the result of mistaken
perceptions ol how to do business in
China, as well as short-sighted busi-
ness planning. The experience of a
small importer of sand and gravel
equipment provides a useful illustra-
tion of some potential pitfalls for
other firms contemplating business
with China.

Like many others, the executives of

this American importing company
were impressed in the early 1980s
with China’s low wage rates and the
possible cost savings of manufactur-
g in China. Their desire for the
casy, short-term profits that China
seemed to promise overwhelmed
careful, step-by-step business
development,

At the urging of a Hong Kong
trading company, the US firm invited
and paid for draftsmen from China
to visit its facilities to make produc-
tion drawings of American-made
sand and gravel equiprent. In addi-
tion, several American-made ma-
chines were shipped to China for ex-
act reproduction. By 1983 the
American company was importing up
to $1.5 million worth of Chinese-
manufactured machinery annually.

Much of the basic equipment in
the sand and gravel equipment indus-
try is technically simple in design and
construction. The basic technology is
generally of pre-World War 11 origin
and virtually free of patent protec-
tion. The equipment is used in pits,
quarries, and mines to crush, classify,
separate, dewater, and convey rock,
sand, and metallic ore.

10

Thomas N. Thompson

This importer's attempt to repro-
duce widely used American-designed
equipment in China was, in essence,
an effort to short-cut the more typi-
cal manufacturer’s investment in re-
search and development, industrial
plant start-up, market entry, sales,
and after-sales service. The American
company blithely expected to enjoy
the increased profitability of off-
shore contract manufacturing made
possible by low-cost Chinese labor.
Unfortunately, the effort proved

disastrous.

Quality control breakdown

One big mistake the American
company made was to leave quality
control up to the Chinese. US repre-
sentatives were not present when the
imtial machines were assembled, to
ensure that they met all the specifica-
tions of the original American-made
equipment. When the Chinese fac-
tory representatives visited the US,
they did not see the equipment op-
erating in the held to ascertain exact
operating requirements. [t was ap-
parent during subsequent visits to
some of the participating Chinese
factories that, with minor exceptions,
they lacked sufthcient first-hand ex-
perience and expertise with the
equipment they were making for the
Ameri

can buyer.

As a consequence, quality control
procedures were minimal, makeshift,
and did not include field testing. In
some cases, Chinese factories had not
set up quality control schemes at all.

Thomas

tional business consultant based in Seat-
tle, Washington. He holds a doctorate
degree from [ohns Hopkins University,
and 1s the author of China's National-
ization of Foreign Firms: the Politics
of Hostage Capitalism, 1949-1954
(University of Maryland).

Thompson is an interna-

With China

Even when factory managers recog-
nized the theoretical importance of
factory control, they were still likely
to rely on cheap and easy solutions.
[n the case of a defective gearbox
housing, for example, putty was used
to fll in cracks or indentations in-
stead of improving the casting. It was
then painted over.

According to one of the US im-
porter’s customers, the Chinese did
not want to admit that they could not
of the contracted
equipment. Much of the contracted

manufacture all

machinery was technically simple,
such as sand screws that are still be-
ing rented to satisfied customers. But
other items are subject to much
higher wear, and thus require more
stringent  production  specifications
including, in some cases, specialty
steel. When the sand screws worked
well enough, the American firm
made the mistake of assuming that
more advanced machinery would also
work—even in the absence of quality
control procedures. “But the Chi-
nese share in the blame,”
buyer, “because they had to save
face; they couldn’t admit that they
couldn’t
equipment.’”’

Bureaucratic and systemic factors
probably also played a role. For ex-
ample, sometimes a Chinese factory
was dependent for a component part
on a ministry other than the one that

says the

make the more advanced

governed its own operations, and
thus the factory had little influence
over the component’s quality. More
generally, poor quality is traceable to
a central planning and production
system that still places primary stress
on fulfilling quantity, not quality,
goals.

To be fair, the record shows that
Chinese factory representatives
clearly expressed at the outset their
concern over manufacturing equip-
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ment to the American firm’s speci-
fications and design, and not their
own. They worried that in the event
of equipment failure, the American
company would unfairly try to hold
them responsible. Yet the Chinese
factories remained eager, perhaps
too eager, for the business. Had they
been more familiar with the design
and application of the equipment,
they might have insisted on detailed
contract provisions to address their
worst fears.

As early as the summer of 1980,
the Chinese argued that it was very
important to work out a standard for
check and acceptance.” As a short-
term solution, the Chinese proposed,
and the American firm accepted, that
the quality of the Chinese-made pro-
duction sample, upon acceptance by
the American firm, would serve as
the standard against which all future
production of that particular model
of equipment would be accepted.

The Chinese agreed to guarantee
“any faulty main parts within, gener-
ally speaking, a year of shipment.”
But, because of their ignorance of
the equipment’s design and applica-
tion, the Chinese factories refused to
\‘\";l'l'l'lll][’\" ;lll\‘ ])ill'l 1O h(_' kl]()(‘k(’(],
heavy-loaded, or that touched di-
rectly with rock, sand, or ore.” The
two sides never reached an agree-
ment delineating in unambiguous

language the nature and extent of

Chinese factory guarantees. They
never even thoroughly discussed the
matter or agreed on an exact method
for settling disputes.

Spare parts short-cut backfires
Failure to supervise quality control
was not the only mistake the Ameri-
can company made. It also examined
the Chinese samples only superfi-

cially, and rarely field-tested any of

them prior to confirming sales agree-
ments or establishing production re-
quirements. In its zeal to maximize
profits starting with initial sales, the
company also failed to order any
spare parts for most machines, and
inadequate quantities for others.
Company managers made this deci-
sion based on the fact that the parts
were interchangeable with original
American-made equipment. The firm
would not need to provide spare
parts and service because customers
could obtain these elsewhere. But us-
ers of the sand and gravel equipment
had to pay more for new American-
made spare parts than for Chinese-
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made spares. And in many cases,
parts were not immediately available
in the US, so the end user would have
to shut the machine down until the
needed part could be acquired. This
frustrating situation hardly pro-
moted repeat sales or fostered a reli-
able reputation for the equipment.

Machinery was ordered from
China a year in advance of shipment.
It was not until early 1983 that the
number of Chinese-made machines
in the field became large enough to
appreciate widespread equipment
failures. Bolts sheared, springs
broke, bearings failed, metal bemt
and cracked, and railings and chains
snapped. As one disgruntled cus-
tomer described an apron-feeder ma-
chine that he ordered, “The thing
was lousy, the material was terrible,
and the chain went to pot right
away.”

Without comprehensive guaran-
tees from the Chinese factories, the
American company chose to provide
its own open-ended warranties and
guarantees for the equipment. Tt did
this for First, the
equipment was new and would need
some form of guarantee to compete
with similar American-made equip-
ment. Second, the importer believed
that a warranty would reduce cus-
tomer resistance to buying an im-
ported product. Third, the American
firm wanted to minimize inventory
costs by moving the machinery to end
users as quickly as possible.

In the final analysis, the cost to the
importer of honoring its warranties
and guarantees more than offset the
advantage of buying from China

three reasons.

even though the Chinese-made
equipment was bought at one-half to
the US-made

two-thirds cost of

equipment.

For example, the US

Workers at a north China factory assemble
a sandscrew prior to shipment to the US
importer described in this case study.

company had to repair the failed
equipment with expensive American-
made replacement parts. When a de-
fective part was discovered in the
field, it was necessary to replace the
importer’s entire inventory of that
part. In addition, those replacements
and repairs were made with relatively
expensive American labor. The
American company often had to fly a
mechanic to a job site to correct
chronic equipment problems. Even-
tually, customers began to resist buy-
ing any Chinese-made equipment,
even those items that had been rela-
tively trouble-free. It became virtu-
ally impossible to move any inventory
at a profit.

Salvage efforts: too little too late

As problems with the equipment
increased, both the Hong Kong trad-
ing company and the Chinese fac-
tories made ad hoc efforts to save a
deteriorating situation that threat-
ened to ruin the entire business rela-
tionship. Though they had no con-
tractual obligation to do so, the
Hong Kong firm and a Chinese trad-
ing organization offered the Ameri-
can partner partial compensation in
the form of cash, equipment at no
charge, and future price reductions.
As additional compensation, the
Hong Kong company proposed a
joint venture with the American im-
porter to continue to supply what all
parties hoped would be much im-
proved equipment on better finan-
cial terms.

For their part, as a matter of
“friendly discussion,” Chinese fac-
tory representatives agreed that the
merchandise was not being checked
carefully enough during production
and prior to shipment. Chinese trade
officials admitted that “sometimes a
factory started production and ship-
ment properly, but in later deliveries
the quality deteriorated.” Regardless
of who was responsible for the design
of the equipment, the Chinese admit-
ted that they had a quality control
problem. They initiated a system of
increased factory inspection by ap-
pointed engineers, with the under-
standing that factory inspection
“could not affect the rights of the
final buyer to make a claim il it found
later that the production does not
correspond to the drawing/sam-
pling/testing procedure.™

Despite these efforts to continue
working together, the American firm
was selling equipment at a loss be-
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cause of its own failure to assess the
costs of doing business with China. In
the resulting acrimonious environ-
ment, the American firm refused to
acknowledge any joint responsibility
for problems with the equipment,
and cancelled all current and future
orders from China. The Chinese,
however, had already manufactured
additional equipment. Several ship-
ments had already arrived at a West
Coast port and others were on the
water. Regrettably, US courts will
now decide the final cost to each
party for what has been a bitter and
frustrating experience for everyone.

The need for manufacturer’s
knowledge

Many of the problems that oc-
curred could have been avoided. The
US firm made both strategic and tac-
tical mistakes. Tactically, the Ameri-
can company transferred too much
of its own responsibilities for supervi-
sion and ultimate control of the con-
tract manufacturing to a third
party—the Hong Kong trading com-
pany. The Hong Kong firm, which
had no experience with sand and
gravel equipment, was left to select
the Chinese factories that would
manufacture the equipment.

As one customer put it, “Everyone
shares in the blame. It was a classic
case of two guys snowing each other.
The Hong Kong exporter and the
American importer both saw big
bucks in the deal; both saw stars. The
problem was that the deal involved an
exporter and an importer—there
was no manufacturer directly in-
volved.”” This lack of a manufactur-
er’s knowledge of the products made
extra work absolutely necessary. Rep-
resentatives of the American com-
pany and the Chinese factories
should have made every effort to visit
end-user job sites in both the US and
China. In so doing, they would have
learned whether the equipment they
were supplying met the customers
needs and standards.

From the Chinese point of view, a
bargain was struck at the outset, and
the available evidence suggests that
they tried to hold up their end of it.
When the initial vision of trouble-
free profits began to fade, however,
the American company’'s manage-
ment proved to be neither tempera-
mentally nor technically qualified to
do the China business originally envi-
sioned. American negotiating teams
never included any equipment manu-
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facturing specialists. The American
side tended to substitute arrogant,
heavy-handed language for the nec-
essary technical expertise. Venting
frustrations and issuing ultimatums
hardly helped resolve differences of
opinion. Indeed, the Chinese con-
sider venting frustrations with abu-
sive language a sign of defeat and a
reason for distrust. Chinese trade
representatives have indicated that in
their eyes, the American company
displayed “an exploitative as well as
patronizing attitude toward China.”

The value of an ongoing
relationship

If the American firm had em-
ployed a gradual approach to its
China business, allocating suthcient
resources to learning the Chinese
contractors’ strong points and limita-
tions, their China relationship might
have survived and prospered. It is
the perceived value of an ongoing
relationship and its future possibil-
ities that typically govern Chinese at-
titudes toward long-term business.
But the importance the Chinese at-
tach to this fact was lost on the Amer-
ican company. Over the years, for
example, various Chinese organiza-

tions have steadily searched for reli-
able suppliers of high-capacity, used,
and reconditioned mining  equip-
ment. I a relationship of trust and
benefit had developed, the US firm
might have enjoyed an excellent
foundation for other business with
China. But they were Lar more inter-
ested in short-term profits, and never
realized that China is not a country
for the ““fast buck.” The US firm in
this tale was probably never sufth-
ciently organized or financially pre-
pared to develop the level of business
that the Chinese were led to belhieve
was likely.

[t is easy in retrospect to suggest a
variety of measures that could have
saved what eventually became a disas-
trous relationship. Some of the
equipment manufactured in China
was relatively free of problems, and
with minor improvements, would
have been very marketable in the US.
But for the parties described here,
the wisdom of hindsight suggests that
they came together with widely dif-
fering expectations. The wisest deci-
sion in their case may have been not
to pursue any business with cach
other. After all, no business is better

than bad business. T

A little understanding may go a long way

How To Do Business
With China

Zou Siyi

ow does one do business
with China? Several
American business peo-
ple have expressed in-
dignation and frustration about ne-
gotiations that run on like endless
marathons, delays in decision making
on the Chinese side, and sudden
changes in foreign trade policies.
Some say they cannot get into the
Chinese market because they don”t
even know whom to approach to ne-

gotiate their business.

Most people attribute these  dis-
tressing circumstances to China's bu-
reaucratic system or to the ineth-
ciency of the Chinese people. In
analyzing the Chinese negotiating
style, some so-called experts even
reach the conclusion that the Chi-
nese simply employ patience as a
weapon to outlast their foreign coun-
terparts. The Chinese are often
dubbed masters of the art of stalling.
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1 do not wish to cover up the short-
comings of my countrymen or deny
the imperfections of our system.
China is relatively inexperienced in
dealing with the West, it is true. Our
knowledge of modern foreign trade,
and even more so of foreign invest-
ment, is scant. The existence of many
overlapping bureaus in our economic
structure irritates not only foreign-
ers, but also Chinese. In some cases,
however, frustrations are caused by a
mutual lack of information and un-
derstanding—a problem that is solv-
able given time and patience.

Problem for investors

The fields of foreign investment,
joint venture, compensation trade,
co-production, and technical cooper-
ation are especially complicated and
generate the most complaints. The
reason is very simple: these fields are
new to China. Even 10 vears ago, we
never thought of inviting foreign in-
vestment. Not until 1979 did the Chi-
nese government adopt a more open
policy, and draft the joint venture
law. The Regulations for the Imple-
mentation of the Law on Joint Ven-
tures were only promulgated in
1983. Even this law is far from per-
fect, leaving many questions unan-
swered. Only through experience can
we reach a stage of maturity where
the laws and regulations will be bet-
ter formulated and more workable.

One obstacle that usually arises in

joint ventures is the question of

“buy-back.” This problem also af-
fects compensation trade, co-pro-
duction, and technical cooperation
ventures. Many American manufac-
turers would like to set up ventures in
China in order to explore the Chi-
nese market, but they are reluctant to
let the products compete with their
own goods in overseas markets. Bui
prospective foreign investors should
be prepared to share a portion ol the
overseas markets with the Chinese. A
Joint venture must, in principle, bal-
ance its foreign exchange. Thus the
foreign investor’s profit can only be
realized by selling the joint venture’s
products outside China. Regulations
have recently been relaxed to allow
pavments in foreign exchange for
joint venture products urgently
needed in China, or usually imported
anyway. But this only covers a small
portion of joint ventures. Generally,
we still expect a joint venture to sell
at least some of its products outside
China.
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Another important issue is with
whom to negotiate a joint venture.
Joint ventures should be negotiated
with production personnel, not trad-
ers. A trading company or an invest-
ment company may act as a bridge,
but the foreigner’s real partner will
be the production organization.
Large projects should be discussed
with the appropriate industrial minis-
try, medium and small-scale projects
with the production organizations
under the local government. To ex-
pedite the process of forming joint
ventures, the Chinese government
has recently broadened the decision
making powers of local governments
to approve projects utilizing foreign
investment.

Still, negotiating a joint venture
requires patience. In the past year
the time required to form a joint
venture has been greatly shortened,
but certain procedures must stll be
followed. Even if all parties agree on
a project, it must still be approved by
the relevant Chinese central or local
authorities. And the funds, raw ma-
terials, electricity, and labor required
must be incorporated into the state
or local development plan to ensure
supplies of these inputs. The time
necessary to set up a joint venture
can be shortened by greater effi-
ciency, but there is no way to shorten
it as much as many American friends
expect.

Trade in a planned economy
Foreigners planning to enter busi-
ness negotiations with China should
also not forget that China has a
planned economy. Each year's im-
ports and exports are planned in ad-
vance and it is much more difficult to
buy or sell products that fall outside
the plan. On the other hand, items
included in the plan can be pur-
chased very quickly. One occasionally
sees a Chinese purchasing mission in
the US buying goods worth millions
of dollars in a few short weeks.
Several exporters selling commod-
ities such as grain and fertilizer have
described Chinese businessmen  as
the best in the world. But other ex-
porters spend much time traveling

Zouw Swyi is chairman and president of
China United Trading Corporation.
Registered in the US and based in New
York, China United was jointly orga-
nized in 1983 by Chinese national and
local trading corporations to handle US-
China business.

back and forth to China without re-
sults: they may well be selling items
that are not in the current import
plan.

Suppose a foreign company offers
China a product that is not part of
the import plan. If the foreign ex-
change is provided for locally, any
end user who wants this product
must apply for permission through
various levels of the bureaucracy un-
til he reaches a competent authority
of the local government. If foreign
exchange is supplied by the central
government, the would-be buver
must go several steps further, until
he reaches a competent authority in
the central government for final
approval.

How can foreigners know the con-
tents of the plan? Unfortunately, in
most cases they cannot. The Chinese
often consider the purchase plan a
commercial secret, and do not wish
to reveal it. Sometimes even the Chi-
nese trading corporations lack details
of the plan. For instance, the annual
import plan may allocate a few hun-
dred million dollars to buy hospital
equipment for the Ministry of
Health. But the related Chinese trad-
ing corporation may not know the
type of hospital equipment needed
until the Ministry of Health submits a
detailed purchase order.

An American manufacturer who
wants to do business with China
should first offer his products to the
Chinese trading corporation con-
cerned. He can expect quick results if
his products happen to be on the
purchasing list; if not, he will have to
wait. In the meantime, he should
continue trying to introduce his
products to the end user. Provided
the end user has foreign exchange
and accepts an offer, a purchase or-
der can be submitted through the
appropriate trading corporation,
and negotiations can begin. If the
end user wants the products but does
not have the foreign exchange, he
must apply through many levels for
his purchase, and the seller must wait
even longer. Many [oreigners may
not like this game of hide-and-seek,
but it is a reality they must face.

Without trying to defend or blame
anyone, I do want to paint a realistic
picture useful to Americans who wish
to trade with China. The prospects
for US—China trade and economic
cooperation are very bright, but fur-
ther mutual understanding is
required. %
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China’s Oil Industry
Charts a New Course

Investment and foreign involvement are on the rise

ramatic changes are un-

derway in China's on-

shore “oil patch.” The

government s allocating
substantially greater resources to de-
velop on land oil and natural gas
reserves. The oil hields themselves are
buying substantially more. foreign
equipment. Most striking, oil fields
have recently begun to contract for a
wide variety of technical services with
foreign companies (see box, page 18),
and are seriously considering risk-
and product-sharing contracts for oil
and gas exploration.

Natonwide economic reforms are
also changing the face of China’s do-
mestic oil industry. The Central
Committee’s strategic October deci-
sions to give basic level enterprises
greater authority and production in-
centives will accelerate changes at the
oil field level. The concurrent
restructuring of the foreign trade
system, which gives end users much
more authority over trade decisions,
will affect even the crincally impor-
tant oil and gas industries.

Previously China’s on land oil in-
dustry symbolized success through
the policy of self-reliance. Prior 1o
1978, one could find signs through-
out China reading “learn from
Daqging,” the country’s biggest oil
fiecld. A Targe part ol the implicit
message was that Daqing did not rely
on outside help o achieve success
and neither should other enterprises.
But recent years have seen a dramatic
turnaround: Daging has hired for-
eign technical consultants, obtained
funds from the World Bank, and may
even be considering joint ventures
with foreign companies. A significant
shiftin priorvities is clearly underway.

Shifting energy priorities
Behind the drive to give oil and gas
fields greater resources and ex-
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panded authority is the gloomy as-

sessment made by China's leaders of

their recent oil and gas exploration
and development experience. As they
forecast future needs and compare
them with past accomplishments, it
has become clear that a new course
must be charted.

For the last three decades, China's
industrial performance has been im-
pressive. China is one of only a few
countries in the world that have sus-
tained annual industrial growth rates
ol 10 percent or more for more than
30 vears. Much as in the United
States, this rapid industrial growth

has been fueled by cheap sources of

cnergy. Industrial growth has been
accompanied by an almost equally
rapid annual growth rate for all pri-
mary energy sources of just under 10
percent, while output of eleciricity
has grown at an even more rapid rate.

Exceptionally high growth rates
for oil and natural gas from the early
19505 until the mid-1970s were the
most important factor in maintaining
China's energy increases. Coal out-
put grew impressively, but less rap-
idly throughout this period, and its
share ol total primary energy fell
from 97 percent in 1952 1o 71 per-
cent in 19820 The growth in
hydropower contributed to the de-
creasing importance of coal, but the
contribution from oil and natural gas
played a key role (see page 15).

Such high energy growth rates cre-
ated few incentives for energy con-
servation. As a result, Chinese indus-
try became a profligate user ol
Dawvid Denny joined the National Coun-
cilin 1982, and s responsible for petro-
leum and other vesource industries. Pre-
wiously he was commercial attache at the
US Embassy in Beijing and an interna-
tronal trade specialist in the Commerce
Department’s China division.

energy. As oil output grew, there was
even a short-lived enthusiasm to re-
place coal-fired boilers with oil-burn-
ing equipment in electric power
plants and in other facilities. The lack
of a rational price system also re-
duced the incentive to conserve en-
ergy in general and oil in particular.
This has led the World Bank to con-
clude that " China uses energy, espe-
cially in industry, a good deal less
efficiently than other developing
countries.”

[n the mid-1970s, growth rates for
all primary sources of energy and
electricity began to fall. The declines,
however, were most pronounced for
hvdropower, oil, and natural gas.
Their growth during the late 1970s
averaged only about one-third of
their long-term growth rates.

In retrospect, it is clear that Chi-
nese economic planners were lulled
by the case ol developing the oil and
gas industry during the 1950s and
1960s into a false sense of security.
This led them to set unrealistically
high goals for industrial growth and
to make critical errors in allocating
investment. Investment in explora-
tion of new oil fields was neglected,
as was the development of new coal
mines and major hydropower sta-
tions to assist energy-starved east and
southwest China.

The recent sharp decline in growth
rates for all energy sources, and elec-
tric power in particular, has caused
great concern among China’s top of-

. China’s “energy czar,” Vice
Premier Li Peng, has hoisted public
danger signals for two years about
the immediate and long-term prob-
lem of energy shortages. The People’s
Daily, in « statement typical of the
ofhcial view, summed up the situa-
ton in late 1983: “Energy supply has
become a pressing problem since the
1970s. It has become a weak link in

fici
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the development of China’s national
economy, in part because of our pre-
vious inconsistent energy policy that
one-sidedly emphasized extraction
and neglected exploration.”

Western pbservers have also con-
cluded that energy shortages con-
strain China’s short- and medium-
term industrial goals. According to
the World Bank, “although energy
production has grown rapidly since
the 1960s and potentially exploitable
energy reserves appear to be abun-
dant, China may face a very dithicult
energy situation in the 1980s, largely
as a consequence ol inappropriate
policies and inadequate investment
over the past 10-15 years.”

Onshore oil and gas gain top
priority

Abundant coal and hydropower re-
sources may be China’s best hope for
long-term energy security. But there
are several good reasons why on-
shore oil fields may hold the key to
China’s short-term industrial pros-
pects. First, development of
hydropower and coal resources will
require relatively long time periods
and massive capital investments. Chi-
nese planners already recognize that
it will be difficult to attain the
present targets for coal and
hydropower output by the year 2000,
Asking these sectors to do even more
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SOURCE: World Bank, State Statistical Bureau, various official statements
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to make up for oil and gas shortfalls
would further strain China's budget-
ary resources.

Second, substantial investment has
already been made in important in-
dustries that use oil and natural gas
as feedstock, such as petrochemicals
(particularly fertilizer factories) and
electric power production. To
quickly reorient these industries us-
ing coal instead of oil would require a
significant chunk of China’s scarce
investment resources. Third, even if
this shift from gas to coal were possi-
ble, it would seriously overload the
already strained transportation sec-
tor. Fourth, such a shift would also
markedly worsen China’s already pol-
luted environment—ijust when Chi-
nese authorities have increased their
commitment to clean it up.

Fifth, the export of crude oil and
refined oil products is a crucial
source of foreign exchange (see table,
page 16). For the last four years these
products have accounted for 20-25
percent of all of China’s exports and
an even larger share of hard currency
ecarnings. China’s planners seem in-
tent on preserving this trend, and the
country has adopted an aggressive oil
and gas export policy. Last year,
China reportedly even lowered prices
to increase its market share at the
expense of other oil exporters.

This policy of exporting critically

short oil while domestic industry is
forced to cut back oil consumption is
even more striking in view of China’s
large and growing foreign exchange
reserves. To a certain extent, it re-
flects the narrow interests of the
Ministry of Petroleum Industry
(MOPI), which now receives greater
credit for its crude oil exports. But
continued high oil exports also re-
flect the fundamental financial
conservativism of China’s planners,
who are attempting to build up as
much foreign exchange as possible so
that they can make large foreign pur-
chases during the Seventh Five-Year
Plan (1986-1990) and the 1990s.

Finally, China must focus re-
sources on land-based petroleum ex-
ploration because of the results dur-
ing the first year of widespread
offshore drilling. The most optimistic
thing that can be said about the geo-
logic formations of the South China
Sea is that they did produce oil—in
fact, oil shows were found in a fairly
large proportion of the wells. But
even at the most promising structure
found to date—an Esso exploration
well with a test flow of 3,200 barrels
per day (bopd)—subsequent drilling
has failed to confirm any commer-
cially exploitable oil fields.

The urgent need for investment

Unul 1978, 1t would have been dil-

- China’s Industrial and

Energy Growth Rates

1957-1965

D Natural Gas

1965-1970

. Electricity

h

1970-1975

Artwork by John Yanson

1975-1980

Gross
Industrial
Output

1980—] ’1984‘

*1984 figures are estimates.

15



ficult to fault Chinese planners for
failing to allocate sufficient invest-
ment to the petroleum sector. For
many years China devoted more re-
sources to energy development than
most other developing countries: en-
ergy typically obtained 40-50 per-
cent of all industrial investment.
Given the rapid growth of oil output
in the first 20 years of development
and the fact that oil supplies out-
stripped domestic demand, it would
have been very difficult for planners
to shift investment resources to the
petroleum sector from other needy
sectors Sll(‘h das []‘ll]]ﬁ])()l'lilli()”. (()ill‘
and communications. Investment in
petroleum has been about the same
as for coal, even though petroleum’s
contribution to total energy produc-
tion has been smaller.

The equation began to change in
the mid- to late 1970s. Petroleum
output began to level off and China’s
industry began to bump up against
('1](‘1}.{‘\’ conslt I'Zlil]lS das a o« )IIH(‘('“(‘I]('('.
Moreover, the annual additions to
new oil and natural gas production
capacity declined sharply, a particu-
larly worrisome trend because of a
concurrent decline in well productiv-
ity at older fields such as Daqing.

Despite these danger signals, in-
vestment in the oil industry also
dropped after 1978. To a certain ex-

CHINA’S EXPORTS OF CRUDE OIL
AND REFINED PETROLEUM PRODUCTS

Volume in million barrels
Value in $ billions

1981 1982
volume value volume
crude oil 102.2 3.26 108.0
refined 345 1.37 36.0
products
total value 4,63

Source: China's Customs Statistics.
Dollar values computed from official exchange rates.
1 barrel = 0.136 tonnes = 42 US gallons

1984
1983 (first half)
value volume value volume value
3.20 108.8 2.89 713 1.79
1.37 36.0 1.31 20.6 67
4.57 4.20 2.46

tent, this represented only a cutback
from an unsustainably high level of
investment in 1978 (more than dou-
ble the 1977 rate). But the fact that
this decline persisted for four years
in the face of stagnant oil production
and severe energy constraints has
been criticized by both Chinese and
foreign analysts as shortsighted. In
the early 1980s, China’s petroleum
industry reinvested less than | per-
cent of its gross revenues. Although
comparisons with foreign companies
are complicated by different prices
and cost structures, this Chinese re-
investment rate was low by any stan-
dard. For example, in the same pe-
riod, the Chevron Corporation
reinvested nearly 10 percent of its

China: Demand for Oil

OIL INDUSTRY

DOMESTIC CONSUMPTION 80%
BOILER & FURNACE

OILFIELD USE 2%
TRANSPORTATION LOSS 6%

REFINERY USE 6%

ELECTRIC POWER 16%

OTHER 19% (PRIMARILY
METALLURGICAL)

PETROCHEMICAL 5%
TRANSPORTATION 12%
AGRICULTURE 10%
OTHER 4%

&

& -

= CRUDE OIL 15% .

& :

9 PETROLEUM =

é PRODUCTS 5% B
SOURCE: National Council Files Based on 1982 data :
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total gross sales.

The decline in investment re-
sources must have been particularly
galling to MOPI when it considered
the vast revenues and foreign ex-
change that it earned for the central
government coffers through oil ex-
ports. China has invested only about
$2 billion annually in the entire pe-
troleum sector, compared with the
sector’s $4 billion exchange earn-
ings. Daqing alone makes contribu-
tions to the central government bud-
get that are approximately equal to
investment in the petroleum sector.

Naturally, many considerations go
into any complicated budgeting deci-
sion. In the case of oil and gas, large
expenditures are often in vain. They
would make no sense at all if China
was already thoroughly explored or if
existing oil fields were extracting oil
and gas fully and efficiently. But
other articles in this issue make it
clear that this is not the case. Vast
areas ol China remain largely unex-
plored, while other areas close 1o
current oil  basins remain
underexplored. Finally, foreign oil
company executives invariably com-
ment on the relative lack of in-fill
drilling in China’s older oil fields.

Underinvestment in new oil ex-
ploration techniques has been espe-
cially striking—an apparent legacy of
the ease of locating Daging and other
large fields. China’s oil industry con-
tinued for many years to use the same
equipment and technologies that had
been successful in locating the easy-
to-find fields. Unfortunately, the new
structures turned out to be smaller,
located at greater depths and in
much more complex and remote geo-
logic structures than Daqging. As one
observer put it, China “continued to
use inferior seismic equipment; as a
result, they were often shooting in
the dark.”
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US DRILLING AND OIL
FIELD EQUIPMENT
EXPORTS TO CHINA

(millions of dollars)

1977 2.9
1978 44.7
1979 200.8
1980 76.4
1981 43.8
1982 53.4
1983 70.2

1984 (Nov) 104.5

Source: Highlights of US Export and Import Trade,
US Dept, of Commerce (various issues)
Table prepared by David Denny.

Looking abroad for solutions

Since late 1982, China's top ofh-
cials have responded to these prob-
lems by substantially increasing their
support for the petroleum sector. In
his late 1982 report to the 12th Com-
munist Party Congress, General Sec-
retary Hu Yaobang stated, “'to en-
sure a fair rate of growth in the
national economy, it is imperative to
step up the exploration of energy
resources.” Throughout 1983 and
1984, Hu and other senior Chinese
leaders made regular visits to oil
fields. Viewing the industry’s prob-
lems firsthand has helped build high-
level support for increased coopera-
tion with foreign companies. Last
September, Hu told MOPI officials to
vigorously utilize foreign equipment
and technology to modernize the in-
dustry. He paid tribute to the indus-
try’s previous success in self-reliant
development, but went on to state
forcefully that, “we have not yel
solved a number of problems that
have already been solved abroad.
Therefore, it is necessary to go all out
to use foreign funds, import addi-
tional equipment and, through co-
operation with foreign firms in ex-
ploiting continental and offshore
petroleum deposits, promote the
development of China’s petroleum
industry.”

The concern of Hu and other Chi-
nese leaders has been translated into
major new allocations of foreign ex-
change to the oil fields. Oil fields
have responded by stepping up
equipment purchases and foreign
technical assistance contracts. As one
company executive who has been in-
volved in marketing petroleum
equipment in China for more than 10
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years summarized the current situa-
tion, ““they are just buying like they
are going nuts.”’

One measure of the increased ac-
tivity is the flood of Chinese petro-
leum-related delegations that visited
US equipment companies in 1984—
particularly during the last half of the
year. They have arrived to hold gen-
eral meetings, assess US technology,
and purchase petroleum equipment.
The two most important delegations
were led by Petroleum Minister Tang
Ke and the president of Daging oil
field, Li Yugang. At this high level,
discussion focused on general princi-
ples for cooperation. However, both

delegations also spent a great deal of

time studying US technology and
equipment in the enhanced oil recov-
ery area.

Most of the delegations visiting the
US have been on purchasing mis-
sions, or are working-level teams
here to assess technology. Two of the
most important working-level delega-
tions were headed by the deputy di-
rectors of MOPI's drilling and devel-
Both
delegations included oil field repre-
sentatives, and were accompanied by
leading negotiators from the China
National Machinery Import-Export
Corp. (MACHIMPEX). The drilling
delegation bought 10-20 newly pro-
duced but stockpiled drilling rigs, a
large number of mud pumps, and a
wide assortment of other old but un-
used equipment. The delegation

(JI)III(‘Ili (l(‘l)ill'lll](‘lll.\.

urtesy of New China Pictures
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A view of Daging oil field, China’s largest.

from the development department
will probably soon make recommen-
dations for future procurements of
thermal and water flooding equip-
ment for enhanced oil recovery oper-
ations at Shengli and Dagang.

In addition to Chinese teams visit-
ing the US, American petroleum
equipment marketing executives
spent more time in Beljing in the last
half of 1984 than at any time since
1978. MOPI and the Ministry of Geol-
ogy and Mineral Resources
(MOGMR) have been carrying on a
wide range of negotiations with both
private sector companies and the
World Bank. US representatives be-
gan negotiations on joint ventures,
technical assistance contracts, and
equipment sales. Many firms visited
the oil fields, which can now carry on
their negotiations directly with for-
eign firms. In fact, MOPI officials in
Beijing are even encouraging such
direct contact.

This stepped-up interest in foreign
technology has already begun to be
reflected in US exports of oil feld
equipment. Through November of
last year, oil field equipment sales as
defined in US Customs statistics ex-
ceeded every year since 1979, These
figures would show even greater in-
creases if they included computers
and seismic equipment, which are be-
ing sold to MOPI and MOGMR in
much greater quantities to improve
exploration techniques and data pro-
cessing, partly as a result of more
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SALES OF FOREIGN OIL FIELD SERVICES

(Us)}

Bechtel (US)

Companie General de
Geophysique (France)*

Core Laboratories Int’l
(UUS) owned by Litton
Industries

Dresser, Magcobar (US)

Fluor Corporation (US)*

Fluor Corporation (US)

Forex Neplunr (France)*
owned by Schlumberger

Geosource (US)

G.S.1. (US) owned by
Texas Instruments

Hong Kong firm*

Improved Petroleum
Recaovery, Inc. (US)*

Japan National Oil
Corporation (]apan)

Keplinger Associates
(Singapore)*

Parker Drilling (US)

Pool-Intairdrill (US)

owned by Enserch

Schlumberger
(Netherlands)

Schlumberger
(Netherlands)

Scientific Software (US)
Snam Proggetti (Italy)*

Technip Geoproduction,
Institut Francais du
Petrol, and EIf Aquitaine
(France)*

Telemedia (US)*
Western Geophysical
(US)

Western Geophysical
(Us)

Shengli Sand Control
Research Center

reservoir engineering

seismic survey

laboratory, engineering
consulting, and field services

deep well mud products and
services

surface facilities engineering
renovation of Tieling—
Dalian segment of Daging—
Dalian crude oil pipeline

well drilling and completion

SEISMic surveys

Seismic surveys

oil field safety

well drilling and completion

Joint oil and gas exploration

reservoir engineering

directional drilling

rigging up and directional
drilling

well logging

analysis of geology and
fracture structure of major
oil and gas fields

reservoir engineering
LPG feasibility study

enhanced oil recovery
feasibility study

training program for oil
field workers

seismic surveys
operation of seismic data

prm'rssing center at
Zhouxian near Beijing

1 under UNDP program

* under World Bank loans to China

SOURCE: National Council files and company officials.
Chart prepared by David Denny,

Foreign company Technical service End user
American Cyanamid polyacrylamide enhanced oil Dagang
(UUS), Mitsui Toatsu recovery treatment

Chemical (Japan)

Baker Sand Control technical assistance for Shengli

one Hubei oil field /two
Sichuan gas fields

Karamay

CNOGEDC

Zhongyuan

Daqing
MOPI's Pipeline
Bureau

Zhongyuan

Qaidam Basin

Unknown

Daqging/Zhongyuan
Daqging

Ordos Basin/Yellow
River, Jiangsu

Zhongyuan

Shengli

Zhongyuan

Zhongyuan

Sichuan Petroleum
Administration Bureau

Qaidam Basin
Zhongyuan

Dagqing

Zhongyuan

Daging/China Shallow
Seas Oil Corporation

Ministry of Petroleum

liberal US export controls. As a result
of aggressive Chinese purchasing ac-
tivity, oil industry observers believe
that within the last six months China
has spent $100 million for submers-
ible pumps, $60-70 million for drill
rigs, and $50-60 million for fractur-
ing and cementing equipment. Other
important recent purchases include
drill bits and a barge to be used in
shallow water. Most of these pur-
chases came late in 1984, and will be
reflected in 1985's trade statistics. As
a result, US petroleum equipment
shipments 1o China in 1985 will
probably even exceed the 1979
record.

The level of petroleum equipment
sales to China for the foreseeable
future 1s difhicult to estimate, but in
1983 World Bank experts concluded
that MOPI would spend between
$200 million and $400 million of for-
eign exchange annually during the
1980s for on land exploration and
development. With China’s new poli-
cies and priorities, it appears likely
that worldwide purchases could
reach $500 million per year by the
mid-1980s.

In addition to equipment sales,
there has been a remarkable increase
in China’s willingness to employ for-
eign companies on technical assis-
tance contracts. Many such contracts
were under discussion in the 1978—
79 period, but only a few came to
fruition. The successful ones (such as
Parker Drilling Company's contract
to drill a directional well to control a
blown-out well) were highly specific
and generally of an emergency
nature.

In the last two years, however,
there has been a big increase in the
number of foreign engineering com-
panies and petroleum consultants
providing technical assistance at Chi-
nese oil fields (se¢ box). This trend is
an important new source of business
for the West's depressed petroleum
industry. Such on-site activity will
also generate future business as the
foreign consultants make their rec-
ommendations to Chinese oil and gas
officials.

In short, the priority being at-
tached to onshore oil and gas ex-
ploration and development makes
this an increasingly important part of
China's overall energy plan for the
foreseeable future. Meanwhile, the
sweeping reforms affecting the in-
dustry promise growing opportuni-
ties for foreign sales and services. 5

The China Business Review/January-February 1985



A Survey of China’s Land Oil Fields

Enhanced recovery at existing fields and stepped-up frontier exploration

he attention ol the world

petroleum industry is shift-

ing this year to the achieve-

ments, reserve potential,
and problems facing China’s land-
based oil fields. Although oftshore
exploration has received far more
publicity in recent years, virtually all
of China’s petroleum production
comes from onshore fields that have
been producing for some two de-
cades. China’s oil industry must now
face the challenge of sustaining cur-
rent production levels at existing
land fields in northeast China while

the potential of the continental shelf

and vast basins of the [ar west are
more fully explored.

Although China'’s onshore oil in-
dustry still faces severe problems,
1085 began on an optimistic note.
Higher levels of domestic investment
and the introduction of foreign tech-
nology in recent years are having a
positive impact: othicial PRC reports
indicate verification of more than
3 hillion barrels of new in-place re-
serves on land in 1983, and at least
that much again in 1984, bringing
the current level ol proven plus
probable reserves into the 10-15 bil-
lion barrel range. Output levels, orig-
inally projected by many sources to
decline by 1985, rose 8 percent in
1984 to average nearly 2.3 million
barrels of oil per day (bopd), with
further growth of 5 percent per vear
targeted through the end of the de-
cade by China’s planning agencies,

It will not be easy to achieve this
steady growth rate. The major oil
fields of China’s northeast corridon
(Daqing, Shengli, Rengiu, Liaohe,
and Dagang) reached a production
plateau, or have declined in output
since 1978, Daging, which produces
I million bopd, half of China’s cur-
rent crude oil production, will be
able to maintain current output lev-
els through the end of the decade
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only by investing heavily in in-fll
drilling and enhanced recovery. Both
Shengli and Liaohe have managed to
reverse production declines through
the use of modern seismic surveys
and other advanced exploration
technology, but the list of problems
remaining at China’s mature fields is
Impressive:

P chronic underinvestment—Dbasic
investment in exploration and field
development has grown to perhaps
$2-3 billion per year, up from an
average of $1.5 billion in past years,
but still very low by international
standards;

P falling well productivity—due to
water Hooding and extensive infill
drilling on existing structures, aver-
age well productivity has declined by
8 percent per year between 1980 and
1983, from 105 bopd to 85 bopd on a
national average;

P rising water cuts—the use of
carly water injection to maximize
production levels has led to serious
reservoir damage at some helds. Wa-
ter production from o1l wells al
Daging has reached 70 percent and is
increasing by 3 percent per year, Chi-
na's oil hields now inject 2.5 barrels
of water for every barrel of oil pro-
duced, and over 90 percent of Chi-
na's fields must use water injection to
maintain reservoir pressure and oil
production;

P obsolete cquipment—produc-
tion of a wide array of petroleum
equipment at 240 domestic machin-
ery plants has saved foreign ex-
change, but also burdened China’s

Richard S. Ondnrik s divector of Energy
Projects (S.E. Asia) Ltd. Kim Woodard is
president of China Energy Ventures,
Ine., and the author of The Interna-
tional Energy Relations of China
(Stanford 1980). Both authors are fre-
quent contributors to The CBR and other
trade journals.

will be key issues for the future

fields with a vast inventory of obso-
lete or nonfunctional equipment;

Plack of expertise—the petro-
leum industry can draw upon a great
number of good workers and engi-
neers, but few have modern drilling
or production experience—they par-
ticularly lack expertise in key tech-
nical fields including reservoir engi-
neering, geophysical survey, data
processing, and enhanced recovery
technology:

P bureaucratic management—this
problem is often cited in the Chinese
press as the parent of all the others.
Overcentralized
the “iron rice bowl,” excess stafl,
poor communications, and regional-
ism stifle initative and create risk

decision-making,

aversion across a broad spectrum of
China’s oil field organizations.

Paying the price for early success
China’s recognition of the petro-
leum industry’s current basic short-
comings contrasts with previous
vears. From the early development of
Daging oil held in the late 19505
until 1978, the petroleum industry
basked in a glow of success, achieving
20 percent annual growth rates. But
in 1978 this growth curve ended
abruptly, and for the past seven years
national crude oil output has hov-
ered at just over 2 million bopd.
This present plateau in national
output can be attributed in large part
to the development of Daqging. Tt can
be argued that both the size and rela-
tive ease of Daqging's development
lulled the Chinese petroleum indus-
try into a state of sell-conhidence,
inhibiting technological advance-
ment. Using little more than obsolete
equipment and revolutionary slo-
gans, the Chinese were able 1o
achieve exponential increases in oil
production at Daqging. But with the
maturation of Dagqing and other
northeast o1l fields in the Late 19705,
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Photo from National Council files

China had reached the limits of its

technology. Furthermore, the ease of
early development led to a pattern of

chronic undercapitalization and
underinvestment in both exploration
and development. Finally, the discov-
ery of Daqing reinforced a regional
bias toward petroleum development
in the heavily industrialized areas ol
the northeast. As a result of this pol-
icy, the huge and promising basins of
the far west remain largely unex-
plored—and more important, they
stll lack roads, railways, communica-
tions, and even the most basic infra-
structure needed for exploration and
development.

A pressing need for new
discoveries

The Ministry of Petroleum Indus-
try (MOPI) has responded to this situ-
ation by stepping up exploration ef-
forts. MOPI drilled 115 more wildcat
wells in 1983 than in 1982, and put
800 drilling teams (about 250,000
personnel) to work drilling a total of
26.3 million feet, nearly 3 million
more feet than the previous year.

According to World Oil magazine,
MOPI drilled a total of 4,124 wells in
1983, including 2,244 development

—

wells, 902 service wells, and 978 ex-
ploration wells. In addition, the Min-
istry ol Geology and Mineral Re-
conducted 1ts

sources OWIl

wildcatting program with about 60 of

its 100 rigs in constant operation.
The average 1983 rig count was 850
Q00 active rigs (including rigs in tran-
sit), up from an average count of 700
active rigs in 1981,

By the end of 1983 two-thirds of

the 25,214 wells in service in China
required pumping. Almost 90 per-
cent of the producing wells were in
the northeast
that
there is only one well for every 230 sq
kms of basin area in China's vast far
western basins. To date, only 20 per-
cent of China's sedimentary basins
have been extensively explored.

the mature helds of

corridor, while 1t 1s estumated

Development at existing fields

The main focus of activity at Chi-
na’'s eastern fields is the eftfort 1o
rehabilitate and extend the life of the
existing fields. Many of these field
complexes are experimenting with
enhanced recovery technology, and
stepping up exploration efforts on
the peripheral areas of the fields.
These programs are beginning to

Chinese workers on a drilling rig at Daging oil field.
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have an impact, with some fields
projecting current output levels fur-
ther into the future, and others hop-
ing for rising production during the
Seventh Five-Year Plan (1986-—
1990).

Daging: Dagqing, the supergiant oil
field complex located in northern
Heilongjiang Province in the
Songliao Basin, is still very much the
backbone of China’s petroleum in-
dustry. Daqing produced 1.04 mil-
lion bopd of medium quality crude in
1983, and will average slightly more
than this in 1984,

Both foreign and Chinese experts
recently projected that Daging would
experience a serious decline in pro-
duction levels by the mid-1980s, but
it now appears that the field may be
able to sustain production at or near
the 1 million bopd level through the
end of the decade. If this occurs, it
will be a major triumph for the Chi-
nese petroleum industry, buying time
for frontier exploration and provid-
ing a major source of export crude.
Daging now supplies the bulk of Chi-
na's 400,000 bopd in crude and pe-
troleum products exports, earning
$4 billion per year in precious for-
eign exchange—a figure that ex-
ceeds total annual investment in the
oil industry.

Daqing has 6,000 producing wells,
of which about two-thirds require ar-
tificial lift. Average well flow rates
are 200-300 bopd, although this
overstates productivity, since the wa-
ter cut has reached 70 percent and is
still increasing. Key recovery technol-
ogies include the exiensive use ol
electric submersible pumps, im-
ported over the past several years
from TRW Reda, chemical injection,
fracturing, and efforts to plug water
fingering.

Daging has also resorted to wide-
spread use of inhll drilling 1o over-
come the waterflooding problem and
sustain output levels. Development
drilling averaged 400 wells per year
prior to 1980, but rose to 700 wells
per year in 1981 and 1982, More
than 1,000 wells were drilled in 1983,
including 765 production wells, and
current plans call for continuation of
infill and development drilling at
about this level through 1987.

Several exploration programs are
also underway on the Songliao plain
near Daqging. Currently 14 explora-
tion rigs are active in the area, includ-
ing two run by foreign crews. During
1983, 77 exploration wells con-
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firmed 440 million barrels of new
reserves. This program was extended
in 1984, with discoveries for the year
projected at 510 million barrels. Re-
coverable reserves were estimated at
3.5 billion barrels in August 1983 oi
about eight to 10 years at current
production levels. Discoveries an-
nounced in the last two years have
equaled about two-thirds ol the cur-
rent output level, indicating that pro-
duction declines can be expected by
the end of the decade.

Shengli: 1.ocated near the mouth of

the Yellow River in Shandong Prov-
ince, Shengli symbolizes China’s el-
fort 1o extend the life of existing
fields while intensifying the search
for new reservoirs. Communist Party
General Secretary Hu Yaobang and
Premier Zhao Zivang both visited
Shengli during 1984, when Hu called
on Shengli to become China’s “sec-
ond Daging” by the end of the de-
cade. This ambitious target would im-
ply a doubling ol current output
levels.

The Shengli oil feld presents an
interesting study in the impact ol
modern oil field technology and
management on an existing field
complex previously thought to have
reached output maturity. Crude oil
output at Shengli reached an carly
peak of 350,000 bopd in 1980, and
then declined 1o 325,000 bopd in
1981 and 1982, But meanwhile, un-
der the leadership of oil field presi-
dent Zhu Wenke, Shengli adopted a
series of management reforms and
began 1o rapidly introduce foreign
equipment and geophysical services.
These measures had an immediate
effect, both in stabilizing output
from existing structures and in iden-
tifying new reservoirs under and
around existing production zones. In
1083, Shengli's crude oil output re-
covered to the level of 365,000 bopd.
By August 1984, production had
Jumped to 430,000 bopd, an 18 per-
cent increase in a single year. Several
factors have been important in this
SUCCESS!

Psand control—Shengli has se-
vere sand control problems stem-
ming {rom unconsolidated sand in
shallow producing zones (3,500~
5,000 feet). At the end of 1982, only
3,000 of the field’s 5,000 wells were
producing, with many of the rest
sanded in. The Shengli Sand Control
Rescarch Center was established 1o
correct this prablem and has begun
to import modern gravel packing
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technology and equipment. The cur-
rent pace of gravel packing is slow
(about 50 wells per year), but has
already begun to rehabilitate fields
where production had been shut in.

Pinvestment and technology ac-
quisition—basic capital investment
in Shengli has been stepped up 1o
include importation of critical equip-
ment for enhanced recovery, as well
as foreign seismic, well-logging, and
drilling services that have led to a
number of new field discoveries in
the past two years. In the 1980s
Shengli has opened its door to direct
contact with petroleum service and
equipment companies and has en-
couraged technical exchanges at the
oil field level, a practice previously
frowned upon in other fields and in
other levels of the bureaucracy.

P drilling activity—development
drilling jumped from 140 wells in
19892 10 460 wells (3.6 miliion feet) in
1983 and may have reached 750 wells
(6 million feet) in 1984, Exploratory
drilling probably reached 100 wells
in 1984, while 6,000 miles of seismic
lines were run, double the 1983 level.
Drilling is also reaching deeper pro-
ducing zones, ranging up to 16,000
feet. As a result of this activity, al
least six field discoveries have been
made in the past year, with test vields
in the 5,000-25,000 bopd range. Ad-
ditions to reserves at Shenghi were
about 1.5 billion barrels in 1983 and
probably were even greater in 1984,
A doubling of production by the end
of the decade (to 700,000-800,000
bopd) may not, therefore, be an un-
realistic target, although this would
still fall short of Daging’s I million
bopd.

’h('.l\} oil
Shengli, along with the Liaohe and
Karamay oil fields, has substantial
heavy oil reserves. This year the US
Trade and Development Program
(TDP) funded a $300,000 feasibility
study for Shengli’s Shanjiasi heavy oil
reservoir, which has proven reserves
of 275 million barrels and possible
recovery of 950 million barrels. Pro-
duction of the oil would require
steam injection to 3,500 feet in an
unconsolidated formation, which
would stretch the limits of available
thermal recovery technology. Two 20
million BTU steam generators have
already been purchased for an ex-
perimental “huff and puff” pro-
gram. Development of the Shanjiasi
heavy oil reservoir could cost $265
million, including approximately

development—

$115 million in imported equipment.

Shengli's well-deserved recogni-
tion stems from the successful com-
bination of enhanced oil recovery at
existing fields and the vigorous ex-
ploration program. Shengh will not
cure all of the oil industry’s head-
aches in China: Shengli’'s crude, for
example, is heavier and less desirable
on the export market than Daqing
crude. But it is clear that the leader-
ship at Shengli has taken the first
dose of the right medicine.

Liaohe: l.ocated at the northern
edge of the North China basin near
Shenvang, Liaoning Province,
[iaohe oil field’s characteristics are
similar to those of Shengli and
Dagang. The field was discovered
soon after Daqing in 1965, and
brought into production in the late
1960s. Reservoir depths range from
about 3.500 to 10,000 feet. Present
output at Liaohe is about 154,000
bopd, but new discoveries continue
to be announced from this highly
faulted area. Last year alone, over 7
million barrels of additional reserves
were verified, largely through the use
of advanced seismic and coring tech-
niques. The field’s drilling program
averages about 120 wells per year.

Liaohe, like Shengli, has been se-
lected as the site for a heavy oil recov-
ery pilot project, this one sponsored
by the World Bank in association with
the Karamay development project.
Liaohe has experimented with some
pilot projects already, but none have
resulted in commercial applications.
The World Bank will provide expert
assistance, reservoir engineering,
monitoring, and advanced equip-
ment and technology to the pilot
projects. It successful, thermal re-
covery techniques will likely be ex-
tended to the entire held.

Dagang: Dagang oil field is located
in Hebei Province on the shores of
the Bohai Bay. Production from
Dagang began in 1969, peaked al
94,000 bopd in 1975, and has now
stabilized at just under 60,000 bopd.
However, all of this production came
from 900 wells sunk in a shallow res-
ervoir, In 1978, an exploration well
was drilled 1o 13,000 feet, yielding
1,950 bopd of crude oil and 1.1 mil-
lion cubic feet per day of natural gas.

In 1983 China’s first deep-horizon
oil field, the Maxi field, went into
production. The depth and high
pressure in the strata called for the
use of sand fracturing techniques to
open the seams and achieve good

n
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permeability. The 15 wells of the
Maxi hield (in the southern portion of
Dagang) each produce an average of
330 bopd oil and 777,000 cu {t of gas
per year. Output will probably in-
crease substantially as further deep-
horizon development gets underway.
In addition, the Chinese are pressing
lorward with exploration of the shal-
low sea and beach areas around
Dagang. Thirty-two wildcats were
drilled last year, and more than 300
Chinese seismologists have been in-
volved in survey work, In addition,
two seismic teams from Western Geo-
physical have been contracted to as-
sist in field operations on the ex-
panded exploration effort.

Rengiu (Huabei): Huabei oil field is
a complex of five distinct oil fields in
central Hebeir Province covering a
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total area of about 30,000 sq km. Of

the five—Renqiu, Baxian, Yongqing,
Hejian, and Yanling—only Rengqiu
currently produces oil. However,
development is progressing on a sec-
ond structure where at present four
wells produce 2,500 bopd of crude
and 2 million cu ft per day of natural
gas.

Rengiu was the first Pre-Cambrian
reservoir discovered in China, with
reservoirs at 11,000-13,000 feet and
oil-bearing strata about 200-400 me-
ters thick. The structures are known
as “buried hill”” formations, similar
to the anticlinal structures found in
the US, yet are actually ancient hills
subsequently buried by sedimenta-
tion. The discovery of Renqiu was a
major breakthrough for the Chinese:
it was both the first carbonate oil

J
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ficld found in China and had the
thickest known reservoir formation.
Renqiu currently produces
240,000 bopd from 80 wells, giving it
the highest per-well yields in China.
Wellhead pressures are 440 pounds
per square inch, with high bottom-
hole temperature and pressure con-
ditions. This complicates the installa-
tion of monitoring and artificial lift
equipment, requiring pumps with
high temperature resistance. Water
cuts average 40 percent, although
some wells already produce 65 per-
cent water. Renqiu’s output has de-
clined seriously from the 350,000
bopd achieved in 1979, making it one
of China’s problem fields.
Zhongyuan: The Zhongyuan com-
plex presently consists of six small oil
fields, namely, Wenliu, Fucheng,
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Wenminzhai, Weicheng, Guoyunji,
and Qiaokou. Situated about 500 km
south of Beijing in a densely popu-
lated agricultural area on the Yellow
River, Zh'ungyu;\n covers 4,000 sq
km in Henan and Shandong
provinces.

Eighteen hydrocarbon-bearing
structures have been identified, with
producing zones in both limestone/
dolomite and sandstone formations.
Chinese geologists expect to verify

reserves totaling 3.5 billion barrels of

oil and 2 trillion cu ft of natural gas
this year. Present proven reserves are
1.5 billion barrels of oil-in-place, 700
billion cu ft of associated gas, and
550 billion cu ft of nonassociated
gas. Oil deposits are generally from
50-80 feet thick, and the oil has a low
sulphur content.

Development at Zhongyuan did
not begin until 1979, and the pro-
gram is still in its initial stages. Cur-
rent efforts involve about 80 active
rigs drilling exploration and develop-
ment wells and about 40,000 work-
ers. Targeted production from all
fields this year is 100,000 bopd of oil
and 60 million cu ft per day of natu-
ral gas. Present production is 60,000
bopd of crude and 30 million cu ft
per day of associated gas.

Frontier exploration

The fields discussed above are all
located in either the North China
Basin or the Songliao Basin. With the
exception of Zhongyuan, they all
reached maturity five to seven years
ago. If the introduction of advanced
foreign technology at these existing
fields lails to extend their lile
through 1990, the impact of declin-
ing petroleum production will be felt
throughout the Chinese economy
and will imperil the modernization
programs of Deng Xiaoping. This un-
derlines the urgent priority of ex-
ploring the other 80 percent of Chi-
na's land basins located in the far
west and elsewhere. Further delays in
frontier exploration could lead to de-
clining petroleum production in the
early 1990s, when today's mature
fields may reach their ultimate limits.
It takes at least three to five years to
bring a fully delineated field discov-
ery into production, and will take
even longer in the remote and hostile
desert environment typical of Chi-
na's western basins, so there is no
time to waste.

Karamay and the Junggar Basin:
Oil production from China’s huge
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130,000 sq km Junggar Basin in the
arid and desolate Xinjiang Autono-
mous Region comes from one single
area—the Karamay oil [lield.
Karamay, located at the northwest-
ern tip of the Junggar Basin near the
Soviet border, is an area of surface
oil seeps and solid asphalt mounds; in
fact, the Uighur name “Karamay”
means “black hill.” Since its discov-
ery, nearly 20 oil fields have been
developed in the Karamay vicinity.

Development began under Soviet
guidance in the mid-1950s, but in-
vestment and resources soon shifted
to Daging and other fields in the
northeast corridor. Output remained
at about 10,000 bopd for 20 years,
growing slowly 1o 30,000 bopd in
1979. However, the plateau in na-
tional oil production led to renewed
efforts 1o develop the Karamay re-
gion in the late 1970s and carly
1980s so that production now ex-
ceeds 80,000 bopd. The Chinese
expect the field to be pro-
ducing 140,000 bopd by the end
of the Current
estimates are in the range of 300
million barrels.

In October 1980,
signed a three-year contract with
Companie Generale de Geophysique
of France for seismic surveying in the
areas surrounding Karamay. During
the three-year period three French
and seven Chinese seismic teams shot
8,686 km of seismic lines, and delin-
cated 30 potential hydrocarbon-
bearing structures. Soon after the
contract ended in October 1983,
China announced the discovery of a
5,000 sq km overthrust zone bearing
substantial quantities of oil and gas.
The French company won another
contract to conduct further seismic
surveys under a $750 million ex-

decade. reserve

the Chinese

ploration and development program
financed in part by a loan from the
World Bank.

Since 1980 Chinese have
drilled an additional 700 wells at
Karamay and plan to drill 600 more
by the end of this year. Water injec-
tion is common in the mature fields,
as well as acidizing and fracturing in
the carbonate  structures. Karamay
became the site of the first contract
for onshore drilling by a foreign
company (Parker Drilling) in 1980.

An experiment in steam injection
for the recovery of heavy crude was
completed in September 1983, and
After
injection of 2,000 tonnes ol steam,

the

deemed a moderate success.

1

the extraction rate from formerly
nonproducing wells reached about
116 bopd for 20 days. The second
application resulted in similar output
levels for 30 days. A major aspect of
the World Bank loan to Karamay is
the funding of a heavy oil recovery
pilot project at the field. The bank
expects the project to increase
known reserves by about 2 billion
barrels of heavy oil in-place in the
shallow reservoirs of Karamay. If suc-
cessful, thermal recovery is expected
to be applied on a large scale at
Karamay for recovery of heavy oil.
Tarim Basin: Covering 560,000 sq
km, the Tarim Basin is the largest
single land basin in the world. Exten-
sive seismic surveys, conducted by
both Chinese and foreign crews, have
barely scratched the surface, al-
though they have been underway
since 1980. Last October the Minis-
try of Geology announced the single
largest discovery in the basin to date,
a wildcat well yielding 3,000 bopd of
crude, and a large amount of natural
gas. Parker Drilling has done some of
the drilling in the area under con-
tract to the Ministry of Geology.
Shallow sediments in the Tarim Basin
are of marine origin, while the
deeper sedimentary layers are of the
lacustrine type more typical of Chi-
na's major basins. It is simply too
carly to judge, even in the most spec-
ulative terms, what oil and gas re-
sources the Tarim Basin may hold,
but the basin is certain to be a key
frontier exploration region for the
remainder of the century. The Tarim
Basin is one of the areas that may be
opened o foreign exploration be-
fore the end of the decade, although
the transportation barrier (the basin
lies 3,000 miles from the coast) will
make the logistics of production
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sharing difficult at best.

Qaidam Basin: The Qaidam basin
lies at an average clevation of 10,000
feet and has severe weather, making
logistics and transportation ex-
tremely dithcult. Prospecting in the
Qaidam Basin began in 1954 under
Soviet assistance, yet oil deposits ver-
thed in the past four years equal the
total confirmed reserves of the previ-
ous 20 years.

China signed a three-year $34.2
million contract with Geosource for
seismic exploration in the Qaidam
Basin, which provides for 10,000 km
of seismic lines and transfer of tech-
nology to Chinese geophysicists. This
effort has resulted in the discovery of
the Gasikule Lake oil field—ex-
pected to be a high-yield formation in
the southwestern part of the basin,
which could produce 20,000 bopd
beginning in 1987, To date, 13 ex-
ploration wells have been drilled and
development is planned to begin in
early 1985,

Four other structures have also
been found: Nanmasi and
Youshashan in the west, and Shizigou
and Lutoushan in the south. Another
20,000 bopd is currently produced at
the Lenghu, Yushashan, and
Utuburek oil fields in the Qaidam
Basin.

Ordos Basin: This basin has been
known for a long time, but very little
modern exploration has taken place.
A cooperation agreement has been
signed with the Japan National Oil
Company for joint exploration
of the northern part of the basin
area.

Eren Basin: The Eren Basin in the
central section of Inner Mongolia is
targeted for expanded exploration in
the next four years. A few wildcats
have been drilled, and reserves
are estimated at 7 billion barrels.
Oil field construction has begun
in four regions of the basin area,
and initial production is expected in
mid-1985.

Bose Basin: The Tiandong field, re-

cently discovered in the Bose Basin of

the Guangxi Zhuang Autonomous
Region, is the only sizable field dis-
covered so far in southern China. It
has yet to begin production, but is
the site of increasing activity.
Tiandong covers 340 sq km, has thick
sediments, and good trap structures.
Oil and gas strikes have been made in
65 of 90 wildcats drilled to date, and
production is expected to reach
2,000 bopd of crude by 1986. In July
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1984, a stepped-up exploration pro-
gram began with funding from the
United Nations Development Pro-
gram—the single largest UNDP pro-
gram in China. The Chinese may also
seck foreign private sector participa-
tion in developing this field.

The opening door to China’s land
oil fields

I'he possibility of production shar-
ing arrangements with foreign oper-
ators for onshore exploration and
production in China has recently be-
come the subject of much specula-
tion. Both Petroleum Minister Tang
Ke and State Councilor Kang Shi'en
have publicly indicated that the Min-
istry of Petroleum is seriously consid-
ering the subject, and is preparing
draft  production-sharing contracts
for use in negotiations with foreign
exploration companies.

Many of the major oil companies
active in the South China Sea are
interested in exploring China’s great
land basins as well. Small indepen-
dent oil companies may also want to
try their hands at land exploration in
China, either on a service contract or
production-sharing basis. The in-
crease in oil field autonomy means
that marketing efforts should reach
beyond the central ministry level in
Beijing to the individual oil fields,
and will require emphasis on the fi
between product lines and fhield
requirements,

The Chinese have yet to designate
which basins will be opened for for-
cign exploration. Only one region,
Hainan Island, has called for tenders
from foreign companies, to explore
and develop the Qiongbei onshore
oil field in conjunction with the
opening of the second round of oft-
shore tenders. The Hainan govern-
ment carried on low-key negotiations
with many foreign exploration com-
panies throughout 1984, and it ap-
pears that the Qiongbei project may
become the first “test case™ for on-
shore production sharing
agreements.

Discussions continue over other
areas as well. The Japan National Oil
Company (JNOC) has agreed to do

joint seismic exploration in the Or-

dos Basin and the shallow areas of the
Yellow River in Jiangsu, which could
lead to production-sharing arrange-
ments at a later stage. Similarly, Ja-
pan’s Export—-Import Bank is lending
some $2.4 billion for development
Dagang,

assistance at l.iaohe,

Daqing, and the Bohai offshore
fields. A few major oil companies
were invited 1o Beijing last year to
express their views on exploration of
the land basins. China is likely to
make initiatives to some of them this
vear, but reaching hnal agreements
will be a slow and involved process.
Technology transfer programs are
likely to be emphasized.

Barring a major shift in economic
policy, China’s modernization pro-
gram will require substantial in-
creases in investment and imports for
China’s land o1l fields over at least
the next six vears. In contrast to the
cuphoria and disappointment of the
19781982 period, the rest of the
decade should be a time of modest
but sustained growth in China’s
land-based oil production, and
foreign sales of petroleum equip-
ent, services, and technology to

e
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f all the sectors of the Chinese

economy that the World Bank

has lent to, none is more

controversial than onshore oil.
In the past two years the bank has ap-
proved three loans totaling more than
$360 million to help explore and develop
onshore fields, and is currently investigat-
ing the possibility of a fourth loan for
technical assistance to natural gas fields
in Sichuan Province.

Some of the bank’s members, notably
the United States, have expressed con-
cern that World Bank lending for petro-
leum projects crowds out capital that
could be lent by commercial banks. The
World Bank has recently adopted new,
more restrictive guidelines for petroleum
lending to all developing countries, but it
hopes to remain an active supporter of
energy development in China. Flexibility
in implementing the new guidelines and a
Chinese willingness to engage in new
forms of cooperation should create con-
ditions for continued World Bank partici-
pation in that vital sector.

The bank's energy strategy in China has
been to stabilize onshore oil production
during the critical short and medium
term, to allow the country time to develop
its long-term energy alternatives in coal,
hydropower, and offshore oil. The loans
approved to date—to Daqing, Zhong-
yuan, and Karamay—combine short-term
production and long-term modernization
benefits. In the short term, the bank has
sought to reverse recent production de-
clines in older oil fields by introducing
enhanced recovery techniques and ex-
ploring and developing peripheral reser-
voirs. The goal has been to help the Chi-
nese maintain onshore production at over
735 million barrels per year at least in the
medium term.

The bank designed the loans to have a
long-term payoff by including training
programs in new oil field technologies
and modern management techniques.
The loans are to be vehicles for as broad a
range of technology transfer as possible.
Each project addresses a unique set of
technical production obstacles, requiring
its own specially tailored mix of technol-
ogy, technical assistance, and training.

The bank’s first loan was $160 million
for Daqing oil field’s $675 million
Gaotaizi Reservoir Development Project.
Daging, the most important oil field in
China, produces about half of total on-
shore production. The fundamental chal-
lenge was to improve oil recovery from
the deep Gaotaizi reservoir through the
application of modern enhanced oil re-
covery technology. The project calls for
drilling 615 oil wells and 206 water injec-
tion wells. High pressure water pipelines
and {low lines are being laid, water injec-
tion pumping stations are being built, and
the capacity of existing dehydration sta-
tions is being expanded. The project is
expected to increase crude production by
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The
World Bank’s
Petroleum
Loans

Creative solutions to boost
onshore production

Matthew J. Matthews

more than 22 million barrels per year.
With its training centers for field and
management workers, laboratories, and
computer center, Gaotaizi will represent
an example of the latest oil field technol-
ogy for the entire Chinese petroleum
industry.

The World Bank has lent $100 million
to the Zhongyuan-Wenliu oil field 500 km
south of Beijing for a project with a total
investment of $500 million. The 1983
loan includes a larger exploration compo-
nent than Daging, and provides funds to
tackle a new set of technical issues cen-
tered around improved secondary recov-
ery techniques and up-to-date comple-
tion practices. Construction of a liquified
petroleum gas plant to process associated
gas is one aspect of the project that helps
China make use of this vastly underuti-
lized resource. The Zhongyuan project
also includes a technical assistance pro-
gram, training center, laboratories, and a
computer center—all to be completed by
1987.

A $100 million loan to the $750 million
Karamay Oil Field Project in the Junggar
Basin of northern Xinjiang Province fo-
cuses on exploring the Karamay oil belt
and extracting heavy oil. Two seismic sur-
vey teams are being outfitted for three
years to carry out the planned explora-
tion. The bank expects that the surveys
will increase known reserves by about 2.2
billion barrels. A total of 530 exploration
and appraisal wells are to be drilled. Two
pilot projects will test the ability of steam
injection technology to extract heavy oil
more economically than current meth-
ods. Some funds will also go to Liaohe oil
field to study this issue. Transport and
treatment systems will also be modern-
ized to further reduce operating costs.

Matthew J. Matthews is a research intern
at the National Council and a graduate
student at the Johns Hopkins University
School of Advanced International
Studies.

The project is well underway, and the
pilot projects will be completed by 1989.

Management of the Karamay oil field
will be upgraded with the installation of a
computer center and expansion of Kara-
may's seismic data processing capabi-
lities. Outside consultants will be hired
to conduct studies and design better
methods of reservoir management and
development.

Most observers are convinced that by
helping China acquire better technology,
the bank's loans will bring immediate pro-
duction increases. The technology trans-
fer component in each loan will also up-
grade China’s long-term ability to explore
and develop its oil resources. Reinforcing
this, the bank’s training programs for oil
industry personnel will provide a more
highly skilled workforce to handle the
new technologies with increased effi-
ciency and safety.

Given such apparently laudable finan-
cial and developmental success, it may
seem surprising that the bank’s endeavors
in this sector are so controversial. Ironi-
cally, it is the very financial soundness of
the loans that has been the center of
controversy. The US government has
questioned the wisdom of making loans
for 20 years that can conceivably be re-
paid in less than 10. The Reagan Adminis-
tration maintains that the potentially high
rates of return in the petroleum sector
make the loans appropriate for private
sector financing. Reducing petroleum
loans would also free up scarce World
Bank resources for loans to other sectors
of the economy with lower rates of
return.

The World Bank's new guidelines for
petroleum loans stress its role as a catalyst
for attracting private capital, and require
that future projects in the petroleum sec-
tor include at least one of the following:
co-financing with commercial banks; ex-
tensive use of foreign services, involving
either a joint venture with international
oil companies or the purchase of oil field
services under contract; or policy con-
ditionality. Under the latter requirement,
the bank must be satisfied that the loan
makes a positive impact on a country’s
petroleum sector policies.

Since the Chinese have consistently op-
posed such requirements, the level of fu-
ture World Bank lending to China’s pe-
troleum sector is unclear. But the new
guidelines seem to allow for various
means of implémentation. Given suffi-
cient flexibility on both sides, the new
guidelines should not signal the end of
World Bank lending to China's petroleum
sector. Indeed, the two sides may be able
to work out creative new financing
schemes that will enable the bank to
build on its already substantial contribu-
tion to China’s onshore oil develop-
ment, and perhaps encourage greater
participation from foreign firms at the
same time.
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Natural Gas: the Untapped Energy

atural gas is an industry

in need of invigorating.

Gas supplies only 3 per-

cent of China's energy
needs, compared to about 70 percent
for coal and 20 percent for oil. An-
nual output has dropped about 20
percent since 1979, Geography can
be blamed for some of the problems
facing the industry. But the Chinese
government, through official ne-
glect, has failed until now to capital-
ize on the country’s apparently boun-
tiful gas reserves. The time may have
come to rethink that strategy.

While searching for oil off the
south China coast in 1983, Atlantic
Richfield discovered huge natural
gas reserves. The discovery sheds
light on both the problems and the
prospects of China’s natural gas in-
dustry. Located 65 miles from the
closest Chinese shoreline, the find
presents obvious problems of utiliza-
tion. Yet the apparent enormity of
the find has encouraged ARCO 1o
invest considerable resources in
scarching for a profitable way 1o ex-
ploit the gas. With luck, the two sides
will agree on a scheme to pipe the gas
to a proposed huge fertlizer plant on
Hainan Island that will allow China
to reduce its imports of this critical
commodity (see page 27). The
project, which would increase Chi-
na's gas output by 50 percent, may
provide just the shot in the arm
needed by the country’s natural gas
industry.

Production concentrated in
Sichuan and the northeast

No one really knows how large Chi-
na's natural gas reserves are. Esti-
mates range from that given by an
optimistic  Chinese petrogeologist,
who put reserves at some 870 trillion
cubic feet (enough to last more than
2,000 years at current low levels of

26

Tom Engle

consumption), to a World Bank esti-
mate that puts recoverable reserves
at 4.6 trilion cu fi. The latter implies
only a 10-year reserve at current con-
sumption levels. The bank, however,
notes that gas reserves have not heen
adequately explored and that known
reserves may be a small [raction of
the full potential. China currently

produces less than 420 billion cu ft of

gas per year, the great majority of il
at two widely separated areas of the
country.

Sichuan Province accounts for at
least half of China’s known natural
gas reserves and annual production.
The province reportedly produced
about 186 billion cu ft in 1983, The
people of Sichuan have some experi-
ence in hnding and using gas: they
drilled theiwr first gas well 1,900 vears
ago during the Eastern Han dynasty
and used the product as fuel to evap-
orate brine for salt. Sichuan’s gas is
“nonassociated,” e, not part of any
oil deposits. More than 100 drilling
and exploration rigs are in operation
in about 60 producing gas tields in
the province. China's biggest pro-
ducing field—at Weiyuan in the
Sichuan Basin south of Chengdu—is
thought to have reserves of about 1.4
trillion cu fr.

Despite production declines in
Sichuan since 1980, a recent Chinese
press report said the province could

double its gas output by the end of

the decade. But there are indications
of only a modest increase in explora-
tion and development efforts. In
1983, 61 exploration wells were
drilled in the province and 21 new
gas discoveries verified. Fortunately
for ambitious provincial planners, 60
percent of the known oil- (and thus
often gas) bearing strata in the
Sichuan Basin have not vet been
drilled.

Most of the rest of China’s natural

Is China ready for a major commitment to natural gas?

gas is associated gas produced in
northeast China’s major oil helds,
especially Daging and Shengli. Much
of this gas traditionally has been
burned off as waste, but Chinese en-
gineers have made greater efforts in
recent years to capture the gas along
with the crude oil. Sull, Daqing's gas
output peaked at 330 million cu fi
per day in 1980 and by 1983 had
slipped to 240 million cu ft per day.
Almost 10 percent of China's 1983
gas output was gathered from oil
fields at Shengli, near the mouth of
the Yellow River in Shandong
Province.

Areas of future promise

Though dwarfed by these main
producing areas, shallow gas deposits
are also known to exist along the
coastal plain in Jiangsu, Shanghai,
and Zhejiang. Several other onshore
gas sites, although unimportant in
terms of current production, deserve
mention as areas of active explora-
tion and/or estimated high reserves.
Chinese experts believe associated
gas reserves of some 1.8 trillion cu [t
may be present in the Zhongyuan
Basin, a 2,000-square mile area along
the border between Henan and
Shandong provinces. Drilling is con-
tinuing in an effort to verify this op-
timistic estimate. Othcial Chinese re-
ports say Zhongyuan will soon
replace Daqing as the biggest natural
gas producer in eastern China, with
annual output exceeding 20 billion
cu ft.

At the Huabei complex ol five oil
fields in central Hebei Province, four
new gas wells discovered in late 1982
and carly 1983 produce 840,000-2.2
million cu ft per day. Associated gas
reserves at the Liaohe oil field in
Liaoning Province are estimated at
about 1.2 trillion cu ft; 111 gas wells
were in operation there last year.
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China’s major untapped gas re-
serves are believed to lie in the far
west. Chinese French
teams have mapped 30 potential oil
and gas bearing structures over the
past three years in Xinjiang's Junggar

and SeIsmic

Basin, where France's General Geo-
physical Co. has been working under
with the Petroleum Cor-
poration of China. Gas was discov-
ered more than 20 years ago in the
Qaidam Basin in Qinghai, but has so
far been used only in small amounts
for local consumption; the rest has
been shut in because of the absence

contract

of pipelines to transport the fuel to
more populated areas.

China also has substantial but cur-
rently inestimable gas reserves off-
shore. The principal confirmed hind,
ARCO’s in the Yingge area ol the
South China Sea south of Hainan
Island, is expected to produce 500
million cu ft per day alter develop-
ment. The French oil company Total
Chine has also found gas in the South
China Sea. Two test wells sunk in
1983 have flows of 2.5 million cu ft
and 6.3 million cu ft per day.

In the east, the China Shallow Sea
Oil Exploration Co. says rich oil and
gas reserves have been found in the
waters and beaches near Tianjin.
Three hundred seismic experts are
reportedly at work in the field, in-
cluding two teams from Western
Geophysical Co. China’s Ministry ol
Geology has also found big natural
gas deposits in the East China Sea,
But besides the transport problem,
development of these fields is com-
plicated by the fact that they lie in
territories disputed among China, Ja-
pan, South Korea, and Taiwan. Sull,
some experts envision China selling
this gas to Japan via pipelines to be
built before the end of this century.
And some even foresee Chinese gas

China’s Natural Gas

Output 1970-83
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SOURCE: State Statistical Bureau
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sales to Taiwan as one element in an
eventual rapprochement between the
mainland and the island.

How China uses ils gas

The country’s severe shortage of
pipelines dictates that almost all nat-
ural gas is used near the production
site. Thus gas is an extremely rare
commodity outside of Sichuan Prov-
ince and the northeastern oil fields.
Published Chinese estimates of how
gas is used are only partially helpful,
so some speculation is required to
arrive at a complete picture.

The single biggest use of gas in
China, about 30 percent, is as feed-
stock for making fertilizer. Gas from
fields in southern Sichuan, for exam-
ple, is piped to Luzhou’s Natural Gas
Chemical Works, which produces
400,000 rtonnes of synthetic ammo-
nia and 640,000 tonnes ol urea per
year using equipment imported from
the United States and Holland.

About a quarter of the gas pro-
duced is used in other heavy indus-
tries, mainly other petrochemical in-
dustries and metallurgy. Sichuan’s
gas reserves have fueled a rising
chemical industry in the province.
The Sichuan Changshou Vinylon
Plant in Chongqging, China’s first
large complex producing chemical
products and fibers from natural gas,
was built 1974 and 1979,
Seven complete sets of production
cquipment were imported from
France and Japan for the factory,
which produces vinylon staple and

between

draft varn, polyvinyl alcohol, and vi-
myl acetate. (See page 41.) China’s
first natural gas treatment factory to
incorporate foreign and domestic
technologies went into full operation
at Wolonghe near Chongqing in
1982 after almost two years ol trial
operation. The plant, whose main
components were imported from Ja-
pan, produces petrochemical prod-
ucts using sulfur it removes from
highly sulfurous natural gas. Clean
gas is also produced.

China’s oil fields probably use
about 20 percent of the gas pro-
duced, or about half of the associated
gas. Oil fields use gas o heat oil, 1o
heat workers' houses and adminis-
trative buildings, or reinject it 1o
force more oil to the surface.

Most experts believe that about 15
percent of China’s natural gas is used
by households and commercial enter-
prises. The latter includes small fac-
tories, which probably make up the

bulk of this category. Residential use
of gas apart from oil workers’ hous-
ing is small but growing. Facilities in
83 cities permit some 18 million peo-
ple to use gas for heating and cook-
ing, four million more than in 1980.
But this includes families using bot-
tled gas: houscholds that rely on
piped gas constitute only a small mi-
nority. And most of the gas consum-
ers live in Sichuan, the only part of
the country with a large-scale distri-
bution network for household use.
Still, the government is making ef-
forts to upgrade existing urban gas-
works and build new facilities as it
tries to improve living standards and
reduce air pollution from burning
coal. Projects recently completed or
under construction will bring gas of
one sort or another to 700,000 more
households in Beijing, Shenyang, and
Tianjin by 1987,

China burns the remainder of its
natural gas, some 10 percent, in ther-
mal power plants. But this figure
does not represent all the gas directly
burned as fuel since some of the gas
counted for industrial use is actually
burned by power plants adjacent to
factories.

An industry confronted by
problems

Natural gas, like oil, is an industry
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that is resource-constrained and thus
driven by new discoveries. The prob-
lem is that most of China’s gas is
thought to be underwater or found
in environmentally harsh western re-
gions—thus raising exploration
costs. China has not suthciently in-
vested in exploratory drilling  that
might confirm the existence of actual
deposits, despite the country's prodi-
Annual in-

gious estimated reserves.
vestment in natural gas exploration is
perhaps $60 million while investment
in development is an even smaller
$50 million at most.

I'he problematic location of Chi-
na's gas also means that exploraton
drilling, while necessary, is only the
first headache. Transporting the gas
is also expensive under such condi-
tions. The country is beginning to
make some progress in building gas
pipelines. A 90-mile line will link the
Zhongyuan hield to a fertilizer plant
in Henan Province while another
planned line will send gas 230 miles
to plants in Hebei and Shandong.
New pipelines are being built to sup-
ply industries and households in
Beijing with gas from the Huabei
fields. The effort remains scant rela-
tive to the need, however, and will

stay that way unless more imvestment
funds are allocated for pipeline
construction.

Still, the problems facing the natu-
ral gas industry do not end with inad-
equate investment in exploration and
development. Where the Chinese are
exploring, they are confronting im-
portant technical barriers. As one re-
cent visitor to China, Robert Helner
IV of the GHK Companies put it,
“Most exploration is in shallow sedi-
ments—that’s where they are limited
to exploring due to the available
technology. There's a higher volume
ol gas in deeper wells, but the Chi-
nese don’t have the technology to
drill for it. They haven’t begun 1o
drill for gas in China.”

Another frequently cited reason
for the recent production decline is
bad reservoir management al exisi-
ing nonassociated gas [lields in
Sichuan. Many Western experts say
Sichuan fields are experiencing a de-
cline in reservoir pressure because
Chinese engineers are allowing (oo
much gas to flow up the wells too
quickly. As pressure drops, water be-
low the gas deposits more readily
penetrates the gas and becomes
mixed with it at the wellhead. But

A natural gas pumping station in Sichuan
Province. Sichuan currently produces about
half of China’s gas and hopes to import mod-
ern technology to help it double output by the
end of the decade.

Workers at a wellhead at Sichuan Province's Weiyuan gas field, the country’s largest.
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another recent visitor to China, CER
G.R.

Leutkehans, says the situation is not

Corporation  President
so simple. “It's not obvious that wa-
ter coning is the source of the prob-
lem even though that’s the first logi-
cal explanation. Various things
happen during gas production: pres-
sure drop, pipe corrosion, water con-
ing, etc. The Chinese know they have
a problem but lack the data 1o under-
stand the production dynamics. The
remedies they've tried haven't
worked.”’

China has made more progress in
reducing the waste of natural gas
produced as a byproduct at oil fields.
In burning oft this associated gas,
China has merely followed a pattern
established by developed countries.
In trying now to reduce waste, the
country is going through the same
evolution. Gas once wasted 1s now
used to make electricity or as feed-
stock for fertilizer plants. The Minis-
try of Petroleum Industry is expected
to use gas to fire two heavy-duty tur-
bines it is buving from General Elec-
tric that will provide power at the
Karamay and Daqing oil helds.

But there is sull much room for
improvement; gas flares remain an all
too familiar sight at oil fields. As
much as half of the gas produced at
the Zhongyuan oil field, for example,
is reportedly sull burned off. And
China’s coal mines annually dis-
charge 106 billion cu ft of methane,
an amount equal to one-fourth of
annual gas output. This methane
could potentially be piped to cities
for residential and commercial use.

Energy crisis forces rethinking of
the potential of gas

Widespread agreement  prevails
among Western experts that China
faces a serious energy shortage, and
that the Failure to exploit the nation’s
gas reserves is one facet of the short-
age. China’s modernization goals re-
quire energy production increases
that will be ditficult to achieve, espe-
cially since China hopes to continue
generating a large portion of its an-
nual foreign exchange receipts
through petroleum exports. Many
experts think that resolving this di-
lemma will require a broad-based en-
ergy policy that places achigher prior-
ity on developing China's gas
resources. Optimists believe Chinese
energy planners are moving toward
just such a decision.

GHK’'s Hefner says, “The Chinese
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realize how much energy it will take
to be a developed country and they
realize the potential ol their natural
gas resource base. The commitment
is there to invest in gas and in the
whole infrastructure associated with
it.”” CER President Leutkehans
gained the same impression during
his visit to Sichuan: “Saving the
Sichuan gas fields requires a big in-
vestment, but the Chinese are going
to have to make it. 1 had the feeling
they're committed.™

There are other indications that
planners may be shedding their prej-
udice against gas. The country plans
to expand its gas-based fertlizer and
chemical industries. And the govern-
ment has recently raised the price of
gas, providing an additional incentive
to develop existing resources. Hel-
ner says Central Planning Commis-
ston officials told him the price rose
threefold between June and Septem-
ber last year. But it remains artifi-
cially low: the new othcial price, ex-
pressed in oil equivalent terms, is 8
per barrel. Hefner says, “"The Chi-
nese realize prices must be brought
more into line with other countries,
but it will take quite some time.”

Opportunities and problems for
foreign involvement

If China is truly rethinking its ne-
glect of natural gas, it may have o
turn to foreign firms, for the tume
being at least, in order to gain the
technology needed 1o reverse the
production decline at established
ficlds and effectively explore and de-
velop new fields. One Western expert
described foreign involvement in
China’s gas development 1o date as
one of the areas of greatest potential
but least action, Any increase would
al-

be from a base ol virtually nil
though some foreign seismic teams
are working under contract in China,
no foreign companies are now drill-
ing specibically for gas onshore. Until
ARCO’s serendipitous hind made con-
firmation drilling necessary, the same
held true for off shore areas.

In terms of foreign activity,
ARCO's discovery and proposed fer-
tilizer deal is thus casily the biggest
game in town. ARCO and its partnes
Santa Fe Minmervals (Asia) Co. Lad.
have been negotating with the Chi-
nese on |)1'I)illlgl the gas o a I)I'n[)n\(':l
fertilizer plant on Hanan Island tha
would produce at least 3 million
tonnes ol anmmonia per year. Reporis
sy the pipeline would cost about
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$500 million and the factory $2.5
billion. ARCO Chairman Robert An-
derson has discussed the venture
with China’s top leader Deng Xiao-
ping and Premier Zhao Ziyang, both
ol whom have approved the project’s
general concept.

Fertilizer companies from Japan
and several Western countries have
expressed interest in building the
plant. It is not yet known if all the gas
produced would be used as fertilize
feedstock. Many experts believe thai
il China and ARCO set the deal some
ol the gas will also be used to gener-
ate electric power. According to one
report, Premier Zhao supports a plan

If China is truly rethinking
its neglect of natural gas, it
may have to turn to foreign

firms to gain the technology

needed to reverse production
declines at established fields
and effectively explore and
develop new fields.

to pipe some ol the gas as [
Guangzhou, where it would be used
to generate electricity for mainland
Guangdong Province.

GHK Corp. is another American
company tryving to position itself for
expanded business opportunities in
natural gas. Hefner, the firm’s co-
ordinator for exploration and pro-
duction, has made several trips to
China 1o discuss possible onshore
drilling in different parts ol the
country. Among the areas where
GHK would like to do business s
Sichuan, which has geologic similar-
ities to the Anardako Basin in west-
crn Oklahoma where the company
does the bulk of its business. Helner
about reaching some
form ol an agreement and believes

IS oplimistic

prospects are good for smaller inde-
pendent firms—especially inareas
where the reserves are not thought to
be Lurge enough to attract multina-
tional firms,

GHEK is trying to sell China on the
idea that as much as one-third of 1s

future energy growth could come
from natural gas. Gas is clean, eth-
cient, and can be used as fuel for
power plants of various sizes, It re-
quires lower capital investment than
developing coal or nuclear power
sources. Hefner believes China will
soon negotiate various business ar-
rangements with foreign firms rang-
ing from drilling service contracts to
production sharing agreements. CER
Corp. is discussing a proposal to per-
form reservoir evaluation and stimu-
lation methods. Corporation Presi-
dent Leutkehans hopes the firm will
sign an agreement to work in China
in the first half of this year.

A production sharing arrange-
ment, which GHK would prefer,
presents obvious problems due to the
fact that onshore gas cannot be ex-
ported. The virtual absence of inter-
national trade in natural gas means
that there is no established world
price. At what foreign exchange
price should the foreign investor in a
production sharing arrangement be
remunerated: Hefner says he and the
Chinese have been discussing
schemes whereby the partners arrive
atan average world price, orin which
the foreign partner would be paid in
exportable oil on an energy-equiva-
lent basis. Such considerations are
sure to bedevil any proposed foreign
equity involvement in China’s gas
industry.

World Bank to the rescue?

The nonexportability of gas raises
concern that foreign capital will not
become involved as readily as the op-
timists predict. China has been reluc-
tant to spend foreign exchange in
developing an industry unless there is
a prospect of product exports. Gas
can only be used domestically, and so
cannot pay for itsell in terms of for-
cign exchange.

The World Bank has been investi-
gating the possibility ol a loan that
might show a way out of this knot.
The bank would lend the foreign ex-
change component of a technical as-
sistance project for Sichuan Basin
gas fields. By eliminating the need for
China to spend its reserves on for-
cign equipment and technology, the
loan renders gas development more
attractive. No one is suggesting such
a policy as a long-term solution to
developing China’s gas resources,
But such funding may be an impor-
tant impetus in the development of a

4

neglected industry. %
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China’s On Land

Oil and Gas Organizations

hina’s onshore oil and gas

indusiries are in the midst

ol signihcant changes that

will aftfect both their inter-
nal organization and their relation-
ships with foreign companies. New
cconomic reforms have granted Chi-
na's on land oil and gas fields more
flexibility and incentives to maximize
output, while opening up the pos-
sibility of joint exploration and pro-
duction-sharing  arrangements with
foreign firms. Meanwhile, the tradi-
tionally restrictive purchasing system
is being abandoned in favor of grant-
ing more direct control over pur-

chasing to the ministries in charge of

oil and gas exploration and develop-
ment. Much of this authority will be
in turn further passed down from the
ministries to their lower-level units.

These trends will accelerate in
1985, But while the general policy
direction is clear, there is sull tre-
mendous uncertainty about how the
new system will work in practice. Al-
though China is moving toward
greater competition in general, key
commodities such as oil and gas will
remain under the tight control of
central planners. Therefore, deci-
stons about these industries will often
be based not on market factors alone,
but on the political ties and bureau-
cratic clout of various Chinese play-
ers. Bureaucratic warfare over cer-
tain key questions pertaining to the
structure of the oil and gas industries
has already begun,

The Ministry of Geology and Min-
cral Resources (MOGMR) and the
Ministry of Petroleum Industry
(MOPI) are the chief operational
units that explore and develop Chi-
na's hydrocarbon resources. They
are large, complicated, and powerful
organizations in the midst of change.
This article presents what is known
about these and other key organiza-
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The industry looks outward

David Denny

tions responsible for on land oil and
gas resources, with emphasis on re-
cent changes in their responsibilities
and functions.

MOGMR: a role in exploration
MOGMR’s basic responsibility is to
survey China's surface and subsur-
face terrain (offshore as well as on
land) for natural resources, with a
mandate to develop detailed (on a
scale of 200,000:1) geologic maps.
MOGMR locates resources through
extensive seismic survevs and
stratographic drilling, but turns them
over to other ministries for develop-
ment once they are determined to be
commercially exploitable. Thus,
MOGMR’s funcuon is like that of the
US Geological Survey, with which
MOGMR maintains a technical ex-
change and cooperative research
program. MOGMR shares another
similarity with its US counterpart:
both have a relationship with the oil
industry that is at once mutually sup-
portive and openly competitive and
even hostile. As the competitive spirit
1s unleashed in China, rivalries be-
tween MOGMR and MOPI have be-
come more visible.
MOGMR devotes substantial re-
“sources to exploring for petroleum.
These efforts are planned and co-
ordinated at the national level by the
Petroleum Exploration Survey De-
partment—one of MOGMR's dozen
or more functional departments (see
organizational chart page 31). Re-
gional or provincial entities carry out
the actual geologic work.
MOGMR already has an aggressive
program to locate on land hydrocar-

bon resources. It has recently been
active in five separate areas that it
staked a claim for in late 1982: (1)
central and east China (including
western Sichuan and the Ordos
Highland in Inner Mongolia) and the

southern region of northeast China;
(2) oftshore areas in the East and
South China Seas: (3) northwest
China, especially the Tarim Basin; (4)
complex geologic structures in east
China's Mesozoic and Cenozoic ba-
sins; and (5) the carbonates in the
upper and lower reaches of the Yang-
tze River.

Last October the Chinese press an-
nounced that MOGMR had drilled a
wildcat well producing d@lmost 3,000
barrels of oil per day (bopd) in the
Tarim Basin. And MOGMR's North
Head-
quarters has claimed credit for find-
ing 370 million barrels of oil reserves
and 353 billion cubic feet of natural
gas reserves “at the periphery’ of the
Zhongyuan oil field in central China.
The latter claim is particularly inter-

China Petroleum Geologic

esting because MOPI, rather than
MOGMR, usually takes the lead in
exploring for oil in and around
proven oil fields.

MOGMR is clearly interested in
developing more extensive relations
with foreign companies. The ministny
has requested aid from a Japanese
company to explore for oil along the

Jiangsu Province portion of the

Yangtze River. And MOGMR ofhcials
in Sichuan have discussed hiring US
crews to renovate and operate an old
Romanian rig, similar to arrange-
ments MOPI has with Parker Drilling
Co. and Pool-Intairdnill (see page 18).
MOGMR has also formed local com-
panies for offshore geologic explora-
tion: The Guangzhou Marine Geo-
logic Exploration Company and the
Shanghai Geoexploration and Drill-
ing Company, which have purchased
foreign equipment, and discussed

joint ventures with foreign compa-

nies to provide drilling and other
techmical services.

In an October interview, a
MOGMR official confirmed that cur-
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rent policy bars MOGMR from actu-
ally developing the commercial re-
sources it finds. But the same official
suggested that this prohibition could
be lifted in the future. Until this is
done MOGMR units will have diffi-
culty offering foreign companies
terms as attractive as those oftered by
MOPL. According to several US com-
panies, these restrictions have caused
dissatisfaction among MOGMR pro-
fessionals, who would also like ready
access to foreign petroleum explora-
tion technology.

Despite restrictions on MOGMR's
operations, US companies have be-
gun preliminary discussions on form-
ing exploration and development
joint ventures with the ministry. Ofh-
cials from the State Planning Com-
mission’s Fuels and Power Depart-
ment met with one US company and
indicated that, in principle, MOGMR
will not be prohibited from exploit-
ing resources it might find: a final
decision will depend on MOGMR’s
ability to put together a satisfactory
contract. Nevertheless, foreign com-
panies should approach such ven-
tures with MOGMR using more than
the usual caution, since they consti-
tute a very basic change in the minis-
try's area of responsibility. Tt would
also set a precedent for MOGMR to
attempt to exploit other resources—
a precedent that would presumably
be resisted by the Ministry of Metal-
lurgical Industries and other con-
cerned agencies.

A close-up look at MOPI

MOPI is similarly undergoing orga-
nizational changes that will affect a
broad range of its activities, includ-
ing relations with foreign companies.
MOPI’s present organizational struc-
ture has four main elements: (1)
functional departments that plan oil
field output targets, exploration and
drilling activities, and allocate re-
sources among fields: (2) producing
oil fields; (3) specialized companies;
and (4) miscellaneous supporting
organizations,

Functional departments. Thesc
departments transform the general
plans of the State Planning Commis-
sion (SPC) into operational orders.
They are also the instruments
through which oil fields receive their
allocation of investment, foreign ex-
change, and other resources needed
for plan fulfillment.

MOPI’s Planning Department is
the channel between oil fields and
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the SPC. It is responsible for rec-
onciling national oil and gas produc-
tion goals with the specific targets for
each field. Since the Planning De-
partment monitors the long-term
development of China’s oil and gas
fields, it plays a key role when impor-
tant new developments are under
consideration. It also has primary
responsibility for the World Bank oil
field loans to China, and has coordi-
nated MOPI's requests to the US gov-
ernment’s Trade and Development
Program for financing feasibility
studies.

MOPI's Equipment Manufacturing
Department controls the ministry’s
own petroleum equipment manufac-
turing facilities. The Supplies De-
partment is in charge of obtaining
the equipment that the oil fields and
the various other functional depart-

ments need to fulfill their plans,
Other departments, such those for
oil field development, drilling, and
geologic exploration, monitor and
provide general direction for the ac-
tivities of subordinate companies
that carry out the actual work. They
receive regular reports on activities
of their subordinate organizations in
the oil fields and periodically make
inspection tours to the fields.

As in other sectors of the Chinese
economy, the lowest n])t’l".nillg
units—in this case the oil fields’ ex-
ploration or drilling companies—ap-
pear to be under dual control of the
relevant MOPIL departments in
Beijing and local oil field officials. In
the past, department officials have
been powerful arbiters of local oil
field plans and exercised control over
the fulfill

resources necessary Lo
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those plans. For example, the drilling
companies of the various oil fields
appear to take their orders for spe-
cific drilling activities from the local
oil field officials. But annual drilling
plans and the number of drilling rigs
and stathng needs are monitored and
approved by MOPI's Drilling Depart-
ment in Beijing.

When an oil field needs additional
drilling resources, it requests them
from the Drilling Department.
MOPI's Drilling Department then has

a number of possible options: (1)
transfer drilling resources from
other hields; (2) ask the Supplies De-
partment for inventoried resources
or to requisition newly produced
Chinese equipment; or (3) request
the Supplies Department to import
the equipment. It is difficult to neatly
categorize the decision-making pro-
cess among these various depart-
ments and oil fields. Foreign compa-
nies report that when technical
discussions on importing equipment

actually begin, MOPIL is often repre-
sented by individuals from the Sup-
plies Department, the relevant func-
tional department (e.g., Drilling
Department), and the end-user oil
field.

Oil fields. Large oil fields have
been accorded department-level sta-
tus under MOPIL. Directors of these
fieclds thus report directly to the pe-
troleum minister or vice minister. Al-
most all of China's nonassociated
natural gas fields are located in
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Sichuan Province and their divectors
report to the Sichuan Petroleum Ad-
ministration,
department level status within MOPL

which also has

The balance of power between the
oil fields and MOPI has shifted con-
siderably over the vears. During the
early growth vears of China’s petro-
leum industry, MOPI's power went
largely unchallenged. Tt could move
resources around the country at will
as new ol helds were discovered. For
example, alter the discovery ol
Daqing, large numbers of technicians
were moved there from Yumen in
northwest China. The same process
occurred in the late 1970s when
skilled workers at Daqing were
moved en masse to Shengli.

Although MOPI's functional bu-
reaus still wield considerable author-
iy, the power of the local oil fields
has since grown, while that of MOPI's
departments has declined. Older oil
fields such as Daging have become
large, powerful organizations in their
own right, and as a result, are better
able to protect their own resources
despite pressure [rom Beijing. For
instance, one Daqing oil field techni-
clan told an American friend about
his desire to transfer to south China
to work in offshore exploration.
Such a transfer seemed to make good
sense, since he had excellent English
and technical expertise. But when the
American suggested that the techni-
cian discuss the transfer with MOPI's
Beijing headquarters, the individual
replied resignedly that Daqing would
probably not release him. The oil
fields obviously guard their best em-
ployees jealousy, and have some con-
trol over their assignments.

Another anecdote comes from a
US petroleum equipment exporter,
whose company wanted to modify a
contract calling for the delivery ol
drilling rigs to two different Chinese
oil fields. The US firm stated that oil
field A" did not need the rigs imme-
diately, and that it would make more
sense (and save the company trans-
port costs) to send the first batch of
rigs to oil field "B, But when the
firm suggested the change to a MOPI
ofhcial, he seemed unable to make
the decision. Instead, he skeptically
asked the US company if they were
sure they could get the oil field to
agree to the change.

[.ast December, President 1.
Yugang of Daqing oil field empha-
sized that relations between oil helds
and MOPI functional departments
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would henceforth be on a “business™
basis. Relations would be that of *'sis-
ter” units, implying that oil fields will
no longer take orders from the
departments.

As their power has grown, China’s
oil fields have also become insulated
from each other. People working
closely with the oil fields have noted
an extremely limited exchange of in-
formation, technology, and re-
sources. One of the most important
World Bank criticisms of China’s pe-
troleum organizations is that “these
large oil companies, sell-contained as
they are, have littde or no contact
amongst themselves or with the rest
of the world; the resulting insulation
makes learning from one another’s
experiences and diffusion ol new
technology significantly more  dith-
cult.” Tronically, the recent reforms
could complicate matters by further
increasing the oil fields” indepen-
dence and insulation.

Specialized companies. The Min-
istry of Petroleum Industry has
formed several corporations with
specialized functions. One such com-
pany, the China Petroleum Engineer-
ing and Construction Company
(CPECC), acts as MOPI's domestic and
international engineering company.
In the past, it has constructed oil and
gas helds, petrochemical refineries,
and oil and gas pipelines. CPECC now
aggressively seeks opportunities to
work abroad and has authority 1o
negotiate contracts directly with for-
eign companies.

The China National Oil and Gas
Exploration and Development Com-
pany (CNOGEDC) is very familiar to
foreign industry representatives.
When Chinese ofhcials travel abroad
or host foreign companies in China,
they often wear a CNOGEDC hat. Oc-
casionally, this has led to the errone-
ous conclusion that CNOGEDC has
independent operational authority
over oil fields or other MOPI operat-
ing entities. In fact, the opposite ap-
pears to be the case. CNOGEDC has
been a small shell organization used
l)y MOPI to meet, greet, and, occa-
sionally, negotiate with foreign com-
panies. Except for a small secretariat
of officials who maintain haison with
foreign firms, CNOGEDC draws its
“personnel’ from the various MOPI
departments or oil fields that have an
interest in foreign equipment and
technology.

CNOGEDC is likely to become even
more visible, since it is currently be-

ing expanded and given important
new responsibilities. CNOGEDC has
heretofore had no operational func-
tions, but in the future it will play the
same role for onshore development
that the China National Oftshore Oil
Company (CNOOC) plays in offshore
operations. In fact, CNOGEDC may
become even more powerful than
CNOOC because MOPI has indicated
that foreign oil companies exploring
on the mainland must utilize Chinese
personnel and equipment to an even
greater extent than offshore.

CNOGEDC undoubtedly will draw
its resources from MOPI's subordi-
nate bureaus and oil fields. However,
it is not clear that CNOGEDC will be
built up as an mtegrated indepen-
dent oil company with substantial
amounts of permanently transferred
resources. It could remain a shell
company that obtains its resources
on short-term loan or contract with
other MOPI organizations.

MOPI has also announced the for-
mation of the China Natural Gas kx-
ploration and Development Com-
pany (CNGEDC). Little is known
about the new company, but it has
met with at least one US company
interested in exploring for natural
gas in China. This suggests that
CNGEDC mayv be the formal MOPI
entity that would cooperate with for-
eign companies when nonassoc lated
natural gas is the target for explora-
tion. However, MOPI ofthcials have
indicated that at this point CNGEDC
does not have authority 1o sign for-
mal  contracts  with  foreign
companies.

The China Shallow Seas Company
(C:SSC) has authority to drill in waters
with depths up to 50 meters. It has
heen active in areas near Dagang and
Shengli. €SSC recently hired two
Western Geophysical seismic crews
to operate in the Bohai.

Educational, scientific, and other
organizations. MOPI also incorpo-
rates a large number of entities that
are only indirectly related to the min-
istry’s petroleum and gas exploration
and production responsibilities.
These include at least six specialized
petroleum colleges and a large num-
ber of general social units. The latter
units support the needs of more than
one million MOPI workers, most of
whom live in integrated “factory
towns.”

Supraministerial organizations

To round out the organizational
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picture, business people should be
aware ol supraministerial agencies
that often hold life and death power
over the ministries. These include the
State Planning Commission (SPC),
the State Economic Commission
(SEC), and the State Council.

The SPC s responsible for both
the annual operational plan and
long-range plans of 5, 10, and 20
vears. The SPC's main role in the
area of energy planning is to analyze
the prospective long-term  balance
between energy supplies and de-
mands, and o make the necessary
mvestment resources available. In re-
cent vears, State planners have rec-
ognized the need to increase invest-
ment in energy, especially in onshore
oil exploration and development.
I'he key bureaus within the SPC in-
volved in energy planning are the
Fuel and Power Bureau and the En-
ergy Conservation Bureau.

The SEC monitors industrial plans
and tries 1o eliminate imbalances.
Since energy shortages are seen as a
njor constraint on industrial devel-
opment, the SEC plays a key role in
national energy planning. When the
former State Energy Commission was
broken up in 1982, the SEC ook
over most of its units including the
Energy Research Institute (ERD). In
an interview last October, an ERI
oftficial said the State Council had
assigned ERI four tasks: (1) 1o fore-
cast energy output targets for annual
and five-year plans, along with the
SPC's Fuel and Power Department;
(2) 1o analyze and make recommen-
dations on energy conservation; (3)
to research alternative sources ol en-
ergy: and (4) to provide information
and statistics on China’s energy
situation.

The State Council is the supreme
supraministerial organization and fi-
nal arbiter of interministerial de-
bates. The State Council iself has a
small regular staft that supports the
premier and vice premiers. It also
occasionally organizes ad hoc inter-
agency groups to reconcile the com-
peting needs ol various ministries.
For example, the State Council has a
“leading group™ for making offshore
petroleum equipment decisions.
While this group was originally
formed to officiate on questions ol
offshore petroleum equipment pur-
chases, the similarity of some tech-
nologies and equipment suggests it
may also become involved in pur-
chases for on land exploration and
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production.

Increasingly, business people ob-
tain guidance from the SPC, the SEC,
and other supraministerial organiza-
tions as to the viability of a given
project, and whether its goals are
consistent with central government
policy. One example of this in the oil
industry is the SPC’s willingness to
comment on MOGMR’s role in re-
source development. However, di-
rect contact with supraministerial
organizations on specific deals re-
mains the exception rather than the
rule.

The role of MOFERT’s trading
organizations

The Ministry of Foreign Economic
Relations and Trade (MOFERT) has
the authority to approve major
projects involving foreign compa-
nies, especially when foreign invest-
ment and technology licensing are
imvolved. MOFERT also controls sev-
eral foreign trade corporations
(IF'T'Cs) that in the past have been the
nearly exclusive purchasers of petro-
leum-related equipment and technol-
ogy. The FTCs did not themselves
make the Key decisions—the State
Planning Commission authorized

MOPI to .\|u'tl(| certain amounts ol

foreign exchange to achieve planned
import targets. Nevertheless,
MOFERT's FICs were the only orga-
nizations with contract-signing
power through which these petro-
leum equipment imports could be
arranged.

In the last two years, there have
been signiticant changes in what Chi-
na's petroleum and geology minis-
tries have been buving, and in the
channels through which they can ac-
quire oil field equipment. Further
striking changes are expected this
vear. The traditional role of
MOFERT's FTCs is also changing.
However, the three FTCs discussed
below will probably continue 1o play
a significant role in purchasing pe-
troleum equipment and services.

The chiel duty of the China Na-
tional Technical Import Corporation
(TECHIMPORT) is to purchase tech-
nology, complete plants, and tech-
nical services. Because MOPL and
MOGMR have mainly bought equip-
ment, not complete  plants,
TECHIMPORT did not play a key role
in their purchases in the past. How-
ever, this has changed over the last
few vears in which China has received
three major World Bank petroleum

loans, and financial aid from the Jap-
anese government earmarked for ol
field development. Since
TECH_IMPORT is the purchasing
agent for all such concessionary
grants and loans, it has gotten in-
volved with the oil industry through
such projects. TECHIMPORT's in-
volvement in the oil industry has also
grown in step with the recent prolif-
eration of technical assistance con-
listed on  page 18,
TECHIMPORT negotiated and signed
most of these contracts together with
CNOGLEDC.

The primary role of the China Na-
tional Instruments Import—Export
Corporation (INSTRIMPEX) has been
Lo plll'('h;l.\(‘ computers, struments,

tracts

seismic survey equipment, and other
high-tech electronics equipment for
MOGMR and MOPL. This has been a
particularly booming business as Chi-
na’s exploration activity has acceler-
ated. Finally, the bulk of petroleum
cquipment has been purchased by
the China National Machinery Im-
pori—kExport Corporation
(MACHIMPEX), and by its Third Bu-
reau in particular.

Both foreign business people and
Chinese petroleum officials have
been unhappy with this system of
trading  exclusively  through
MOFERT's FTCs. Foreign firms criti-
cize the barriers between themselves
and  their ultimate customers—the
oil hields. MOPI othcials chafe at bu-
reaucratic delays, unnecessary hag-
gling, and the lick of expertise dis-
played by FTC ofhcials. The FTCs
often buy equipment that gathers
dust because of a breakdown in com-
munications between MOPL and the

FTCs.

A decentralization of purchasing
power

The system is now being modified.
While MOPI's organizations gener-
allv continue 1o use the FTCs to sign
foreign contracts, othcials of MOPIL's
departments, institutes, and oil fields
are becoming more approachable.
Foreign business people can now
meet with end users directly. Compa-
nies now hold technical discussions
with Chinese end users and even go
tar toward finalizing the details of a
contract with no involvement by
FTCs. Indeed, Chinese oil held oth-
cials now aggressively approach for-
cign lirms without using any
intermediaries.

I'his, of course, has given rise 1o a
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new problem: how is the foreign busi-
ness person to judge the credibility of
the many Chinese organizations that
want to make a deal? In this respect,
the old davs were easier because one
could assume that if the FTC made an
inquiry, then the project already had
othcial approval.

The second major change in the
purchasing system involves a devolu-
tion of authority within MOPI itsell.
Oil field officials have more authority
over foreign exchange expenditures,
partly hecause of a new system
whereby oil fields are credited with
the value of their above-quota oil
output. Quotas are fixed for several
vears and above-quota output is val-
ued at international prices rather
than low domestic prices. Oil fields
are also allowed to retain a portion of
the foreign exchange generated from
their own output. These incentives,
combined with much greater access
to foreign companies, help eliminate
several layers of middlemen. They
should also lead to better purchasing
decisions and a more productive use
of imported equipment.

Finally, MOPI has increasingly
been utilizing nontraditional (i.e.,
non-MOFERT) FTCs. In particular,
Hong Kong-based
Everbright Corporation has been the
agent for at least two oil field equip-
ment purchases by Dagqing. Execu-
tives of one US firm were greatly
surprised when Daqing officials told
them that they wished to scal a deal
through Everbright rather than
MACHIMPEX. Nevertheless, they
agreed to discuss the transaction and

China’s

ended up concluding one of the easi-
est, least time consuming, and most
profitable deals they had negotiated
with China in 10 years. Other active
companies include the China Re-
sources Corporation (a2 PRC com-
pany based in Hong Kong), the China
North Industries Corporation, and
provincial foreign trade
(‘Ul’])f”’il]l()]].‘n

A nationwide reform of the foreign
trade system being put into effect this
year will accelerate changes in petro-
leum equipment purchasing activities
and further erode the monopoly of
MOFERT's FTCs. Under the new re-
forms, the wraditional FTCs are to
become “economic organizations’
that no longer routinely receive
MOFERT budget subsidies to cover
their losses. The FTCs will hecome
merely the foreign trade agents ol
Chinese producers and end users,

tesy of New China Pictures
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and will be increasingly encouraged
1o compete among themselves. Thus,
oil field equipment suppliers may
find themselves negotiating with
INSTRIMPEX in
MACHIMPEX's traditional lines and
VICEe Versil.

The rade reforms will also make
the local branches of FTCs mcreas-
ingly independent ol the Beijing
headquarters, while allowing many
more new trading organizations 1o
provide additional competition for
MOFERT's FTCs. In the petroleum
sector, the most potent new competi-
tor to older FTCs like MACHIMPEX
will he CNOGEDC. It is setting up a
procurement division, and plans to
play an important trade role, based
on the fact that for years it has been

the MOPI corporation in charge of

arranging all foreign contacts for the
oil fields.
Provincial
form new foreign trade companies,
some of which have already tested the
such

authorities will also

waters. Last December, one
provincial trust and investment com-
pany approached the National Coun-
cil’'s Beijing office with the claim that
it could procure oil hield equipment
on behall of one of China’s smaller
oil fields. No mention was made ol
the traditional FT'Cs or MOPIL

How the trade reforms will ulti-
mately affect the conventional trade
channels used by MOPI and MOGMR
is not yet clear. New organizational
structures are just now being
formed. New “turf wars™ have begun

some ol

as old and new organizations struggle
for supremacy. But oil remains a cen-
trally planned commodity, so all pro-
duction and distribution
will continue to be closely monitored

decisions

if not totally controlled. Thus, for the
immediate SINOCHEM
tains its monopoly over the export of
crude oil and will actin this regard as
MOPI's agent. In the future, oil fields

future, re-

nuy gain power 1o export some ol
their own crude that is considered
above-quota output, and could trade
through local branches of FTCs,
SINOCHEM, or even CNOGEDC.
However, in the near [uture, all oil
export decisions can be expected o
be monitored closely by MOFERT and
the State Planning Commission, be-
cause of their strong impact on Chi-
na's lforeign exchange laws and do-
mestic cconomic plans.

In the petroleum equipment area,
greater decentralized authority is ex-
pected much sooner for purchasing
decisions. Even for this sector, how-
ever, MACHIMPEX, INSTRIMPEX,
and TECHIMPORT will retain a sub-
stantial portion ol the business. This
is partly due to the strong central
government interest in oil field devel-
opment, and the fact that
equipment purchases will continue to

maost

be financed out of the central gov-
ernment’s foreign exchange re-
The old FTCs also have an
obvious advantage in commercial ex-

SEIrves,

perience and foreign company
contacts.
A group of US business people

A booster station at Yicheng, [iangsu Province, along the Linyi-Nanjing oil pipeline.
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who with Petroleum Minister
Tang Ke and some of his MOPI subor-
dinates last fall asked for clarification
of the current luid situation. One

lower - level MOPI othcial privately

met

assured US companies that, begin-
ning this year, MOPI no longer had to
use the FTCs, saying “just to come
and deal directly with us.” When
Minister Tang Ke was later asked the
same question in a more formal set-
ting, he responded more carelully,
“In the future, we will be more pow-
erful and actively involved in import
decisions, but we will continue to use
MACHIMPEX." Minister Tang's clear
message was that wise business peo-
ple should begin building better
bridges to MOPIL, but they should not
burn their old ones to MACHIMPEX.

A sign of the times

A final example illustrates the gen-
eral direction of current reforms as
well as the uncertainty and bureau-
cratic in-fighting that currently char-
acterize foreign trade decisions re-
lated to petroleum equipment.
According to a US company with ex-
cellent connections in China, Daqing
oil held sent a delegation to the US to
purchase equipment late last year.
The delegation was not accompanied
by representatives of MACHIMPEX or
any other FTC, but reportedly had its
own purchasing authority. Daqing’s
access to foreign exchange appar-
ently came from above-quota pro-
duction, which entitled it to addi-
tional foreign exchange allocations.
According to the US firm, Daging
was allowed 1o use these funds only to
purchase spare parts. But Daging
and MACHIMPEX sharply disagreed

over the definition of a spare part.
Daqing would like to have equipment
such as drill bits defined as spare
parts. But MACHIMPEX realizes that
if major components such as drill bits
are spare parts, then there will be
precious little oil hield equipment not
included in that category.

This as yet unresolved dispute indi-
cates the growing power of the oil
fields in foreign wrade decisions.
However, it 1s also a useful reminder
that basic decisions about who may
purchase what and for whom are still
being made administratively. The fu-
ture will see many such battles be-
tween oil fields and (rading corpora-
tions over who can purchase what.
The industry is in a state of flux, but
the trend is toward greater oil field
autonomy and foreign (rade
authority. i

ZHONGYUAN OIL FIELD

The major oil fields, or Petroleum Administration Bureaus, are extremely large and complicated organizations. Each is headed by a
president who has the same status as the directors of MOPI's functional bureaus,

Zhongyuan oil field in Henan Province illustrates the general organizational pattern common 1o all Chinese oil fields. Because of its
relative newness and recent rapid growth, Zhongyuan is probably less autonomous than the older fields such as Daqging, Shengli, and
Karamay. Each of Zhongyuan's eight vice presidents heads a functional department that includes the specialized companies that carry
out the work of the oil fields. ;

Currently Zhongyuan has three production companies responsible for developing its three subordinate oil fields. The production
companies obtain drilling services from one of the field’s two drilling companies. Exploration drilling is managed and financed by the
Zhongyuan Petroleum Administration Bureau and performed by the No. 2 Drilling Company. The drilling companies, in turn, obtain
specialized services such as well logging, surface construction, cementing, mud, and core analysis from the specialized companies set up
under the appropriate vice president. Like other oil fields, Zhongyuan has research and laboratory facilities to support the activities of
the production, drilling, and specialized companies,

The various functional companies are divided first into brigades and then into teams according to standard Chinese organizational
techniques. For example, Zhongyuan's No. 1 Drilling Company has 6,300 workers divided into 66 drilling teams. A typical team is led by
an experienced worker who is in charge of 50 or so others. While Zhongyuan's organization may appear formidible, it is a small
organization compared to Daging, which has seven oil production companies with about 200 production teams, and two drilling
companies with about 40 drilling teams.

President
HU XIAOYUN
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China’s New Petrochemical Giant

he China Natonal Petro-

chemical Corporation,

known to most foreigners

simply as SINOPEC, was
created by the State Council in July
1983 to coordinate, plan, and ratio-
nalize the operations of the petro-
leum refining and petrochemical in-
dustries. Considerable curiosity
abroad greeted the birth of the huge
new national corporation, not only
because of the trade opportunities it
may represent, but also because 1t
\('('Hll‘d O run counter to current
cconomic trends. According 1o cor-
poration president Chen Jinhua,
USINOPEC is a planned exception (o
the national policy of decentraliza-
tion, to bring about the maximum
utilization of China’s crude.” During
SINOPECs first corporate-level visit
to the United States last November,
Chen indicated that SINOPEC'S pri-
mary task was to Veliminate the in-
ethciencies and duplication of facili-
ties” created by the more than two
decades in which different ministries
engaged in similar areas of retining
and petrochemical manufacture
without adequate reference to one
another. The fornmmdable nature ol
this task is not lost on SINOPEC'S
managers. Although technology
transfer discussions were part of the
rationale for SINOPEC's trip to the
United States, the central purpose
was o investigate management tech-
niques and organizational philoso-
phies of large-scale oil and petro-
chemical companies with an eyve (o
their selective application to
SINOPEC.

In the words of Wang Zhenhua,
vice president of SINOPEC Interna-
tonal, SINOPECs jurisdiction covers
the “vast majority of the petrochemi-
cal industry in China.” Indeed, after
its first vear of operation, SINOPEC
has emerged with complete control
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SINOPEC sets out to fulfill its broad

Andrew S. Heyden

over the country’s erude oil and asso-
ciated gas vefining. This gives
SINOPEC control over about 80 per-
cent of China's crude, while the re-
mainder is exported. SINOPEC pro-
duces all types of fuels, naphtha, and
other basic petrochemical feedstocks
from crude. SINOPEC is also the
dominant producer of synthetic fi-
bers and plastic intermediates and
polvmers, and the sole manulacturer
of asphalt, and synthetic rubber from
petroleum.

SINOPEC inherited the nation’s 39
largest refineries and petrochemical
manufacturing facilities from three
separate existing ministries: Petro-
leum, Chemicals, and Textiles.
SINOPEC also took over administra-
tion of the research institutes and
construction un*pnr;ntinn\ devoted
to petrochemicals that formerly be-
longed to these three ministries and
to the China National Chemical Con-
struction Corporation (CNCCC). As
envisioned in its original charter, the
corporation’s scope of activity in-
cludes not only the supervision of
production, but the eventual admin-
istration of all domestic and interna-
tional trade in related products, tech-
nology, and equipment.

Despite the all-embracing charac-
ter of SINOPEC's charter, some sig-
nificant areas of industrial respon-
sibility overlap still exist. Several
major petrochemical facilities remain
outside ol SINOPEC's control, the
most important being the [ilin Petro-
chemical Works in Jilin Province (un-
der the Ministry of Chemicals) and

Andrew S, Hevden 1s manager of the
chemical and ugnrn”ur‘m" mrhnh‘_\‘ pro-
gram of the Council’s Business Advisory
Services Department. He coordinated the
November 1984 visit to the United States
of the first executive-level delegation
from SINOPEC.

charter

the Wujing Petrochemical Plant in
Shanghai (under the Shanghai
Municipal Bureau of Chemical In-
dustry). SINOPEC officials claim that
these facilities remain separate be-
cause they do not exclusively use
crude or associated gas, but instead
employ mixed feedstock streams, in-
cluding coal gas.

Room for confusion also remains
in some manufacturing areas, nota-
blyv synthetic fiber spinning and agri-
cultural chemicals. The extreme ver-
tical integration at many of China’s
largest refinery complexes led 1o
SINOPEC's inheritance of substantial
synthetic fiber-spinning  operations
when it took over the facilities. The
Sichuan Vinvlon Plant, although it
produces primarily synthetic fibers
and methanol from unassociated nat-
ural gas feedstocks, 1s a SINOPEC fa-
cility., Only one SINOPEC plant
weaves textile products, a polypro-
pvlene carpet mill ar the Yanshan
Petrochemical Works., Most other
plants in China that are exclusively
engaged in synthetic hiber spinning
and weaving, including some that
produce polymers for synthetic fi-
bers like the Yizheng Chemical Fibers
Plant in Jiangsu, will remain under
the Ministry of Textiles.

Responsibility for the manufacture
of agricultural chemicals also re-
mains divided. All ammonia and urea
plants using naphtha as feedstock are
now SINOPEC facilities, as are natu-
ral gas feedstock plants associated
with existing refineries. But coal gas
or unassociated natural gas feedstock
plants (the latter primarily found in
Sichuan Province) remain under the
Ministry of Chemicals. SINOPEC has
no significant activities in crop pro-
tection chemicals. Pesticide and her-
bicide manufacture takes place in
plants reporting ultimately to the
Ministry of Chemicals, although

37



SINOPEC supplies some component
materials to these facilities.

SINOPEC also generally stops short
of the manufacture of engineered
plastic items. These are primarily the
responsibility of the Ministry of Light
Industry. Nevertheless, SINOPEC has
recently expressed some interest in
developing more downstream activity
in this area, particularly in items with
construction applications, (PVC
pipe, foam board, insulation materi-
als, etc.)

With registered capital and com-
bined assets of ¥21 billion, SINOPEC
1s China’s largest corporation. Gross
revenues in 1983 reached Y25 bil-
lion, with a pre-tax profic ol ¥9.9
billion. SINOPEC’s original payroll in
1983 listed some 480,000 individ-
uals, but by late 1984 corporate lead-
ers indicated that a hgure closer to
500,000 would be more accurate.

As if this weren't enough, in Janu-
ary, SINOPEC added approximately
200,000 additional employees 1o its
roster by taking over all domestic
wholesale and retail petrochemical
product distribution functions from
the Ministry of Commerce. The
latter’s China Fuel Corporation be-
came part ol SINOPEC's Marketing
and Supply Division in a takeover
that fulfilled the scope of SINOPEC S
original mandate from the State
Council. The acquisition should en-
able SINOPEC to control transfer
pricing of materials between facili-
tes. SINOPEC adimimistrators [rankly
admit that when authority was split
among several different ministries, a
contentious rivalry existed between
facilities over transfer prices.

A close-up look at SINOPEC and
its leaders

SINOPEC 1s not the first “super cor-
poration” ol its kind in China, al-
though it is the largest. Both the
China Natonal Automotive Cor-
poration, created in May 1982, and
the China National Nonferrous Cor-
poration, founded in April 1983,
were established 1o avoid overlap
within their respective industries,
Each corporation holds a status
cquivalent to an industrial ministry,
but is distinct from a ministry in be-
ing chartered as a profit-making en-
terprise. Another unique [eature olf
these corporations is their high de-
gree of control over subsidiary oper-
ations. Ministerial-ranked  corpora-
tions like SINOPEC not only have the
rights and privileges of a ministry,
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but have also bought out the local
interests in production facilities from
provincial and municipal bureaus. In
theory, this gives SINOPEC headquar-
ters in Beijing complete authority
over all facilities in the manner of a
Western corporation with wholly
owned subsidiaries. China’s indus-
trial ministries, in contrast, do not
exert direct control over plants in
their spheres; instead, they share au-
thority with the localities in which
these facilities are located, and act
through industrial bureaus that are
actually under provincial and munici-
pal control.

The leaders of SINOPEC thus have

SINOPEC International,
the only part of SINOPEC
with authority to sign joint
ventures valued at
than Y5 million, has entered
into two joint ventures so far,
both with
companies.

an unusually large amount of power
compared to most Chinese adminis-
trators. Their management abilities
will be put to the test this vear, as
SINOPEC assumes full responsibility
for its prohits and losses. The cor-

nmaore

American

poration will pay taxes and retain all
after-tax profits, including foreign

exchange carned. The application of

the responsibility system to such a
major corporation confirms the na-
tion's commitment to market-ori-
ented reform.

A glance at the backgrounds of

SINOPECs leaders indicates that they
have been carefully chosen for the
job. Day-to-day control of the huge
corporation rests in the hands of the
president and his four corporate vice
presidents. SINOPEC's President,
Chen Jinhua, is an economist by
training and a political administrator
by experience. For the eight years
prior to taking up his present post,
Chen was vice mayor ol Shanghai and
an ardent supporter of the benefits
ol the open door policy, particularly
technology transfer through foreign
investment.

Vice President Zhang Wanxin, a
petroleum engineer trained at
Qinghua University and in the Soviet

Union, was chief engineer at the
Yanshan Petrochemical Works be-
fore joining SINOPEC. He and fellow
Qinghua graduate, Vice President
Zhang Haoruo are generally consid-
ered to be behind most production
planning and major technology selec-
tion decisions for SINOPEC facilities.
Vice President Sheng Huaren, and
his deputy Lu Shoubin, supervise the
15,000 SINOPEC employees devoted
to research and development in the
corporation’s various institutes and
schools. Vice President Fei Zhirong
supervises domestic marketing activi-
ties and corporate accounts.

SINOPEC's 39 production facilities
(see map) report to the president and
vice presidents through the Manufac-
turing Group. The directors of the
12 Targest facilities can approve capi-
tal expenditures, including imports
and joint venture investments up to
¥5 million ($1.79 million at the “'in-
ternal settlement rate”). Any expen-
diture beyond this level for the large
plants or significant capital expendi-
ture for any of the 27 smaller pro-
duction facilities must be approved
by President Chen Jinhua

SINOPEC has a 22-member board
of directors drawn primarily from
the corporation’s four parent minis-
tries (Petroleum, Chemicals, Tex-
tiles, and Commerce). The board is
primarily honorary, with most of its
members retired
administration.

from active

An active role in international
trade

SINOPEC International, a subsid-
1ary of SINOPEC, is the center of the
corporation’s foreign trade activities.
SINOPEC International’s chief,
Zheng Zhongfang, carries the title of
president and is supported by two
vice presidents and a chiel engineer.
The company shares offices with
SINOPEC's corporate organization in
the Beijing Worker's Stadium and
will open its first overseas othce in
New York during the first quarter of
this year. SINOPEC International acts
as the first point of conact for for-
cign companies marketing products
to SINOPEC, tryving to license tech-
nology or engage in a production

Joint venture with a SINOPEC facility.

In the days before SINOPEC, a refin-
ery or petrochemical plant in China
might have imported technology and
equipment through the China Na-
tional Chemicals ITmport—Export
Corp. (SINOCHEM), the China Na-
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tional Technical Tmport Corp.
(TECHIMPORT), the China National
Instruments Impori-Export Corp.
(INSTRIMPEX), or the China Na-
tional Machinery Import-Export
Corp. (MACHIMPEX), all foreign
trading corporations under the Min-
istry of Foreign Lconomic Relations
and Trade (MOFERT). SINOPEC In-
ternational now insists that it will
handle all of this import and licens-
ing acuvity.

The responsibility for exports,
however, is not as clear cut. SINOPEC
ofhcials indicate that SINOCHEM will
continue to act as their export agent,
handling all petroleum products for
the time being. The only relined
products China exports in significant
volume are gasoline and naphthas.
These are exported to over 50 coun-
tries. The United States has become a
major importer since 1981, with pur-
chases of approximately $300 million
in 1983, Sales to the United States
for the first three quarters of 1984
were up a modest 1.6 percent from
the same period in 1983, primarily
bhecause of increased naphtha ex-

ports, offsetting greater allocation of

gasoline to the domestic market. Gas-
oline and naphtha exports should
continue to be important foreign ex-
change earners for some vears 1o
come. Some importers predict, how-
ever, that Chinese sales mayv suffer
this vear and bevond due to price
competition from Middle Fastern ex-
porters just entering the market, At
least throughout this vear, SINO-
CHEM will continue 1o handle these
i)l‘n(lluls. as it does the crude that
it exports on behall of the Ministy
of Petroleum.

SINOPEC sent representatives to
the Guangzhou Trade Fair for the
first time last fall, but they went pri-
marily to purchase, not sell. Never-
theless, SINOPEC International says

that it plans to promote the export of

petrachemical processing equipment
from its own factories, and provide
construction and engineering  ser-
vices to customers abroad, indepen-
dently of any Chinese
organization.

other

Joint ventures off to a brisk start

Authorities at SINOPEC Interna-
tional emphasize that they are also
the branch of the corporation em-
powered 1o negotiate foreign joint
ventures. SINOPEC International,
the only part of SINOPEC with au-
thority to sign joint ventures valued
at more than Y5 million, has entered
into two joint ventures so far, both
with American companies. The first
was a blending and packaging plam
for lube oil in the Shenzhen special
economic zone. China Sun Oil, cre-
ated last June, is a joint venture be-
tween SINOPEC International and
the Sun Refining and Marketing
Company. Zheng Zhonglfang of
SINOPEC International is the chair-
man of the new venture, which has an
initial registered capital of $6.5 mil-
lion, and will produce finished motor
lubricants for export to Hong Kong
and other Asian markets. The output
will be distributed by a Hong Kong
firm known as Lithcon Petroleum
Lid., which is involved in managing
the joint venture and is also the ex-
port agent for base lube oils manu-
factured by SINOPEC.

SINOPEC

Chairman: Li Renjun
President: Chen Jinhua
Vice-Presidents: Zhang Wanxin
Zhang Haoren
Sheng Huaren
Fei Zhirong

Beijing Worker's Stadium
Sanlitun, Chaoyang Dist.
Beijing

Tel: 501982

P.O. Box: 4713

Telex: 22655 CPCCI CN

Cable: 4270

B PERSONNEL
DEPARTMENT

B ADMINISTRATION
DEPARTMENT

B SINOPEC INTERNATIONAL
(Wholly owned subsidiary)
President: Zheng Zhongfang
Vice-Presidents: Wang Zhenhua
Chen Yikun
Chief Engineer: Cheng Zhiguang

SINOPEC USA
(Projected for 1985)

B MARKETING
AND SUPPLY
Chief:

Yuan Dexin

(RESEARCH)
Chiet:
Lu Shoubin

B DEVELOPMENT

B MANUFACTURING

B FINANCE AND

B ENGINEERING

Chief:
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research
institutes
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Chan prepared by Andrew Heyden.

Hou Fusheng

PLANNING

1
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Chief:
Yan Jiajun
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accounting
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Chief:
Ge Lixing
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China’s Petrochemical Industry

SINOPEC Facilities

1 Shanghai Gaogiao Petrochemical
Corporation

Address: Pudong, Dongtang Road, Shang-
hai Municipality

Tel: 483475

Includes seven factories and the Shanghai
Petrochemical Research Institute. Major
subsidiaries are the Shanghai (Gaogiao)
Refinery, Gaogiao Chemical Works,
Shanghai No. 2 Synthetic Fiber Factory,
Shanghai No. 2 Detergent Factory, and
Gaogiao Power Station

2 Jinling Petrochemical Corporation
Address: Yangziji, Nanjing, liangsu
Province

Tel: 61409, 52475

Chairman: Wang Bingshi

Capacity: 4 mmi/year

Composed of the Nanjing Refinery,
Qixiashan Chemical Fertilizer Plant,
Nanjing Alkylbenzene Plant, Changjiang
Chemical Plant, Zhongshan Chemical
Plant, and Nanjing Plastics Plant

3 Fushun Petrochemical Company
Address: Fushun, Liaoning Province

Tel: 25777, 24956, 24521

Includes three refineries and two chemi

cal plants, Refinery products include kero-

sene, diesel oil, paraffin, coke, gasoline,
jet fuel, naphtha, activated and granu-
lated bleaching earths, oil-based carbon
black, nitrile and carboxylic ester nitrile
emulsions. China's largest shale oil
refinery

4 Jinzhou Petrochemical Company
Address: inzhou, Liaoning Province

Tel: 8105

Composed of two refineries, one chemi
cal plant and one petrochemical works.
Products include gasoline, rubber solvent,
extraction solvent, petroleum ether, jet
fuel, diesel oil, fuel oil, additives,
isopropanol, polybutadiene, naphtha, and
synthetic rubber,

5 Tianjin Petrochemical Company
Address: Shanggulin, Dagang District,
Tianjin Municipality

Tel: 25128

Capacity: 2.5 mmi/yr

(Includes the Tianjin Petrochemical Fiber
General Plant.) Produces gasoline and
diesel fuel, organic industrial raw materi-
als, including fertilizer feedstock, and
PVC

6 Bewjing Yanshan Petrochemical
Company

Address: Yanshan District, Beijing
Municipality

P.O. Box 295, Beijing

Tel: 933-2291, 933-2568

Telex: 22609 YSPGCN

Deputy General Manager: Liang Chihui
Capacity: 4.5 mmit/yr

Includes seven refineries and petrochemi-
cal plants, four research and development
units, two engineering corporations, and
other facilities. Products include fuels, lu
bricants, ethylene, propylene, polyeth
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ylene, polypropylene, polybutadiene rub
ber, phenol, acetone, pyrolytic gasoline,
alkyl benzene, pure benzene, ethlyene
gl“nl_ paraftin, synthetic ammonia, nitric
acd and ammonia nitrates. China’s larg-
est petrochemical complex.

7 Qilu Petrochemical Company

Address: Xindian, Zibo, Shandong
Province

Tel: 2613

General Manager: Shi Zhida

Consists of a refinery, fertilizer plant, rub
ber plant, catalyst plant, and other facili-
ties. Major products include gasoline, jet
fuel, kerosene, diesel oil, fuel oil, asphalt,
petroleum coke, benzene, toluene,
orthoxylene, ethyl benzene, acrylonitrile,
naphthenic acid, sodium sulphate, sul-
phur synthetic ammonia, urea,
polybutadiene rubber, and a variety of
catalysts,

8 Lanzhou Chemical Industry Company
Address: Xigu District, Lanzhou, Gansu
Province

Tel: 55981

Manager: Lin Yinca

Consists of nine production plants and
numerous research and design institutes
Major producer of machinery and equip
ment for chemical plants; has installation
and maintenance branch, Chemical prod
ucts include nitramine, urea, ammonium
sulphate, nitric acid, methyl alcohol,
formaldehyde, urotropine, pentaeryth-
ritol, synthetic rubber, polystyrene, poly
ethylene, polypropylene, PVC,
polyacrylonitile, polypropylene fiber, ABS
resin, phenol, acetone, accelerator-M, -
DM, -TMTD, -C2, antiager D, -5P, caustic
soda, DDVP, and other chemicals.

9 Maoming Petroleum Industry Company
Address: Changqian Road, Maoming,
Guangdong Province

Tel: 2951, 2981

Manager: Jian han

Capacity: 5 mmt/year

Processes both petroleum and shale oil.
Major products include gasoline, kero-
sene, jet fuel, solvent naphtha, diesel oil,
fuel oils, hquefied petroleum gas, cement
and petroleum processing equipment.

10 Yangzi Petrochemical Company
Address: Dachang District, Nanjing City
Tel: 52527

Currently under construction after a three

year delay; completion of first facilities
targeted for 1986

11 Daging General Petrochemical Works
Address: Daging, Heilongjiang Province
Tel: 6429  Capacity: 5 mmit/yr

Consists of facilities for the production of
petrochemicals, fertilizers, and fibers. Ma
jor pr()du( er of ammaonia, ammonium ni-
trate and urea; other products include jet
fuel, gasoline, kerosene, diesel fuel,
lubricating oil, wax, petroleum coke, ben-
zene, aromatics, acrylic staple fiber, and
acrylonitrile

12 Anging General Petrochemical Works
Address: Anging City, Anhui Province

Tel: 2891

Capacity: 2.5 mmt/yr

Consists of oil refinery and chemical fertil
izer plant. Products include synthetic am
monia, urea, gasoline, and light diesel
fuel

13 Guangzhou General Petrochemical
Works

Address: Huangpu, Guangzhou,
Guangdong Province

Tel: 79720

Director: Ni Hengde

Capacity: refinenes rated at 2.5 mmit /yr
Consists of two refineries and two chemi
cal fertilizer plants. Products include gas-
oline, diesel oil, tuel oil, lumpy sulphur,
naphthenic acd, sodium carbonate and
Ipg.

14 Shanghai (Jinshan) General Petrochem-
wal Works

Address: linshanwei, Shanghai
Municipality

Tel: 931931

Director: Fu Yifu

linshan consists of two chemical plants,
three chemical fiber plants, a plastic plant,
and four auxilliary plants—for water,
waste water treatment, electric power,
and machinery repair. Products include
ethylene, propylene, acetaldehyde and
acetic acid, VAM, benzene, acrylonitrile,
polyester, vinylon, and low-density
polyethylene.

15 Liaoyang Petrochemical Fiber
Company

Address: Hongwei District, Liaoyang,
Liaoning Province

Tel: 803127

General Manager: Tian Zifu

Produces polyester, ethylene, ethylene
glycol, propylene, nylon b6, high-density
polyethylene, polypropylene, and refinery
by-products.

16 Sichuan Vinylon Plant

Address: Changshou, Chongging, Sichuan
Province

Tel: 52891, 52230

China’'s first large-scale complex produc
ing chemical products and fiber from nat
ural gas. Major products are methanol, vi-
nyl acetate, polyvinyl alcohol, vinylon
staple and draft cutting yarn.

17 Dalian Petrochemical Company
Address: Dalian City, Liaoning Province
Tel: 61353, 62512

Capacity: 5 mmi/yr

Products include gasoline, aviation fuel,
diesel oil, marine oil, lubricants, wax, and
petrobenzene. Exports jet fuel.

18 Anshan Refinery Address: Tiexi District,

Anshan City, Liaoning Province

Tel: 44321 Capacity: 2.5 mmt/yr
Produces diesel oil, heavy oil, kerosene,
and naphtha. Part of the Anshan Iron and
Steel Company complex; completed in
1973

19 (Junguu Retinery

Address: Qianguo Banner, Jilin Province
Tel: 89

Capacity: 2.5 mmit/yr

Provides feedstock 1o the adjacent Jilin
Petrochemical Complex, one of the major
plants not under SINOPEC.

20 Linyuan Refinery

Address: Daqging City, Heilongjiang
Province

Tel: 48489, 8496

Director: Wan Jintai

Produces lpg, gasoline, diesel oil, heavy
gas oil, naphtha, pairt naphtha, fuel oil,
and petroleum asphalt.

21 Harbin Refinery

Address: Huagong Road, Taiping District,
Harbin, Heillongjiang Province

Tel: 72521

Director: Shang Zengyu

Capacity: 0.5 mmit/yr

Produces naphtha, gasoline, diesel oil,
fuel oil, and Ipg.

22 Lanzhou Refinery

Address: Xigu District, Lanzhou, Gansu
Province

Tel: 55911

Director: Liu Qifu

Capacity: 3.0 mmit /yr

Produces aviation fuels, lubricating oils,
cracking catalysts, additives, chemical
products, refining equipment, urea and
ammaonia,

23 Dushanzi Refinery

Address: Dushanzi, Xonjiang Uigur Auton
omous Region

Tel:231

Produces gasoline, diesel oil, and
lubricants

24 Urumgqi Petrochemical Works
Address: Urumagi City, Xinjiang Uigur
Autonomous Region

Tel: 42858

Capacity: Urea—520,000mt/yr; Ammo-
nia—300,000mt/yr

Produces mainly urea and ammonia

25 Cangzhou Refinery

Address: Cangzhou City, Hebei Province
Tel: 4811

Capacity: Urea— 480,000 mt/yr; Ammo-
nia— 300,000 mt/yr

Produces fertilizers at a plant supplied by
Kellogg

26 jinan Refinery

Address: Licheng, linan City, Shandong
Province

Tel: 43622

Capacity: 1.0 mmit/yr

Produces various refined goods including
lubricating oil

27 Changling Refinery

Address: Linxiang County, Hunan
Hrovince

Tel: 3031

Capacity: 3.5 mmt/yr

Produces naphtha, gasoline, kerosene, jet
fuel, diesel oil, cracking catalysts,
petrobenzene, etc,
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28 |ingmen Refinery

Address: Jingmen City, Hubei Province
Tel: 2501

Capacity: 1.8 mmt/yr

29 Wuhan Petrochemical Works

Address: Qingshan District, Wuhan City,
Hubei Province

Tel: 663534

Directors: Song Hanming, Zhou Huashan
Capacity: 2,5 mmit/yr

Produces naphtha, diesel oil, sulfur,
lubricating oils, white oil, etc.

30 Jiujiang Refinery

Address: Jiujiang City, Jlangxi Province
Tel: 4911

Capacity: 2.5 mmi/yr

31 Zhenhai General Petrochemical Works
Address: Zhenhai County, Zhejiang
Province

Tel: 55911
Capacity: Urea
nia— 300,000
Consists of oil refinery and chemical fertil-
izer plant. Refinery produces gasoline,
light diesel oil, heavy oil, kerosene and
feedstock for affiliated fertilizer plant. Fer-
tilizer plant produces urea and ammonia
32 Shijiazhuang Refinery

Address: Shijiazhuang City, Hebei
Province

Tel: 49931

Capacity: Probably 2.5 mmt/yr

Produces a wide variety of refined goods
33 Luoyang Refinery

Address: Luoyang City, Henan Province
Tel: 206

34 Yueyang General Petrochemical Works
Address: Yenchi, Yueyang City, Linxiang
County, Hunan Province

Tel: 3248

520,000 mt/yr; ammao-

SOuURCE: SINOPEC

Director: Yuan Shuchuan

Produces polystyrene, polyester, styrene,
propylene, synthetic fibers, and
polybutadiene synthetic rubber

35 Dongting Nitrogenous Fertilizer Plant
Address: Qilishan, Yueyang City, Hunan
Province

Tel: 886

Capacity: Urea—480,000 mt/yr; ammo-
nia— 300,000 mt/yr

Produces urea and ammonia from naph-
tha feedstocks

36 Hubei Chemical Fertilizer Plant
Address: Zhijiang County, Hubei Province
Tel: 373

Capacity: Urea—480,000 mt/yr; ammo-
nia— 300,000 mt/yr

Produces urea and ammonia; Kellogg sup-

plied plant

37 Ningxia Chemical Works

Address: Xinshi District, Yinchuan City,
Ningxia Hui Autonomous Region

Tel: 7379

Capacity: Urea—480,000 mt/yr; ammo-
nia— 300,000 mt/yr

Under contruction; will produce urea and
ammonia

38 Daqing Ethylene Project Headquarters
Address: Daging City, Heilongjiang
Province

Tel: 31044

39 Yiping Chemical Works

Address: Ba Xian County, Chongging City,
Sichuan Province

Tel: 169

40 Changcheng Premium-Grade Lube Oil
Corp

Address: Qinghe, Bejing

Tel: 275786

41 Research Institute of Petroleum
Processing

Address: Haidian District, Beijing

Tel: 277551

42 Beijing Engineering Institute

Address: Liupukang, Deshengmenwai,
Beijing

Tel: 445261

43 Xushui General Survey Company
Address: Xushui County, Hebei Province
Tel: 462

44 Scientific and Technology Information
Research Institute

Address: Beijing

Tel: 462961
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45 Fushun Research Institute of Petroleum
and Petrochemicals

Address: Fushun City, Liaoning Province
Tel: 89543

46 Luoyang Research and Engineering
Institute

Address: Luoyang City, Henan Province
47 The Tenth Construction Company
Address: Xindian, Zibo City, Shandong
Province

Tel: 330

48 The Second Construction Company
Address: Yaohuamen, Nanjing City

Tel: 61051, 61388

49 The Third Construction Company
Address: Zhenhai County, Zhejiang
Province

Tel: 72462

50 The Fourth Construction Company
Address: Shanggulin, Dagang District,
Tianjin City

Tel: 26963

51 Lanzhou Technology of Petroleum
School

Address: Lanzhou, Gansu Province

52 Fushun College of Petroleum
Processing

Address: Fushun, Liaoning Province
Tel: 89543
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SINOPEC's second joint venture
was signed last November. It joins
the Fluor Corporation with
SINOPEC's Beijing Design Institute
to provide engineering, technical de-
sign, and project implementation
services for technical transformation
projects in oil refineries and petro-
chemical facilities in and out of
China. Press reports have linked this
new service joint venture with the
development of the ARCO natural
gas find off Hainan Island, but no

firm plans for the commercial devel-
opment of that discovery have yet
been announced. SINOPEC's seven
other engineering design institutes
outside Beijing could conceivably
sign their own engineering joint ven-
tures similar to that between the
Beijing Design Institute and Fluor,
according to President Chen Jinhua.

SINOPEC has already signed letters of

intent for this purpose with at least
three other US engineering hirms.

Development priorities; SINOPEC
and the world

On October 19, 1984, the State
Council approved SINOPEC's first
full five-year plan, to coincide with
the seventh national Five-Year Plan
(1986-1990). Although details of the
plan remain largely unknown,
Xinhua news agency reports that
SINOPEC intends to “make fewer in-
vestments (in new facilities) and
strive for greater and faster produc-
tion so as to quadruple its output
value, profits, and taxes by 1990.7
Chen Jinhua confirmed in November
that the modernization of existing
facilities is SINOPEC’s first priority,
vet—somewhat paradoxicallv—he
also said that 70 1o 80 percent ol
SINOPEC investment during the sev-
enth Five-Year Plan will be for new
construction. The reason given for
this apparent contradiction is that
SINOPEC this year will complete its
first great task: the construction of
five major ethylene plants contracted
for between 1978 and 1980, These
new production units will require sig-
nificant investment in downstream
processing facilities to utilize the eth-
vlene feedstocks they generate.

SINOPECs latest spate of contract

signing confirms that the period of

“economic readjustment™ for petro-
chemicals in China is over. Technol-
ogy licensing and joint ventures in
downstream processing appear to be
the major areas of activity. While in
the United States last November,
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SINOPEC leaders signed licenses for
an acrylonitrie plant (SOHIO) and a
linear low density polyethylene facil-
ity (Union Carbide) for the Daging
complex in Heilongjiang, and an-
other for acrylic fiber manufacture
(Chemtex/ American Cyanamid).

Most recently SINOPEC signed its
largest deal yet: a contract worth ap-
proximately $50 million with the M.
W. Kellogg Company to modernize
an ethylene chemical plant in Gansu
Province., The transfer of Kellogg's
ethylene technology will enable the
Lanzhou Chemical Company to pro-
cess both naphtha and gas oils from
an adjacent refinery, and double cur-
rent ethylene vields. Kellogg officials
are optimistic that this will lead to
additional contracts for ethylene fa-
cilities in China over the next few
years.

SINOPEC has also expressed inter-
est in technology acquisition for
styrenics and acrylics of all types, and
1s increasing its purchases of instru-
ments and control systems. Fisher
Controls sold a “Provox System™ to
SINOPECs Research Institute for Pe-
troleum Processing (RIPP) in Beijing
last vear. RIPP also purchased a
Sperry 1100/72 dual mainframe pro-
cessor and associated equipment in
the last quarter of 1984 valued at
$1.75 million. SINOPEC is also the
chief customer of the Shanghai-
Foxboro Instruments joint venture,
purchasing about 75 percent of its
output in 1984, The drive to increase
the efficiency of existing lacilities
and diversify downstream  product
output presents the greatest oppor-
tunities for trade with SINOPEC over

the next few years, in the form of

both instrument sales and technology
licensing. Related capital equipment
sales will be [ar more dithceult, due to
price considerations resulting from
the strong US dollar.

This emphasis on the renovation of

existing plants and development of

new downstream capacity does not
mean that SINOPEC will abandon the
selective expansion of upstream re-
fining capacity. SINOPEC and
MOFERT have asked the US State De-
partment’s Trade and Development
Program (TDP) to fund a feasibility
study for a major heavy oil residua
processing capacity expansion at the
Qilu Petrochemical Company in
Shandong Province. The renovation
will include an expanded and im-
proved plant for asphalt production,
another of SINOPEC's major devel-

opment priorities. This expansion,
which SINOPEC insists will go for-
ward regardless of whether foreign
assistance is granted for the feasibil-
ity study, should present substantial
opportunities for the sale of technol-
ogy licenses, sophisticated process
control equipment, and related engi-
neering services.

SINOPEC is also avidly pursuing
negotiations for a variety of produc-
tion and service joint ventures that
will involve the transfer ol propri-
etary technology. The main road-
block to these developments is the
concern of US firms that they will be
burdened with international distribu-
tion responsibilities for the venture's
output in an unattractive environ-
ment of excess global refining capac-
ity. SINOPEC also would like foreign
assistance in the retail marketing and
distribution of gasoline and car care
products, since this becomes its ex-
clusive responsibility this year. Bul
since these operations cannot gener-
ate foreign exchange earnings, with
the limited exception of stations lo-
cated within the special economic
zones, 1t will be ditficult for SINOPEC
to provide needed incentives for for-
cign firms to enter into such
ventures.

Given the understandable pre-
occupation of the international pet-
rochemical industry with rthe growing
problem of excess global capacity,
the desirability of selling process
technology to SINOPEC comes con-
stantly into question. When asked
about SINOPEC’s plans for the ex-
port of products generated by new
imported technologies, Chen Jinhua
replied that, “Our hrst priority is to
serve the rapidly expanding require-
ments of our domestic market. kx-
pansion of refining and petrochemi-
cal capacity in China cannot be
compared to similar developments in
the Middle East, where the lack of a
sizable domestic market will compel
])1'1)(|ll:'('1"& Lo export a ];Uj.’,(‘ propor-
tion of their refined products.” A
major oil strike could eventually lead
China 1o place greater emphasis on
exports of both crude oil and refined
products, and require foreign petro-
chemical companies 1o reassess
SINOPEC's international role. But
unless China’s crude oil production
rises significantly, SINOPEC will
probably continue to employ ap-
proximately 80 percent of all Chinese
crude as feedstock for products des-

tined for the domestic market. 7t
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The Facts about Fertilizer

hia’s current leaders like 1o
attribute the country’s -
pressive agricultural perfor-
mance of the past few vears
to enhanced producer incentives and
other enlightened government poli-
cies. While these policies have indecd

been important, any complete list of

reasons would have to include a fre-
quently overlooked factor: continu-
ing increases in the application of
chemical fertilizers.

Fertlizer has become a de facto
currency in the countryside. Fertiliz-
er's importance to the individual
peasant is dramatized by the many
complaints of insulficient supply,
and reports that anyone with access
to the commodity tries to divert sup-
plies to his friends.

Fertilizer is no less important at
the national level. Since 1970 China
has spent more than $2 billion on
foreign fertilizer plants and equip-
ment. But the domestic production
boost this equipment has provided is
still not sufhcient to meet national
demand. China remains the world’s
biggest importer of fertilizer, spend-
ing about $1 billion a year—>5 per-
cent of the country’s total import
bill—on the commaodity.

Fertilizer's importance can only -
crease in the future. Most experts
believe China’s introduction of the
celebrated contract responsibility
system has effected a one-time major
agricultural production boost. Fur-
ther farm gains will come only
through increased use of fertilizer
and other modern inputs. If this
prognosis is correct, fertilizer will be-
COME an even more important ave-
nue to wealth in the countryside, and
will continue to require enormous
government investment. At the
same time, China's role in the world
fertilizer market will continue
(X8] glli\\.
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David Richter

Solid progress in utilization rates

China has only recently become
the world’s biggest consumer of
chemical fernlizers. Indeed, the
growth in consumption of chemical
ferulizers is one of the big success
stories of Chinese agriculture, In
1983, Chinese Tarmers applied about
12 million tonnes of nitrogen fertil-
izer, 3.1 million tonnes of phos-
phates, and 700,000 tonnes of potas-
sium. This volume amounted 10 an
average of 1485 kilograms of com-
bined chemical fertilizer per hectare
of arable land, up from just 5 kg/ha
in 1962, According to the United
Natons Food and Agriculture Or-
ganization (FAQO), China’s per hect-
are application rate is about three
times the average for all developing
countries and compares favorably
with almost all countries except the
extremely intensive users among Chi-
na's Fast Asian neighbors. The FAO
savs Japan applies 387 kg/ha while
South Korea uses 351 kg/ha. These
figures overstate Chinese consump-
tion somewhat, however, because
China is more likelv than other coun-
tries to plant two or three crops on
the same hectare of land each year.

Chemical ferulizer is only hall the
story in China. Traditionally, the Chi-
nese have relied on organic fertilizer
to replenish their soils. Organic fer-
tilizers include barnyvard manure, oil
cakes, crop residue, nitrogen-fixing
bacteria, and night soil. The greatest
proportion is made up of pig
excretia—pigs are in fact referred 1o
in government propaganda as walk-

ing fertlizer factories! Today, or-

David Richter works in the library of the
National Council, and is a graduate
student at the Johns Hopkins University
School of Advanced International Stud-
ies. He also has studied in the PRC and
Taiwan.

An in-depth look at the countryside’s hottest commodity

ganic fertlizer still accounts for 50
percent of plant nutrients used in
China, according 1o some estimates.
This percentage will probably decline
as domestic chemical fertilizer pro-
duction and imports increase. But
the government continues to stress
organic nutrients, and urges peasants
not to waste the crop residues that
accompany agricultural production.
Ofhcials also count on the expected
increase in livestock to augment the
organic fertilizer supply. By the year
2000, 40 percent of the fertilizer
used in China is still expected to be
organic.

Nevertheless, Chinese officials re-
alize that continuing food produc-
tion gains depend on continued in-
creases in application of chemical
fertilizer, due to constraints on other
inputs. Organic fertilizer cannot
solve all of China’s soil fertility prob-
lems. Neither can the country de-
pend on increasing the amount of
arable land. Despite land reclamation
efforts, urban expansion will leave
arable acreage unchanged if not re-
duced in the next decade.

The need for phosphate and
potassium

In order to use chemical fertilizers
effectively, China must solve two
problems that are linked with efforts
to increase the aggregate application
rate: an overreliance on nitrogen fer-
tilizers, and regional imbalances in
fertilizer usage rates around the
country,

China applies the three main kinds
of chemical ferulizers in ratios that
are lar from ideal for optimal soil
enrichment. Advanced countries use
nitrogen, phosphate, and potassium
in the ratio of 1.0:0.55:0.4. In China
this ratio was 1.0:0.25:0.002 in 1983,
indicating serious deficiencies of
phosphates and potassium. Although
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this was an improvement over 1981's
ratio of 1.0:0.2:0.0, much progress
still needs to be made.

These deficiencies were exacer-
bated in the past by a deliberate em-
phasis on nitrogen fertilizer. In the
1970s, China depended almost ex-
clusively on nitrogen for its chemical
fertilizer as the government began to

push production and application of

nitrogen. Initially, the policy met
with great success. For example, in
1960 one unit of applied nitrogen
yielded a 3-5 unit increase in grain
output. Today, however, each extra
unit of nitrogen fertilizer yields only
one increased unit of grain, due to
serious deficiencies of potassium and
phosphate in the soil. This is a fairly
common occurrence in developing
nations, as farmers tend to favor the
quick results that the application of
nitrogen provides. Chinese govern-
ment policy has until recently per-
petuated this situation.

Beginning with the Sixth Five-Yea
Plan (1981-1985), the Chinese be-
gan (o correct this imbalance. The
government tried to build up phos-
phate and potassium fertilizer sup-
plies through both expanded imports
and the development of domestic re-
sources. Consumption of phosphate
and potassium jumped sharply in
1982 1o almost 570,000 tonnes of
potassium (up from 407,000 tonnes
i 1981) and 3.5 million tonnes of
phosphate fertlizer (up from 3 mil-
lion tonnes). Most of the increase was
due to mmports, since domestic pro-
duction of these two products has
remained basically unchanged. While
consumption of phosphates dipped a

bit in 1983, substantial imports in
1984 should re-establish the upward
trend.

Imports of potassium may remain
somewhat below those of phosphate
due to lingering resistance on the
part of farmers to use what for them
is still a largely unproven commodity.
But the national and provincial gov-
ernments are investing heavily in
farmer education and soil experi-
ments in an effort to reduce this re-
sistance. For example, soil experi-
ments in Hunan Province indicate
that 1 kg of potassium applied pro-
duces an increase of 6 kg of grain.
Hunan's farmers are among the lead-
ing users of potassium fertilizer: in
1983 they applied 200,000 tonnes,
more than one-third of the nation’s
total. Hunan also invited a group of
Canadian scientists to lead a seminar

on potassium use in Changsha in
June 1984 attended by resecarchers
from Hunan and Zhejiang provinces.

Provinces take steps to rectify
regional imbalance

China's chemical fertilizer is not
evenly distributed. Farmers in the ag-
ricultural suburbs of Shanghai use 10
times as much fertilizer per sown
hectare as farmers in Inner Mongo-
lia. The top 10 provincial or munici-
pal users in 1982 applied an average
of 159 kg per sown hectare while the
10 smallest consumers applied just
51 kg per sown hectare.

One solution to the problem of
unequal consumption is being tried
at the provincial level: fertilizer-poor
provinces are beginning to invest in
the fertilizer production operations

T

China’s biggest phosphate fertilizer plant, with a designed annual capacity of 100,000
tonnes, in Yunnan Province.
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of their more well-endowed neigh-
bors. Also, provinces rich in one type
of fertilizer are connecting with
other provinces to bring in the miss-
ing elements. For example, Liaoning
provided interest-free loans to
Hubei, Yunnan, and Guangdong to
develop phosphate mines in return
for fertilizer once the mines are op-
erating. Similarly, Guangdong in-
vested ¥2.5 million in Yunnan phos-
phate mines. The central government
encourages such cooperative ven-
tures as one means of mitigating re-
gional inequalities.

Government tries to control
distribution

Distribution channels for chemical
fertilizer exist on three
tional, provincial, and county. The
China National Agricultural Inputs
Corporation (CNAIC), which reports
to the Ministry of Commerce, is re-
sponsible for purchasing both do-
mestic and imported fertilizer. On
the national level, CNAIC runs whole-
sale stations in nine regions of China.
These stations purchase, receive, and
allocate chemical fertilizer according
to the State plan. They are located
near large fertilizer plants and im-
portant coastal and river ports. On
the provincial level, the Provincial
Agricultural Inputs Corporation im-
plements national policy and over-
sees county-level operations.

On the county level, the County
Agricultural Inputs Corporation
(CAIC) receives fertilizer from small
local plants and then allocates and
distributes it to the supply and mar-
keting co-ops. These co-ops account
for 87 percent of all rural fertilizer
sales. The CAIC network consists of
55,000 stores that sell agriculture in-
puts. Fifty percent of rural fertilizer
sales are from these stores. An addi-
tional 30 percent occurs at 110,000
retail stores, and another 5 percent is
sold through temporary commission
agents.

While more extensive and efficient
than that of many developing coun-
tries, China's fertilizer distribution
system still has gaps. For example,
fertilizer supplies in Hebei Province
for January-May 1984 stood at over
2 million tonnes, reportedly exceed-
ing demand by 190,000 tonnes. But
breaking down this aggregate supply
into varieties reveals a phosphate sur-
plus of 240,000 tonnes and acute

levels: na-

shortages of ammonia fertilizers.
Such imbalances are not uncommon.
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A variety of payment plans . . .
and illegal schemes

Government efforts to control the
price of chemical fertilizers have also
met with mixed success. To its credit,
the main goal of pricing policy ap-
peats to be to promote fertilizer use,
In keeping with this policy, farmers
may sell cash crops in exchange for
fertilizer. Grain
awarded with access to fertilizer pur-
chases. Because fertilizer is in such
demand, it proves a very useful in-
centive 1ool.

For cash-paying customers, the
government encourages fertlizer use
by maintaining a low standard price.
There are actually two price sched-
ules for chemical fertilizers. One is
set by the State and includes urea,
compound fertilizer, ammonium ni-
trate, and ammonium sulfate. These
commodities represent major im-
ports and are maintained at uniform
prices throughout the country. The
second price schedule covers indige-
nously produced fertilizer. It
presents a problem for central con-
trol since production costs vary ac-
cording to region and production
methods. Theoretically, the State
Council sets prices for these prod-
ucts and no price changes may be
made without the Council’s approval.
The government also offers subsidies
to encourage fertilizer use in remote
areas where production and trans-
port costs are higher. In practice, the
system occasionally breaks down,
leaving room for significant price
variations. For example, price differ-
ences occur when shipping fertilizer
across provincial borders. On some
occasions shipping costs are included
in the selling price: at other times
not.

As Chinese agriculture has shifted
in recent years from a collective sys-
tem to the household responsibility
system, demand for and thus the
value of fertilizer has soared. In or-
der to meet and, farmers hope, sur-

Sil](‘.‘i. too, are

pass agricultural production quotas,
farmers apply more fertilizer than in
the past. The creation of greater local
incentives to use fertilizer has been a
most welcome result of the respon-
sibility system.

But the rising demand for fertilizer
has also had negative side effects.
Control of the fertilizer supply is now
seen as a route to wealth and power.
The rise in the value of chemical fer-
tilizer has led to a flurry of illegal
activity as deliveries are diverted or
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stolen and false blends are marketed.
Fertilizer is being hoarded during pe-
riods of slack demand and sold at
premium prices when supplies are
short. Numerous reports of such ille-
gal activity began appearing in the
Chinese press in 1983. Following the
government’s call to promote non-
nitrogen fertilizer, farmers fre-
quently complained that inferior
phosphate fertilizer was marketed as
a quality product at high prices.
Some of these fraudulent blends
were actually harmful to crops. The
Economic Daily reported such activity
in at least six provinces.

Other crooked practices include
the diversion of State-allocated deliv-
eries to free markets. Farmers be-
come understandably perturbed
when fertilizer they were to receive
shows up i local markets. There
have been complaints of Communist
Party cadres using their connections
to get personal deliveries of fertilizer
in times of short supply. Preferential
treatment of factory staff and their
relatives using “‘back door™ arrange-
ments is also a problem. Such unto-
activities were not unknown
prior to the advent of the responsibil-
ity system, and they will probably
continue as long as demand for fertil-
izer exceeds supply.

ward

Imported nitrogen facilities
dominate domestic production

As with consumption, China’s do-
mestic production of chemical fertil-
izer has come a long way since 1949,
At the time of the founding of the
PRC the nation had only two chemi-
cal fertilizer plants, producing a total

e

of 5,700 tonnes of nitrogen per year.
Today China is the world’s third larg-
est producer of fertilizer, behind the
US and the Soviet Union. China's
fertilizer industry is the country's
largest chemical industry with over
1,200 plants producing 13.8 million
tonnes of chemical fertilizer in 1983,
and 7.4 million tonnes in the hrst
half of 1984. Output of chemical fer-
tilizer has grown at an average annual
rate of 28 percent over the past 34
years. But domestic production still
falls short of demand, with imports
required to make up more than half
of total consumption.

Nitrogen: 80 percent of domesti-
cally produced chemical fertilizer is
in the form of two types of nitrogen
fertilizer: ammonium bicarbonate, a
fertilizer unique to China, and urea.
Ammonium bicarbonate
for slightly over half of all nitrogen
fertilizer production. The nitrogen
industry has grown at an average an-
nual rate of 16.4 percent since 1976.
More than half of domestic produc-
tion comes from small plants produc-
ing ammonium bicarbonate. These
small plants (some producing 5,000-
20,000 tonnes per year) draw on lo-
cal reserves of coal, natural gas, and
residual oil for feedstocks, and dis-

accounts

tribute their product locally—usually
within a 50-mile radius.

During the 1970s, China imported
13 large modern plants to produce
urea, most of them supplied by the
American company M. W. Kellogg.
In 1983 these 13 plants produced
about 3.5 million tonnes of urea. In
other words, about 1 percent of Chi-
na’s fertilizer plants produce about

-
i,

™ g

Peasants apply fertilizer to a vegetable field in a suburb of Nanchang, [iangxi

Province.
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Atwork by Jolim Yanwem

25 percent of annual nitrogen output
and more than half the nation’s urea
output. The Chinese want to move to
more efficient large-scale produc-
tion, but are constrained by trans-
portation and distribution problems.
The smaller local plants use much
more energy relative to output than
the large factories, but they continue
to play an important role in supply-
ing local areas with nitrogen fertil-
1zer. Still, Chinese officials have been
closing the most inefficient small
plants; several hundred were shut
down between 1981 and 1983. The
result was to move China's chemical
fertilizer industry into the black in
1982 for the first time in 17 years. In
1978 a total of 1,533 plants sustained
an aggregate loss of Y610 million; in

1982 1,250 plants had net profits of

¥ 100 million.

Four additional imported plants
are expected to come onstream by
1987. These plants were imported in
1978, but construction was sus-

pended the following year as part of

China’s broad economic retrench-
ment. Construction is once again un-
derway and (wo of the plants, the
Xinjiang General Petroleum Plant in
Xinjiang Province and the Zhenhai

Chemical Fertilizer
Supply 1970-83

Million tonnes effective

nutrient weight = *

u
TOTAL SUPPLY <18

=

1970 72 74 76 78 ] 82 83

SOURCE: State Statistical Bureau and China’s
Customs Statistics
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Chemical Fertilizer Works in
Zhejiang Province are currently in
trial operation. They have the capac-
ity to produce 300,000 tonnes of am-
monia and 520,000 tonnes of urea
per year. A third plant in Ningxia will
have similar capacity.

The last of the four plants is in
Lucheng County, Shanxi. When
completed, this will be one of the
largest compound fertilizer plants in
the world, with a capacity of 900,000
tonnes of nitrophosphate and
300,000 tonnes of ammonia per year.
At present, China's only compound
fertilizer plant, the Nanjing Chemical
Industry Corp., produces just 30,000
tonnes per year. The new plant, situ-
ated near Shanxi’s vast coal reserves,
will require 1 million tonnes of coal
and 450,000 tonnes of phosphate
concentrate per year. Equipped with
its own special railway and power
generating unit, the plant is expected
to come onstrecam by the end of
1987. China is importing equipment
for the factory from West Germany’'s
Lurgi Corp. and Japan’s Toyo Engi-
neering Co. at a cost of $250 million.

As significant as these imported
plants are, China has not realized
their full potential. Because of short-
ages of raw material feedstocks, espe-
cially natural gas, these plants oper-
ate at only about 70-80 percent of
their productive capacity. Recent in-
dications that China may be acceler-
ating the development of its natural
gas industry raise hope for improve-
ment on that score.

Phosphate: In 1983 China pro-
duced 2.86 million tonnes of phos-
phate fertilizer, an increase of 12
percent over the previous year. Like
the nitrogen industry, the phosphate
fertilizer industry depends to a large
extent on production from small
plants. Indigenous phosphate rock
makes up 95 percent of the raw phos-
phate used in fertilizer processing.
China’s known reserves total 11.8 bil-
lion tonnes, ranking the country
fourth in the world behind the US,
the Soviet Union, and Morocco.

Under the Sixth Five-Year Plan re-
newed emphasis on phosphate fertil-
izer was reflected in the expansion or
construction of eight mines. The
principal mines are Wangji in Hubei
Province, Kaiyang in Guizhou,
Kunyang in Yunnan, and Yunfu in
Guangdong. The Wangji and
Kunyang mines have phosphate de-
posits totaling 200 million tonnes
each. The Yunfu Iron Sulfide Mine,

in Zhaogqing Prefecture, will produce
enough iron sulfide for 4.8 million
tonnes of phosphate fertilizer. This
mine, equipped with four shipping
berths, is conveniently located near
the Zhu and Xi rivers and should be
completed in 1985.

Additional projects include a phos-
phate fertilizer plant built with Ro-
manian equipment and technology at
Tongling in Anhui Province, and a
fertilizer base at Wengan and Fuquan
in Guizhou. The Tongling plant, ex-
pected to begin production in 1986,
will have a capacity of 140,000
tonnes of solid phosphate ammonia
per year. With the added production
from these projects, China expects to
expand its phosphate fertilizer indus-
try by 21 percent over the 1982 level
by the end of 1987.

Potassium: China's production of
potassium fertilizer remains very low:
only 29,000 tonnes in 1983, This ac-
counted for less than 5 percent of the
already low domestic consumption.
The Chinese paid relatively little at-
tention to potassium as a plant nutri-
ent until 1980, Once they did, they
boosted supply through a dramatic
increase in imports. China does have
large potassium deposits in its west-
ern provinces, however, which it is
only beginning to exploit. A large
plant is under construction in the
Qaidam Basin in Qinghai Province. Tt
will have 200,000 tonnes per year
capacity upon completion of the first
stage of construction in 1987,

Transport and technology hinder
domestic production

Domestic fertilizer production
faces serious constraints. Despite the
government’'s weed-out program,
small-scale plants producing ammo-
nium bicarbonate are still inefficient
by modern standards. While the fer-
tilizer industry as a whole made a
profit in 1983, the government
claims some 300 enterprises still lost
a total of ¥63 million. These decen-
tralized plants, however, do help
tackle one of the industry’'s major
problems: distribution. Transporta-
tion problems, endemic to the
present Chinese system, make distri-
bution of the large plants’ output
difficult. Small fertilizer plants lo-
cated near raw materials and the
fields where their output is used
avoid this problem.

On the other hand, ammonium bi-
carbonate is an extremely unstable
product. It breaks down quickly, and
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must be applied to the soil almost
immediately. Estimated losses due to
volatilization run as high as 1 million
tonnes per year. The clearest evi-
dence for large fertilizer losses in
China is the fact that domestic pro-
duction plus imports exceeds actual
consumption by several million
tonnes.

Technology has been another con-
straining factor. China’s technical ca-
pability has been limited to building
ammonia plants in the 10,000-
150,000 tonnes per year range. Sev-
eral plants of roughly this size have
been built recently, For example, a
plant in Kaifeng, Henan, using natu-
ral gas feedstock has an annual ca-
pacity of 160,000 tonnes, Another in
Qigihar, Heilongjiang, completed in
1983, has a L"‘ll]il('il.\ of 130,000
tonnes of ammonium nitrate,

For larger plants, China was de-
pendent on imports until last year. In
1984, however, the Chinese built two
plants, each with an annual capacity
of 300,000 tonnes of ammonia and
520,000 tonnes of urea. One was
built by the Nanjing Chemical Indus-
try Company in Jiangsu and the other
by the Jinzhou Heavy Machinery
Plant in Dalian, Liaoning. These
plants indicate that the Chinese are
no longer dependent on imported
technology for large-scale plants, but
they do not signal the end of foreign
plant imports altogether. The large
complex fertilizer plant in Shanxi
(which uses some West German and
Japanese equipment) will be the most
likely model for future imports,

The phosphate industry has been
constrained by the remote location of
mines in relation to ports and sources
of sulfur (used in processing phos-
phate rock). At present the Chinese
phosphate industry depends on hy-
droelectric power (thermal phos-
phoric acid) and coke (fused calcium
magnesium phosphate) to transform
the local rock into a usable form.
New rail lines in Yunnan and Hubel
will facilitate more rapid develop-
ment of the phosphate mines at
Kunyang and Wangji. Similarly, the
Yunfu Iron Sulfide Mine will benehit
from its favorable access to transport
facilities.

Another problem the Chinese have
encountered with phosphate is difhi-
culty in extraction. This is caused by
low-grade sedimentary or colloidal
deposits. About 80 percent of Chi-
na's deposits are of this nature and
therefore not suitable for direct

application to the soil.

Constraints on the potassium fer-
tilizer industry once again focus on
transportation. The large fertilizer
plant in Qinghai will have to depend
on an already overtaxed rail system to
bring its product to farming areas. In
short, infrastructure and technology
constraints will continue to plague
the growing Chinese fertilizer indus-
try. The government will slowly phase
out small plants (many of which date
from the Great Leap Forward of the
late 1950s) in favor of large capacity
plants. There will still be a net short-
fall in the supply of chemical fertil-
izer because of continued demand
growth and some displacement of
product from the small plants. As a
result, controlled growth of imports
can be expected.

A prodigious but cautious
importer

Pinning down the exact volume of
China’s fertilizer imports is a daunt-
ing task. Figures for the early 1980s
range from 8-12 million tonnes per
year. Nitrogen accounted for the
bulk of China’s imports in 1983, with
urea making up 58 percent of that
category, up from 34 percent in
1981. Urea’s share in nitrogen im-
ports is expected to continue to
grow. Halfl of the urea imports in
1983 came from Eastern Europe,
with the Middle East supplying a
large amount as well. In value terms,
the US is the most important sup-
plier; in 1983 and the first half of
1984 China bought more than 30
percent of all its chemical fertlizers
by value from America.

Another significant aspect of im-
ports has been the marked increase
in phosphate and potassium imports
following China’s 1982 decision to
encourage their use. In 1981 China
imported 335,000 tonnes of phos-
phate fertilizer. In 1984 it contracted
for imports of approximately 2 mil-
lion tonnes. The US is the principal
supplier, accounting for more than
95 percent of diammonium phos-
phate imports. Imports of potassium
increased as well over this period, as
domestic production failed to keep
up with product demand.

In recent years China's fertilizer
imports have remained a fairly con-
stant percentage of total supply. This
can be traced to a desire o avoid
overreliance on imports and will
mean that further increases in fertil-
izer imports will be linked with do-

mestic production increases. China
also displays caution by spreading its
imports among many different coun-
tries, with the exception of its depen-
dence on the US for phosphate im-
ports. In 1983, 24 countries each
exported more than ¥10 million in
chemical fertilizer to China.

Moving slowly toward fertilizer
self-sufficiency

China’s demand for fertilizer will
continue to grow both in response to
agricultural modernization and the
incentive effects of the responsibility
system. The Chinese obviously would
prefer to satisfy this demand with
domestic production. But despite sig-
nificant advances, domestic capacity
is not likely to keep pace with new
demand for the near future.

New phosphate mining operations
and plants will greatly increase Chi-
na's domestic production, particu-
larly those operations equipped with
modern transportation facilities. In
the short run, though, imports
should play an increasingly impor-
tant role because China's transport
system is still inadequate to take full
advantage of the country’s newly de-
veloped fertilizer production
facilities.

In the longer term, foreign compa-
nies may find China more willing to
import potassium than other types of
fertilizer. Even with the completion
of the Qaidam potassium plant in
Qinghai, domestic supply will fall far
below a demand that has only re-
cently begun to grow.

The brightest prospect for China’'s
production potential is a project cur-
rently being negotiated with the At-
lantic Richfield Co. that could signifi-
cantly affect fertilizer supply by the
end of the decade. This project
would be based on ARCO’s large nat-
ural gas discovery in the South China
Sea about 70 miles south of Hainan
Island. The two sides are discussing
building a pipeline to send the gas to
a proposed giant fertilizer plant on
Hainan, which might have an annual
urea capacity of up to 7 million
tonnes. Fertilizer companies from Ja-
pan and numerous Western coun-
tries reportedly have expressed inter-
est in building the plant. While still
on the drawing board, if this new
fertilizer plant materializes in the
1990s, it would push China well to-
ward its goal of consuming 20 million
tonnes of nitrogen fertilizer per year
by 2000. 5t
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INTERNATIONAL CONFERENCE
ON CHINA'S PETROLEUM INDUS-
TRY February 11-14, 1985, Shanghai.
Discussions on both onshore and ofl-
shore topics. Contact: Petroleum  News,
PO. Box 6233, Washington, DC 20015.
Tel: (202) 726-6150.

SINOCHEM 85/INTERNATIONAL
AND HONG KONG AREA CHEMICAL
INDUSTRY EXHIBITION April 3-9,
1985, Shanghai. Includes petrochemical
cquipment and technology. Contact: Mr.
Y. B. Shaw, Gen. Mgr., Hong Kong Expo-
sitions Lid., 607 Wayson Commercial
Bldg., 28 Connaught Rd. W., Hong
Kong. Telex: 75388 EXPO HX or 72062
HAPS HX.

PETROEX: PETROLEUM AND MIN-
ERAL EXPLORATION AND DEVEL.-
OPMENT EXPOSITION/1985 April
17-24, 1985, Beijing. Contact: Mr. David
L. Yowell, Society of Exploration Geo-
physicists, P O. Box 702740, Tulsa, OK
74170-2740. Tel: (918) 493-3516.

PORT DEVELOPMENT & COASTAL

PETROLEUM CALENDAR

TRANSPORTATION EXPO/CHINA
85 May 22-27, 1985, Guangzhou. Ofi-
shore transportation portion will include
helicopters, lifesaving boats and equip-
ment, offshore base facilities and sup-
porting vessels. Contact: Mr. Andrew Kay,
China Promotion Lid., Rm. 2503, Int]
Building, 141 Des Voeux Rd., Central,
Hong Kong. Telex: 76270 CHOCH NX.

INTERPETRO CHINA 85/INTERNA-
TIONAL PETROLEUM EQUIPMENT
& TECHNOLOGY EXHIBITION Sep-
tember 4-10, 1985, Shanghai. Contact:
Mr. Hsing Wang, Int’l Transworld Exhi-
bition Center, 501 Fifth Avenue, New
York, NY 10017. Tel: (212) 867-1150.

OIL & GAS 85/INT'LL. OFFSHORE
SERVICE, SUPPLY & DEVELOPMENT
EXHIBITION November 11-14, 1985,
Hong Kong. Supported by China Nat’l
Oftshore Oil Corp. Contact: Ms. Suzanne
Faske, The Scatrade Group, 17 Battery
Place, Suite 1102, New York, NY 10004,
Tel: (212) 422-6470.

Calendar prepared by Susan Baugh.

OFFSHORE CHINA '85/THE 3RD
OFFSHORE OIL EXHIBITION &
CONFERENCE November 26-50, 1985,
Guangzhou. Includes supply and trans-
portation, telecommunications, and sup-
ply base operations and maintenance
equipment. Contact: Mr. Walter Keats,
Middle West Consultants Lid., 630 Green
Bay Rd., PO. Box 350, Kenilworth, 11,
60043, Tel: (312) 256-7887.

MARINTEC CHINA 85/SHANGHAI &
MARINTEC OFFSHORE CHINA De-
cember 2-8, 1985, Shanghai. Ofshore
technology exhibits will focus on rig, ves-
sel, and platform fabrication equipment.
Contact: Mr. Ron Akins, Cahners Expo-
sition Group, 7315 Wisconsin Ave., PO.
Box 70007, Washington, DC 20088. Tel:
(301) 657-3090.

2ND SPE INTERNATIONAL PETRO-
LEUM EQUIPMENT & TECHNOL-
OGY EXHIBITION March 14-21, 1986,
Beijing. Contact: Mr. Douglas L. Ducate,
Society of Petroleum Engineers, P.O.
Box 833836, Richardson. TX 75H083-
3836. Tel: (214) 669-3377.

[mvestinenis

A not-to-be-missed program for senior executives and
international marketing managers of large and small

companies interested in marketing, licensing,

ihe Key (o the
Cima Mlgudket

PRACTICAL STRATEGIES FOR SUCCESS

technology transfer and direct equity investment in the
People’s Republic of China.

CBIICAGO) aprIL 2223
APRIL 25-26 |LO)S ANGIE JES)

a two-day semmar sponsored by

<_ The National Council for
US-China Trade

For further information and registration materials, write
The National Council for US-China Trade, 1050 17th
Street, N.W., Suite 350, Washington, D.C. 20036. Or
phone us at (202) 429-0340.

m cooperation with

The First National Bank
of Chicago
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Offshore Service

Supply a

racl

Development

Exhibitio

11-14 November

1985

Hong Kong Exhibition Centre
Organised by Seatrade Far East

Qil & Gas 85 will be Hong Kong

‘s first offshore energy

exhibition. It will highlight the role to be played
in the support and development of energy-related

activity in the South China Sea.

Hong Kong's unrivalled position as a communications and
tinancial centre for this part of the world has made it the

natural choice of location for liaison oftfices handling

personnel movement control, supplies procurement and
engineering back- up. The Territory also provides

sophisticated support services in
computers.

Advisory Committee:

David A Gledhill, Chairman
Swire Pacific Offshore Ltd.
and Hongkong United Dockyards Ltd

He Yuan-Qing, Chief Executive
China National Offshore Qil
Corporation (Hong Kong Represent-
ative Otfice)

the fields of electronics and

Murray € Hudson, President Esso
China Ltd

The Hon. Piers Jacobs, OBE, JP
Secretary for Economic Services,
Hong Kong Gevernment Secretariat

Supported by:

China National Offshore Oil Corporation

Co-sponsored by:

China Ocean Oilfields Services (HK) Ltd.

Chinese Manufacturers Association of Hong Kong
Federation of Hong Kong Industries

Hong Kong General Chamber of Commerce

Roger King, President
Euroosia Shipyard Co. Ltd

Trevor R Willison, General Manager
Total Petroleum (Hong Kong) Lid

S Y Young

Director & Executive Deputy General
Manager

China Ocean Oilfields Services
(Hong Kong) Ltd.

Seatrade Seatrade Seotrada Seatrade Seotrade

4304 China Resources Building 11/12 Bury Street The Whitehall Buillding 5t MNicholos House Sala 412

246 Harbour Road London, EC3A SAT 17 Battery Place 4.6 Elplhas Street Rua Visc e de Inhauma 58
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Please send details
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Attending Conference [

Name

Position

Company

Address

Telephone Telex

Mail to: Seatrade, 4306 China Resources Building, 26 Harbour Road, Hong Kong

Or contacl v

ur nearest Seatrade office




China’s Patent System Emerges

Interpretation will hold the key to the law’s success
with the foreign business communaty

new era of encouragement
and recognition of scien-
tific creativity in China be-
gan when the National
People’s Congress adopted the Pat-

ent Law of the People’s Republic of

China on March 12, 1984. When the
law goes into effect on April 1, 1985,
China will join the ranks of nations
that recognize the products of men-
tal labor as a form of individual
wealth giving rise 1o proprietary
rights and having measurable eco-
nomic value. This is particularly nota-
ble in a nation that, until very re-
cently, has tended to treat the
products of mental labor as shared

wealth, and has practiced a system of

the free use of technological inven-
tions by all units across the country.
In recent statements that reflect the
nation’s current spirit of reform, pat-
ent officials have expressed their
hope that the Patent Law will prove
useful in encouraging and protecting
“competition between rivals™ and in
aiding China’s application of the
“law of value’ to 1ts economic
development.

The new law also represents a ma-
jor advance in China’s effort to cre-
ate a legal framework for the protec-
ton of industrial and intellectual
property, an undertaking essential to
its drive to encourage the importa-
tion of foreign technology. Early
milestones in this area were China’s
adoption of a Trademark Law in
1983 and its entry into the World
[ntellectual Property Organization in
March of that year. In December
1984 China took another significant
step by signing the Paris Convention
for the Protection of Industrial Prop-
erty. Work is also underway on the
drafting of a copyright law, a project
that may take several years.

Although the Patent Law will not
become effective until April 1, Chi-
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Ellen R, Eliasoph

na's patent officials have already
turned their attention to practical is-
sues involved in administering the
new law. They appear to be giving

special attention to several aspects of

the law that are of particular concern
to foreigners.

The Patent Law Implementing
Rules, scheduled for promulgation
prior to April 1, will detail proce-
dures involved in applying for, trans-
ferring, protecting, and defending
patent rights. But ultimately, the
manner in which the law and the
implementing rules are interpreted
and applied will have the greatest
significance for the law’s successful
implementation. China’s patent law
ofhicials have proved very willing to
discuss their ongoing deliberations
and respond to requests for clarifica-
tion regarding both substance and
procedural aspects of the law, and in
so doing they have shed light on what
the future might hold.

Scope of patent protection and
the problem of exclusions

China’s Patent Law provides for
the patentability of inventions, utility
maodels (often referred o as “petty
inventions™), and industrial designs
that conform to the requirements set
forth in the law. The law requires that
inventions and utility models have
the qualities of “novelty,” “inven-
tiveness,” and “practical applicabil-
iy Industrial designs have only one
requirement for patentability: the
design may not be identical or similar
Ellen R. Eliasoph is the resident Beijing
attorney of the New York-based law firm
Paul, Weiss, Rifkind, Wharton & Gar-
rison, and a \/Jrr'r(rh\{ on Chinese .Ir'_gr.'.’

matters. The author wishes to acknowl-
edge the assistance and advice provided
by Frank D. Shearin, sewior patent attor-
ney, Monsanto Company.

to any design that has been publicly
disclosed in publications in China or
abroad, or publicly used in China,
prior to the date of the patent
application.

Article 25 of the law specifically
excludes patents on the following
classifications of products and inven-
tons: 1) scientific discoveries; 2) the
rules and processes of mental activi-
ties; 3) methods of diagnosing and
treating diseases; 4) foodstuffs, bev-
erages, and flavorings: 5) pharma-
ceuticals and substances derived
from chemical processes; 6) breeds
and varieties of animals and plants;
and 7) substances derived from nu-
clear processes. The Article further
stipulates, however, that patent
rights may be granted to the “pro-
cesses for producing™ products listed
in items 4, 5, and 6.

The publication of these general
exclusions left many observers long-
ing for more detail. As paient practi-
tioners know, the true scope of pro-
tection provided by a patent law is
often found not in its wording but in
its interpretation. Discussions with
Chinese patent authorities on  the
subject have been encouraging, for
they exhibit a keen appreciation of
the role that interpretation will play
in their system of exclusions, and
have even gone so far as to hint at the
interpretations they may adopt in
some specific areas:

Pharmaceutical and Chemical
Substances: There i1s hittle unex-
pected or unusual about the exclu-
sion of pharmaceutical products and
substances derived from chemical
processes. Most developing coun-
tries, and even some developed coun-
tries, deny patent protection to the
creators of pharmaceutical products.
China’s patent officials have ex-
plained their view that pharmaceuti-
cal products, like foodstufls and bev-
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erages, are essential to people’s
health and well-being, and should
therefore be manulactured on a
widespread basis and sold at the low-
est possible price (i.e., without any
premium pavable to the patent
holder).

In addition, China’s patent ofhi-
cials point out that in the area of
chemical substances, the granting of
patents could discourage others from
trying o invent new processes for
creating chemical substances, and
thus inhibit development ol the
country’s chemical industry. A back-
ward chemical industry, they add,
can easily be dominated by foreign
enterprises.

From the perspective ol certain
process-reliant industries, such as the
petroleum and petrochemical indus-
tries, China's protection of chemical
processes is highly encouraging. But
industries involved primarily in
the development and marketing
of new chemical products—the
agrichemicals industry, for exam-
ple—may find process protection
alone madequate. However, many
believe that the existing provisions of
the law, if flexibly applied, could af-
ford some protection similar to that
obtainable under substance per se
protection. For example, some chem-
ical products are actually formula-

tions—simple physical mixtures of

various ingredients
“substances derived [rom chemical
processes.”” Will “chemical formula-
tions” be entitled to protection un-
der the “‘process”
though the end products might not

as opposed to

rubric, even

themselves be eligible for patent pro-
tection? Alternatively, the direct pat-

enting ol new “methods of use™ of

chemical substances, which is not ex-
cluded by the terms of Arucle 25,
would afford even stronger protec-
tion.

China's patent ofhcials are quick
to point out that the limitations relat-
ing to chemical substance protection
may be relaxed over time, as China
gains more expericnce with a patent
system. In fact, they have already
taken significant steps to demon-
strate their flexibility in this regard.
Although as of this writing legislative
confirmation is not yet available, pat-
ent officials have recently stated that
China will grant patent protection to
chemical formulations and methods
of use. While this is certainly encour-
aging, the precise scope of this pro-
tection awaits development and clari-
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fication through practice.
Microorganisms: The stated ineli-
gibility of “breeds and varieties of
animals and plants™ for patent pro-
tection has left open the question of
whether
from biotechnology will be patent-
able in China. Chinese patent ofh-
cials have indicated that China does
intend to grant patent protection for
microorganisms and the processes
for producing them. They add that,
now that it has joined the Paris Con-
vention, China will consider adhering
to the Budapest Treaty, which estab-
lishes an international procedure for
making the microorganism deposits
required in connection with certain
microbiological patent applications.
Computer Software: Although
prior to the promulgation of the Pat-

microorganisms derived

ent Law Chinese othcals had repeat-
edly stated that software would be
ineligible for patent protection, the
law does not in fact contain such an
exclusion. Some puzzled observers
simply assumed that Article 257s ex-

clusion of “rules and processes of

mental activities” was meant (o en-
(‘U]]ll)il‘af\' ('()1]]])“[(']' ‘i[i[“\’\’l”‘(ﬂ
Chinese patent officials have re-
cently confirmed that, in general,
computer software will not be patent-
able, but will instead be covered by
China’s forthcoming copyright law or
a special computer software protec-
tion law. They add, however, that
computer software integrally related
to the operation of computer hard-
ware for which a patent application is
made will be patentable, as is the
practice in the United States. Chi-
nese ofhicials anticipate that the pre-
cise scope of this protection will be
delineated on a case-by-case basis.

Administration and enforcement
agencies

During the initial period following
the promulgation of the Patent Law,
there was some confusion as to which
agencies would be responsible for is
administration and enforcement.
The references in Articles 19 and 20
to “the patent agency designated by
the State Council of the People’s Re-
public of China™ and the reference in
Article 60 to “the patent administra-
tion authorities” mystified many ob-
servers. Who are these
and “authorities,” and what powers
will they have?

The authority to review patent
applications and grant patent rights
is held by the China Patent Ofhce,

‘e

agencies”

which is headquartered in Beijing
and has already established numer-
ous ofhices throughout the country.
In addition, the Patent Office has
published guidelines for the estab-
lishment of patent administration of-
fices (as ('nnlﬂrlplalvtl by Article 60)
by each individual province, autono-
mous region, sell-governing munici-
pality and, in some cases, industrial
ministries, bureaus, special economic
zones, and
responsihilities of the patent admin-
istration offices will include the pro-

“open cities.”” The

cessing of domestic patent apphica-
tions and the handling of patent
disputes occurring within their re-
spective jurisdictions. The Patent Of-
fice has also made provisions for the
establishment of patent service orga-
nizations by these various regions
and agencies for the handling of day-
to-day patent document services, pat-
ent agency work, and other tasks.

The China Council for the Promo-
tion of International Trade (CCPIT)
was the first organization to be
granted the authority to handle for-
eign-related patent matters. In 1980
CCPIT established the CCPIT Patent
Agency, located in Beijing, which for-
mally opened in 1984, In March
1984 CCPIT and a Hong Kong co-
investor jointly established The
China Patent Agency (Hong Kong),
Ltd., to assist foreigners in handling
China patent matters through Hong
Kong, And in August the Shanghai
Patent Office was officially desig-
nated the second patent organization

responsible for the handling of for-
eign-related patents in China,

CCPIT and the Shanghai Patent Of-
fice are clearly the “agencies’™ re-
ferred to in Articles 19 and 20 of the
laws; i.e. those that have been desig-
nated by the State Council to handle
patent matters in China on behalf of
foreigners who do not “have a regu-
lar residence or place of business in
China”” (Article 19), and to handle
applications by Chinese individuals
and units for foreign patents (Article
20). Foreigners resident in or having
a place of business in China have an
option, il they wish, to apply for a
patent through the local patent ad-
ministration authorities in the same
manner as a Chinese individual or
entity, instead of working through
CCPIT or the Shanghai Patent
Agency.

It will be interesting 1o observe the
extent to which the various autho-
rized agencies compete for foreign
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patent applications. Chinese patent
officials anticipate both regional and
interagency competition, and have
confirmed that both the Shanghai
Patent Office and the Shanghai
branch of CCPIT will accept foreign-
er's patent applications in China.

Rights of priority for foreign
applicants

The Patent Law adopts a hirst-to-
file rule for handling situations in
which two or more applicants file
competing claims for a patent on an
identical item. Article 29, however,
contains an exception to the first-to-
file rule. The Article provides that a
foreign applicant has the right to
claim priority for a patent applica-
tion filed in China within a specified
time period following the first filing
of an application outside China for a
patent on the invention, utility
model, or design in question. Thus, a
foreign applicant granted priority
under China’s Patent Law may have
the date on which its patent applica-
ton was filed in a loreign country
regarded as the date of filing in
China. This priority right is, however,
available only to nationals of coun-
tries that have entered into an inter-
national convention or a bilateral
agreement with China (for example,
the 1979 Agreement on Trade Rela-
tions between the US and the PRC),
providing for the mutual recognition
of priority rights, and 1o nationals of

countries that grant a similar righe of
!

priority to Chinese nationals on the
basis ol reciprocity.

In order to encourage foreign pat-
ent applicants to file as soon as the
law takes eftect on April 1, 1985,
foreign applicants will be allowed 1o
claim a right of priority in China with
respect to any invention, utility
model, or industrial design for which
an initial patent application was
made outside China on or alter Octo-
ber |, 1984—that 1s, within the six
months immediately preceding the
effective date of the law. CCPIT has
already begun accepting and process-
ing foreigners’ patent applications,
both those being filed under a claim
of priority and those that are not, in
preparation for formal filing when
the Patent Law enters into force.

What happens after filing—
questions remain

Although it is encouraging 1o
watch the system for implementation
of the Patent Law swilily take form
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and to obtain some preliminary indi-
cations as to how the law may be
interpreted, a number of questions
remain. The forthcoming Patent Law
Implementing Rules may address
some of these questions, but others
will have to be resolved through prac-
tice, or left to be addressed in supple-
mentary legislation. Some of the is-
sues of major concern to foreign
businessmen include the following:

Compulsory licensing: The Patent
Law generally provides that once a
patent is granted, no individual or
entity may practice the patent unless
authorized by the patentee pursuant
to a written licensing contract. How-
ever, the law contains certain excep-
tions to this rule. Article 51 of the law
provides that a patentee has an ob-
ligation to manufacture its patented
product or use its patented process
in China, or to grant licenses to oth-
ers to do so. Article 52 provides that
if, upon the expiration of three years
from the date on which a patent right
is granted for an invention or utility
model, the patentee has “without
valid justification’™ failed to fulfill the
obligations prescribed in Artcle 51,
the Patent Ofhce may grant to an-
other entity a compulsory license to
practice the patent.

Whether this compulsory licensing
provision is viewed as reasonable or
not will depend on the interpretation
given the phrase “without valid jus-
tification.” For example, will the
time required by a chemical company
to obtain necessary safety and envi-
ronmental impact approvals prior to
marketing be considered “vahlid jus-
tihcation™ for a delay? Will the lack
of proper infrastructure such as, for
example, a constant source ol elec-
tricity, be considered a “valid justifi-
cation™

The Patent Othcee may also grant a
compulsory license to a patentee
holding a patent on an improvement

for not working a patent?
:

of a previously patented invention or
utility model patent, if the practice of
the improvement is dependent upon
the practice of the carlier patent. In
such a case, the patentee may apply
for and obtain the right to practice
the earlier art, and the prior patentee
will have a reciprocal right to apph
for and obtain a compulsory license
enabling it to practice the improve-
ment of the invention or utility model
in question. Foreign business repre-
sentatives have expressed the hope
that these provisions will be given a
narrow interpretation in order to

avoid the anomalous situation in
which a later patentee of a minor
improvement can easily obtain a
compulsory license 1o practice the
prior art.

Royalties: Although the Patent
Law generally provides a patentee
with the right to require its licensees
to pay a royalty, it contains no guide-
lines governing the amount of the
rovalty that the patentee—be it a
Chinese—foreign joint venture enter-
prise, another Chinese entity, or a
foreign entity—may charge. This
omission raises particular problems
for the interpretation of Articles 54
and 57 of the Patent Law, both of
which relate to compulsory licensing,.
Article 54 provides that an applicant
for a compulsory license 1o practice
another’s patent “'shall submit proof
of its inability to conclude a licensing
contract with the patentee on the
basis of reasonable terms.”” Article H7
provides that the unit or individual
obtaining a compulsory license “'shall
pay the patentee a reasonable use
fee,” the amount of which is 1o be
decided by the parties through con-
sultation or, failing that, through
Patent Ofhice adjudication. But the
Patent Law is silent on the meaning
of the term “reasonable.” In re-
sponse 1o requests lor explanation,
patent officials have indicated only
that China’s forthcoming regulations
concerning technology transfer may
contain relevant guidelines, but that,
in general, royalty rates should be
determined through negotiation by
the parties involved.

Handling of infringement cases:
Article 60 of the Patent Law provides
patentees and
with two alternative methods for

“interested  parties”

challenging patent infringement:
commencement of proceedings be-
fore the patent administration au-
thorities or the institution of court
action. The statute of hhmitations for
infringement actions 1s (wo years,
commencing from the date on which
the patentee or interested party
“knew or should have known ol the
acts ol infringement.”

Any given patent administration
authority may entertain a dispute
arising solely within the scope of its

Jurisdiction, i.e., within the province,

municipality, ministry, or bureau
concerned, and will have the power
to investigate the facts and resolve
disputes by means of “administrative
mediation.” In additon, these au-

thorities will have the power Lo issue
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injunctions and order compensation.
Decisions rendered by the patent ad-
ministration authorities may be ap-
pealed to the People’s Courts.

Article 60 of the law also provides
that in cases arising from a claim of
infringement of a process patent, the
defendant shall be requirved to supply
prool of the manufaciuring process
used. Under the patent Laws ol many
nations, the burden of proof in pro-
cess infringement cases rests with the
plaintiff and is often exceedingly dif-
ficult to meet. Article 60°s reversal of
the burden of proof, cited by Chinese
officials as an important element ol
the “strong” protection to be al-
forded by China’s Patent Law, has,
accordingly, been hailed by foreign
manufacturers as a laudable develop-
ment. While welcoming the proce-
dural advantage provided by Article
60, foreign manufacturers point out
that, il itis to play an effective role in
counteracting international counter-
feiting and pirating, this reversal of
the burden of proof must apply not
only to domestic manufacturers, but
also to importers of allegedly infring-
ing products.

But at this early stage, even the
more basic question ol whether the
importation of an infringing product
or a product manufactured through
the unauthorized use of a patented
process will constitute an infringe-
ment under the Patent Law remains
open. This is due to the fact that the
Patent Law contains no positive defi-
nition of the term “infringement,”
an omission that observers have
noted with concern. The omission
leaves open many quesiions as 1o
what sorts of infringement claims will
be cognizable in China. Will the Chi-
nese authorites entertain claims of
contributory infringement? Induce-
ment to infringe?

Chinese patent ofhcials have held
out little hope that the Patent Law
Implementing Rules will contain fur-
ther clarification of this issue.
Rather, they expect that complicated
questions involving the importation
of infringing products and the inter-
pretation of the term infringement
will be resolved over the course ol a
long period of practice and through
the case-by-case handling of disputes.

Foreign-owned and Chinese-
foreign joint venture enterprises
Article 6 of the Patent Law pro-
vides that the right to apply for a
patent for a job-related invention or
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creation made by the personnel of a
foreign-owned enterprise or Chi-
nese—foreign joint venture enter-
prise within China’s territory shall
belong to the enterprise and that the
patent right, once granted, shall be
owned by the enterprise. Foreign
companies investing in wholly owned
enterprises or Chinese—loreign joint
venture enterprises may be con-
cerned with the conditions under
which they can obtain assignments of
the patent rights acquired by these
enterprises.

Article 10 provides that both the
right to apply for a patent and the
patent right itsell may be assigned,

The Patent Law contains no
positive definition of the term
“infringement.”” This omis-
sion leaves open the basic
question of whether importa-
tion of an infringing product
or a product manufactured
through the unauthorized
use of a patented process will
constitute an infringement.

and that assignments by Chinese

units or
must be :l])])]'()\t‘(l by “the relevant

individuals to foreigners

competent department of the State
Council.” Since China's joint venture
legislation provides that Chinese—
foreign joint venture enterprises are
“Chinese legal persons,’ it is gener-
ally assumed that the State Council
approval required by Article 10 will
apply to assignments of patent rights
by all such enterprises. Although the
legal status of wholly owned foreign
enterprises remains unclear, itis pos-
sible that they, too, will be subject
to Article 10. Many foreign ob-
servers hope that the Patent Law
Implementing Rules will clarify

the conditions for the granting of

the r‘equi.sil(- State Council ;1|)prn\';l|,
and that such conditions will not be

reasonably restrictive,

Disseminating patent information

Since patent ofhcials expect that
the reach of the Patent Law and the
application of its provisions will be
clucidated over time and on the basis
of actual cases, regular and timely
public dissemination of information
about the patent system, patent
grants, and patent case decisions will
be crucial to the system’s effective
operation. It is therefore encourag-
ing to note that channels for this
dissemination are rapidly being
established.

The Patent Law provides for the
publication of the text of a patent
application after it has undergone
preliminary examination, and again
when it has been approved. Presum-
ably, these publications will appear in
a patent gazette similar to those of
other nations. Chinese patent oth-
cials have already stated that they
intend to publish such a gazette,

Patent officials have also con-
firmed that they intend to publish
rulings, interpretations, and supple-
mentary explanations of the Patent
Law [rom time to time. Indeed, the
Patent Ofhee has already issued two
Patent Ofhice Circulars relating, re-
spectively, to the priority period for
foreign applicants and to the respon-
sibilities of the patent administration
authorities. Both circulars were pub-
lished in Chinese-language patent
and technical periodicals, which are
beginning to proliferate at a rather
astounding rate. A sample of the vari-
ous titles available from the Patent
Documents Publishing House
alone—not to mention the host of
other publishing houses—includes
Patents of China, World Inventions,
Foods and Fermentation, Electromag-
netic and Radiation Meteorological Sur-
veying and Prospecting, and Weapons
and Ammunition.

The compilation of patent docu-
ments and data and the training of
personnel are both well under way.
The China Patent Otfice is setting up
a patent data service center, which
reportedly has already collected over
20 million reference items from all
over the world. Thousands of patent
personnel have received short-term
course training. It appears that news
of the system is spreading fast: China
Daily, China’s English-language
newspaper, recently published the
letter of a patent enthusiast from In-
ner Mongolia, who praised the China
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Patent Office for having “‘trained
several thousand people through
correspondence courses™!

A good beginning

At the time of its promulgation in
March 1984, China’s Patent Law
evoked a generally favorable reaction
from foreign commentators. Since
then, Chinese patent officials have
worked energetically to explain the
law and establish a system for its
implementation.

Of particular importance is the
thoughtful, flexible attitude that Chi-
na's patent officials have demon-
strated in the course of explaining

the new patent system. This has en-
couraged observers and potential
patentees to anticipate that China’s
patent system will be well-adminis-
tered, reliable, and—once the neces-
sary experience is acquired—sophis-
ticated. The Chinese, for their part,
are eager to begin. After all, practice
is the best test. Perhaps this is why a
Chinese patent official chose to end a
recent discussion with a group of for-
eign business representatives by ask-
ing, simply, “What decision will you
make on April 1, 19857 Will you
stand by for awhile? Or will you come
in right away to file patent applica-

tions in China? =

The Patent Law of the People’s

Republic of China

CHAPTER 1 GENERAL PROVISIONS

Article 1. This Law is formulated in
order to protect patent rights for inven-
tions and creations, encourage inventions
and creations and further their popular-
ization and application, promote the
development of science and technology,
and meet the needs of socialist
modernization.

Article 2. The
ations’’ referred to in this Law mean in-

“inventions and cre-

ventions, utility models, and industrial
designs.

Article 3. The State Patent Ofhice of the
People’s Republic of China shall accept,
handle, and examine patent applications
and grant patent rights in respect of in-
ventions and creations that conform to
the provisions of this Law,

Article 4. 11 an invention or creation for
which a patent application is made in-
volves national security or major interests
of the State and should be kept secret, the
application shall be handled in accor-
dance with the relevant regulations of the
State.

Article 5. Patent rights shall not be
granted in respect of inventions and cre-
ations that violate the laws of the State or
the morals of society, or that jeopardize
the public interest.

Article 6. The right to apply for a patent
for a job-related invention or creation
course of performing the
tasks of the unit concerned, or made pri-

made in the

marily through the use of the material
means of such unit, shall belong 1o such
unit; the right to apply for a patent for a
non-job-related invention or creation
shall belong to the inventor or designer.
Upon approval of an application, if the
application was made by a unit owned by
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the whole people, the patent right shall be
held by such unit; if the application was
made by a collectively owned unit or an
individual, the patent right shall be
owned by such unit or individual.

The right to apply for a patent for a

job-related invention or creation made by

personnel of a foreign-owned enterprise
or Chinese—foreign joint venture enter-
prise within the territory of China shall
belong to such enterprise; the right to
apply for a patent for a non-job-related
invention or creation shall belong to the
inventor or designer. Upon approval of
an application, the patent right shall be
owned by the enterprise or individual that
applied for it.

The owners and holders of patent
rights are uniformly referred to herein as
“patentees.”

Article 7. No unit or individual may
suppress the applications of inventors or
designers for patents in respect of non-

job-related inventions or creations.

Article 8. Unless otherwise agreed, the
right to apply for a patent for an inven-
tion or creation made by two or more
units through cooperation, or by one unit
that has been entrusted by another unit to
perform a research or design task, shall
belong to the unit that made, or the units
that jointly made, the invention or cre-

The Patent Law was adopted at the
Fourth Session of the Standing Commil-
tee of the Sixth National People’s Con-
gress on March 12, 1984. Translation
by Paul, Weiss, Rifkind, Wharton &
Garrison.

ation. Upon approval of the application,
the patent right shall be owned and held
by the unit(s) that applied for it.

Article 9. If two or more applicants
apply separately for a patent for the same
invention or creation, the patent right
shall be granted to the applicant that
applied first.

Article 10. The right to apply for a
patent, and the patent right itself, may be
assigned.

If a unit owned by the whole people
assigns a right to apply for a patent or a
patent right, the matter must be ap-
proved by the higher-level competent
authority.

If a Chinese unit or individual assigns
to a foreigner a right to apply for a patent
or a patent right, the matter must be
approved by the relevant competent de-
partments of the State Council.

The parties 1o an assignment of the
right to apply for a patent or of a patent
right must sign a written contract, which
shall become effective upon being regis-
tered with and publicly announced by the
Patent Ofhee.

Article 11. Except as provided in Arti-
cle 14 of this Law, following the grant of
an invention patent right or utility model
patent right, no unit or individual may
practice the patent without the permis-
sion of the patentee; that is, no unit or
individual may manufacture, use, or mar-
ket the patented products, or use the
patented process, for production or busi-

Nness PUrposes.,

Following the grant of an industrial
design patent right, no unit or individual
may practice the patent without the per-
mission of the patentee; that is, no unit or
individual may manufacture or market
products using the patented industrial
design, either for production or business
purposes.

Article 12. Fxcept as provided in Arti-
cle 14 of this Law, any unit or individual
that practices another person’s patent
must sign a written licensing contract
with, and pay a royalty to, the patentee.
The licensee shall not have the right to
permit any unit or individual other than
those specified in the contract to practice
the said patent

Article 13. Following the publication of
an application for an invention patent,
the applicant may require that units or
individuals that practice its invention pay
an appropriate fee.

Article 14. The relevant competent de-
partments of the State Council and the
people’s governments of the provinces,
autonomous regions, and municipalities
directly under the central authorities
shall, on the basis of the State plan, have
the power to decide whether 1o permit
designated units to practice important
imvention and creation patents held by
units owned by the whole people that fall
within their own system or within their

Jurisdiction. The units practicing such
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patents shall, in accordance with State
regulations, pay a rovalty to the units
holding the patent rights,

Patents of Chinese collective units or
individuals that are of great significance
for the national or the public interest and
need to be popularized and applied shall
be handled in accordance with the provi-
sions of the preceding paragraph alter
being reported to the State Council by
the relevant competent departments of
the State Council for approval.

Article 15. Patentees have the right to
aflix patent markings and patent num-
bers on their patented products, as well as
on the packaging of such products.

Article 16. Units that own or hold pat-
ent rights shall reward the inventors or
designers of job-related inventions or cre-
ations; after an invention or creation pat-
ent is practiced, the inventor or designer
shall be rewarded in accordance with the
scope of its popularization and applica-
tion and the economic benefits obtained.

Article 17. An inventor or designer has
the right to state in the patent documents
that he himsell is the inventor or
designer.

Article 18. When a foreigner, foreign
enterprise, or other foreign organization
that does not have a regular residence or
place of business in China applies for a
patent in China, the matter shall be han-
dled on the basis of this Law in accor-
dance with any agreement entered into
between the country to which he or it
belongs and China, any international
treaty participated in by both countries,
or the principle of reciprocity.

Article 19. When a foreigner, foreign
enterprise, or other foreign organization
that does not have a regular residence or
place of business in China applies for a
patent and deals with other patent mat-
ters in China, he or it shall entrust the
patent agency designated by the State
Council of the People’s Republic of
China to handle such matters on his or its
behalf.

When Chinese units or individuals ap-
ply for patents and deal with other patent
matters in this country, they may  trust a
patent agency 1o handle such matters on
their behalf.

Article 20. When a Chinese unit or
individual intends to make application in
a foreign country for a patent on an
invention or creation accomplished in
this country, it or he shall first apply for a
patent at the Patent Office and, after
;1|p|u'n\';l| by the relevant competent de-
partments of the State Council, it or he
shall entrust the patent agency designated
by the State Council to handle the matter
on its or his behalf,

Article 21. Prior to the publication or
public announcement of a patent applica-
tion, Patent Office personnel and the
persons concerned shall be responsible
for keeping the contents of the patent
application confidential.
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CHAPTER 11 CONDITIONS FOR THE
GRANTING OF PATENT RIGHTS

Article 22. In order to qualify for the
grant of patent rights, inventions and util-
ity models must possess the characteris-
tics of novelty, inventiveness, and
practicability.

“Novelty” means that prior to the date
of application, no identical invention or
utility model has been publicly disclosed
in domestic or foreign publications, been
publicly used in this country or been
made known to the public by other
means, nor is there an identical invention
or utility model in respect of which an
application has been hled at the Patent
Office by another person and recorded in
the patent application documents pub-
lished after the date of sad application.

“Inventiveness” means that, in com-
parison with the technology existing prior
to the date of application, the invention
concerned possesses conspicuous, sub-
stantive, distinguishing features and rep-
resents a marked improvement, or, in the
case of utlity models, the utility model
concerned possesses substantive distun-
guishing features and represents an
improvement,

“Pracucability’” means that the inven-
tion or utility model concerned is capable
of being manufactured or used, and, in
addition, is capable of producing positive
results.,

Article 23. In order to qualify tor the
grant of a patent right, an industrial de-
sign must be different from or dissimilar
to-industrial designs that have been pub-
licly disclosed in domestic or loreign
publications or have been publicly used in
this country prior to the date of
application.

Article 24. An invention or creation for
which a patent application is made shall
not forfeit its novelty by virtue of the
occurrence, within six_months prior to
the date of application, of one of the
following events: 1) it is displayed for the
first time at an international exhibition
hosted or recognized by the Chinese gov-
ernment; 2) it is disclosed for the first
time at a prescribed academic or tech-
nical conference; or 3) another person
reveals its details without the consent of
the applicant.

Article 25. Patent rights shall not be
granted in respect of any of the following
iems: 1) scientific discoveries; 2) the
rules and processes of mental activities; 3)
methods of diagnosing and treating dis-
ecases; 4) foodstuffs, beverages, and
5) pharmaceuticals, and sub-

flavorings,
stances derived from chemical proc

6) breeds and varieties of animals and
plants: and 7) substances derived from
nuclear conversion processes.

Patent rights in respect of the pro-
cesses for producing the products listed
initems 4 to 6 of the preceding paragraph
may be granted in accordance with the
provisions of this Law.

CHAPTER 111 APPLICATIONS FOR
PATENTS

Article 26. When application is made
for an invention or a utility model patent,
the application, a written description and
an abstract thereof, a patent claim and
other such documents shall be submitted.

The application shall state the name of
the invention or utility model, the name
of the inventor or designer, the name and
address of the applicant, and other items

The written description shall contain a
description of the invention or utility
model that is suthciently clear and com-
plete as to enable technical personnel in
the technical field 1o which the invention
or utlity maodel belongs to carey it out; if
necessary, drawings shall be appended to
the explanation. The abstract shall briefly
state the important technical features of
the mvention or utility model.

The patent claim shall, on the basis of
the written description, state the scope of
patent prote ton u'qm'su'tl.

Article 27. When application is made
for an industrial design patent, the appli-
cation, pictures, or photographs of the
industrial design, and other such docu-
ments shall be submitted, and, i addi-

tion, the products for which the said in-

dustrial design is 1o be used and the
categories to which they belong shall be
described.

Article 28. The day on which the Patent
Office receives the patent application
documents shall be the date of applica-
tion. If the application documents are
sent by mail, the date ol mailing, as indi-
cated by the postmark, shall be the date of
application.

Article 29. 1f a foreign applicant files an
application in China within 12 months of
his or its first patent application in a
foreign country in respect of the same
invention or utlity model, or within six
months of his or its first patent applica-
tion in a loreign country in respect of the
same industrial design, the applicant may
be entitled to enjoy a right of priority in
accordance with any agreement signed
hetween the country to which the appli-
cant belongs and China, any international
convention to which both countries are
party, or in accordance with the principle
of the mutual recognition of the right of
priority; that is to say, the date on which
the application was first filed by the appli-
cant in the foreign country shall be the
date of application.

When an applicant claims a right of
priority and one of the events listed in
Article 24 of this Law occurs, the term of
the priority right shall be calculated com-
mencing from the day on which the event
occurs.

Article 30. An applicant claiming the
right of priority shall submit a written
statement at the time of application indi-
cating the date of the application filed in
the foreign country and the country in
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which such application is being handled,
and, in application, shall within three
months submit copies of the application
documents certified by the authority in
such country that is responsible for han-
dling the application; an applicant that
does not submit such written statement or
fails to submit the documents within such
time limit shall be deemed not to have
claimed a right of priority.

Article 31. An application for an inven-
tion patent or a utility model patent shall
be limited to a single invention or utility
model. Two or more inventions or utility
models that are generated from a single
general inventive concept may be submit-
ted together in one application.

An application for an industrial design
patent shall be limited to a single indus-
trial design used for one type of product.
If two or more industrial designs are used
for products of the same category that
will be sold or used in sets, they may be
submitted together in one application.

Artiele 32. An applicant may withdraw
his or its patent application at any time
prior to the granting of a patent right.

Article 33. An applicant may amend his
or its patent application documents; how-
ever, such amendments may not exceed
the scope in the original written
description.

CHAPTER 1V EXAMINATION AND
APPROVAL OF PATENT APPLICA-
TIONS

Article 34. After the Patent Ofhce re-
ceives an application for an invention pat-
ent and, upon preliminary examination,
finds it to be in conformity with the re-
quirements of this Law, it shall publish
the application within 18 months from
the date of application. The Patent Office
may, upon an applicant’s request, publish
his or its application at an earlier date.

Artiele 35. Within three years from the
date of application for an invention pat-
ent, the Patent Ofhce may, upon the re-
quest of the applicant made at any time,
carry out substantive examination of the
application. If, absent valid justification,
the applicant fails 1o make a request for
substantive examination within the time
limit, the said application shall be deemed
to have been withdrawn,

When the Patent Office considers it
necessary, it may of its own accord carry
out substantive examination of an appli-
cation for an invention patent.

Article 36. When making a request for
substantive examination of an invention
patent application, the applicant shall
submit reference materials relating to the
imvention that predate the date of
apphication.

When an applicant requests substantive
examination in a case where application
ion

for an invention patent for the inve
in question has already been made in a
foreign country, the applicant shall sub-
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mit the materials that have been
bled and investigated by such country in
the course of examining such application,
or materials containing the results of such
examination. If, absent valid justification,
the applicant fails to submit such materi-
als, the application shall be deemed to
have been withdrawn.

Article 37. If, upon substantive exami-
nation of an application for an invention,
the Patent Office finds that an applica-
tion does not comply with the provisions

SCI-

of the Law, it shall so notify the applicant,
and require the applicant to present his
or its views and amend the application
within a specified time limit; if, absent
valid justification, the applicant fails to
respond within the time limit, the applica-
tion shall be deemed to have been
withdrawn.

Article 38. If, following the presenta-
von of views or the amendment of its
application by an applicant for an inven-
tion patent, the Patent Office sull finds
that the application fails to comply with
the provisions of this Law, it shall reject
the said application.

Article 39. If, upon substantive exami-
nation of an application for an invention
patent, no reason for rejection is discov-
ered, the Patent Office shall make its
approval decision, announce it, and
notify the applicant.

Article 40. After the Patent Ofhce re-
cewves an application for a utility model
patent or an industrial design patent and,
upon preliminary examination, finds it to
be in conformity with the requirements of
this Law, no further substantive examina-
tion shall be conducted, and the Patent
Office shall immediately announce its
findings and notify the applicant.

Article 41. Within three months of the
date of announcement of a patent appli-
cation, any person may, in accordance
with the provisions of this Law, file with
the Patent Ofhice an opposition 1o the
said application. The Patent Ofhice shall
deliver a copy of the opposition to the
applicant and the applicant shall submit a
written response within three months af-
ter the date of its receipt of such copy; if,
absent valid justification, the applicant
fails to submit a written response within
the time limit, the application shall be
deemed to have been withdrawn.

Article 42. 1f, upon examination, the
Patent Ofhce finds an opposition 1o be
well grounded, it shall make a decision to
reject the application and shall notify
hoth the opponent and the applicant.

Article 43. The Patent Office shall es-
tablish a Patent Re-examination Board. If
an applicant disagrees with a decision of
the Patent Office rejecting his or its appli-
cation, the applicant may, within three
months after the date of its receipt of
notification of the rejection, request the
Patent Re-examination Board to conduct
a re-examination. After the Patent Re-
examination Board has completed its re-

examination, it shall make a decision and
notify the applicant.

If an applicant for an invention patent
disagrees with a decision for the Patent
Re-examination Board rejecting his or its
request for a re-examination, the appli-
cant may, within three months after the
date of its receipt of notification of the
rejection, bring suit in the people’s
courts.

The decision made by the Patent Re-
examination Board in respect of a re-
examination request made by an appli-
cant concerning a utility model or
industrial design shall be final.

Article 44. If there is no opposition to a
patent application or, upon examination,
the opposition is found to lack justifica-
tion, the Patent Office shall make a deci-
sion to grant a patent right, and shall
issue a patent certificate and register and
announce the relevant matters.

CHAPTER V TERM, TERMINATION,
AND INVALIDATION OF PATENT
RIGHTS

Article 45. The term of an invention
patent right shall be 15 years, calculated
commencing from the date of
application.

The term of a utility model or industrial
design patent right shall be five years,
calculated commencing from the date of
application. The patentees may, prior to
the expiration of such term, apply for an
extension of three years.

Where a patentee enjoys a right of pri-
ority, the term of the patent right shall be
calculated commencing from the date of
his or its application in China.

Article 46. Commencing in the year in
which a patent right is granted, the paten-
tee shall pay an annual fee.

Article 47. Should either of the follow-
ing circumstances occur, a patent right
shall be terminated prior to the expira-
tion of its term: 1) The annual [ee is not
paid as prescribed; or 2) The patentee
makes a written statement renouncing the
patent right. The termination of a patent
right shall be registered and announced
by the Patent Ofhce.

Article 48. Following the grant of a
patent right, any unit or individual that
believes the grant of such patent right to
be inconsistent with the provisions of this
Law may request the Patent Re-examina-
tion Board to declare such patent invalid.

Article 49. The Patent Re-examination
Board shall undertake an examination of
the request for declaration of invalidity of
the patent right, make a decision, and
notify both the person making the re-
quest and the patentee. A decision to
declare a patent right invalid shall be
registered and announced by the Patent
Oftice.

A person who disagrees with a decision
made by the Patent Re-examination
Board declaring an invention patent right
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invalid or sustaining an invention patent
right may, within three months after re-
ceiving notification of such decision,
bring suit in the people’s courts.

The decision made by the Patent Re-
examination Board in respect of a request
1o declare a utility model patent right or
industrial design patent right invalid shall
be final.

Article 50. A patent right that is de-
clared invalid shall be deemed to have
been nonexistent from its inception.

CHAPTER VI COMPULSORY LI-
CENSING TO PRACTICE A PATENT

Article 51. A patentee hi
to manufacture his or its patented prod-

s an obligation

ucts, or use his or its patented process, in
China, or to grant licenses to others
to manufacture such patented pro-
ducts, or 10 use such patented process,
in China.

Article 52. 1f, upon the expiration of

three vears from the date on which its
patent right was granted, an invention or
a utility model patentee has, without valid
justification, failed to perform the obliga-
tions prescribed in Article 51 of this Law,
the Patent Office may, upon the applica-
tion of a unit possessing the means to

practice the patent, grant a compulsory
license to practice such patent.

Article 53. In a case where a patented
invention or utility model is technically
more advanced than an invention or util-
ity model that was patented earlier, and
the practice of the later invention or util-
ity model is dependent upon the practice
ol the prior invention or utility model,
the Patent Office may, upon the applica-
tion of the subsequent patentee, grant a
compulsory license to practice the prior
invention or utility model.

When granting a compulsory license in
accordance with the provisions of the pre-
ceding clause, the Patent Ofhce may also,
upon the application of the prior paten-
tee, grant a compulsory license to prac-
tice the later invention or utility model.

Article 54. A unit or individual applying
for a compulsory license in accordance
with the provisions of this Law shall sub-
mit proofl of its ability to conclude a h-
censing contract with the patentee on the
basis of reasonable terms.

Article 55. The decisions of the Patent
Office granting compulsory licenses shall
be registered and announced.

Article 55. A unit or individual that
shall not

obtains a compulsory licer
enjoy an exclusive right to practice the
patent in question, nor shall it or he have
the right to permit others to practice the
said patent.

Article 57. A unit or idividual that
obtains a compulsory license shall pay the
patentee a reasonable use fee. The
amount of the fee shall be decided by the
parties through consultation; if the par-
ties cannot reach an agreement, the Pat-
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ent Office shall adjudicate the matter.
Article 58. A patentee that disagrees
with a Patent Ofhee decision concerning
compulsory licensing, or adjudication
concerning the use fee for a compulsory
license, may, within three months afte
receiving notification of such decision or
the people’s

adjudication, bring suit i
courts.

CHAPTER VII PROTECTION OF
PATENT RIGHTS

Article 59. The scope of the protection
to be afforded an invention or a utility
model patent right shall be determined by
the contents of the patent claim. The
written description and the drawings ap-
pended thereto may be used to interpret
the patent claim.

The scope of the protection to be al-
forded an industrial design patent right
shall be determined by the patented prod-
ucts that incorporate the said industrial
design as depicted in pictures or
photographs.

Article 60. With respect to any acts of
infringement arising from the practice of
a patent without the permission of the
patentee, the patentee or interested par-
ties may request the patent administra-
tion authorities to handle the matter, or
may directly bring suit in the people’s
courts. When handling such a matter, the
patent administration authorities shall

have the right to order the infy
cease the acts of infringement and o

ger 1o

make compensation for losses incurred. A
party that disagrees with such an order
may bring suit in the people’s courts
within three months alter its receipt of
notice thereof; if, by the expiration of
such period, such party has neither
brought suit nor complied with the order,
the patent administration authorities may
apply to the peaple’s courts for compul-
sory enforcement.

When an infringement dispute occurs,
if the patented invention is a manuftactur-
ing process for a product, the unit o
individual that is manufacturing the simi-
lar product shall furnish prool of the
manufacturing process used in the manu-
facture of its product.

Article 61. The statute of limitation for
a patent infringement claim shall be two
years, calculated commencing from the
day on which the patentee or the inter-
ested parties knew or should have known
of the acts of infringment.

Artiele 62. None of the following shall
he deemed to constitute infringement of
a patent right: 1) Use or sale of a patented
product after 1 has been manufactured
by the patentee or with the patentee’s
permission, and sold; 2} Use or sale of
patented products in the absence of
knowledge that they have been manufac-
tured and sold without the patentee’s per-
mission; 3) Continued manufacture or
use, within the original scope of its activi-

ties, by a party that, prior to the date of
the patent application, had already manu-
factured the same products, used the
same process, or made the necessary
preparation for such manufacture or use;
4) Use of the patent in question by a
foreign means of transport that is tempo-
rarily passing through the territorial land,
water, or air space of China, where such
use is required by the foreign means of
transport as part of its own installations
and equipment, and is conducted in ac-
cordance with an agreement signed by the
country to which the foreign means of
transport belongs and China or an inter-
national treaty in which the two countries
participate, or in accordance with the
principle of reciprocity; or 5) Use of the
patent in question solely for the purpose
ol scientific rescarch and
experimentation.

Article 63. Cases involving the palming
oft of another person’s patent shall be
dealt with in accordance with Article 60
of this Law; if the circumstances are seri-
ous, the criminal liability of the persons
directly responsible shall be investigated
in accordance with the provisions of Arti-
cle 127 of the Criminal Code.

Article 64. A person who, in violation of
the provisions of Article 20 of this Law,
applies for a patent in a foreign country
without authorization, disclosing impor-
tant state secrets, shall be given adminis-
trative sanctions by the unit in his locality
or by the higher-level competent author-
ity; if the circumstances of the case are
serious, his criminal liability shall be

investigated.

Article 65. A person who usurps the
right of an inventor or designer to apply
for a non-job-related patent, or another
right or interest prescibed by this Law,
shall be given administrative sanctions by
the unit in his locality or by the higher-
levdl competent authority.

Article 66. Patent Ofhice personnel and
relevant State personnel who engage in
sell-seeking misconduct shall be given ad-
ministrative sanctions by the Patent
Office or by the relevant competent
[ the circumstances of

authority;
a case are sertous, criminal lability
shall be investigated in accordance
with the provisions of Article 188 of the
Criminal Code.

CHAPTER VIII SUPPLEMENTARY
PROVISIONS

Article 67. When applications for pat-
ents are made and other procedures are
carried out at the Patent Office, fees shall
be paid as prescribed.

Article 68. The rules for the implemen-
tation of this Law shall be formulated by
the Patent Office and shall go into effect
after being approved by the State
Council.

Article 69. This Law shall go into effect
on April 1, 1985, 5
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MEMBER SPOTLIGHT

GE TARGETS ENERGY AND TRANSPORT

The General Electric Company, in response to its bur-
geoning business ties with China, is initiating a new, more
focused approach to the China market. As a decentral-
ized corporation, GE’s many strategic business units have
dealt relatively independently with the Chinese. GE has
now organized a new affiliate to serve as a focal point for
all GE business activities with China. The General Electric
(USA) China Co. Ltd. has its headquarters in Hong Kong
and offices in Beijing and Shanghai, and is headed by its
President, Richard Abington.

GE, whose business with China began in 1908, is
currently concentrating its efforts on the transportation
and energy sectors, both essential to China’s moderniza-
tion. Since 1980, the firm has sold a range of products
and services worth more than $300 million. The 1983 sale
of 220 locomotives to the Ministry of Railways for about
$240 million has been the company’s largest deal in
China yet, and one GE hopes to replicate in the near
future. In the energy field, GE is selling China two heavy-
duty gas turbines for more than $23 million, which will
provide power for increased oil production at Karamay
and Daqing. Both turbines will be built in Schenectady.
For future gas turbine orders, the two sides have a
manufacturing associate agreement whereby GE will sup-
ply the moving parts and China the stationary parts.

Last November, General Electric signed a joint venture
memorandum of understanding with the Wuxi Electrical
Apparatus Co. in Jiangsu Province to distribute factory
automation equipment, including programmable con-
trollers. Institutes in Shanghai and Tianjin will also be
involved in the venture,

GE has also recently sold China engines for commercial
aircraft and helicopters, medical diagnostic equipment,
plastics, motors, and cables. The company’s new China
affiliate seems to be starting with plenty of business
already at its door.

PORT OF NEW ORLEANS GAINS A SISTER

The Port of New Orleans has chosen Shanghai, China’s

biggest commercial and industrial center, as its port of

entry to expanded relations with the PRC. In agreeing to
become sister ports last June, the two great harbors
pledged to pursue friendly relations and technical co-
operation. The relationship makes sense: New Orleans
and Shanghai are both located near the mouths of exten-
sive inland river systems, share other geologic and climatic
characteristics, and have ambitious expansion plans,
Shanghai will send two groups of four to five port
personnel for training in New Orleans in April. One
group will study dredging and other engineering prac-
tices while the other examines planning and budgeting
operations. Assistant Executive Port Director Herbert
Haar, who visited Shanghai last November to set up the
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training program, says New Orleans is also learning from
its Chinese partner. Colonel Haar took part in the first
American port delegation to China in 1980 and professed
surprise and approval at the changes Shanghai has ex-
perienced in the intervening years. “There’s new equip-
ment in the port facilities, younger port managers, and
more local initiative in port management. The whole
spirit was more dynamic in 1984,

The value of US—China trade through the Port of New
Orleans increased after 1974, but has dropped consider-
ably since the peak year of 1981. This is due to a decline in
grain shipments in 1983 and 1984, which account for a
big part of China-bound US exports through New Or-
leans. Port officials are confident, however, that the
trend toward expanding trade will re-establish itself. In
the meantime, they are not letting the slowdown hinder
good relations with their new sister Shanghai.

FLUOR ENTERS JOINT VENTURE WITH SINOPEC

The Fluor Corporation of Irvine, California, is po-
sitioning itsell to be a major supplier of engineering and
‘rvices to Chinese industry, especially the
pivotal energy sector. Since 1978, Fluor has successfully
marketed its services to China's petroleum, chemicals,
coal, and metals industries. Last fall, the company went a
step further by entering into a joint equity venture with
the international branch of China National Petrochemi-
cal Company (SINOPEC). Their agreement includes the
design and construction management of new petrochemi-
cal projects, technical upgrading of oil refineries, and
management services [or other petroleum-related
projects. Fluor and SINOPEC will share equally the profits
from the Beijing-based joint venture.,

In other recent oil-related deals, Fluor won its bid to
perform an engineering study for one section of the
World Bank’s Daqging Oil Reservoir Development
project. And the China National Technical Import Corp.
has hired Fluor to design the renovation of an oil pipeline
between Tieling and Dalian in Liaoning Province.

Fluor is also helping China develop its massive coal
resources. In 1982 the Ministry of Coal hired Fluor to
design the expansion and modernization of Liaoning’s
Fushun mine, China’s largest open-pit coal mine. The
firm also has a contract to provide basic engineering for
the Huolinhe mine in Inner Mongolia.

Fluor’s first contract in China came in 1978 1o provide
engineering services to the world’s largest copper mine at
Dexing in Jiangxi Province, and the firm continues to
work with the China Nonferrous Metals Import—Export
Corp. The driving force behind Fluor's China operations

construction s

is Chairman David Tappan, who was born on Hainan
[sland and attended school in Shanghai. He served as
National Council Chairman in 1981 and 1982 and contin-
ues to serve on the Board of Directors. —Tom Engle
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Profitability
&T he Port
of New Orleans

Success. No matter what
language you use, it comes
out profitable. At the Port
of New Orleans our
marketing, pricing and sales
professionals work hard to
help you reach your market
at the lowest possible cost.
We can help you slice costs
and paperwork and choose
the most effective ways to
move cargo. We want to
spell success in your
language. Soon.

Port of New Orleans, PO.
Box 60046, New Orleans,
Louisiana 70160, US.A.
Telephone (504) 528-3258,
Telex 58-7496, Cable CEN-
TROPORT.

Japan: Port of New
Orleans, World Trade
Center Bldg., PO. Box
96, Tokyo 105, Japan.
Hiroyuki Matsumoto,
Managing Director, Far
East Trade Develop-
ment. Telephone 435-
5381, Telex 26613,
Cable CENTROPORT.

Hong Kong: Port of New
Orleans, Alliance Bldg.,
12th Floor, 130/6 Con-
naught Road Central,
Hong Kong. Y. N. Shen,
Hong Kong Trade Di-
rector. Telephone
5-454599, Telex 63525
BATA HX, Cable CEN-
TROPORT HK.

And offices in Australia »
Europe * Latin America.




The China Investment
Guide 1984/85, by
China International
Economic Consultants,
Inc. New York:
Longman, 1984. Dis-
tributed in the US by
Longman Group USA, 500 North
Dearborn Street, Chicago, 11 60610,
608 pp. $65.

Potential investors will find this
authoritative and up-to-date hand-
book on China’s investment climate a
valuable aid in their inital invest-
ment considerations. Compiled by
China International Economic Con-
sultants, an official PRC investment
consulting organization, the China
Investment Guide provides informa-
tion through June, 1984. China’s re-
cently announced economic reforms
have outdated little of the informa-
tion in this book, although some
statements on the roles of the Minis-
try of Foreign Economic Relations
and Trade and the foreign trading
corporations are no longer accurate.

The Guide is composed of six parts,
cach with its own table of contents.
Part 1, an “Overview of Investment
Potential,” contains an excellent gen-

eral survey of China and its economy,
a description of commerce and for-
cign trade, and a discussion of prices,
markets, raw materials, and labor.

Investment profiles for China’s re-
gions and industries are provided in
Part 2. Each SEZ is described briefly,
with more lengthy coverage on each
of the 14 coastal cities and Hainan
[sland. Province and municipality de-
scriptions include geography, prod-
ucts and resources, infrastructure,
industry and agriculture, priority ar-
eas for foreign investment, and for-
eign investment control organiza-
tions. Sector reports contain basic
information on each industry, along
with good outlines of plans for in-
vestment and technology import
priorities,

Central government organizations,
trust and investment corporations,
consultancy companies and major

60

BOOKSHELF
I

specialized corporations that act as
channels for investment are de-
scribed in Part 3. Part 4, “*“Making the
Investment,”
tures, although other forms of invest-
ment are described. Joint venture ne-
gotiations are discussed and
procedures for setting up a joint ven-
ture are outlined. Part 4 includes
several joint venture case studies and
a list of the 190 joint ventures estab-
lished in China from 1979 through
1983. Oddly, some of the foreign
partner names on this list appear
only in Chinese.

Patent and trademark protection
and bilateral investment and taxation
treaties comprise Part 5. The volume
concludes with a 233-page section
containing the texts of major Chinese
laws and regulations affecting for-
eign trade and investment.

focuses on joint ven-

Annals of China’s Enter-
prises Register (Special
Edition), 1984, edited by
the State Administra-
tion for Industry and
Commerce of the Peo-
ple’s Republic of China.
Hong Kong: China Book Publishing
House, 1984. Distributed by Far
Eastern Economic Review, G.P.O.
Box 160, Hong Kong. 1073 pp., in-
cluding advertising. $80, plus $12 for
surface mail, $25 for airmail.
Publication of this bilingual direc-
tory by China’s State Administration
for Industry and Commerce testifies
to China’s willingness to open up to
the outside world. The directory con-
tains registration information on 500
national, provincial, and municipal
corporations that conduct business
with foreign countries. The entry for
each corporation generally includes

the enterprise’s name, address, cable
and telex numbers, scope of busi-

Books and business guides submitted for
possible review in The China Business
Review should be sent to the National
Council’s book editor, Marianna
Graham.

ness, registered capital, chief offi-
cers, business license number, and
business certificate number. There is
some unevenness in the information
provided. While some of the entries
are more extensive—including
branches or athliated organizations
and descriptions of activities—others
omit some of the basic information.
Data included is current as of Janu-
ary 20, 1984,

The first part of the Annals covers
the national organizations arranged
l)y sector: mtmt'lall'}‘, trust, nvest-
ment, and leasing; industry; commu-
nication and transportation; con-
struction engineering contracting;
import and export business; con-
sultation, tourist, and service; agri-
culture, forest, and fishery; and cul-
ture, science, and publishing. The
second part contains local branch of-
fices of national corporations dealing
with foreign trade and other related
corporations, arranged by province
and municipality. The list of orga-
nizations in the table of contents,
which is not alphabetized, offers the
only access to the entries. Despite
some omissions, both of data and
organizations, this is a most useful
collection of organizational
information.

PRC Laws for
Chinatraders & Inves-

e | tors: Practice & Inter-
pretation, edited by C.
W. Chiu. Hong Kong:
Institute of Contempo-
rary Chinese Economic
& Legal Studies, Ltd, 1983. Distrib-
uted by David K. Choi, Sole Agent
for CELS, 405 N.E. 111th Street,
Vancouver, WA 98665. 660 pp. $55.
This compilation of Chinese legal
materials has some major problems,
the most glaring being the awkward
English and the numerous typo-
graphical errors found in the intro-
ductory materials and many of the
legal documents. In a few cases the
poor English-language translation
distorts the meaning. Nevertheless,
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some legal texts appear to be stan-
dard English translations. The book’s
arrangement is also curious. Both
standard purchase and sales con-
tracts, which appear within the sec-
tion “Customs Duties,” and shipping
regulations, under the section “Port
Control,” are placed within the ma-
jor heading “*Customs and Duties.”
Since the book has no index, the
unwary reader may miss relevant
regulations classified under unlikely
headings in the table of contents

Despite its major failings, the book
does offer some useful information.
First, it brings together not only the
laws and regulations, but also the
notices, decisions, and stipulations
that interpret them. Many of these do
not appear in other Chinese law col-
lections. Second, the volume con-
tains an interesting collection of
forms and documents used in China’s
trade and foreign investment. The
book can, then, be used to supple-
ment—but not replace—other col-
lections of Chinese legal materials.

The topics covered in this volume
are customs and duties; banking, for-
eign exchange, and joint ventures; oil
and other energy resources; and
trademarks. Volume 11 will cover
shipping insurance and arbitration,
while Volume 111 will focus on tax-
ation, SEZs, and labor.

Foreign Trade, Invest-
ment and the Law in the
People’s Republic of
China, edited by Mi-
chael J. Moser. New
York: Oxford University
Press, 1984. 341 pp.

$34.50.
This excellent collection of 12 es-

says, with an introduction by Michael
Moser, introduces China traders and
investors to the legal environment in
which they will be doing business.
Drawing upon research and practical
experience, the authors, all special-
ists in Chinese law, analyze and eluci-
date current commercial legislation.
Topics include the regulation of for-
eign trade; the tax system, including
the tax situation relative to each type
of trade and investment; technology
transfer through licensing; foreign
investment; investment in the SkZs;
offshore oil exploration and develop-
ment; contract law; banking and fi-
nance; trademark law; representative
offices; and the patent law. Each es-
say concludes with a list of legislation
and an index.
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Legal developments through
March 1984 are covered in this book.
New laws and regulations have subse-
quently been passed, and new re-
forms, including the opening of the
14 cities, will further change the legal
setting described here. Although
China’s legal framework is still evolv-

ing, the reader will find a wealth of

useful information in this book.

China Facts & Figures Annual, Vol. 6,

1983, edited by John L. Scherer. Gull

Breeze, FL.: Academic Internatonal
Press (Box 1111, 32561), 1983, 480
pp. $64.50.

CHIFFA 1983 once again provides
an impressive collection of facts and
statistics gathered from a wide range
of sources, all of which are cited.
Topics covered are basic data (for
1981); government; party; military;
demography; economy; energy; in-
dustries; culture and communica-
tions: health, education, and wellare;
and special topics, including an essay
on youth in China today by Stanley
Rosen. A detailed table of contents
provides the only key for accessing
information. Statistics are generally
from 1980, 1981, and 1982, Reports
on government leadership, loreign
affairs, and legal developments, and
a calendar of events are provided for
1982,

Directory of Officials and Organiza-
tions in China 1968-1983, by Mal-
colm Lamb. Armonk, NY: M. E.
Sharpe, 1984, 717 pp. $60.

This research directory is intended
for analysts of political and organiza-
tional developments in China. List-
ings for party, state, military, and
major provincial and municipal orga-
nizations report organizational and
personnel changes during the period
October 1968 through January
1983, The result is a record ol the
evolution of each organizational
unit. An alphabetical name index,
with Chinese characters, provides
references to organization records,
so that a researcher can identify the
past positions held by China’s
leaders.

Agricultural Statistics of the People’s
Republic of China, 1949-82. Interna-

tional Economics Division, Economic

Research Service, US Department of

Agriculture, 1984, Statistical Bulle-
tin No. 714. Distributed by the Su-
perintendent of Documents, US Gov-
ernment Printing Office, Washing-

ton, DC 20402, 71 pp. $3.

This publication presents 63 tables
of agricultural statistics compiled
[rom othcial Chinese statistical year-
books. A bibliography lists these
SOUrces, and (‘X])l;nm[u]_\' notes de-
fine the terms used in the tables and
the statistical concepts applied to the
data. Both national and provincial
statistics are provided. Tables report
population; land usc; crop produc-
tion, area, and yield: livestock inven-
tory and slaughter; agricultural
mechanization; fertilizer production
and use; and import and export of
agricultural commodities.

China Outlook and Situation Report.
International Economics Division,
Economic Research Service, US De-
partment of Agriculture, Washing-
ton, DC. Annual. Distributed by the
Superintendent of Documents, US
Government Printing Office, Wash-
ington, DC 20402, 32 pp. $3.75.

This report on the Chinese agricul-
tural situation is published annually,
in June, by the Economic Rescarch
Service of the USDA as one of a series
of regional reports. The report re-
views the agricultural policy and per-
formance, inputs, production, and
foreign trade for the previous year,
as well as projecting production and
trade for the current year. The 1984
edition of the report contains two
special articles: one on the dramatic
growth of rural income, another on
grain marketing and imports. Statisti-
cal tables are included.

Planning and Statistical Systems in
China’s Agriculture, by Francis C.
Tuan and Frederick W. Crook. Inter-
national Economics Division, Eco-
nomic Research Service, US Depart-
ment of Agriculture, 1983, Foreign
Agriculture Economic Report No,
181. 89 pp. $5.50.

Drawing heavily upon materials
and information obtained by USDA
officials visiting China, this report
describes China’s agricultural plan-
ning process and statistical reporting
systems, focusing on the year 1980.
Translations of China's 1981 agricul-
tural statistical reporting forms and
reporting schedule are included. De-
spite changes in China’s agricultural
policies and organizational structure
during the past several years, the au-
thors note that the basic features of
the planning and statistical systems
have changed little and most of the
processes described are still in effect.
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The US Role in China’s Energy Program

he future level of China’s

energy exports will play an

important role in trade re-

lations among Pacific Rim
nations. Recognizing this, the Japa-
nese have given generous develop-
ment assistance to China’s energy
sector. Their goals are twofold: to
help meet Japan's future energy
needs, and to permit China to f-
nance future purchases from Japan
through hard currency earned from
energy exports. There is no question
that the US should join Japan in vig-
orously supporting the development
of China’s energy resources.

China’s push to develop energy re-
sources will benefit both the United
States and our Pacific Rim neigh-
bors. An important key to China’s
economic growth will be her ability to
earn foreign exchange to pay for
needed foreign goods and technol-
ogy. Oil exports in particular have
become an important source of for-
eign exchange for China. The enor-
mous investment in exploration now
being made by foreign firms off Chi-
na's southern and eastern coasts of-
fers hope that these oil exports will
grow substantially, and provide a sta-
ble source of hard currency. Ex-
panded Chinese oil exports would
also enhance the energy security of
the entire Pacific Rim region.

Without sufficient oil and coal,
China may have to turn to other ex-
ports to earn foreign exchange. In
such a situation, China would almost
certainly rely in part on textiles and
apparel to bolster export earnings,
which would increase pressure on
China’s trade partners to accept
greater textile imports. This would
complicate delicate trade relations by
raising difficult choices for the do-
mestic textile industries throughout
the Pacific Rim.

China is now focusing greater re-
sources on, and enlisting foreign as-
sistance in, developing its onshore oil
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reserves. It is doing so partly as an
insurance policy against the risk of
only marginal offshore discoveries.
Virtually all of China’s past and cur-
rent oil production has come from
onshore fields. Despite technical
challenges, output has stabilized in
recent years. But existing oil fields in
eastern China will require large in-
vestments to maintain current pro-
duction levels, as will the relatively
undeveloped fields in the far west.
These western fields—thought to
hold more than half of China’s possi-
ble land reserves—hold the key to
long-term land-based oil production
increases. Just as US firms, with the
encouragement of the federal gov-
ernment, have taken a very active
role in China’s offshore oil program,
the US public and private sectors
should vigorously support China’s
onshore program.

The US government already has
several programs underway to assist
China’s energy development. Under
a recently renewed technical agree-
ment with China, the US Geological
Survey (USGS) has helped Chinese
petroleum geologists, through the
use of LANDSAT remote-sensing
techniques, to assess regional struc-
ture and petroleum geology in the
western Qaidam Basin. Prior to this
cooperative project, Chinese geolo-
gists had only performed manual
analyses of the Qaidam Basin to as-
certain its basic structural charac-
teristics. They were impressed by the
detail and accuracy of the LANDSAT
analysis, and consider it a useful
method of evaluating promising ba-
sins in rugged regions of the far west.

China would like to continue using
these LANDSAT techniques, and re-
cently purchased specialized equip-

Congressman Al Swift, US Represen-
tative from Washington State, is the
chairman of the House Special Sub-
committee on US Trade with China.

ment for LANDSAT applications from
US firms. Organizational changes
within the USGS complicate the co-
operation program, however, by lim-
iting the ability of key USGS staff to
work with China on energy
exploration.

The US Department of Energy
(DOE) also hopes to play a positive
role in China's energy program
through a technical cooperation
agreement now under negotiation in-
volving fossil fuels’ extraction and
processing techniques. DOE, along
with private sector experts, could
also help to strengthen China’s en-
ergy conservation techniques and re-
newable energy sources. Although
the Reagan Administration’s cuts
in DOE’s conservation and renew-
able energy program have hurt
the US government’s ability to be
useful in this area, efforts to enlist
private sector expertise should be
encouraged.

The successful conclusion of a bi-
lateral agreement on fossil fuels ex-
traction and processing techniques,
and continued USGS cooperation on
LANDSAT applications will help
China develop a more efficient and
productive energy sector. 1 will be
working to ensure that desired US
assistance is available and problems
are resolved in each of these areas.

—Representative Al Swift

Since its creation in June 1983, the
Special Subcommittee on US Trade with
China has held hearings on a wide num-
ber of topics including technology trans-
Sfer policy, offshore oil development and
regional energy security, nuclear energy
cooperation, telecommunications trade,
science and technology cooperation, Chi-
na's developing legal structure, and
China’s trade relations with other Pa-
cific. Rim nations. Reports from pub-
lished hearings are available free of
charge from the subcommittee. (Tel: 202-
225-2927),
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CHINA BUSINESS

Jennifer Little
Research Assistant

The following tables contain recent press reports of business contracts and negotiations exclusive of those listed in previous issues.
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 these reports is not independently confirmed by The CBR.

National Council members can contact the library 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.

% 5b
# %

Foreign Party/
Chinese Party

CHINA’S IMPORTS THROUGH NOVEMBER 25

Product/Value/
Date Reported

Agricultural Commodities

Cherry Valley Farms (UK)

Agricultural Technology
Chia Tai-Zhuhai Co., Ltd.
(a US-Thai group)/
Zhuhai Special Zone Ag-
ricultural Development
Corp.

Japan Tobacco & Salt
Public Corp./China Gen-
eral Tobacco Corp.

Simon-Barron Ltd. (UK)

Otenz Exports (New
Zealand)

Nu Pulse Co. (New
Zealand)

France-Embryon (France)

Will supply ducks and duck-breeding know-
how. 10/6/84.

Signed a contract to construct a synthetic
fodder factory. Investment: $1 million. 9/84.

Will cooperate in factory modernization.
9/84.

Won an order to design, supply, and com-
mission processing equipment for two ani-
mal feed mills. $693,000 (£550,000).
9/26/84.

Dairy machinery. 9/28/84.
Will cooperate to produce dairy equipment.
9/28/84,

Technology and equipment for cattle em-
bryo transplantation. 10/25/84.

Chemicals and Chemical and Petrochemical Plants and Equipment

Japan Urea & Ammonium
Sulfate Industry Assn./
SINOCHEM

Mitsui Toatsu Chemicals,
Mitsubishi Gas Chemical,
Mitsubishi Petrochemical,
Nitto Chemical Industry,
Ube Industries, and
Showa Denko (Japan)/
SINOCHIM

Toyo Engineering (Japan)/
China National Chemical
Construction Corp.

Signed agreement to ship 70,000 mt of urea
and 60,000 mt of ammonium sulfate by
March 1985. $21.3 million. 9/12/84,

Will supply 100,000 mt of urea by Sept.
1985. 9/12/84.

Signed a contract to jointly build a high-im-
pact polystyrene plant in Jilin, 9/17/84.

NA = Not available.

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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John Brown Plastics Ma-
chinery (UK)/China Great
Wall Industry Corp,

John Brown Plastics Ma-
chinery (UK)

Monsanto Co. (US)/
TECHIMPORT

Bruckner Maschinenbau
(W. Germany)/Hefei Plas-
tic Products Factory,
Anhui

Barmer Maschinenbau
(W. Germany)/Suxian
Plastic Factory, Anhui

Awarded a contract for plastics injection
moulding equipment. $3.8 million (£3 mil-
lion). 10/3/84.

Received a contract for a plastic sheet ex-
trusion line for a Tianjin factory. $5 million
(£4 million). 10/3/84.

Seven Prism separators for ammonia plants.
10/15/84.

BOPP plastic film equipment. $2.8 million
(8.6 million marks). 11/12/84.

An extruding plastic film production line.
$335,000 (DM1.12 million marks). 11/12/84.

Construction and Construction Materials and Equipment

Onoda Cement (Japan)

Atco (Australia)/State Bu-
reau of Urban and Rural
Construction and Envi-
ronmental Protection

Daiwa House Industry
Co. (Japan)

lle de France/Beijing
Municipality

Mitsubishi Heavy Indus-
tries (Japan)/TECHIMPORT
and Dalian General Fork-
lift Truck Factory

Consumer Goods

Seiko Insruments and
Electronics Ltd. (Japan)/
Dalian Watch Industry
Co.

Matsushita Electric Indus-

trial Co. Ltd. (Japan)/
Shashi Refrigerator Fac-
tory, Hubei

Mitsubishi and Sharp (Ja-
pan)/Changchun Wash-
ing Machine Factory, Jilin

Sing Yee Rattan Work
Co. Ltd. (HK)

will modernize a cement plant in Handan,
Hebei. 9/84,

Signed a memorandum of understanding to
supply portable buildings for Tibetan herds-
men in Qinghai. $833,000+ (Aus$1 mil-
lion+). 10/84.

Won a contract to build 10 restaurants and
a pre-fab hotel in Shanghai. 10/2/84.

Signed an agreement on exchange of urban
planning materials and technology coopera-
tion. 10/12/84.

Signed an agreement to provide forklift
truck manufacturing expertise. 11/6/84.

Signed a contract to provide wristwatch
casing production facilities and know-how.
$1.22 million ()¥300 million). 10/8/84.

Refrigerator production equipment and
technology. $2.5 million. 10/8/84.

Signed a contract for a washing machine
production line. 10/29/84.

Started operation of the Yonggqiao Rattan
Work Enterprise Co. Ltd., a wholly owned
venture located in Fujian. Investment:
$383,000 (HK$3 million). 11/5/84,

Electronics and Electrical Equipment

Tandberg (Norway)

Signed an agreement to start a factory in
Ningbo to produce language lab equip-
ment, 8/21/84.
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Solid State Logic (UK)/
China Record Co.

Mohawk Data Sciences
(US)

Fortune Systems Corp.
(Us)

Allen-Bradley Co. (US)/
EQUIMPEX and Great Wall
Machinery Co.

IBS Comsery Corp. (Ja-
pan)/China State Ship-
building Corp.

IBS Comsery Corp. (Ja-
pan}/Changsha Institute
of Technology

Control Data Corp. (US)/
Nuclear Energy Institute,
China Academy of Sci-
ences and Shanghai De-
sign and Research Insti-
tute for Electricity
Generation

FSI Corp. (US)

Pax Electronica Japan
Corp.

Fussa Electronic Industry
Co. {Japan)

Charles River Data Sys-
tems (US)/Tianjin Elec-
tronic Computer Factory

Automated Systems HK
Ltd./Zhongshan Univer-
sity, Huanan Teachers
College, and Guangdong
College of Technology

Digicon Geophysical
Corp. (US)/Ministry of
Petroleum

Sperry Corp. (US)/Petro-
leum Processing Re-
search Institute, China
Petrochemical Corp.

Xidex International (US)/
Shanxi Provincial Elec-
tronics Industry Corp.

Gilcron Co., subsidiary of
ITT Corp. (US)/China
Polytechnologies Corp.

IBM Corp. (US)

Canon Inc. (Japan)

Chinam Associates (HK)/
Huainan Semiconductor
Tube Factory, Anhui

Taishan Trading Co. Ltd.
(HK)/Wuhu Semiconduc-
tor Tube Factory

Singer Products Co. Inc,
(US)/Shenyang Storage
Battery Factory

Electronics (Consumer)

Polaroid FE Ltd. (US)/
Tianjin Film Factory and
Baoding Film Factory

Hitachi (Japan)/Shaanxi
Color TV Picture Tube
Factory
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Won an order to supply recording studio
systems, $315,000 (£250,000). 8/23/84.

Will supply a photo identification system. $1
million. 9/10/84,

Has sold over 100 workstations. 9/24/84.

Signed a 3-year agreement to distribute its
industrial automation products and systems.
9/24/84.

Signed an agreement 1o develop software
to handle Chinese characters. 9/26/84.

Will exchange information on development
of software for scientific applications.
9/26/84.

Shipped two CYBER-825 computers. 10/84.

Semiconductor manufacturing equipment.
$75,000. 10/84.

Is shipping IBM-compatible personal com-
puters, 10/84,

In-circuit test equipment for audio and
video products. 10/84.

Signed a contract to ship 275 Universe 68
computer systems. $5 million. 10/15/84.

Three DEC VAX 11/750 minicomputers,
$500,000. 10/23/84.

Concluded an agreement for sale of seismic
computing equipment and software. $18
million. 10/29/84.

Received an order for a dual processor
mainframe. 11/84,

Signed a three-year agreement to provide
hardware, raw materials, and technical sup-
port for a floppy disk assembly facility.
11/1/84.

Signed a contract to sell Gilcron products.
11/1/84.

Has set up a subsidiary in Beijing and will
give 100 computer work stations to Chinese
universities. $1.7 million. 11/11/84.

Signed a five-year contract to provide three
Tianjin firms with photocopier production
technology and equipment. $8.3 million
(1¥2 billion). 11/13/84.

Equipment to make crest diodes. $170,000.
11/12/84,

Production equipment for transistors.
$420,000. 11/12/84.

Signed a contract to provide equipment and
technology to modernize the Shenyang
plant. 11/21/84.

Plan to cooperate to produce three varieties
of instant film. 9/84.

Signed a contract to provide technical aid
to increase the factory’s production. 9/84.

Matsushita Electric Indus-
trial Co. Ltd. (Japan)/Liao-
ning No. 8 Radio Factory

Cima Co. (Japan)/INDUS
TRY and Shenzhen Cam-
era Factory

Grundig (W. Germany)

Food Processing
Harry Langerman (US
restauranteur)

Brewers & Bottlers Equip-
ment Corp. (US)

(Japan)/All-China Federa-
tion of Supply and Mar-
keting Cooperatives
Foreign Aid

EEC Commission

Signed a contract for a color TV production
line, 10/1/84.

Concluded an agreement to supply 35mm
single lens reflex camera production lines,
as well as parts and components, 10/9/84.

Will sell 70,000 televisions to Guangzhou.
$13.2 million (DM40 million). 10/11/84.

Will open three fast food restaurants, one
near the Great Wall entrance. 9/3/84.

Will liquidate a former Carling brewery for
shipment to China. 10/8/84.

Will construct a meat-based foodstuffs re-
search center in Beijing. 10/19/84.

Aid for improvement of photographic ad-
vertising. $252,000 (350,000 ECUs).
10/19/84.

Machinery and Machine Tools

Krohne Messtechnik (W.
Germany)

Flow Systems (US)

FUMUCO (W, Germany)/
China No. 2 Heavy Ma-
chinery Factory

Ricardo Co. (UK)/Wei-
fang Engine Factory

ISKRA (Yugoslavia)/
Chengdu Electric Weld-
ers Factory

Hirst, Holden and Hunt
Lid. (UK)

Hughes Toaol Co. (US)/
TECHIMPORT

Medical Equipment
Chance Pilkington (UK)

Minerals and Metals

Australian Mineral Devel-
opment Laboratories

Round Oak Steel Works
and London Works Steel
(UK)

Fluor Corp. (US)

Technomin Australia NL/
China National Nonfer-
rous Metals Industry
Corp.

Continuus-Properzi (It-
aly)/Sichuan Cable
Works and Taiyuan Elec-
trolytic Copper Plant

(Japan)/MINMETALS

Schloemann-Siemag AG
(W, Germany)/
TECHIMPORT

Mining Equipment
National Mine Service
Co. (US)/Ministry of Coal

(Poland)

A magnetic flowmeter, 9/84.

Waterjet cutting systems, 9/17/84,

An automated forging line. 10/84.

Was commissioned to upgrade production
of diesel engines, 10/84.

Are cooperating to develop and produce
electric welders. 10/84.

Welding machines, $17,500 (£22,000).
10/11/84.

Received a contract to expand the Jianghan
Rock Bit plant in Hubei. 11/1/84.

Light sensitive spectacle glass. 7/84.

Signed contracts to provide in-stream anal-
ysis systems for two iron ore concentrating
facilities. $330,000 (Aus$400,000). 9/84.

May sell their used plants, 9/11/84.

Won a contract to manage the planning of
the Jining No. 2 coal mining project.

Will undertake joint mineral exploration in
Gansu, 9/25/84.

Won contracts for two CCR copper-rod
lines. 10/84,

830,000 tons of rolled steel products, bring-
ing the total for the second half of 1984 to
3.25 million tons. 10/9/84.

Won a contract for a hot-strip mill for the
Baoshan Steel complex. 10/17/84.

Received an order for a computer-based
coal mine safety monitoring system.
9/12/84.

Will sell 50 coal-mining machines and fur-
nish three medical aid stations for mine
sites and seven gas-detector systems.
Agreed to collaborate on the manufacture
of coal mining machines from 1987-1989.
9/18/84.
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Perard Torque Tension
(UK)

Goodyear Tire and Rub-
ber Co. (US)

Wabco Construction &
Mining Equipment, divi-
sion of Dresser Industries
(US)/China National Coal
Development Corp. and
Occidental Petroleum
Corp.

Packaging
Swematex International

(HK), subsidiary of
Swematex (Sweden)

Nozaki & Co. (Japan)

Cerutti (Italy)

Acigraf (ltaly)

Petroleum
Wimpol Ltd. (UK)/CNOOC

Wimpey Offshore Engi-
neers & Constructors
(UK)/cNOOC, Bohai Oil
Corp.

Thorn EMI Security (HK),
subsidiary of AFA-Mi-
nerva (UK)

Allied Colloids (UK)

Fluor Corp. (US)/
TECHIMPORT

Ports

Port of New Orleans
(US)/Bureau of Shanghai
Harbor Administration

Power

Ansaldo Componenti
(Italy)

US Bureau of
Reclamation

Singer Co. (US)/
TECHIMPORT, Ministry of
Water Resources and
Electric Power, and
Shiheng Coal Power
Plant

Scientific Instruments

Iwasaki Electric (Japan)/
Nei Monggol Electronic
Meter Factory and Nei
Monggol Import Service
Corp.

Kohritsu Rika Co. Ltd. (Ja-

pan)/INSTRIMPEX

CI5t (Italy)/China Nuclear
Energy Industry Corp.

Hitachi Ltd. (Japan)/
tQUIMPEX and Dalian In-
strument Factory

Shipped a rock drilling and loading ma-
chine. 10/6/84.

Is negotiating to supply tires for a strip min-
ing project in Nei Monggol. $4.3 million,
10/10/84.

Signed a contract for 107 mining trucks,
parts, service, and training. $80-90 million.
11/15/84.

Won a contract for a turnkey textiles pack-
aging plant to be located in Shanghai. $1.5
million. 10/9/84.

Won a contract for three plants to produce
laminate-reinforced, unfolded cement bags.
$8.2 million (J¥2 billion). 10/9/84.

Will supply a six-color rotogravure machine
for printing 1o a flexible packaging plant.
10/13/84.

An etching and polishing line for a flexible
packaging plant. 10/13/84.

Will provide platform design consultation.
9/24/84.

Won a contract to provide training for
maintenance of the Chengbei oil field.
9/13/84.

Fire and gas detection systems for an off-
shore oil exploration platform. 10/8/84.

Won a contract to improve oil production
at Daging. 10/16/84.

Signed a contract to complete a study of a
prototype facility which will separate the
mixture of oil, gas, and water that flows
from most wells. 11/9/84.

Will train Shanghai port personnel.
11/23/84.

Has been commissioned to carry out a re-
view of the steam generators for the
Qinshan power plant. 9/84.

Signed a technical cooperation agreement
to provide assistance in the design and con-
struction of the Three Gorges Dam. 9/6/84.

Received a contract for a simulator to be
used to train personnel to operate a fossil
fuel power plant. 11/8/84.

Assistance for oscilloscope production.
9/84.

Established the Japanese Environmental
Monitors Technical Service Center in
Beijing. 9/24/84.

Will supply a laser system. 10/84.

Reached an agreement to provide industrial
measuring instrument know-how. 10/23/84.

The China Business Review/January-February 1985

Shipping

Sansui Corp. (Japan)/
China Shipbuilding In-
dustry Corp.

John J. Kincaid Ltd. (US)/
Dalian Shipyard

Lloyds Bank International
(UK)/China Shipbuilding
Trading Co.

(Sweden)

Telecommunications

Spar Aerospace, Ltd.
(Canada)/INSTRIMPEX

English Electric Valve Co.
(UK)

Marconi Japan Radio Co.
Ltd. (Japan) and Infa
Corp. (HK)/CITIC and Fu-
shun Radio Factory

Ministries of Radio and
Television (E. Germany)/
Ministry of Radio and
Television

L.M. Ericsson Telefon AB
(Sweden)

Electronics Missiles &
Communications Inc,
(Us)

NASA (US)/Chinese
Broadcasting Satellite
Corp.

Matra Corp. (France)/
Ministry of Astronautics
Industry

Telefonbau U Normalzeit
(W. Germany)/Shanghai
Telecommunications
Works

Technology for ship cleaning equipment.
9/84.

Engine components. $214,000 (£170,000).
9/10/84.

Signed a business cooperation agreement.
9/21/84.

A gift of a ship for surveying fishery re-
sources. $10 million+. 11/2/84.

Has signed a follow-up order for four earth
stations and single channel per carrier elec-
tronics. $3.8 million (C$5 million). 10/1/84.

Will supply parts in conjunction with the
Marconi radar contract. $315,000
(£250,000). 10/10/84.

A production line and technology to pro-
duce two-way radios. $850,000. 10/22/84.

Signed a broadcasting exchange and co-
operation agreement. 10/25/84.

Received an order for the construction of
telephone lines in Beijing. $46 million
(SwK400 million). 10/25/84.

Signed agreements to supply television
transmitting equipment and other television
equipment. 10/26/84.

Has reserved places on NASA space shuttles
in 1988 for launching two direct broadcast
satellites. $200,000. 11/2/84.

Signed a technical exchange protocol to
train Chinese engineers in the design, pro-
duction, and assembling of satellites.
11/7/84.

Signed a contract for telephone equipment.
11/9/84.

Textiles and Textile Plants and Equipment

NA (US)/Refractory Ma-
terial Factory, Shoudu
Iron and Steel Works,
Beijing

Yamato Sewing Machine

Mfg. (Japan)/Shandong
Sewing Machine Factory

Babcock Textile
Maschinen GmBH (W,
Germany)/MACHIMPEX

Barmer Maschinen Fabrik
AG (W. Germany)/Minis-
try of Textile Industry

Zimmer, subsidiary of
Davy McKee (W. Ger-
many)/Guangdong Inter-
national Leasing Corp.

New Zealand Wool
Board/China Textile
Academy, Beijing

Tourism
SARA (Sweden)

(Singapore)

Accor (France)

Signed a contract for a fireproof fiber carpet
production line. 8/84.

Sewing machine production technology.
9/84.

15 long-hoop steam agers. 10/84.

Technology and spinning equipment for
polyester yarns. 10/84.

Received an order for a new high-speed
polyester spinning plant to be located near
Guangzhou. $5 million (DM15 million).
10/1/84.

Signed a 10-year cooperation agreement to
establish wool processing facilities at the
academy and to cooperate on the develop-
ment of knitting yarns and fabrics.
11/14/84.

Will open a 250-room hotel in Xian.
9/20/84.

Will train 200 Chinese hotel personnel gra-
tis. 10/1/84.

Signed a contract to manage the Yueyang
Hotel in Beijing. 10/15/84.

65



Hop Ming Investment
Co., a company formed
by Ryoden Machinery
Co. and other partners
(HK)

Transportation

Globe Battery Division, a
div. of Johnson Controls
(US)

DHC (Canada)/CAAC

Sea Trade Publications
(Far East) Ltd. (UK)/China
Communications and
Transport Assoc.

Nissan Motors Co. Ltd.
(Japan)/Beijing Everbright
Industrial Co.

Hitachi (Japan)/Beijing
Automobile Accessories
Laboratory

Motor Industry Research
Assoc. (UK)/China Sec-
ond Automobile Works

Sikorsky (US)/CAAC

Toyota Motor Corp.

Bombardier Inc. (Canada)

GKN Forgings (UK)/China
First Auto-Truck Co.,
Changchun

Haden Drysys (UK)/
Beijing Jeep Corp.

Mitsubishi Motor Corp.
(Japan)/China National
Automotive Industry Im-
port & Export Corp.

Mitchell Aerospace (US)

Marubeni Corp. (Japan)/
Hainan Island Investment
& Trust Corp.

Hermann Berstroff
Maschinenbau (W. Ger-
many)/Anhui Tire Factory

Toyota (Japan)/Anhui
Government Service
Corp.

Daimler Benz (W. Ger-
many)/Everbright Indus-
trial Corp. for the Minis-
try of Metallurgy and
Ministry of Petroleum

American Steamship Co,
and Bay Shipbuilding
Corp. (US)/Shanghai Bu-
reau of Mantime
Administration

Miscellaneous
(Turkey)

Ambassador Foundation
(US)/Chinese People's
Assoc. for Friendship with
Foreign Countries and
Soong Ching Ling
Foundation
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Agreed to expand the Jingjiang Hotel in
Shanghai. 11/6/84.

Equipment and technology for an automo-
tive battery plant in Shanghai. $5 million,
8/84.

Signed a contract for five Double Otter light
airplanes. 9/84.

Signed an agreement to publish a quarterly
magazine, China Transport. 9/21/84.

Limousines for the Capital Everbright Taxi
Co. Ltd. 9/26/84.

Was commissioned to redesign the carbu-
retor for the Beijing jeep. 10/84.

Signed a contract to provide design con-
sultation for construction of an automobile
proving ground at Xiangfan, Hubei.
10/1/84.

CAAC has contracted for four helicopters
and pilot and technical training programs
for offshore oil support. 10/1/84.

Won orders for 20,000 trucks and commer-
cial vehicles and some passenger cars.
$122-%163 million (J¥30-40 billion).
10/2/84.

Is discussing the transfer of snowmaobile
production technology. 10/8/84.

Have agreed upon draft technical consul-
tancy proposals to modernize the plant.
$189,000 (£150,000). 10/17/84.

Won an order for the design and construc-
tion management of paint finishing lines.
$504,000 (£400,000). 10/17/84.

Negotiating sale of 10,000 medium and
heavy trucks. $120 million (J¥30 billion).
10/23/84.

Sold an ultralight agplane. 10/29/84,

Won an order for 150 passenger cars.
$714,000 (J¥175 million). 10/30/84.

A cold-tire pressing-out machine. $1.26 mil-
lion (DM3.8 million). 11/12/84.

30 limousines. $230,000. 11/12/84.

400 second-hand heavy duty trucks,
11/12/84.

Have agreed to study China’s coal transpor-
tation systems and develop self-unloading
carriers. 11/23/84.

Signed a protocol for banking cooperation.
8/8/84.

Signed a memorandum on establsihing the
Golden Bridge cultural exchange center in
Beijing. 11/12/84.

ot s
L

Foreign Party/
Chinese Party

CHINA’S EXPORTS THROUGH NOVEMBER 25

Product/Value/
Date Reported

Agriculture

Mitsubishi Corp., Mitsui
& Co., and Marubeni
Corp. (Japan)

(USSR}

Construction
(Nepal)/China Interna-
tional Water and Electric
Corp.

Electronics

John Brockman Asso-
ciates Inc, (US)/Shanghai
Software Consortium
Foreign Aid

U.N. Relief and Works
Agency

(Lesotho)

(Ethiopia)

(Mali)

Minerals and Metals
(Austria)

Hopewell Holdings Ltd.
(HK)/Guizhou Provincial
Economic Assoc. Office
Petroleum

(Japan)

Power

General Water Irrigation
Engineering Bureau (Tur-
key)/MACHIMPEX
Shipping

American Ranger Ship-
ping Co. (US)/China Ma-
rine and Seaman Service
Corp.

Textiles

(Iraq)

Trade Agreements
(Thailand)

(Tunisia), (Burkina Faso),
and (Bulgaria)

(Nepal)

Miscellaneous
Pergamon Press (UK)

150,000 tons of corn. 10/9/84.

160,000 metric tons of soybeans. 10/24/84.

Signed a contract to build an office and
shopping complex. $3 million (51.7 million
rupees). 11/3/84.

Will market the software developed by the
Shanghai firm. 9/3/84.

Aid for Palestinian refugees. $50,000.
9/21/84.

Drought relief. $75,000. 10/17/84.

1,000 tons of maize for drought relief.
10/31/84.

Donation to buy maize. $158,000. 11/5/84.

Signed a memorandum to purchase en-
riched uranium or fuel elements, to be later
processed and stored by the Chinese.
7/24/84.

Signed a letter of intent to purchase 1.4 mil-
lion tons of Chinese coal for the Shajiao
Power Plant in Shenzhen. 9/24/84.

Will buy between 58 and 63 million barrels
of crude oil in 1985. 9/24/84.

Two 31,000 kw/unit hydropower generating
units. 11/12/84.

Signed a one-year agreement to provide a
cargo ship and crew. 11/5/84.

China will provide 200 workers for an Iraqi
cotton mill. 10/28/84.

Signed a trade protocol to set a 1985 trade
target for $350-%$400 millior. 11/8/84.

Signed scientific, economic, and technologi-
cal cooperation agreements in October and
November.

Signed a trade agreement with Xizang.
9/16/84.

Will publish the works of Deng Xiaoping in
English for distribution outside China.
10/9/84.
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R 5

Foreign Party/
Chinese Party

DIRECT INVESTMENT/PROCESSING/
COUNTERTRADE THROUGH NOVEMBER 25

Arrangement/Value/
Date Reported

JOINT VENTURES

Agriculture

Kobe Friendship Trading
Co. Ltd. (Japan)/Tianjin
Bohai Agricultural-Indus-
trial-Commercial Corp.

Yamada Co. Ltd. (Japan)/
Tianjin International Trust
& Investment Corp.

Set up a fishing tools company in Tianjin.
8/84.

Signed a contract to raise vegetables in
Tianjin. 9/24/84.

Chemical and Petrochemicals

Asean Resources (HK)/
Shenzhen Municipal Pet-
rochemical Industnal Co.

Nicholas Kiwi Ltd. (Aus-
tralia)/Ministry of Light
Industry

Nikka Chemical Industrial
Co. (Japan)/liangsu
Chemical Construction
Corp.

Fluor Engineering Inc.
(US)/China Petrochemi-
cal International Corp.
and Beijing Design
Institute

M.W, Kellogg Co., sub-
sidiary of The Signal Cos.
(US)/China Petrochemi-
cal International Corp.

Takahashi Seiki Co. Ltd.
(Japan)/China Light In-
dustry Foreign Economic
and Technical Coopera-
tion Corp. and Dalian
Plastic Industry Corp.

Construction

Thai-Asahi Glass Co. (a
Thai-Japanese joint ven-
ture) and Pittsburgh Plate
Glass Co. (US)

First Enterprise Coopera-
tion Ltd. (HK)/Shanghai
No. 2 Building Materials
Industry Co. and Shang-
hai Huajian Co.

NA (Macao)/Bank of
China, Chengdu Branch,
and three other
companies

Blossom Investment and
Design Contracting Co.
Ltd. (HK)/Xiamen Interna-
tional Trade and Trust
Corp., Xiamen Interna-
tional Real Estate Corp.,
and Xiamen International
Resources Corp.

Gold Tag Trading Co.
Ltd. and Tin Rich Co. Ltd.
(HK)/Shanghai Housing
Construction Corp.;
Shanghai Minghang &
Honggiao Development
Corp.; and BOC, Shang-
hai Trust Corp.

Signed a letter of intent to set up an amino
radical plant. 8/17/84.

Signed a memorandum of intent to take
over a Beijing plant to produce shoe polish
and cleaning products. 9/20/84.

Have agreed to produce surfacants and
other chemicals for the textile industry at a
plant in Nanjing. (PRC:70%-Japan:30%).
10/2/84.

Set up an engineering company to contract
for petrochemical plant construction

projects, the technical upgrading of oil refin-

eries, as well as other technical services.
(50-50). Agreement initialed 10/8/84.

Is negotiating to set up a design, engineer-
ing, and construction management firm.
10/22/84.

Signed a six-year agreement to set up the
T.0. Moulds Center Co. Ltd. in Nagoya, Ja-
pan. Investment: $391,000 (J¥96 million).
11/5/84.

Are discussing the establishment of a float-
glass manufacturing facility in Shekou. In-
vestment: $86,96 million. 9/84.

Formed the Shanghai Dahua Decoration
and Engineering Co. Ltd. for decoration, de-
sign, and installation for new and old build-
ings. 9/24/84.

Set up the Sichuan Hua Xin Marble Corp.
Ltd. to undertake marble and granite quar-
rying, purchase processing, and sales.
10/1/84.

Wwill build an international exhibition center
in Xiamen. 10/13/84.

Signed a 15-year agreement to set up the
Shen Lian Construction & Decoration Co.
Ltd. to provide interior and exterior decora-
tion services for high-rise buildings.

10/22/84.

The China Business Review/January-February 1985

lzumisoken Engineering
Inc. (Japan)/China
Shenzhen Building Tech-
nology Development
Center

Bear Valley Co. (Japan)/
Everbright Industrial
Corp.

Shin Ho Co. Ltd. (HK)/
Everbright Industrial
Corp.

Fu Shen Enterprises (HK)/
Everbright Industrial
Corp.

Consumer Goods

Millie’s Group (HK)/
China Light Industry Mil-
lie Economic & Technical
Cooperation Co. Ltd. (a
HK-PRC joint venture)
and Kunshan County,
Jiangsu

Bandai Corp. (Japan)/Ka-
Ming (a Chinese co. in
HK)

Guo Ying Shoes Co. Ltd,
(HK)/Shanghai No. 2
Leather Shoes Factory
and Shanghai Investment
& Trust Corp.

Electronics

Sperry Corp. (US)/CITIC,
China Computer Tech-
nical Services Corp., and
Wuxi Computer Factory

System Design Consul-

tant Co. (Japan)/Beijing
Computer Software Ser-
vice Center

Sun Associates (US)/
Shijiazhuang Radio Plant,
No. 8

Lingnan Microelectronics
Investment Co. Ltd. (UK)/
Lingnan Microelectronic
Industnial Co.,
Guangdong

Powan Electronic Co.
(HK)/Shanxi Arts and
Crafts Factory, and Bank
of China, Shanxi Branch
Trust Dept.

Huayuan Investment Co.
(HK)/liang Wei, a Chi-
nese photographer

Genisco Computer Corp.
(US)/Hunan Computer
Factory

Sanyo Electric Co. (Ja-
pan)/Huagiang Electron-
ics Co., Shenzhen

Food Processing

Kyotaru Co. (Japan)/
Beijing Hotel

China Air Catering Ltd.
(HK)/CAAC, Shanghai Re-
gional Adm.

Reached a basic agreement to set up a joint
architectural computing center in Shenzhen.
10/30/84,

Opened the Everbright-Bear Valley Devel-
opment Co. Ltd. to undertake large con-
struction projects in Southeast Asia, China
and Hong Kong. 11/12/84,

Set up the Everbright-Shin (China) Housing
Construction Investment Co. Ltd. to invest
in the construction of high-rise apartment
buildings for returned overseas Chinese.
11/12/84.

Opened the Everbright-Jianye Joint Devel-
opment Co. and will build apartment
houses in Shenzhen. 11/12/84.

Will run the Kunshan Leather Shoes Factory.
Investment: $1.76 million. (HK:25%-
CLIMETC:25%-Kunshan:50%). 9/24/84.

Established a joint company in Hong Kong
to manufacture toys. 10/20/84.

Signed a 10-year agreement to set up the
Shanghai Xing Zhong Shoes Co. Ltd. to pro-
duce shoes. 10/22/84.

Signed an agreement in principle to manu-
facture and market Sperry’s MAPPER software
system. 10/9/84.

Will jointly establish a software company,
Japan-China Software Center, in Tokyo.
Capital: $40,000 (J¥10 million). (PRC:49%-
Japan:519%). 10/30/84,

Set up the Sino-American New Star Com-
puter International Inc. to import and sell
computers, develop new technology, and
provide technical and repair services.
10/21/84.

Will set up venture in Guangdong to pro-
duce large integrated circuits. (50-50).
11/1/84.

Signed a 10-year contract to establish the
Wabh Pip Electronic Joint Organization to
produce electronic watches, calculators,
toys, and other products. 11/5/84.

Set up the Guangcai Industry Co. Ltd. to de-
velop and enlarge color photographs.
11/5/84.

Signed a contract to set up the Genisco-
China Computer Graphics Terminals Corp.
to produce computer terminals. Investment:
$2.9 million. (50-50). 11/12/84.

Will begin production of videotape record-
ers in addition 10 its joint venture TV pro-
duction, 11/13/84.

Will open the Beijing Hotel Kyotaru Japa-
nese restaurant. (PRC:60%-Japan:40%).
10/16/84.

Signed an 8-year contract to form the
Shanghai Aircraft Catering Ltd. to provide
airline catering services. 10/22/84.
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AMS Group and Spaten
Beer (W. Germany)/Min-
istry of Light Industry,
Wuhan Brewery, and
Everbright Industrial
Corp.

Machinery

Scovill Yale Inc. (US)/
Guangzhou City and
Ministry of Light Industry,
Foreign Technical Co-
operation Co,

Singer Products Co. Inc.
(US)/Shenyang Electro-
chemical Machinery
Waorks

Medical Equipment

International Hydron
Corp. (US)/Globe Bio-
technology Development
Corp., Shanghai

Minerals and Metals

Friendship Trading Co.
(lapan)/Fushun Liaodong
Magnesium Mining Corp.

Fluor Engineering Inc.
(US)/China Foreign Non-
ferrous Metal Engineering
and Construction Co,

General Gold Resources
and Hunter Resources
(Australia)/China Rain-
bow Development

Japan Atomic Industrial
Forum/Ministry of Nu-
clear Industry

Packaging

Asean Resources Ltd.
(HK)/Guangzhou Peo-
ple’s Paper Mill

Cofa Co. Aussie Pty Ltd.
(Australia)/China Light In-
dustry Millie Economic &
Technical Cooperation
Ltd. (a Chinese-HK joint
venture)

Zhao Ruicheng (US citi-
zen)/Xiamen Special Eco-
nomic Zone Develop-
ment Corp. and Xiamen
Shipping Electronic In-
struments Plant

World Industrial Co.
(US)/Light Industrial Co.
of Enping County,
Guangdong

Bank of Paribas (France)
and Italian Commercial
Bank/China National
Packaging Corp.

Petroleum

Magcobar Group of
Dresser Industries (US)/
CNOOC

Far East-Levingston Ship-
yard + others (Singa-
pore)/China Nanhai Oil
Co.

China Rising Investments
Ltd. (HK)/Nanhai Oil
Zhanjiang Base Service
Co.
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Signed a 15-year agreement to establish the
Sino-German Brewery Co. Ltd. Investment:
$39 million (¥84.5 million). 10/29/84.

Signed a letter of intent to run the
Guangzhou Locks Factory. Investment: $3
million. (Guanzhou:40%-Mol:10%-
US:509%). 9/24/84,

Are discussing a joint battery production
equipment manufactuning agreement,
11/21/84.

Have agreed in principle to form a company
to manufacture soft contact lenses.
10/22/84.

Signed a 10-year contract to set up a com-
pany to develop a magnesite mine in Liao-
ning. (PRC:75%-]apan:25%). 9/24/84.

Signed an agreement to establish a joint en-
gineering corporation to contract for do-
mestic and foreign nonferrous metal and
other projects. 10/10/84,

Will jointly prospect for gold in Australia.
10/23/84.

Are discussing cooperative uranium refining
venture in Hebei. 10/30/84.

Signed a letter of intent to jointly produce
coated box board. 8/17/84.

Signed a cooperative management agree-
ment to run the Changzhou Wool Packing
Bag Factory in Jiangsu to produce woven
bags for packing wool. (Changzhou:70%-
CLIMETC:30%). 9/24/84,

Signed a 15-year agreement to develop,
produce and sell shipping containers for
electronic instruments. Investment:
$120,000. (PRC:80%-US:20%). 10/84.

Signed a 10-year agreement to set up Enmei
DET Co. Ltd. to produce plastic bottles. For-
eign investment: $1.3 million. (PRC:65%-
US:35%). 10/84.

Set up the China International Packaging
Leasing Co. Ltd. to provide leasing services
for packaging machinery, equipment and
technology. 10/26/84.

Signed a 10-year contract to set up the
China Nanhai Magcobar Mud Corp,, Ltd. to
provide mud and technical services for off-
shore oil operations. Registered capital: $1
million. 9/24/84.

Will set up the Nanhai Oil Equipment, Re-
pair & Maintenance Shenzhen Co. to pro-
vide maintenance and repair services for
vessels working near the Chiwan oil supply
base. 10/8/84.

Have signed a 10-year agreement to set up
the Zhangjiang Rising Development Co. Ltd.
to provide housing, communications, food,
and entertainment services for the oil base.
HK investment: $1 million. 10/15/84.

Japan Drilling Co. Ltd.
and C. Itoh & Co,, Ltd,
(Japan)/CNOOC

Mitsui Cyanamid, Ltd. (a
joint venture between
American Cyanamid and
Mitsui Toatsu Chemi-
cals)/TECHIMPORT

Power

Sovonics Solar Technol-
ogy, a Standard Oil Co.
(Ohio) and Energy Con-
version Devices Inc. part-
nership (US)/

Shipping

Miyago Kamotsu Jidosha
Unso, Seino Transport
Co., and Asagami Marine

Transport Warehouse (Ja-
pan)/Tianjin Municipality

NA (HK)/Ma’anshan
Jiangdong Shipping Co.,
Anhui; Guangzhou Har-
bar Adm. Bureau;
Guangzhou Harbor Ship-
ping Co.; and Wuhan
Datong Co. Ltd.

Ma Wangi (Macao busi-
nessman)/Zhuhai SEZ
General Development
Corp. and Ministry of
Communications, Inland
Waterway Adm.

Textiles

Scowill Apparel Fasteners
Group (US)/Shanghai and
Ministry of Light Industry,
Foreign Technical Co-
operation Co.

Yap Son’s Trading Co.
(HK)/Wuhan No. 1 Yarn
Dyed Fabric Mill

Tourism

Kanematsu-Gosho Co.
Ltd. and Daisei Corp. (Ja-
pan)/Tanggu-Bohai Gen-
eral Service Co.

Marubeni Corp., Kajima
Corp., and Pacicon Corp.
(Japan)/Haikou External
Economic Development
Corp. and Bank of China,
Haikou Branch

Fu Xiang Co. Ltd. (HK)/
Foreign Supply Co.,
Dalian

Transportation

Ek Chor Investment Co.
Ltd. (Thailand)/Shanghai
Tractor and Automobile
Corp.

Volkswagenwerk AG (W,
Germany)/Shanghai Trac-
tor-Automobile Co.;
Bank of China, Shanghai
Branch; and China Auto-
motive Industry Corp.

Hong Kong Aircraft Engi-
neering Co. Ltd./China
National Aero Technol-
ogy Import-Export Corp.

Signed a 10-year agreement to set up the
Bohai-Japan Ofishore Drilling Co, Ltd. lo-
cated in Tanggu to undertake offshore oil
drilling. Registered capital: $1 million. (50-
50). 10/22/84.

Signed a contract to jointly develop crude
oil recovery know-how at the Dagang field
in Tianjin. 10/30/84.

Signed a memorandum of understanding to
build and market solar cells. 10/30/84.

Have set up a joint land and water transpor-
tation company for shipping between
Tianjin, Hong Kong and Tokyo. 8/84.

Established the Da An Shipping Co. Ltd. to
run river and ocean shipping routes along
the Chinese and Southeast Asian coast,
10/15/84,

Signed a 15-year agreement to set up the
Huihai Joint Co. to develop Zhuhai inland
waterway shipping. Registered capital: $4
million (¥10 million). 11/5/84.

Will run the Shanghai Apparel Fasteners
Factory. (Shanghai: 40%-MoL:10%-
US:50%). 9/24/84.

Will jointly produce denim. $1.5 million.
10/8/84.

Reached an agreement to jointly build and
operate the Xingang (New Harbor) Hotel.
8/84.

Signed a 20-year agreement to build a 13-
story hotel, shopping center, and amuse-
ment and health center. Investment: $35
million. 11/6/84.

Concluded a contract to set up the Dalian
Fulihua Hotel. Investment: $15 million,
11/12/84.

Signed an agreement to set up the Shang-
hai-Ek Chor Motorcycle Co. Ltd. to produce
motorcycles. Investment: $19.7 million (¥50
million). 9/29/84.

Signed a 25-year contract to form the
Shanghai Volkswagen Automobile Co. to
produce Santana cars, $160 million, (50-50).
10/11/84.

Set up the South China Aero Technology

Ltd. to help modernize and find joint ven-
ture partners for China’s aviation industry.
(PRC:40%-HK:60%). 11/1/84.
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Yip Shing Co. and Wah
Luen Rubber and Metal
Works Factory (HK)/
Shenzhen SEZ Develop-
ment Co. and China
Chemical Industry Con-
struction Corp.

Miscellaneous

Colomer Co. Ltd. (Spain)/
China Light Industry Mil-
lie Economic & Technical
Cooperation Co. Ltd. and
Nantong, Jiangsu

Wolverine Inc. (US)/
Shanghai; Changzhou,
Jiangsu; Ministry of Light
Industry, Foreign Tech-
nical Cooperation Co.

NA (HK)/Yantai Munici-
pal Trust & Trading
Corp., Shandong

Sanwa Bank (Japan) and
Dresdner Bank (W, Ger-
many)/Bank of China,
Trust and Consultancy
Co.; MACHIMPEX;
INSTRIMPEX; and
TECHIMPORT

WA&S Productions (US)/
Nanhai Film Co.

LICENSING

Solartron (UK)/Tianjin
Electric Instrument
Factory

Signed a 10-year agreement to form the
Shenzhen Rubber Enterprise Co. Ltd. to
produce radial and bias tires as well as other
rubber products. Registered capital:
$943,000 (¥2.4 million). (50-50). 11/12/84.

Will initial a contract to run the Nantong
Sheepskin Tannery. Investment: $2.2 million,
(Nantong:50-CLIMETC:50). 9/24/84.

Wwill jointly manage the Shanghai,
Changzhou Pigskin and Oxhide Products
Joint Assoc. Co. Investment: $5 million,
9/24/84.

Set up a 30-year venture to promote devel-
opment of Yantai. Registered capital: $2 mil-
lion. 10/1/84.

Signed a contract to establish the China
Universal Leasing Co. Ltd. in Beijing. Regis-
tered capital: $3 million. (PRC:54%-For-
eign:45%). Contract signed 10/12/84.

Are collaborating on the joint production of
the film “Peking Story”. $650,000. 11/10/84.

Signed an agreement to provide technology
for dynamic analysis instruments for testing
servo mechanisms on machine tools, air-
craft, and other equipment. 8/23/84,

Trosvik Corp. (Norway)/
Shanghai Shipyard and
Shanghai Offshore Petro-
leum Engineering Corp.

C-E Natco (US)/EQUIMPEX
and Guangzhou Heavy
Duty Machine Works

Dow Chemical Co. (US)
Lucas-Girling (UK)

Fanuc Ltd. (Japan)/
TECHIMPORT

Kansai Paint Co. (Japan)

COMPENSATION TRADE

East China Sea Resources
Corp. Ltd. (HK)/Changji
Cotton Mill, Xinjiang

Colomer Leather Interna-
tional Promotion Co.
(Spain)/Xingtai Tannery,
Hebei

COPRODUCTION

Fritz Buser AG (Switzer-
land)/MACHIMPEX and
Zhengzhou Textile Ma-
chinery Plant, Henan

Waldrich Coburk Ma-
chine Tools Co. Ltd. (W.
Germany)/Beijing No. 1
Machine Tools Plant

Signed an agreement for design technology
for a semi-submersible drilling rig. 9/84.

Technology for production of separators,
heaters, steam generators, offshore produc-
tion systems, water treating, and gas sweet-
ening equipment. 10/15/84.

Concluded an agreement for license for
*Zetabound” plastic-clad tape. 10/15/84.

Negotiating an agreement on manufacture
of braking systems, 10/17/84.

Concluded a contract for technology to
manufacture small machining centers.
11/6/84.

Has finalized an automobile paint licensing

deal with a Shenyang paint factory. $1.2 mil-

lion (1¥300 million). 11/13/84.

Spindles and open-end spinning equipment
in exchange for the mill’s products. 9/84.

A leather production line in exchange for
hides. 10/30/84,

Will produce flatbed textile printing ma-
chines under a three-year agreement.
11/12/84.

Signed a 10-year agreement to coproduce
heavy-duty digital control milling-boring
machines. 11/5/84.
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Title

ADVERTISING

China’s Fledgling Advertising
Industry

China National Foreign
Trade Advertising
Associahion

China National United
Advertising Corporation

To Advertise. . .Or Not to
Advertise

Chinamags

AVIATION

CAAC’s Latest Shake-up

Civil Aviation’s Growing
Pains and Opportunities

China’s International Airports
(Table)

US Aircraft and Engine Parls
Exports to China (Chart)

China’s Rising Demand for
Helicopters

US Helicopters in China
(Table)

“We Must Encourage
Competition”

BANKING AND FINANCE

1984
Issue

China’s New “Fed”

Chinese 1/Cs

Bank of China

The Way Ahead

Balance of Payment Trends
(Table)

Reserves of Selected
Countries and Regions
(Table)

“"We Must Encourage
Competition”

Where is the RMB Headed?
Trade Upturn Predicted at
1984 Annual Meeting

More Reform

State Deficits and Heavy
Industry (Chart)

CASE STUDIES

The Mount Sopris (Licensing)
Story

Fluke: Step-by-Step into the
China Market

How to Package Your Kit
Assembly Deal: The WIS
Experience

The Silversmith Group in
China

Excel's Innovative Joint
Venture

Gould Teams Up With
Tianjin

Kodak's Green Fields

Clipper Develops Durable
Friendships

Lindblad Cruises to Tour
Success

ECONOMY

China’s Secret to Success
China Data
Key Indicators
Consumer Goods
Production
The Invisible Foot
Breadbasket Reforms

70

The China Business Review

Page

wn
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w
wn
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30
32

36

36

10

47

48

61

61

56
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56

1984 Index

“We Must Encourage 4 4
Competition”

The 6th NPC 4 4

The 7th FYP 4 5

More Reform 5 4

... And Anti-Reform? 5 5

Realities of Reform 6 4

A Glimpse of What's Ahead 6 5

Analyzing China’s Data 6 8

Gross Value Output vs Value 6 11
Added: A Comparison of
Growth Trends (Chart)

Microcomputers in China 3 26

China’s Computer Inventory 3 29
(Year-end estimates)
(Chart)

China’s Estimated Computer 3 29
Production and Imports

The Magical CCG 3 30

The “Cang Jie”” Method 3 30

China’s 8-bit and 16-bnt 3 32
Computers (Table)

Apanda’s Unique Software 3 34

China’s Software Industry 3 37

ENERGY

Coal's Promises and 2 40
Problems

Open Pits 2 43

The Big Seven 2 45

Organization of the Ministry 2 47
of Coal Industry

Trade Upturn Predicted at 4 6
1984 Annual Meeting

Training Chinese Oilfield 4 7
Workers

The US-PRC Income Tax 5 52
Treaty

EXPORT CONTROLS

High Technology Sales to 1 7
China: The COCOM
Cornection

COCOM Revisited 3 6

Export Controls;: Where 3 58
China Fits In

Licenses Approved for China 3 60
(Table)

Cases Approved in Seven 3 60

CCL Categories (Table)

FAIRS AND EXHIBITIONS

Three Major 1 8
Telecommunications
Exhibitions

The Guangzhou Fair 2 15

Attending Chinese Trade 2 17
Fairs

High Tech Calendar 3 64

GOVERNMENT AND POLITICS

Decentralization 2 8
China’s Third Generation 2 36
The 6th NPC 4 4
The 7th FYP 4 5
Behind the Sino-Soviet Break 4 46
Who Makes Foreign Policy in 5 56
China?

Analyzing China’s Data [ 8
INDUSTRY

(See also Advertising, Aviation, Case

Studies, Electronics, Energy,

Instruments, and Tourism)

China’s Secret of Success

China’s Data—Industrial
Production (Table)

From Peking Duck to Donald
Duck

Project Management in
China

Retorms Continue at the
Grass Roots

“"We Must Encourage
Competition”

The 6th NPC

The 7th FYP

Nonlerrous Metals Marketmg

The PRC’s Three Major
Metals Marketing
Organizations

Chinese Wines

Analyzing China's Data

State Deficits and Heavy
Industry (Chart)

INSURANCE

Insuring the China Trade

Principal Business Activities
of Firms Surveyed (Chart)

Principal Type of Insurance
Held by Firms Doing
Business in China (Chart)

INSTRUMENTS

Instrument Sales

China’s Principal Instrument
Importing Umits

US Exports of Scientific
Instruments (Table)

Foreign Instrument
Manutacturing Agreements
(Table)

LABOR

A Calculated Risk

Chinese Labor

Annual Chinese Labor Costs
in 1983 (Chart)

Annual Foreign Labor Costs
in 1983 (Chart)

Annual Wages in Chinese
State-owned Enterprises
(Chart)

China’s Contradictory Wage
Policies: The FESCO Case

Training Chinese Qilfield
Waorkers

Advice to the Unwary:
Training Programs Also
Require US Government
Approval

... And Anti-Reform?

A Project Manager’s
Notebook

LAW

Tax Treatment in China

Lending to China

Patent Pending

Business Registration in
China

Contract Mania

Shenzhen's New Contract
Law

EL TV, I S Y

6
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L]
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1984
Title Issue Page

Provisions of the Shenzhen 5 17
SEZ on Economic
Contracts Involving
Foreign Interests

Resolving Contract Disputes 5 21

The US-PRC Income Tax 5 52
Treaty

MILITARY

The Irregular Army? 1 6

China’s Emerging Navy 4 26

PLA General Staft 4 29
Department (Table)

The Chinese Navy's 4 30
Purchasing Priorities

China’s Air Defense 4 31

Marketing to the PLA 4 34

Top Chinese Defense Visitors 4 35
To US In Early 1984

China’s Ground Forces 4 36

China’s Second Artillery 4 38
Corps

Defense Moderization 4 40

China’s Military Industry, 4 42

Supply, and Procurement
System (Table)

The People’s Liberation Army 4 43
(Table)

China’s Defense Budget 4 44
(Table)

POPULATION

Marriage and Longevity: A 1 5

Second Look at China’s
1982 Census

RAILROADS

The Two Faces of Chinese 5 24
Rail Technology

Debating the Technical 5 27
Issues

China’s Railroad System 5 28
(Map)

Rail Management 5 32

China’s Unit Train 5 34

SPACE

China in Space 4 12

China’s Rocketry Pioneers 4 13

China’s Space Facilities (Map) 4 14

China’s Space Program 4 17
Support Fleet (Table)

China’s Spacecraft Launch 4 20
Statistics (Table)

Estimates of China’s Future 4 22
Unmanned Satellite
Launch Schedule, 1984-87
(Table)

International Space Vehicle 4 23

Launch Capabilities (Chart)

SPECIAL ECONOMIC ZONES
AND INVESTMENT AREAS

Shenzhen Status Report 2 10

Terms and Conditions 2 14

14 Coastal Cities Expand 3 ]
Foreign Investment

Shenzhen Speed 4 5

Shenzhen's New Contract 5 16
Law

Provisions of the Shenzhen 5 17

Economic Zone on
Economic Contracts
Involving Foreign Interests
Shanghai Looks in New 6 6
Directions
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China’s New and Old
Investment Zones

New Consulting Corporation
1o Mobilize Experts in
Open Cities

A Checklist for Investors

Windows on Liaoning
Province

Statistical Profiles of
Investment Areas

Tianpn

Qingdao

Wenzhou

Guangzhou

Whither the SEZs?

Focus on Zhuhai

Zhuhai's Hong Kong

Connection

TELECOMMUNICATIONS

6

6

China’s Great Leap Skyward

Three Major
Telecommunications
Exhibitions

China’s Intelsat Network
(Map)

National Council Trip
Identifies Business
Opportunities in
Telecommunications

Intelsat and China

ITT's High Speed Data
Communications Link

TOURISM

Hotels, Bonds, and the
Philippine Trade Gap

Conference Facilities in
China

Where to Reserve Your
Conference Center in
China

China’s Major Conference
Centers (Table)

Lindblad Cruises to Tour
Success

TRADE AND INVESTMENT

1
1

(See also Features—China Business)

China’s Secret of Success
The ITCA Agreement:
Helping US Firms Learn
“What China Really
Wants”
Hotels, Bonds, and the
Philippine Trade Gap
The National Counail for US-
China Trade Hosts Chinese
Premier Zhao Ziyang
Chinese L/Cs
Projected Foreign Trade of
China and Other Countries
and Regions (Chart)
Projected US-China Trade
(Chart)
China Data
China’s Foreign Trade
Foreign Trade With
Selected Countries
“Too Many Fingers”
Foreign Investment Delays
Decentralization
Five Years of US-China
Trade
US Exports 1979-1983
(Chart)

1
1
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10

11
61

56

30
35

37

US Imports 1979-1983
{Chart)

US Exports 1979-1983
{Table)

US Imports 1979-1983
{Table)

Project Management in
China

Business Registration in
China

Office Rentals in Beijing
(Table)

Office Costs in Beijing (Chart)

Staffing Your Beijing Office

How 10 Open a Low-Cost
(Substitute) Beijing Office

Putting Together an Office
Budget

A Beijing Budget: The First
Year

500 Foreign Businesses With
Offices in Beipng

Foreign Businesses with
Offices in Shanghai

Sister Relations

Sister States

The 6th NPC

The 7th FYP

Trade Upturn Predicted at
1984 Annual Meeting

More Retorm

A Project Manager's
Notebook

America’s Open Door

Contract Mania

Trade Reforms Revisited

Investment Projects in China

China’s Export Production
Base

Comprehensive Export
Commodity Production
Bases (Table)

Visas: Business or Pleasure?

TRADE FINANCE AND

GUARANTEES

World Bank Loans to China
(Table)

Lending to China

OPIC In China

OPIC's First Order of
Business: To Encourage
Private American
Investment in Developing
Countries

Four OPIC Projects

The US-PRC Income Tax
Treaty

HOPE In China

REGULAR FEATURES

Bookshelf

Business Traveler

China Business (China's
Imports, China’s Exports,
Direct Investment/
Processing/Countertrade)

China Data

Commentary

Council Activities

Member Spotlight

1984 Readership Survey
Trends and Issues

Compiled by Betsy Saik.
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To place your
advertisement
in the new
Business to
Business
section,
contact Sue
Partyke (202)
429-0340
Telex:

64517
NCUSCTUW

TRAIN

J

ra

.

IR T

Train
Brand
Ski

~> Gloves

Train brand ski gloves are made
from goatskin, artificial leather,
or nylon. They feature comfor-
table styling. a variety of designs,
and attractive colors and are
great at keeping out the cold.
Your designs ard samples are
welcome

These comfortable sports gloves
are professionally made to inter-
national standards so are the
kind of top quality that sports-
men like and need. Competitive
prices and prompt. punctual
delivery are guaranteed. And
your specifications are welcome
Telex now for information and
ask for our catalog

SPORTING GOODS

IMPORT & EXPORT BRANCH
128, Road, , China
ot STASPONT ShANGHAI

Q SHANGHAI STATIONERY &

$

Telex: 33132 STASP CN
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SHANGHAI
TRADE AGENT

SHANGHAI-BASED AMERICAN WILL REPRESENT YOUR COMPANY IN CHINA

 Speaks Mandarin ¢ Has lived & worked
in China ® Has China Trade Company
contacts ¢ Experienced trader

* Will sell your products or services

* Will buy Chinese goods for you

Contact Mardi Mastain

Sefore Feb 25, 1985 * Flexible to individual needs
1146 N. Puente St.
Brea, CA 92621
F’hor\e.(‘HAJ 671-2270

24 hours

After Feb. 28, 1985

Cypress Hotel NBR39

2419 Hong Qiao Rd.

Shanghai, PR China Cable: 9921
Phone: 329388 TLX: 33288 CYH-CN

Let’s Discuss Your Ideas

M/A-COM MAC, INC.

M/A-COM MAC is a supplier of low density, microwave radio and antenna systems. We have
installed over 35,000 analog and digital radio systems worldwide, including countries like Venezuela,
Yugoslavia, South Korea, and Nigeria. At the 1984 Olympics, in Los Angeles and Sarajevo,
Yugoslavia, we were the principal supplier of airborne and terrestrial microwave equipment from 2
to 40 GHz.

At present, we are interested in broadening our participation in the PRC market. We welcome private
and government equipment representatives to contact us at the following address:

! Mr. John Van
| Director, International Business Development, Etc
M/A-COM MAC, INC.
63 Third Avenue, Building 5
Burlington, MA 01803 U.S.A.
Phone # (617) 272-3100, X4526
Twx #710-332-1716
Telex #4430114

("
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1
din

CLASSIFIED ADVERTISING

BEIJING REPRESENTATIVE— China Exchange News, focusing on sci- 1985 Summer at SAIS

entific

First Family of Travel accepting re-
sumes for full-time Beijing rep. Flu-
ency in Mandarin, business experi-
ence required. Knowledge of travel
industry highly desirable. Send re-
sume, cover letter, salary require-
ments to Carol S. Goldsmith, 1000
Connecticut Ave. NW, Suite 601,
Washington, DC 20036,

and education exchanges,
available free of charge through the
Committee on Scholarly Communi-
cation with the People’s Republic of
National
ences, 2101 Constitution
Washington, DC 2041838,

China, Academy ol Sci-

Avenue,

The China Business Review/January-February 1985

Chinese Language Study
June 10 to August 16, 1985
Davtime and Evening Programs

For information, write or call:
Ofhice of Summer Programs
School of Advanced
International Studies
I'he Johns Hopkins University
1 740 Massachusetts Avenue, N W,
Washington, D.C. 20036
(202) 785-6811

73



THE NATIONAL COUNCIL FOR US-CHINA TRADE

OFFICERS

Chairman: Davip C. ScoTtr

Vice-Chairmen: WirLLiam C. DOUCE,
HARRY HOLIDAY, JR., CHARLES 1.
RosTov

SecretaryTreasurer: HARRY TAYLOR

Counsel: BENJAMIN P FISHBURNE 111

President: CHRISTOPHER H. PHILLIPS

BOARD OF DIRECTORS

WiLLIAM R, ARTHUR, chairman, Merrill
Lynch International, Ine.

SAM AYOUB, senior executive vice-
president and chief financial officer,
The Coca-Cola Co.

MURRY P. BERGER, president and chief
executive officer, MB International
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WiLLiam H. BRICKER, chairman of the
board, Diamond Shamrock Corporation
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executive ofhicer, Phillips Petroleum
Co.

MiICHEL FRIBOURG, president and chief
executive officer, Continental Grain
Co.

PETER A. GEORGESCU, president, Young
& Rubicam International

THOMAS L. GOSSAGE, group vice-
president and managing director,
Monsanto International

WirLLiam B. GRAHAM, chairman, Baxter
Travenol Laboratories, Inc.

HARRY HoLIDAY, JR., chairman and chief
executive officer, Armco, Inc.

US GOVERNMENT OFFICES

AMORY HOUGHTON, [R., chairman of the
executive committee, Corning
Glass Works

CHARLES K. HUGEL, president,
Combustion Engineering, Ine.

WALTER B. KISSINGER, chairman,
president, and chief executive officer,
The Allen Group, Inc.

PHiLLIP KNIGHT, president and chairman

of the board, Nike, Ine,

M. JoserH LAPENSKY, chairman and
chief executive othcer, Northwest
Arlines, Ine.

Joun J. MureHy, chairman and chief

executive othcer, Dresser Industries,
Ine.

RALPH A. PFEIFFER, JR., chairman and
chief executive othicer, IBM World
Trade Americas /Far Fast Corporation

CHARLES [. RosTov, president and chief
executive ofhicer, Trans-Ocean Import
Co., Inc.

Davin C. Scort, chairman and chief
executive officer, Allis Chalmers Corp.

BARRY F. SULLIVAN, chairman of the
board, First National Bank of Chicago

WALTER STERLING SURREY, senior
partner, Surrey & Morse

Davip S. Tappan, Jr., chairman and
chief executive officer, Fluor
Corporation

HARRY TAYLOR, president, Manufacturers
Hanover Trust Co.

DaviD TENDLER, co-chairman, Phibro-
Salomon, Inc.

HowARD V. YERGIN, JR., chairman and
chiel executive ofhicer, Caltex
Petrolewm Corporation

WASHINGTON STAFF

President: CHRISTOPHER H. PHILLIPS

Executive Vice-President: ROGER W.
SULLIVAN

Administration: Susan . BAuGH

Business Advisory Services: THOMAS P
CROWLEY

China Business Review: MApEIyN C.
Ross

Comptroller: RICHARD .. PETERMAN

Development and Government
Relations: SCOTT D. SELIGMAN

Liaison and Language Services:
[-CHUAN CHEN

Librarian: MARIANNA GRAHAM

Publications and Research: Joan LipMan

Address

1050 17th Street, NW, Suite 350

Washington, DC 20036 USA

(202) 429-0340

Telex: 64517 NCUSCTUW

Cable: USCHINTRAD WSH

BEIJING OFFICE

Director for China Operations: CHRIS
BrOwN

Deputy Representative: KAREN GREEN

Advisor: L1 WENDA

Assistant Advisor: CHENG Lt

Suite 1136, Beijing Hotel

Ielephone: 507766, ext. 1136, 551361

Cable: USCHINTRAD

Telex: 22637 NCPEKCN

EMBASSY

Ambassador: ARTHUR W, HUMMEL, R

Deputy Chief of Mission: HERBERT
HorowiTtz

Agricultural Counselor: Noryman R.
KALLEMEYN

Commercial Counselor: MEIvIN W,
SEARLS, JR

Commercial Ofthcers: CATHERINE

HouGHTON, NED QUISTORFF, BARBARA

SLAWECKI

Economic Counselor: ARTHUR KOBLER

Economic Othcers: MARSHALL ADAIR,
WiLLiaM FLEMING, JaMEs HeaLy, Ross
QuAN, DOUGLAS SPELMAN

3 Xiushui Bei Jie

Jranguomenwai, Beijing

Telephone: 52-3831

Telex: 22701 AMEMB CN

GUANGZHOU CONSULATE

Consul General: WEVER GiM

Deputy Principal Officer /Economic
Section Chief: HARLOW CARPENTER

Commercial Ofhcer: YiNG PRICE

Economic Officer: BRIAN FAIRCHILD

Dongfang Hotel

Telephone: 69-900

Telex: 44139 GZDFH CN

SHANGHAI CONSULATE

Consul General: THOMAS STANLEY
BROOKS

Deputy Principal Officer/Economic
Section Chief: RICHARD BOUCHER

Commercial Othcer: GENEVIEVE DEAN

1469 Huai Hai Zhong Lu

Telephone: 379-880

Telex: ¢ /o Shanghai Industrial
Consultants
33148 s1c1s o~ and 33102 s1crU ON,
Attne: USFCS

PRC GOVERNMENT OFFICES IN THE US

SHENYANG CONSULATE

Consul General: James H Harr

Economic/Consular Ofhcer: JoHN
PARKER

Liaoning Daxia

No. 1, Sector 6, Huanghe Da Jie

Shenvang, Liaoning

Telephone: 66489

Telex: 8OO aMes €N

HONG KONG CONSULATE

Consul General: BURTON LEVIN

Senior Commercial Ofthceer: Pau
WALTERS

Commercial Ofhicers: Lyn EDINGER,
WiLLiam DAawkINS, JR., HELEN
PETERSON

Economic Section:

Chief: RICHARD MUELLER

Economic Officers: EUGENE DORRIS,
GEORGE LEE, JOUN MEDEIROS,
SOCHING Tsal

26 Garden Rd.

Telephone: 5-239011

EMBASSY

Ambassador: ZHANG WEN]JIN

Minister Counselor for Commercial
Affairs: AN DoNG

2300 Connecticut Avenue, N.W.

Washington, D.C. 20008

Telephone numbers (202):

Reception: 328-2500

Commercial: 328-2520 thru 2527

Visas: 328-2517

Telex: 440038 pPre U1

Commercial: 440673 proC U1

HOUSTON CONSULATE GENERAL
Consul General: TaANG XINGBO

Commercial Consul: Wu MINXIAN
3417 Montrose Blvd.

Houston, Texas 77006

Telephone numbers (713):
Commercial: 524-4064

Visas: h24-4311

Telex: 762173 CHINCONSUL HOU
NEW YORK CONSULATE GENERAL
Consul General: CAO GUISHENG
Deputy Consul General: |1 Lipe
Commercial Consul: SONG GUIBAO
520 12th Avenue

New York, New York 10036
Telephone numbers (212):

Commercial; 5641139 & 2541
Visas: 279-088H & 1127
Telex: 429134 cooNy

SAN FRANCISCO CONSULATE
GENERAL

Consul General: TANG SHUBFEL

Commercial Consul: WANG BAORON

1450 Laguna Street

San Francisco, CA 94115

Telephone numbers (415):

Commercial; H63- 4858

Visas: H63-48h7

Telex: 340515 CHIMISSION SFO
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Zhong-guo tong

the sincerest of compliments,

reserved for those who really
understand China. China hands understand
how the Chinese view the world, how things do
and don't get done in the PRC, and how to
behave in accordance with protocol and
expectations.

If your firm needs to place personnel in the
PRC for long or short periods, you'll naturally
be looking for people who can perform well in
China—people who won’t embarrass the com-
pany through lack of knowledge of how to
behave or how to work successfully with the
Chinese. People who are adequately prepared
for living in the PRC, and who won’t have to be
sent home and replaced early at a cost of thou-
sands of dollars.

We can’t make China hands of your staff
overnight, but we can teach them the basics
necessary for a successful tour in China. The
National Council provides comprehensive brief-
ings for corporate staff about to be sent out to
the PRC as expatriates. We brief them on the

‘ ‘ hongguo tong”" is what the Chi-
nese call a “China hand.” It’s

practical aspects of living and working in China
and explain how Chinese enterprises work. We
give an overview of the political and economic
organization of Chinese industry and explain
how decisions are really made and by whom. We
discuss cultural differences and how to resolve
inevitable problems. We cover the finer points
of Chinese protocol, customs, and etiquette, and
even give a brief introduction to the Chinese
language.

We can also discuss the practical points of
opening an office in the PRC, and go over all of
the steps involved. We'll explain the regulations
governing registration, customs, visas, taxes, and
local labor. And we can even help you prepare a
budget for a China representative office.

Expatriate staff briefings can be arranged for
one or two days, and we can hold them in
Washington or at your corporate headquarters.
Call us at (202) 429-0340 for further infor-

\\ The National Council
for US-China Trade

1050 17th Street, N.W., Washington, D.C. 20036




PORT OF SAN FRANCISCO

WHERE THE FAR EAST BEGINS

ATLANTIC OCEAN
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For a free full-color 18" x 24" poster
of the Port of San Francisco’s Far East, mail to:

Port of San Francisco— Gateway 1o the Far East,
Box CB, Ferry Building, San Francisco, CA 94111

Name

Compary o — I

Address

City Sale________ Zip

Port of San Francisco, (415) 391-B000, Telex 467560, Cable SFPORTCOM
Tokyo: Telex 78122263 NMC - Hong Kong: Telex 780 63203 CIVET HX




