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The National Council for United States-ChinaTrade

announces its semi-annual

EXPATRIATE ORIENTATION
SEMINAR

March 25-26, 1987 in Washington, DC

® Working and living in China @ Differences in perception and logic @ Chinese-style banquet
® Protocol, customs, and etiquette ® Chinese attitudes toward foreigners
® Chinese politics, economy, and bureaucracy

® Using the telephone, setting up meetings, and locating interpreters, secretaries, and business services

Success in China requires not only patience and diplomacy, but an understanding of
how to operate in a different and often frustrating environment. Seemingly innocent re-
marks and behavior can result in serious business or social blunders. A representative
who is culturally unprepared will cost your company money in unnecessary delays, mis-
understandings, and lost contracts.

The National Council’s Expatriate Seminar, offered each spring and fall, prepares

business executives for both short- and long-term China assignments. The 12 day
Orientation is designed to provide executives with the information, skills, and in-

sight needed to function successfully in the PRC.

An optional half-day Workshop on Living in China will follow the Orientation
Seminar. This program offers additional in-depth information for those planning a
move to China. The workshop will address the immediate problems of preparing
for the move, adapting to Chinese society, and culture shock. Expatriates with fam-
ilies are particularly encouraged to attend.

The National Council will also custom-design group briefings for your company.

Seminar only: $550 NCUSCT members Seminar and Workshop: $700 members
(142 days) $675 nonmembers (2 full days) $825 nonmembers

luncheons included

For reservation or more information contact:

Expatriate Seminar

The National Council for US-China Trade, 1818 N Street, NW, Suite 500, Washington, DC 20036
202-429-0340

RESERVATIONS MUST BE RECEIVED BY FEBRUARY 27, 1987
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LABOR FOR HIRE

When it comes to export earnings
from its trade with Iraq. China’s lead-
ing “commodity” may be its people.
In fact, by mid-1986, more Chinese
were working overseas in Iraqg than in
any other country—20,000 in all.
Chinese workers have been lending a
hand in Iraq since 1979—making
army uniforms, constructing bridges,
putting up a new textiles factory,
drilling oil wells, and building irriga-
tion works—among other projects.

China began contracting excess la-
bor to other countries in 1978, In
1985 alone more than 56,000 Chi-
nese working overseas earned China
$1.2 billion—90 percent of it in cash.
Fully 66 Chinese organizations at
central and local levels are now certi-
fied to take on contracts overseas,
and the list is growing.

Most of China’s projects are con-
centrated in Africa and the Middle
Fast—notably constructing the Lua-
pula River Bridge in Zambia, a 1700-
km highway in Somalia, drydocks in
Malta, apartments in Egvpt, and a
university in Jordan. And a good
number of workers in the service sec-

tor—seamen, doctors, nurses, tech-
nicians, and chefs—also serve the
typical two- to three-year stints.

But declining Mideast oil revenues
are pushing China to look elsewhere
for business. One success story is the
United States, where the $36 million
worth of contracts awarded to China
in 1985 is slightly more than the sum
total of the last seven years. Some
Chinese workers are building two
large housing projects in Guam,
while others are chefs for renowned
restaurants in New York, Washing-
ton, and other major cities.

To induce workers to leave home
for this length of time, salaries are
high. The ¥250-¥300 earned each
month is more than double the aver-
age worker’s take-home pay. And
since at least a portion of most over-
seas salaries 1s paid in foreign ex-
change, workers can buy imported
televisions, refrigerators, stereos and
the like at China’s hard currency

TRENDS & ISSUES

duty-free stores when they return to
China. Many admit that this incen-
tive, more than any other, is worth
leaving home for. —]JSS

TUNNEL VISION

The Shanghai underground, well-
known communist breeding ground
of the 1930s, may take on a whole
new meaning as China’s most
crowded city seeks space 10 grow.
With population pressures as high as
100,000 people per square kilometer
in the city center, Shanghai is being
forced to build down as well as up,
and several large underground
projects are already in the works.

The city already has considerable
experience in tunneling through the
soft alluvial soil it lies on. In the past
few vears it built three underpasses
for trains, one for pedestrians, and is
considering many more. Tunnel
projects are already fairly well along.
Shanghai completed its first
Huangpu River tunnel in 1970,
hopes to finish the second by late
next yvear, and is now trying to select
the location for at least three more to
be undertaken by the end of the de-
cade, to help move people to the less
densely populated eastern shore of
the Huangpu.

Public parking in Shanghai is al-
most nonexistent, and with a rapidly
rising vehicle count that reached
130,000 last year, the city can ill af-
ford the present solution of parking
cars along narrow and overcrowded
streets. Few older buildings have
parking space, and city ofhicials com-
plain that most of the newer high-
rises going up also neglect adequate
parking facilities. The concept of un-
derground parking projects is being
explored, the most ambitious pro-
posal being for an underground
shopping mall and two-level parking
lot for 600 cars beneath the surface
of Shanghai’s People’s Square.

With public transportation
strained to capacity at 14 million rid-
ers a day, the city is also reconsider-
ing a proposal for an underground
subway system that has been on the

drawing board since the late 1950s.
Attention is now focused on a 14.4-
km segment through the city center
that will link the brand new train sta-
tion in the north to Xinlonghua in
the southwest, and feasibility studies
have been completed by both Chi-
nese and foreign teams. A 600-meter
experimental tunnel dug years ago at
what would be the southwest termi-
nal point has been dusted oft, and a
spot for the northern terminus has
been made at the new train station.
But the dream of a subway running
between the two points is still far off.
With costs estimated at ¥100 million
per kilometer, a viable financing plan
poses just the first stumbling block.
Technical problems are also formida-
ble, particularly the high water table
and the complex system of pipes and
cables under the city. Coordinating
the various units involved, not to
mention massive relocation work, are

just some of the major problems to

be faced.

Heated debate continues over the
pros and cons of the subway plan—
especially considering the other ex-
pensive infrastructure projects the
city badly needs. The new Shanghai
underground already has political
overtones all its own—but there is
little question that the city must in-
creasingly look below the surface for
answers to its problems out of sheer
practical necessity. —MCR
MIND OVER MATTER

China’s system of health care, the
object of worldwide admiration for
decades, earned its laurels by making
adequate health services widely avail-
able to rural and urban dwellers
alike. Often overlooked by foreign
admirers, however, is how little atten-
tion is paid to the mental health
needs of the population.

“Totally unprepared™ is how one
US clinical psychologist describes
China’s 6,000 psvchiatrists and fewer
than 1,000 psychologists in clinical
practice. Dr. May Tung, an American
who examined patients in Chinese
mental hospitals last June, was

The China Business Review/January-February 1987




amazed to find that psychologists in
outpatient wards sometimes saw as
many as 20 to 30 people in a morn-
ing. Dr. Tung notes that some meet-
ings last as little as two minutes—the
time it takes to dispense medicine for
aches and pains.

Prescribing medication for a whole
host of mental ills is often a substitute
for in-depth counseling, not only be-

cause mental hospitals and ¢ linics are
so short-staffed, but also because
there has been little research on the
ctheacy of psychological counseling.
Western observers contend that Chi-
nese counselors have inordinate faith
in the power of reasoning to cure a
variety of mental ills, including psy-
chosis. Only a handful of counselors
have begun to take an interest in
developing the detailed personal his-
tories considered so essential to clini-
cal practice in the West.

Branded a “‘pseudo-science’ dur-
ing the Cultural Revolution, psychol-
ogy has been making a slow come-
back since the mid-1970s. New ideas
and attitudes toward mental health
are beginning to take hold among
professional mental health workers
and the general population. “"When [
visited China in 1979, they just
laughed at Freud. But when I re-
turned this year, his theories were
one of the first things they wanted to
talk about,” Tung notes. Three of
Freud's works have been translated
and copies are snapped up as soon as
they hit the bookstores. The public
has also been treated to television
programs about mental disorders,
leading to greater recognition of
symptoms of mental illness, and a
greater degree of openness about
even taboo subjects like sexual dys-
function.

Yet conditions are not likely to
change anytime soon. Speaking last
October at only the second national
conference on psychiatry held i
China in 30 years, He Jiesheng, vice
minister of public health, noted that
China’s “facilities and staff are far
from sufficient”™ to cope with the
problems of an estimated 10 million
people suffering from mental ail-
ments. There are 348 mental hospi-
tals nationwide (compared to nearly
500 in the United States), and about
140 patients for every bed, according
to Public Health Ministry statistics.
China’s first two counseling clinics
were established only in 1985—
compared to a well developed net-
work of some 2,000 clinics in the

United States.

Ofhcials in China's mental hospi-
tals acknowledge the enormous difh-
culties they have attracting new pro-
fessionals. Most mental hospitals are
located far from the city and offer
poorer working conditions than
other hospitals. And only about 100
psychology students graduate each
year from universities. How many of
these choose counseling over re-
search upon graduation is not
known.

One reason for the growing num-
ber of seminars and conferences on
mental health in China is a belief that
the increasing number of only chil-
dren in China are more prone to be-
havioral abnormalities than other
children. But judging from the al-
most complete neglect of child psy-
chiatry in nearby Hong Kong—
where Western influence is much
greater—it is likely that traditional
Chinese tendencies to avoid “dwell-
ing”” on mental illness or to keep it
hidden from public view will con-
tinue for some time. —DDK
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his is the year of superla-
tives in China travel. Busi-
ness travelers will find the
greatest number of modern
hotels, the widest offering of recre-
ational services, and—not surpris-
ingly—the highest prices ever
charged in the nine years since China
reopened to Western travel.

The outlook is, on the whole, quite
positive. With the opening ol modern
hotels in Beijing, Shanghai, Tianjin,
and other key cities, and a modest
expansion of domestic flights, tour-
ists and businesspeople will find trav-
eling easier than usual during the
busy spring and autumn months.

But progress has its price. Last
year's devaluation of the yuan to
¥3.7:%1 has caught up with the busi-
ness traveler, exacerbating the al-
ready evident trend toward higher
prices in China.

Both joint venture and Chinese ho-
tels have switched to quoting prices
in dollars to protect their earnings
from currency fluctuations. China
International Travel Service (CITS),
the primary ground-handler for for-
cign travelers, has increased its 1987
package rates (in dollars) by 30 to 40
percent, in part because of increases
in the price of food, fuel, and other
essentials. And CAAC, which raised
domestic air fares last year, is report-
edly considering another 30 percent
jump in 1987,

Wholesale travel companies in the
United States are cutting deeply into
their profit margins to help keep
China competitive in the world travel
market. But travel companies pass
most of those savings on to tour
groups rather than businesspeople,
unless the wholesaler happens to be
one of the few offering a program
designed for the executive traveler.

While business travelers can ex-
pect to pay higher prices in China
this year, they will also get better ser-
vice for their money. For instance:

The 1987 Outlook

Carol 5. Goldsmith

HOfelS ‘.\[_l (.Vt"l.:gl.“wi.”_g |-1'|,!].,|,(.|‘
of deluxe and first-class ho-

tels, many of them managed by inter-
national hotel chains, have opened
their doors in Beijing, Shanghai,
Tianjin, Xi'an, Guilin, and even
Lhasa, bringing the current number
of beds available to foreigners across
China to 240,000, a 15 percent in-
crease since 1985,

IFans of the Shangri-La Hotel in
Hong Kong and Bangkok will be
pleased to learn of the opening of a
Shangri-La in Beijing. This deluxe
786-room property, located near the
Exhibition Hall, boasts a new
“Three-in-One Concept” —a full-
service office complex, residential
tower, and hotel/meecting facilities
complete with gymnasium, sauna,
solariums, and more. Room rates
(which vary seasonally) average $70
for a single and $75 for a double.

Beijing's new Kunlun Hotel, a
project of China’s National Tourism
Administration (NTA), makes a
splashy addition to the already high-
class neighborhood of the Great Wall
Sheraton Hotel. The Kunlun Hotel
even looks a lot like the Greatr Wall,

Carol 8. Goldsmith, based in Washing-
ton, DC, is director of business develop-
ment for the Inter Pacific Travel Man-
agement Group.
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Kunlun Hotel
in Beijing

with its grand marble lobby and glass-
enclosed restaurant perched atop the
roof like a flying saucer. Room rates
fall within the $80-%$100 range, in
line with the slightly smaller but com-
parable Sheraton rooms across the
street. And the opening of another
NTA hotel, the Guoji (International),
will give Beijing 1,100 more rooms in
the deluxe category later this year.

Meanwhile, Hyatt Hotels has
opened the first deluxe, interna-
tional-class hotel in nearby Tianjin.
On the banks of the Hai River, the
420-room Hyatt Tianjin charges
from $80 for a standard double and
$140-85150 for a room and breakfast
package on the private Regency Club
floor.

Shangri-La Hotel
in Beijing

R P v 4

Hua Ting Sheraton Hotel in Shanghai

6
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In Shanghai. the recently opened
Hua Ting Sheraton Hotel adds 1,008
rooms to China’s most congested
city. Situated across from the Shang-

hai Stadium in the southwest part of

the city, the Hua Ting Sheraton of-
fers convention, business, and recre-
ational facilities, a shopping arcade,
the ubiquitous rooftop restaurant,
and even underground parking for
100 cars. Rates are $75 (single) and
$82.50 (double).

Guangzhou will not host any major
new hotel openings this year but is
already adequately served by several
luxury hotels that opened in the past
few years.

And travelers to China in 1987 will
at long last see improvement in two
of the country’s most popular and
problematic tourist cities. Xi’an can
now offer 400 new rooms in the Chi-
nese first-class category at the Tang
Cheng Hotel. (The rates, unpub-
lished at press time, should be in the
$40-$50 range.) Guilin does even
better, with four ribbon-cutting oc-
casions this year: the Guilin Manda-
rin (no relation to the famed Manda-
rin Hotel chain), a 239-room deluxe
hotel constructed and managed with
Hong Kong assistance; the Guilin

Riverside Resort, a 200-room prop-
erty with Hong Kong management;
the Osmanthus, a 400-room Chinese
first-class hotel; and, before year's
end, the 300-room Guilin Holiday
Inn.

RecreaﬁonSu'in.llning pools,
bowling allevs, and
other athletic facilities accompany
many of the new hotels, and China is
laying the groundwork for another
favorite international pastime: golf.

With the help of Japanese and
Hong Kong developers, 18-hole golf
courses are opening in Beijing,
Tianjin, and several
Guangdong Province, with more still
on the drawing board. The first and
best-known of these is the Arnold
Palmer-designed Chung Shan Hot
Spring Golf Club. Located at the
birthplace of Sun Yatsen in
Guangdong, about 45 minutes from
Macau, the Chung Shan resort also
offers swimming, tennis, horseback
riding, and archery.

sites in

While every-
one still awaits
the creation of “competitive™ re-
gional airlines and the installation of

Transportation

a computerized airline reservation
system in China, CAAC has at least
announced some improvements in its
international service. CAAC will be-
gin weekly service from Chicago’s
O’Hare Airport to Shanghai and
Beijing via San Francisco this sum-
mer. More important, the airline will
maugurate direct service from the
United States to Tokvo with continu-
ing service on to Beijing. At press
time CAAC was planning to add these
Tokyo stopovers to its Sunday flights
out of New York and San Francisco.
And business travelers will have a
new option in April when All Nippon
Airways joins the exclusive Beijing
route club, oftering three flights a
week between Tokyo and Beijing with
direct connections to Los Angeles
and Washington, DC.

On the ground, major Chinese cit-
ies continue to increase their fleets of
shiny new foreign-made taxis, Some
of the newest and best hotels have
hired their own cars and drivers to
cater to their clientele. The fares may
be a bit higher than other cabs, but in
China, as around the world, whether
vou're talking about taxis, hotels, or
tood services, the same old adage ap-
plies—you get what you pay for.

An important new service from Inter Pacific:

CHINA DESTINATION MANAGEMENT-
TO GIVE YOU THE EDGE IN CHINA TRAVEL.

nter Pacific’s total capability spells the difference between simply booking travel and managing all your
travel needs. We call this unique capability China Destination Management. Join our clientele of A-1
companies, delegations, associations and individual travelers who make Inter Pacific’s China Destination

Management capability work for them. Consider these advantages:

IMMEDIATE HOTEL CONFIRMATIONS. Inter Pacific
holds its own room blocs at newest/deluxe hotels in key
cities to guarantee your room, even during peak season

\/ PRECONFIRMED FLIGHTS and Ground Transporta
tion. Prior to departure, all your international, regional and
domestic China flights and ground transportation are confirmed,
then reconfirmed, to save you valuable time

ON-SITE QUALITY CONTROL. Liaison offices in Bei
jing, Shanghai and Hong Kong can deliver additional
,\ne“ services you may require

\/ UNMATCHED EXPERIENCE. Inter Pacific has success-
fully managed Trade Delegations, Professional & Friend-
ship Exchanges. Special Interest Groups, International
Conferences, Meetings and Incentives, Custom Leisure Travel,
and more

‘\/ CHINA BUSINESS ADVISORY. China business spe-
cialists can help set up appointments with selected govern-
ment officials and business enterprises in China, plus many other
services

INTER PACIFIC TRAVEL MANAGEMENT GROUP

Specialists in China Destination Management.
1511 K Street NW, Suite 1100, Washington, D.C. 20005 (202) 347-2226

New York « Chicago - Los Angeles - San Francisco - Seattle - Miami - Hong Kong - Beijing » Shanghai
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The Investment Climate

National Council delegation finds China in the midst of a major step forward

n the history of China’s policy

of opening to the outside

world, 1986 may go down as

“the year of the investor.”
Not since 1979, when China released
its first law governing Sino—foreign
joint ventures, has the topic of invest-
ment been on the minds of so many
members of the China business com-
munity. The issue of whether China
can really offer investors an attrac-
tive and competitive business envi-
ronment was challenged more di-
rectly than ever before last year: the
problems of specific investment
projects received unprecedented
publicity, while the contracted value
of new investment projects dropped
42 percent in the first nine months
compared to the same period in the
year before.

Publicity continued through the
end of the year—but with Chinese
officials, and not foreign investors,
gradually taking the initiative. Dur-
ing the summer, local government of-
ficials began announcing reductions
in costs for foreign investors in their
localities, while the central govern-
ment helped several ventures solve
outstanding problems. Chinese ini-
tatives picked up speed with the Oc-
tober 11 promulgation of the na-
tional “‘Provisions of the State
Council for the Encouragement of
Foreign Investment” (the “‘Provi-
sions,” see p. 11). The 22-article Pro-
visions laid out principles that imme-
diately began to be picked up and
expanded in a host of local provisions
(see p. 16).

The most important new legisla-
tion is yet to come, however. Sixteen
sets of detailed implementing regula-
tions covering specific investor con-
cerns (including foreign exchange,
import substitution, and the Chinese
definition of “‘advanced technol-
ogy"') are to be completed by the end

Roger W. Sullivan

Chinese policy and regula-
tion should recognize that
the issue is not exports but
management of scarce for-
eign exchange—saving for-
eign exchange is the func-
tional equivalent of earning
il through exporting.

of 1986 and implemented by March
1987. The first set, on labor manage-
ment, was completed in November
1986.

The foreign business community
will be better able to judge the true
extent of investment reforms once
these implementing regulations ap-
pear, since these regulations will de-
termine how the encouraging but
vaguely worded October Provisions
are put into practice. The impor-
tance of implementing regulations
can be seen from the fact that invest-
ment in China did not pick up until
1984—after the release of imple-
menting regulations in 1983 to flesh
out the 1979 Joint Venture Law. It is

Roger W. Sullivan is president of the
National Council for US-China Trade,
and led the November delegation (o
China. A detailed report on the delega-
tion’s meetings in China, prepared by the
Council staff and reviewed by delegation
participants, is available to interested
member companies of the National Coun-

ail for US-China Trade,

encouraging that in this case the lag
time between the release of laws and
their implementing regulations has
been telescoped into months, rather
than years.

The significance of these events
goes beyond the laws themselves. For
three years now, China has attracted
significant levels of foreign invest-
ment. But when serious problems
came to a head in 1986, the demon-
strated willingness of Chinese ofh-
cials to learn from past mistakes and
face dithcult investment problems di-
rectly (rather than hide behind rheto-
ric) proved to be one of the most en-
couraging developments of that year.
As just one example of this attitude,
the State Planning Commission re-
quested an objective study from the
International Finance Corporation
of the World Bank on how China’s
foreign investment program com-
pares with that of several other devel-
oping countries.

National Council initiative

Encouraged by the evidence that
China was seeking honest assess-
ments and advice—and not just help
in papering over a public relations
problem—the National Council for
US—China Trade initiated a series of
member company meetings to ad-
dress the two basic questions Chinese
ofhcials were asking: why isn’t there
more American investment in China,
and how can China turn the situation
around? Out of these meetings grew
the idea of preparing a detailed in-
vestment “‘issues paper,”’ and send-
ing a delegation to China to explore
these issues further.

The resulting National Council
delegation went to Beijing the week
of November 17 to discuss American
views on investment with senior pol-
icy-making ofhcials, and recommend
short-term steps that China could
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take to restore foreign confidence in
China’s investment climate. The dele-
gation returned from its meetings en-
couraged that the officials responsi-
ble for investment policy in China
understand what needs to be done,
and are moving quickly and reso-
lutely to draft implementing regula-
tions intended to flesh out the gen-
eral statements of principle and
policy contained in the October Pro-
visions.

This is not to say the millenium is
here. Many impediments to foreign
investment, such as lack of infra-
structure, power shortages, and even
bureaucratic obstructionism, will re-
quire time and effort to overcome.
And the Chinese leadership acknowl-
edges that—even in the limited realm
of policy changes that can be made in
the short term—the going will be
tough and almost certainly slower
than American investors might hope.

Gu Mu, State councilor in charge
of the State Council Leading Group
on Foreign Investment (see box) ex-
plained that the government’s basic
objective is to make China “‘competi-
tive in the world investment market.”
Thus the Provisions represent only
the first step in an effort to “quickly
attract more foreign investment.”
But how successfully China can com-
pete will depend on the actual word-
ing of the 16 sets of implementing
regulations that Gu Mu assured the
delegation would be in place no later

than the end of the first quarter of

1987. He noted that one set of these
implementing regulations will detail
the various mechanisms that joint
ventures can use to balance foreign
exchange, because the Chinese gov-
ernment recognizes that each indi-
vidual joint venture cannot be ex-
pected to balance its own foreign
exchange requirements.

Import substitution to get the nod

Import substitution was a major
topic of discussion during the meet-
ings. The delegation repeatedly
stressed that China’s emphasis on ex-
port as the primary method to bal-
ance foreign exchange discourages
the formation of joint ventures in im-
port substitution industries. To be
sure, as unit labor costs decline and
infrastructure and quality control
improve, more industries will gradu-
ally find China a competitive site for
investments in export products. But
in the short term, import substitution
ventures hold the greatest potential

The China Business Review/January-February 1987

for expansion of foreign invest-
ment—oprovided that various disin-
centives and regulatory obstacles can
be removed.

The delegation recommended that
China abolish some of these disin-
centives, particularly import duty ex-
emptions for high-technology prod-
ucts that could instead be bought
from joint ventures in China. At the
same time, a system of incentives for
import substitution industries should
be set up. China must find ways to
support import substitution projects
by making foreign exchange available
for operations—at least during their
start-up period when exporting is
next to impossible. And Chinese pol-
icy should go one step further by rec-
ognizing that import substitution
joint ventures manufacturing com-
ponents or other intermediate prod-
ucts may never be able to export. Im-
port substitution joint ventures
should be entitled to import compo-

nents without paying duty and
taxes—a right already enjoyed by ex-
porting joint ventures. In short, Chi-
nese policy and regulation should
recognize that the issue is not exports
but management of scarce foreign
exchange—saving foreign exchange
is the functional equivalent of earn-
ing it through exporting.

I'he Chinese officials were gener-
ally receptive to this line of argu-
ment. Gu Mu noted that China is
considering many of the steps recom-
mended by the Council delegation.
Confirming what was only hinted at
in the Provisions, Gu said that spe-
cific implementing regulations gov-
erning import substitution joint ven-
tures are now being drafted to assure
that they—along with export-ori-
ented joint ventures—get preferen-
tial treatment. But these are the most
complex and difhicult regulations to
draft, and are thus likely to be the last
of the 16 sets of regulations released.

Premier Yao Yilin (r)
and National Council
President Roger W. Sullivan

Gu Mu, State councilor in charge of the
State Leading Group on Foreign Invest-
ment, welcomes the National Council
delegation to the Great Hall of the People
- for meetings.

Discussions with the State Economic
Commission. SEC vice chairman is second
Sfrom right.




Chinese government will provide
lists as guidelines

The Council delegation also held
long and productive meetings with
Yao Yilin, vice premier in charge of
economics and finance; Zhang
Haoruo, a new vice minister of
MOFERT; He Chunlin, director, Of-
fice of the State Council Leading
Group on Foreign Investment; Zhu
Rongji, vice chairman of the State
Commission (SEC), and
officials of the newly created China
Coordinating Center for Business
Cooperation, a trouble-shooting
group under the SEC; Rong Yiren,
chairman of the China International
Trust and Investment Corporation
(CITIC); and Jia Shi, chairman of the

Economic

China Council for the Promotion of

International Trade (CCPIT).

In meetings with the State Council
leading group, MOFERT, and the
State Economic Commission, the
delegation learned that the Chinese
government is drawing up two im-
portant lists. The first may be simply

a validation and amplification of

those lists already being published by
local governments, confirming which
ex

isting foreign investment enter-
prises are eligible for central govern-
ment, as well as local government,
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The principal tasks of the Foreign
Investment Leading Group are to
draw up policy and plans for using for-
eign investment, and submit these sug-
gestions to the State Council. The
Leading Group is also in charge of
supervising the work of localities and
government departments involved
with foreign investment and undertak-
ing arbitration and adjustment when
major problems arise related to for-
eign investment. This leading group
also supervises the relevant authorities
in their task of drafting investment
laws. The director of the State Coun-
cil's Special Economic Zones Office is
responsible for handling the daily af-
fairs of the Foreign Investment Lead-
ing Group.

The State Council’s Foreign Invest-
ment Leading Group, headed by State
Councilor Gu Mu (a vice premier-level
position) includes the following mem-
bers:

1. Yan Ying (f), deputy secretary gen-
eral, State Council

THE STATE COUNCIL LEADING GROUP
ON FOREIGN INVESTMENT

2. Gan Ziyu, vice chairman, State Plan-
ning Commission

3. Zhu Rongji, vice chairman, State

Economic Commission

Wang Wendong, assistant to the

minister, Ministry of Foreign Eco-

nomic Relations and Trade

5. Xiang Huacheng, vice minister,

Ministry of Finance

Liu Hongru, vice president, Peo-

ple’s Bank of China

Wang Deyan, president, Bank of

China

8. Dai Jie, director, China Customs
Administration

9. Gan Guoping, director, China Gen-
eral Administration of Industry and
Commerce

10. Ling Zeti, bureau chief, China

Foreign Exchange Administration

Bureau

~J

11. He Chunlin, director, State Coun-
cil Special Economic Zones Office

Source: National Council for US-
China Trade

support and preferential treatment,
based on their designation as “ad-
vanced technology™ or “export-ori-
ented’” ventures. The second, in-
tended as a guide for companies
considering investment in China, will
clarify which technologies qualify a

joint venture for preferental treat-

ment (including preferential access
to foreign exchange under the prom-
ised new regulations on import sub-
stitution industries). In a significant
move toward guidance planning, lo-
cal authorities will be able to adapt
this list to local conditions according
to detailed central guidelines.

For purposes of the October Pro-
“advanced technology™ is
broadly defined to include almost
any project that is not in the service
sector: the definition covers technol-
ogy that China does not have and
plans to acquire under the Seventh
Five-Year Plan; technology that can
help China develop new export prod-
ucts; and technology needed by an
import substitution industry. This
would include any technology related
to transportation and energy, for ex-

visions,

ample.

The Leading Group emphasized
that the foreign partner in a prospec-
tive joint venture making products in
one of these technology categories
will no longer have to cope with the

venture's ongoing foreign exchange
problems alone. Instead, such joint
ventures should now be able 1o work
out their foreign exchange require-
ments—and have them approved—
in advance, at the feasibility study

stage.

Resolve to move ahead

Every Chinese ofhicial the delega-
tion met was careful not to promise
too much. “We cannot do everything
at once,” Vice Premier Yao Yilin cau-
Still
ahead was evident—as was a surpris-
ingly sophisticated understanding of

tioned. the resolve to move

the minimum steps necessary 1o at-
tract the capital and technology that
come with foreign investment,

At the conclusion of the trip, the
delegation agreed that although
many questions remain to be an-
swered, China’s investment climate 1s
going to get better—maybe signifi-
cantly better—in the coming year,
partcularly for companies interested
i manufacturing import substitutes
for the Chinese domestic market. Ac-
cording to one delegate, if his com-
pany had already given up on a joint
venture proposal in China, he would
now be willing, on the basis of what
he learned during the wrip, to go back
and try again. The other delegates all

-3
agreed. 7

The China Business Review/January-February 1987



New Foreign Investment Provisions

Finally, a new set of principles to address foreign investor’s concerns

oreign investment in China
declined last year for the
first time since the begin-
ning of the open door pol-
icy. Moreover, a spate of horror sto-
ries cataloging the frustrations of
foreign investors in China appeared
in dozens of publications during the
spring and summer, marking a nadir
in the cycle of alternating euphoria
and disillusionment that still charac-
terizes the attitude of foreign compa-
nies toward investment in China. Un-
fortunately, most of these stories
were accurate—a fact that China's
leaders gradually came to recognize.
By mid-summer the leadership was
ready to respond with concrete ac-
tion. First, they granted immediate
reliel to certain joint ventures sufler-
ing from highly publicized shortages
of foreign exchange. Next, cities
from Dalian to Shekou announced
localized reductions in the notori-
ously high costs to foreigners of do-
ing business, combined with more at-
tractive investment incentives.
Meanwhile, the State Council orga-
nized a new “leading group™ at the
top of the administrative hierarchy to
coordinate the investment treatment
meted out by the many ministries
concerned. And Prime Minister Zhao
Ziyang, whose policies are closely
tied to the success of foreign invest-
ment, sent government officials
scrambling to draft new investment
legislation.
In record time, the State Council
responded to the situation with the
22.article “Provisions of the State

Council for the Encouragement of

Foreign Investment™ (the “‘Provi-
sions”’), promulgated on October 11
and effective immediately. These
Provisions are probably the most im-
portant legislation affecting foreign
ivestment issued in China in the past

year, and they are in the process of
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Jerome Alan Cohen and Ta-kuang Chang

heing supplemented both by local in-
vestment regulations (see p. 18) and
national implementing rules.

EXPORT AND
TECHNOLOGICALLY
ADVANCED ENTERPRISES
Creating a privileged class of
investment enterprises

The Provisions grant certain incen-
tives, including important new for-
cign exchange options, to all present
and future Chinese—foreign equity
Joint ventures, cooperative ventures,
and wholly foreign-owned enter-
prises (“foreign investment enter-
prises”). But they offer particularly
strong incentives to two newly desig-
nated types of foreign investment en-
terprises: (1) productive enterprises
“whose products are mainly used for
export” and that have a surplus of
foreign exchange (“Export Enter-
prises’”), and (2) productive enter-
prises that provide advanced technol-
ogy, engage in the development of
new products, or contribute to the
upgrading and replacement of prod-
ucts in order to increase foreign ex-
change generated by exports or to
substitute for imports (“Technology
Enterprises™). The State Council saw
no need to single out nonproductive
foreign investment enterprises, such
as hotels, for especially favorable
treatment, since these have tended to
proliferate and sometimes even 1o
prosper despite well known dithcul-
ties and occasional government dis-
couragement.

In creating two new categories of
foreign investment enterprises enti-

Jerome Alan Cohen and Ta-kuang
Chang are China specialists with the in-
ternational law firm of Paul, Weiss,
Rifkind, Wharton & Garrison, and rep-
resent the firm in Hong Kong and
Beijing.

tled to especially favorable incen-
tives, the Provisions borrow a tech-
nique already found in the foreign
investment policies of many other
countries and regions. Under Tai-
wan’s Statute for Investment by For-
cign Nationals, for example, projects
meeting certain criteria are granted
many incentives, the most important
heing the ability to convert local cur-
rency into foreign exchange for re-
patriating annual profits and in-
vested capital—an incentive that,
regrettably, is missing from China’s
new Provisions.

Under China’s Provisions, foreign
investment enterprises that fit either
of these two definitions are to receive
explicit certification. Beijing and
Shanghai, for example, quickly certi-
fied a number of foreign investment
enterprises in October (see p. 17) and
other cities promptly followed suit.
However, il a certihied Export Enter-
prise does not fulfill its foreign ex-
change surplus target in a given year,
as specified in the contract that es-
tablished the enterprise, taxes or fees
for the vear in which it was exempt
must be made up the following year.
This makes the drafting of invest-
ment contracts, and the feasibility
studies on which they rest, more im-
portant than ever.

Infrastructure supports: Among
the most important ol the new incen-
tives granted to Export Enterprises
and Technology Enterprises is the as-
surance that they will have priority in
the supply of water, electricity, trans-
portation, and communications
equipment—at the same cost that ap-
plies to local State enterprises. In
China’s economy of scarcity, much of
an enterprise’s success depends on its
ability to obtain basic business neces-
sities such as uninterrupted electric
power, timely cargo space on (rains
or ships, and installation ol tele-

1



phone or telex lines in less than six
months. In the past, such necessities
were sometimes available to the for-
eign venture only if they paid an out-
rageous price. Thus, many opera-
tional problems will diminish if the
Chinese government conscientiously
carries out this provision.

Conspicuously missing from the
Provisions, however, is any guarantee
of priority in the supply of raw ma-
terials—a serious problem that
should have been addressed. To their
credit, some Chinese cities are al-
ready trving to do something about
this in their newly released invest-
ment regulations. Beijing, Guang-
zhou, Shanghai, and Tianjin, for ex-
ample, have established foreign
enterprise materials and equipment
supply companies for the express
purpose of procuring materials and
cquipment for foreign investment
enterprises, at the same cost as ap-
plies to State enterprises.

Income tax incentives: Several
new and favorable income tax incen-
tives apply specifically to Export En-
terprises and Technology Enter-
prises. Foreign investors in qualified
equity joint ventures are now exempl
from paying the 10 percent profit re-
mittance tax on repatriated profits,
for instance. Technology Enterprises
that are equity joint ventures will
have their pre-existing tax holiday of
two years exemption and three vears
at half the applicable tax rate ex-
tended by three additional years at
half the tax rate, while similarly quali-
ficd cooperative ventures and wholly
foreign-owned enterprises also enjoy
a three-vear half-rate holiday. These
and other important tax incentives
are contained in Articles 7, 8, 9, and
10 of the Provisions.

Reduced land-use fees: Until the
Provisions, land-use fees in China
were not subject to national stan-
dards and the widely varying local
regulations were often so broad as to
permit virtually arbitrary decisions as
to how much each foreign-related en-
terprise should pay. Article 4 of the
Provisions offers generally lower
land-use fees to Export Enterprises
and Technology Enterprises,
than those in ““busy urban sectors of
large cities.” And local governments
can grant an exemption from these
fees altogether. Beijing Municipality
has announced, for example, that
such exemptions will be possible,

other

upon approval of the Beijing Foreign
Fconomic Relations and Trade Com-
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mission and the Beijing Bureau for
the Administration of Real Estate,

Yet because many foreign invest-
ment enterprises are forced for rea-
sons of labor supply and infrastruc-
ture to locate in or near indus-
trialized cities, we hope that the
exception for busy urban districts
will not be interpreted so broadly as
to swallow up the rule.

Chinese officials could also help
the process by becoming more open
about land-use fees. They might, for
instance, cease the practice of guard-
ing the applicable land fees as State
secrets until the parties have deter-
mined their capital contributions,
and then announcing land fees
that—lo and behold—equal pre-
cisely the Chinese capital contribu-
tion. Reform of the land fee system is
so important that we believe it should
also be extended to all foreign invest-
ment enterprises.

Loan priority: After approval by
the Bank of China, Export Enter-
prises and Technology Enterprises
are to have priority in obtaining
short-term working capital loans and
“other necessary credit funds”—
presumably from the Bank of China
and other eligible Chinese financial
mstitutions. Such loans apparently
may be made in foreign exchange as
well as in renminbi. Although the
phrase “other necessary credit
funds’” could be narrowly inter-
preted to preclude priority for fi-
nancing an enterprise’s fixed assets,
the Provisions’ draftsmen reportedly
do regard this language as authoriz-
ing fixed-asset loans. This is fortu-
nate because, at least in the absence
of effective national mortgage and
bankruptey laws and procedures in
China, foreign banks have generally
refused even to consider any
unguaranteed long-term loans to for-
cign investment enterprises. Thus,
the probable availability of both
short-term and long-term financing
is welcome to cash-starved enter-
prises, although its practical signifi-
cance will of course depend on the
interest rate and other terms upon
which such loans are granted.

Limitations on labor costs: Ac-
cording to the Provisions, Export En-
terprises and Technology Enter-
prises will not have to pay their
Chinese workers and stafl any
amount in addition to wages other
than labor insurance, wellare ex-
penses, and housing subsidies. Previ-
ous regulations never explicitly re-

quired  foreign investment
enterprises to provide housing for
their work force, but in practice
many were forced to do so. Accord-
ing to a briefing given by Chinese of-
ficials to American businesspeople in
Beijing in late October, this new pro-
vision is designed to eliminate the
payment of subsidies for heat, cook-
ing oil, grain allowance, and other
items that make up an estimated 20
percent of the current labor costs for
foreign investment enterprises.
Local governments have issued
their own, more specitic, guidelines
for foreign investment enterprises,
Guangzhou has stipulated that the
welfare and insurance benefits paid
to the staff and workers of all foreign
investment enterprises should match
those paid to staff and workers in
State enterprises, and that these cur-
rently should not exceed 27 percent
ol total wages and benefits. Beijing
has established a uniform rate of ¥60
per month (¥30 of which constitutes
the housing subsidy) for subsidies
paid to the State for staft and work-
ers of all foreign investment enter-
prises other than Export Enterprises
and Technology Enterprises (which
need only pay housing subsidies).
Yet the national and local imple-
menting rules also contain some dis-
quieting wage provisions. For exam-
ple, the implementing rules recently
issued by the Ministry of Labor and
Personnel seem to remove the gen-
eral stipulations in previous regula-
tions that the wages of staff and
workers of Chinese—foreign joint
ventures will not exceed 150 percent
of the wages of comparable stafl and
workers in State enterprises.

INCENTIVES FOR ALL
INVESTMENT ENTERPRISES
The promise of more autonomy
The Provisions may have their
greatest impact through those arti-
cles applicable to all foreign invest-
ment enterprises. Among the most
important of these is the renewed
promise that foreign investment en-
terprises in China can manage their
own affairs. Within the scope of its
.lpprm’cd contract, a foreign invest-
ment enterprise can formulate its
own production and operating plans,
raise and use its funds, procure ma-
terials, sell products, and determine
its own wage standards and incen-
tives. The Provisions reaffirm and ex-
pand the ability ol all foreign invest-
ment enterprises to hire and fire
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workers. This will be welcome news
to the many foreign investors who
have found that the much-touted low
labor costs in China are quickly in-
flated by inefficient workers who, at
least until now, could not be easily
disciplined or fired.

The departments in charge of for-
eign investment enterprises, accus-
tomed to having total control over
Chinese enterprises, have often in-
terfered in all aspects of joint venture
operations and management, from
important matters to minutiaec. Now
the local governments and relevant
departments-in-charge are required
to ensure the autonomy of foreign
investment enterprises. A good ex-
ample of the problem and its solution
occurred just before promulgation
of the Provisions, when the Hubei
provincial government reinstated the
manager and deputy manager of the
Sino—American Parker Seal Joint
Venture Company. These officers
had been dismissed by the Hubei Ma-
chinery Bureau, the government
“department in charge” that directly
supervises the joint venture. The pro-
vincial government’s reversal affirms
that, unlike Chinese enterprises, the
supreme authority over a Chinese-
foreign joint venture lies with its
board of directors—not the govern-
ment department in charge.

This legal guarantee of autonomy
will provide strong ammunition—
though certainly no guarantee of ef-
fectiveness in practice—when for-
eign investment enterprises assert
their right to make decisions relating
to the enterprises. The problems and
frustrations that have confronted
foreign investment enterprises are
similar to those that Chinese enter-
prises have had to deal with them-
selves, and the provision may also
foreshadow similar reforms for Chi-
nese t‘lllt‘l'l)l'ih‘t‘ﬁ.

Collateralized loans and foreign
exchange trading: The Provisions
outline an imaginative scheme for re-
lieving the foreign exchange prob-
lems of foreign investment enter-
prises in China. If such enterprises
have a surplus of foreign exchange,
but need renminbi to pay local costs,
they will no longer have to sell their
excess foreign exchange to the Bank
of China for renminbi. As is already
the practice in Guangdong Province
and the special economic zones, the
enterprise can deposit the excess for-
eign exchange in a Chinese bank as
collateral and borrow the equivalent
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amount in renminbi. This allows the
enterprise (o maintain ownership of
the foreign exchange so that eventu-
ally 1t and another foreign invest-
ment enterprise that has a foreign ex-
change deficiency can “‘mutually
adjust their foreign exchange sur-
pluses and deficits.”

The mechanism for this foreign ex-
change and renminbi trading is not
spelled out, nor is the applicable ex-
change rate. But the Provisions spec-
ify, for the first time, that all foreign
investment enterprises can engage in
these transactions, and that their
transactions need only be under the
“supervision’ of the foreign ex-
change control departments—not
subject to their approval. According
to authoritative officials, enterprises
trading in foreign exchange need
only report these transactions to such
departments after the fact, “for the
record,” and they are free to arrive at
their own bargained exchange rates
without regard to the official posted
rates. New foreign exchange trading
centers have been established, for ex-
ample in Guangzhou, to facilitate
such trading transactions.

These new provisions may be of

some help in solving the foreign ex-
change shortages of foreign invest-
ment enterprises. But, realistically,
the entire pot of foreign exchange
surpluses of joint venture hotels and
the few other ventures with surpluses
can never meel more than a fraction
of the foreign exchange needs of for-
eign investment enterprises. The
needs of such ventures can only be
solved by combining Chinese govern-
ment efforts with the various meth-
ods of balancing foreign exchange
that are gradually emerging—and
for which further detailed imple-
menting regulations are reportedly
forthcoming. Guangzhou, for in-
stance, announced in its local invest-
ment rules that a foreign investment
enterprise manufacturing products
that could substitute for imports may
be permitted to sell such products for
foreign exchange and to count such
sales as export sales for the purpose
of fulfilling export obligations. In ad-
dition, the rules add that the import
of such products will be restricted.
Consolidated tax, customs duty,
and import-export licenses: With
the exception of oil-related products,

the Provisions exempt all exports of

foreign investment enterprises from
the industrial and commercial con-
solidated tax and, presumably, from

any customs duty. The Provisions
also confirm that foreign investment
enterprises may export their own
products without going through a
government trading corporation.
The applicable export licenses need
only be applied for every six months.
More significant, all equipment
and material imports needed for
“performing product export con-
tracts,” including those items whose
import is restricted by the govern-
ment, will be exempt from the re-
quirements for approval and import
licensing. This implicitly exempts
these imports from customs duty and
the consolidated tax. Such items may
not then be resold on the domestic
market and, if used in products sold
domestically, all duties, taxes, and
import procedures are to be applied
retroactively. This broad provision
will enable foreign investors to cut
through bureaucratic red tape that
has, in many cases, made China unat-
tractive for export processing. At the
same time, this provision needs to be
strictly enforced, so that it is not
abused by enterprising smugglers.
Hastening government approval:
The Provisions admonish govern-
ment officials and departments at all
levels to strengthen coordination and
handle promptly all matters relating
to foreign investment enterprises.
Yet this exhortation is less than con-
vincing. The only specific require-
ment accompanying it merely states
that contracts and articles of associa-
tion must be approved by depart-
ments in charge under the State
Council within three months—the
same time limit already contained in

joint venture legislation.

Some localities have already gone
one step further, however. Beijing
Municipality, for example, promises
that the preliminary project pro-
posal, feasibility study, contract, and
articles of association for all foreign
investment projects will each be ap-
proved or rejected within one month.
Moreover, projects that meet certain
criteria specified in Beijing’s invest-
ment rules may be approved by the
district or county level rather than by
the superior city government.

A path for appeal to the top: The
Provisions offer foreign investment
enterprises new ways Lo resist unrea-
sonable charges. They order all local
governments to comply with the
“Notice of the State Council on Res-
olutely Curbing the Indiscriminate
Levy of Charges on Enterprises,” a
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document that until now has applied
only to Chinese State enterprises. If a
foreign investment enterprise be-
lieves certain charges are unreason-
able, it can refuse to pay and, il nec-
essary, appeal to the local economic
commission and then all the way up
to the State Economic Commission.
The Provisions thus establish a sep-
arate route for appealing grievances
that is distinct from, parallel to, and,
at the central level, higher than the
route ordinarily pursued by foreign

investors through the Ministry of

Foreign Economic Relations and
Trade (MOFERT) and the local for-
eign economic relations and trade
commissions subordinate to
MOFERT. This appeals procedure
could provide a direct means for solv-
ing other problems of foreign invest-
ment enterprises and might some day
prove as effective as seeking help
from a highly placed relative or other
connections (guanxi}—the trump
card of many foreign investment en-
terprises that have obtained official
relief so far.

Structural reform to improve co-
ordination: If this new grievance
procedure proves effective, it will not
be the first time a structural change
in bureaucratic authority has had an
impact on foreign investment in
China. For example, when the For-
eign Investment Control Commis-
sion was merged into MOFERT in
1983, this once top-level commission
that could coordinate among minis-
tries and local governments and
“knock heads together”
merely the Foreign Investment Ad-
ministration Bureau of only one rele-

became

vant ministry. Although the bureau
continued to approve all foreign in-
vestment projects {rom its much
lower perch, it lost the power to co-
ordinate other ministries and local
governments, each of which wanted
to protect its own turf. The recent
establishment of an Investment
Leading Group within the State
Council is belated recognition of the
need to restore such coordination
(see box, p. 10).

Ending “dump on China’ season

Will the Provisions end “dump on
China” season? Surely not by them-
selves. The real significance of these
rather general principles will be ap-
parent only when the government
agencies concerned promulgate the
16 expected implementing regula-
tions and the host of local supple-
mentary rules designed to put flesh
on the bare bones discussed above.
Most of these regulations are ex-
pected to be implemented by the end
of the first quarter of 1987.

Nevertheless, those involved in
day-to-day negotiations with Chinese
enterprises and agencies can testify
that, not only in the policies of the
leaders but also in the actions of
many working-level Chinese officials,
a new spirit of self-criticism and
determination to make a success of
foreign economic (m)p(‘rulinn is
emerging. The Provisions are partly a
reflection of this new spirit, and are
meant to send the message loud and
clear 1o conservative or unpersuaded
bureaucrats—and to foreign inves-
tors—that the Chinese leaders mean

e

business. T

T i il B S ] O iy o 7 = o e 4 S|
Provisions of the State Council of the People’s
Republic of China for the Encouragement of

Foreign Investment

Article 1. These Provisions are formu-
lated in order to improve the investment
environment, better absorb investment
by foreign businesses, attract advanced
technology, raise product quality, and ex-
pand exports in order to generate foreign
exchange and develop the national econ-
omy.

Article 2. The State encourages foreign
companies, enterprises, and other eco-
nomic organizations or individuals (here-
alter referred to as “Foreign Investors™)
to establish Chinese—foreign equity joint
ventures, Chinese—foreign cooperative
ventures, and wholly foreign-owned en-
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terprises (hereafter referred to as “Enter-
prises with Foreign Investment’) within
the territory of China.

The State shall grant special prefer-
ences to the following Enterprises with
Foreign Investment:

(1) Those productive enterprises whose
products are used mainly for export and
that have a foreign exchange surplus after
deducting from the amount of their total

This law was promulgated by the State
Council on October 11, 1986. Trans-
lated by Paul, Weiss, Rifkind, Wharton
&F Garrison.

annual foreign exchange revenues the
amount of annual foreign exchange pro-
duction and operating expenditures and
the amount of foreign exchange needed
for the foreign investor to remit abroad
its share of profits (hereafter referred to
as “Export Enterprises”); and

(2) Those productive enterprises to
which the Foreign Investor provides ad-
vanced technology and that engage in
developing new products and upgrading
and replacing products in order to in-
crease foreign exchange generated by ex-
ports or for import substitution (hereaf-
ter referred to as *““Technologically
Advanced Enterprises”).

Article 3. Export Enterprises and Techno-
logically Advanced Enterprises shall be
exempted from paying all State subsidies
to stafl’ and workers, except for the pay-
ment or allocation of funds for labor
insurance, welfare costs, and housing
subsidies for Chinese staff and workers in
accordance with State provisions.

Article 4. The site-use fees for Export
Enterprises and Technologically Ad-
vanced Enterprises, except for those lo-
cated in busy urban sectors of large cities,
shall be computed and collected accord-
ing to the following standards:

(1) in regions where the development
fee and use fee are computed and col-
lected together, ¥5 to ¥20 per square
meter per year; and

(2) in regions where the development
fee is computed and collected on a one-
time basis or where the site is developed
by the above-mentioned enterprises
themselves, the use fee shall not exceed
¥3 per square meter per year.

The local people’s governments may
exercise discretion in light of the circum-
stances to grant exemptions for specified
periods of time from the fees stipulated in
the foregoing paragraphs.

Article 5. Export Enterprises and Techno-
logically Advanced Enterprises shall be
given priority in the provision of water,
electricity, transportation conditions, and
communication facilities needed for their
production and operations. Fees shall be
computed and collected in accordance
with the standards for State enterprises in
the locality.

Article 6. Export Enterprises and Techno-
logically Advanced Enterprises shall, af-
ter examination and verification by the
Bank of China, be given priority in ob-
taining loans for short-term revolving
funds needed in the course of production
and distribution, as well as for other nec-
essary credit funds.

Article 7. When Foreign Investors in Ex-
port Enterprises and Technologically Ad-
vanced Enterprises remit abroad their
share of profits obtained from such en-
terprises, the amount remitted shall be
exempted from income tax.
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Article 8. After the period for the reduc-
tion of or exemption from enterprise in-
come tax in accordance with State provi-
sions has expired, Export Enterprises
may, for any year in which the production
value of products exported by the enter-
prise reaches or exceeds 70 percent of the
production value of enterprise products
for that year, pay enterprise income tax at
half of the current tax rate.

Export Enterprises in the special eco-
nomic zones and in the economic and
technological development zones, as well
as other Export Enterprises that already
pay enterprise income tax at a tax rate of
15 percent, that meet the conditions set
forth in the above paragraph shall pay

enterprise income tax at a reduced tax
rate of 10 percent.

Article 9. After the period for the reduc-
tion of or exemption from enterprise in-
come tax in accordance with State provi-
sions has expired, Technologically
Advanced Enterprises may continue for
three more years to pay enterprise in-
come tax at a rate reduced by one-half.

Article 10. Foreign Investors that reinvest
in China their share of profits from an
enterprise to establish or expand Export
Enterprise or Technologically Advanced
Enterprises for a period of operation of
not less than five years shall, after applica-
tion to and verification by the tax authori-
ties, be refunded the total amount of
enterprise income tax already paid on the
reinvested portion. If such investment is
withdrawn before the period of operation
reaches five years, the amount of enter-
prise income tax already refunded shall
be repaid.

Article 11. With the exception of crude
oil, finished oil products, and other prod-
ucts stipulated by the State, export prod-
ucts of Enterprises with Foreign Invest-
ment shall be exempted from the
consolidated industrial and commercial
tax.

Article 12. Enterprises with Foreign In-
vestment may organize the export of their
products themselves and may also entrust
agents with their export in accordance
with State provisions. For products that
require an export license, application for
the license shall be made every six months
in accordance with the annual export

plan of the enterprni

€.

Article 13. Machinery and equipment, ve-
hicles used in production, raw materials,
fuel, completely knocked-down parts,
spare parts, components and sets of parts
(including those the import of which is
restricted by the State) that Enterprises
with Foreign Investment need to import
in order to perform their product export
contracts shall not require further appli-
cations for examination and approval and
shall be exempted from the requirement
to obtain import licenses. The Customs
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shall exercise supervision and control,
and shall inspect and release such imports
on the basis of the enterprise contract o1
the import—export contract.

The imported materials and items re-
ferred to in the above paragraph shall be
restricted to use by the enterprise itself
and may not be sold on the domestic
market. If they are used in products to be
sold domestically, import procedures
shall be handled retroactively in accor-
dance with provisions, and taxes shall be
made up according to regulations.

Article 14. Under the supervision of the
foreign exchange control departments,
Enterprises with Foreign Investment may
mutually adjust their foreign exchange
surpluses and deficits.

The Bank of China and other banks
designated by the People’s Bank of China
may commence cash collateral business
and may grant loans in renminbi to Enter-
prises with Foreign Investment.

Article 15. The people’s governments at
various levels and the relevant depart-
ments in charge shall safeguard the right
of autonomy of Enterprises with Foreign
Investment and shall support Enterprises
with Foreign Investment in managing
themselves in accordance with interna-
tional advanced scientific methods.

Within the scope of their approved
contracts, Enterprises with Foreign In-
vestment have the right on their own to
formulate production and operating
plans, raise funds and use funds, procure
production materials and sell products, as
well as to determine on their own wage
standards, the forms of wages, and incen-
tive and allowance systems.

Enterprises with Foreign Investment
may, in accordance with their production
and operation requirements, on their
own determine their organizational struc-
ture and personnel staffing, employ or
dismiss high-level management person-
nel, and increase or dismiss staft and
workers. They may recruit and employ
technical personnel, managerial person-
nel, and workers in their locality, and the
units to which such employed personnel
belong shall provide support and shall
permit their transfer. Staff and workers
who violate the system of rules and regu-
lations and thereby cause certain bad con-
sequences may, in accordance with the
seriousness of the case, be given differing
sanctions, up to that of discharge. Enter-
prises with Foreign Investment that re-
cruit, employ, dismiss, or discharge staff’
and workers shall file a report with the
local labor and personnel department for
the record.

Article 16. The various regions and de-

partments must implement the Notice of

the State Council on Resolutely Curbing
the Indiscriminate Levy of Charges on
Enterprises. The people’s governments at
the provincial level shall formulate spe-

cific measures and strengthen supervision
and administration.

Enterprises with Foreign Investment
that encounter unreasonable charges may
refuse to pay them and may also appeal to
the local economic commissions and up
to the State Economic Commission.

Article 17. The people’s governments at
various levels and the relevant depart-
ments in charge shall strengthen their
coordination work, raise their ethciency
in handling matters and promptly exam-
ine and approve matters, reported to
them by Enterprises with Foreign Invest-
ment that require response and resolu-
tion. With respect to agreements, con-
tracts, and articles of association for
Enterprises with Foreign Investment that
are to be examined and approved by the
departments in charge under the State
Council, the examination and approval
authorities must, within three months
from the date of receipt of all documents,
decide whether or not to grant approval.

Article 18. The Export Enterprises and
Technologically Advanced Enterprises
referred to in these Provisions shall be
confirmed as such jointly by the foreign
economic relations and trade depart-
ments where such enterprises are located
and the relevant departments, based on
the enterprise contract, and shall be is-
sued a certificate.

If the actual annual export results of an
Export Enterprise are unable to realize
any goal in respect of a surplus in the
foreign exchange balance that is stipu-
lated in the enterprise contract, any taxes
and fees that have already been reduced
or exempted in the previous year shall be
made up in the following year.

Article 19. Except where these Provisions
expressly provide that they are to be ap-
plicable to Export Enterprises or Techno-
logical Advanced Enterprises, the other
articles shall be applicable to all Enter-
prises with Foreign Investment.

These Provisions shall apply from their
effective date 1o those Enterprises with
Foreign Investment that have obtained
approval for establishment before such
effective date and that meet the condi-
tions of these Provisions for preferential
treatment.

Article 20. These Provisions shall be im-
plemented by reference, with respect to
enterprises established with imvestment
from companies, enterprises, and other
economic organizations or individuals
from Hong Kong, Macau, and Taiwan,

Article 21. The Ministry of Foreign Eco-
nomic Relations and Trade shall be re-
sponsible for interpreting these Provi-
s10ns.

Article 22. These Provisions shall go into

effect on the date of their issuance. 7T,
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Shanghai Responds

A welcome change in attitude accompanies the city’s
new foreign investment regulations

Ellen R. Eliasoph

The 22-article Provisions aimed at encouraging foreign investment, issued by China’s State Council on October 11, are just
the first in a series of investment laws that China’s officials promise will greatly enhance conditions for foreign investors.
Following the October 12 release of local regulations by Beijing and Tianjin, 11 cities (including Guangzhou, Shanghai, and
Dalian), 11 provinces, and three of the four SEZs had come out with their own versions of the national Provisions by mid-De-

cember

and more are on the way. For the most part, the local regulations reiterate investment principles contained in the
national Provisions. Reduced land-use fees, income taxes, customs duties, and labor costs, as well as less red tape, were
standard offerings in most of the local regulations.

But some localities have taken the national incentives a step further or come up with a few novel ideas of their own. To make
local governments more responsive to investors’ needs, many of the regulations set up new investment administrative organs.
Foreign investment supervisory groups headed by high-ranking officials, foreign investment service centers to help investors
through the investment maze, and centers lo assist with materials procurement are all in vogue. A few localities have begun to
set up foreign exchange trading centers for investors. Guangdong's innovative new investment regulations allow foreign
investment enterprises to issue stocks and bonds. Fuzhou and Guangzhou have officially recognized the concerns of their main
investors— Hong Kong and overseas Chinese—by allowing such investors to invite relatives living in China to act as their
agents or work in their enterprises. And Fujian offers extremely tempting incentives to those willing to invest in ““impoverished
areas.”’

But perhaps most important, the local regulations demonstrate support from cities and provinces for the national govern-
ment’s attempts to improve China'’s investment climate. The method for determining which enterprises are eligible for special
incentives through official designation as “‘technologically advanced’ or “export oriented’ offers the best insight into the
nature of the working relationship between the central and local governments on investment issues. The central level will set

the guidelines, and the local authorities can then apply these in drawing up their own list of qualifying enterprises.

hanghai's reputation among

foreign investors as the most

bureaucratic and frustrating

Chinese city in which to do
business has begun to take a turn for
the better—Ilargely as a result of ac-
tivities leading up to and surround-
ing the issuance of the city's own in-
vestment provisions in October.
Since this past summer, city leaders
have taken steps to enact legislative
and administrative reforms designed
to make their foreign investment
program workable—and profit-
able—for all participants.

In just a few months, new legisla-
tion that is more carefully conceived
and drafted than the interim provi-
sions of previous years has improved
Shanghai’s heretofore tentative, con-
fused legal framework for investment
(see The CBR, May-June 1986, p.
47). The changes began in July and
August with the appearance of new
rules on representative offices and
approval procedures for foreign in-
vestment projects, as well as clarifica-

16

tion from the Shanghai Municipal
Taxation Bureau on questions of for-
eign enterprise taxation.

These were just a prelude of things
to come, however. Shanghai re-
sponded swiftly to the new national
guidelines for encouragement of for-
eign investment that appeared Octo-
ber 11, 1986: less than two weeks
later, Shanghai issued the Provisions
of Shanghai Municipality for the En-
couragement of Foreign Investment
(the “*Shanghai Provisions™), which
entered into effect on November 1,
1986.

Great fanfare accompanies
release of Shanghai Provisions
Shanghai devoted extensive efforts
to the announcement of the Shang-
hai Provisions. Even before the pro-
visions were issued, Shanghai ofh-

Ellen R. Eliasoph is resident attorney in
Shanghai for the New York-based law
firm Paul, Weiss, Rifkind, Wharton &
Garrison.

cials provided the city’s foreign
business representatives with pre-
liminary explanations. On October
24, the Shanghai Provisions were dis-
tributed in the course of a ceremony
at which Mayor Jiang Zemin and
other ofhicials, accompanied by the
bracing strains of martial music, is-
sued certificates to the represen-
tatives of the 43 foreign enterprises
Shanghai has designated as “export
enterprises’ and the 26 it designated
“technologically advanced enter-
prises”’ —confirming their entitle-
ment to special treatment under both
the national and Shanghai Provisions.

The nature and number of the en-
terprises included on the list, as well
as the explanations provided by
Shanghai officials, clearly show that
Shanghai plans to adopt liberal defi-
nitions of what constitutes an “‘ex-
port enterprise’” and a ““technologi-
cally advanced enterprise.”” Shanghai
officials have also said that Sino—for-
eign ventures still in the planning
stages may receive a preliminary re-
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view of their eligibility to be included
inone category or the other, and they
have in fact already begun to give ad-
vance, albeit provisional, assessments
to ventures under negotiation.

The Shanghai Provisions contain
16 articles, some of which closely fol-
low the State Council Provisions. The
State Council Provisions and the
Shanghai Provisions both state that
export enterprises and technologi-
cally advanced enterprises will be
“given priority”’ in obtaining basic
utilities and facilities, and provide
that the fees charged shall accord
with the fees charged to local State-
run enterprises for such items. In ad-
dition, export enterprises and tech-
nologically advanced enterprises in
Shanghai, as under the State Council
Provisions generally, are entitled to
receive priority in the granting of
loans required for working capital
and other uses. To emphasize the
close relationship between the cen-
tral and the local provisions, Article 1
of the Shanghai Provisions exhorts
all local units to strictly implement
both sets of investment guidelines.

Nevertheless, certain incentives
found in the Shanghai provisions go
beyond those contained in the State

Council Provisions. These include:
Exemption from local income
tax. Export enterprises and techno-
logically advanced enterprises in
Shanghai will be exempt from local
income tax during the period of tax
exemption provided under national
law (which, for equity joint ventures,
is generally two years); enjoy a con-
tinued exemption from local income
tax for the subsequent three years (a
period during which, under national
regulations, equity joint ventures are
entitled to a 50 percent reduction in
national income tax); and thereafter
enjoy a three-year reduction of local
income tax to 50 percent of the
amount otherwise pavable. These
provisions go further, on a local
level, than the corresponding central
provisions, which accord technologi-
cally advanced enterprises an addi-
tional three-year, 50 percent reduc-
tion in national income tax following
the initial five-year exemption and
reduction period, and do not offer
automatic continued exemptions or
reductions to export enterprises.
The Shanghai Provisions also offer
export enterprises generous addi-
tional local incentives by providing
that in any vear in which products for

export constitute 70 percent of the
total production value of an export
enterprise, the enterprise in question
shall be exempt from local tax. Un-
der the State Council Provisions, an
export enterprise meeting the 70
percent target will enjoy a 50 percent
reduction in the national enterprise
mcome tax,

Exemption from land-use fees.
With the exception of those estab-
lished in “*busy urban sectors’ (which
in Shanghai could constitute a fairly
significant exception), export enter-
prises and technologically advanced
enterprises shall be exempt {from
land-use fees for the three-year pe-
riod following their establishment.
Such exemptions are left to “the dis-
cretion of the local people’s govern-
ments”’ by the State Council Provi-
sions. The land-use fees payable by
such enterprises will be significantly
reduced from their published rates
to a maximum of ¥2.5 per square me-
ter per year—although, according to
Shanghai ofhcials, the city will con-
tinue to levy site-development fees
(which can often be substantial) in
addition to site-use fees. New Shang-
hai site-use regulations, which also
came into effect on November 1,
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Beijing enterprises designated as Export En-
terprises with Foreign Investment:

1) Beijing Core Software Co, Ltd. (Japan)

2) Beijing Orafi Ornament Co. Ltd. (ltaly)

3) Daxing Metal Industries Co. Ltd. (Japan)

4) Huaxing Shirt Co. Ltd. (Singapore)

5) Smart Garments Ltd. (Singapore)

6) Beijing Kowin Simonds Steel File Co. Ltd. (US)

7) Beijing Jingle Co. Ltd. (Japan)

8) Beijing Prince Wool Spinning Co. Ltd. (HK)

9) Cagotai Knitting and Garments Co. Ltd. (HK)

10) Donglian Enterprise Co. Ltd. (HK)

11) Mirixing Food Industry Co. (Japan)

12) DRV Sino-American Communications Co, Ltd. (US)
Beijing enterprises designated as Techno-
logically Advanced Enterprises with Foreign
Investment:

1) Beijing Jeep Corp. Ltd. (US)
2) Babcock and Wilcox Beijing Co. Ltd. (US)

3) Capital Iron and Steel Kanthal Corp. Ltd. (Sweden)

4) Beijing Philips Audio and Video Corp. (Netherlands)
5) Beijing Amsterdam Biomaterials Industry (Netherlands)
6) Beijing Nantsune Meat Machinery Corp. Ltd. (Japan)
7) Beijing Yinyan Electronic Flash Co. Ltd. (HK)

8) CP-China Co. (US)

9) Yili-Nabisco Biscuit and Food Co. Ltd. (US)

10) Beijing Huade Metal Packaging Container Co. Ltd.
(Singapore)

11) Beijing Poultry Breeding Co. Ltd. (US)

12) Beijing Contact Lens Ltd. (US)

Compiled by the National Council for US-China Trade

Shanghai enterprises designated as Export
Enterprises with Foreign Investment:

1) China-Schindler Elevator Co. Ltd., Shanghai Elevator
Works (Switzerland)
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SINO-FOREIGN CERTIFIED ENTERPRISES IN BEIJING AND SHANGHAI

2) Shanghai United Wooltex Corp. Ltd. (HK)

3) Shanghai Cosifra Co, Ltd. (US)

4) Shanghai Universal Toys Co. Ltd. (HK)

5) Shanghai Yilian Textile Factory (HK)

6) Shanghai Gardening Service (HK)

7) Shanghai Xin Yi Wooltex Co., Ltd. (HK)

8) Shanghai Hong Kong Industrial Commercial Ltd. (HK)
9) Shanghai Bolu Co. Ltd. (US)

10) Hu Xing Electronics Corp. Ltd. (HK)

11) United Timber Industries Co. Ltd. (HK)

12) Shanghai ACE Luggage & Bags Co. Ltd. (HK)

13) Honggiao Asahata Embroidery Factory (Japan)

14) Shanghai Best Wool Textile Co. Ltd. (HK)

15) Messrs, Gracefo Shoe Manufacturing Co., Ltd. (Japan)
16) Herald Plastic Products Co. Ltd. (HK)

17) Shanghai Da Jiang Co. Ltd. (Thailand)

18) Shanghai Total Paper Products Co. Ltd. (Philippines)
19) Huade Plastics Corp. Ltd. (FRG)

20) Shanghai-Pigeon Dental Material Co. Ltd. (Japan)
21) Shanghai Jinshan United Industry Corp. Ltd. (HK)
22) Polymold-Jiaotong Corp. (US)

23) Shanghai Ganlin Beverage Ltd. (HK)

24) Shanghai Great Wall Zipper Co. Ltd. (HK)

25) Shanghai Gemstone Art Handicraft Co. Ltd. (HK)
26) Shanghai Ever Well United Ltd. (HK)

27) Shanghai Broadway Wooltex Ltd. (HK)

28) Flora Horticultural Co. Ltd. (HK)

29) Taishan Ceramics Co. Ltd. (US)

30) Shanghai Jin Kang Linen & Wool Ltd. (HK)

31) Haigang Health Equipment Manufacturers Ltd. (HK)
32) Shanghai Lea-Tong Surface Finishing Inc. (HK)

33) Guojia Optoelectronics Co. Ltd. (HK)

34) Shanghai Shen Shi Textile Co, Ltd. (HK)

35) Shanghai Lever Co. Ltd. (UK)

36) General Jewelry (Shanghai) Co. Ltd. (US)

37) Shanghai Baoshan Feather Products Co. Ltd. (US)
38) Shanghai Carden Ramie & Woolentex Co. Ltd. (HK)
39) Shanghai Kurada Glove Co, Ltd. (Japan)

40) Shanghai Haixin Co. Ltd. (HK)

41) Shanghai Vicera Sensor Co. Ltd. (Japan)

42) Shanghai Sum Mi Co. Ltd. (Singapore)

43) Shanghai Printronics Circuit Corp. (Australia)

Shanghai enterprises designated as Techno-
logically Advanced Enterprises with Foreign
Investment:

1) China-Schindler Elevator Co. Ltd., Shanghai Elevator
Works (Switzerland)

2) Sino-American Shanghai Squibb Pharmaceuticals Ltd.
(us)

3) Shanghai-Foxboro Co. Lid. (US)

4) Shanghai Bell Telephone Equipment Manufacturing
Co. Ltd. (Belgium)

5) Shanghai Yaohua Pilkington Glass Co. Ltd. (UK)

6) Shanghai Lian Hua Fiber Inc. (Thailand)

7) Shanghai-Ek Chor Motorcycle Co. Ltd. (Thailand)

8) Shanghai Volkswagen Automotive Co. Ltd. (FRG)

9) Vetco-Dalong Offshore Equipment Co. (US)

10) United Timber Industries Co. Ltd. (HK)

11) Shanghai-CAST Software Corp. (US)

12) Shanghai An Wang Computer Development Corp.
Ltd. (US)

13) Shanghai Satellite Co. Ltd. (US)

14) Shanghai Da Jiang Co. Ltd. (Thailand)

15) Huade Plastics Corp. (FRG)

16) Polymold-Jiaotong Corp. (US)

17) Shanghai Espec Environmental Equipment Corp. (Ja-
pan)

18) Taishan Ceramics Co. Ltd. (US)

19) CASCO Signal Co. Ltd. (US)

20) Guojia Optoelectronics Co. Ltd. (HK)

21) Shanghai Nicera Sensor Co. Ltd. (Japan)

22) Shanghai Pacific Ceramics Ltd. (US)

23) Bayer-Shanghai Dental Ltd. (FRG)

24) Shanghai Gaogiao-Polysar Co. Ltd. (Canada)

25) Shanghai Printronics Circuit Corp. (Australia)

26) Grace China Ltd. (US)

Shanghia enterprise list compiled and translated by
Wei-Tai Kwok, resident Shanghai paralegal for Paul,
Weiss, Rifkind, Wharton & Garrison, with the assistance
of the Shanghai Administrative Bureau for Industry and
Commerce.
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1986, set forth the schedule of fees
for sites in various zones, and contain
detailed stipulations regarding the
requisitioning and use of sites.

In addition to the preferential
treatment outlined for export enter-
prises and technologically advanced
enterprises, the Shanghai Provisions

LOCAL INVESTMENT
REGULATIONS

This list includes the provinces and
municipalities that had issued local in-
vestment regulations by mid-Decem-
ber. While the regulations issued by
some provinces are meant to cover all
municipalities within their jurisdic-
tion, other provinces allow open cities
or special economic zones to issue
their own regulations. [

In general, provincial regulations \
tend to be broader than municipal
ones, specifying the general principles
used to determine when to award pref-
erential treatment. If they do get spe-
cific, provincial regulations tend to in-
dicate a broad range within which
taxes and fees can fluctuate. Munici-
palities, in contrast, tend to pin down
the terms they will offer investors
more precisely.

Anhui Province, October 25*

Anshan, November 7

Beijing, October 12

Dalian, November 23*

Fujian Province, November 17%

Fuzhou, October 12

Gannan Autonomous Region (in
Gansu Province), November 5*

Guangdong Province, October 13

Guangzhou, November 10*

Guizhou Province, October 16

Hebei Province, November 15

Hunan Province, October 16

Jiangsu Province, November 10

Jiangxi Province, October 15

Lianyungang, October 24

Liaoning Province, October 17

Nantong, November 6

Ningbo, October 16*

Qinhuangdao, December 4

Qingdao, October 16

Shandong Province, October 15

Shanghai, October 24

Shenzhen, November 10*

Tianjin, October 12

Xiamen, November 10*

Xinjiang Province, November 3%

Yantai, October 22%

Zhejiang Province, October 29

Zhuhai, November 6

* Official promulgation date not avail-
able. Date given is the first day the
regulations were mentioned or ap-
peared in the press.

Compiled by The National Council for
US-China Trade.

contain the following measures de-
signed to benefit all Shanghai enter-
prises with foreign investment
(*'Shanghai foreign enterprises’™):
Exemption from paying ‘housing
subsidies.” Shanghai foreign enter-
prises will no longer have to pay
housing subsidies to the State. Under
the Shanghai labor management leg-
islation heretofore in effect, such
subsidies were fixed at ¥30 per PRC
employvee per month. The Shanghai
Provisions state that, in lieu of paving
these subsidies, Shanghai foreign
ventures may “‘retain the money as
funds to be used for the improve-
ment of the housing conditions of
their Chinese staff and workers.”
While it
funds will be utilized in practice,
Ministry of Labor regulations that
appeared in late November provide
some clues by stipulating that such
funds “'shall be used by the Chinese

remains unclear how such

Joint venture partner to pay the costs

of supplementing building or pur-
chasing housing for statt and work-
ers.” Presumably, export enterprises
and technologically advanced enter-
prises in Shanghai will also enjoy the
exemption from payment of “State
subsidies™ offered by the State Coun-
cil Regulations (see p. 11).

The Shanghai Provisions mandate
the establishment of three new in-
vestiment-related groups in Shanghai:

A “foreign investment service
center.” Under the guidance of the
Shanghai Municipal Foreign Eco-
nomic Relations and Trade Commis-
sion, the center, targeted to open on

January 1, 1987, will provide in-

formation and consulting services to
foreign investors and help them
shepherd their projects through the
bureaucracy; Shanghai officials have
characterized the set-up as “one-stop
shopping™ for foreign investors.

A “foreign exchange adjustment
agency.” Under the supervision ol
the local departments of foreign ex-
change control, this agency will help
foreign enterprises conduct the for-
eign exchange adjustments and
swaps contemplated by the State
Council Regulations. A trading cen-
ter, the first opened specifically for
enterprises with foreign investment,
has been operating once a week since
November 1, 1986. Foreign investors
have been permitted to make their
currency swaps at rates differing
from the official exchange rates.

A “commodities service agency.”
This agency will assist Shanghai for-

cign enterprises in obtaining the raw
materials they require for their busi-
ness activities, at prices equal to
those paid by local State-run enter-
prises. A January 1, 1987, opening
date is planned for this organization.

More moves on the drawing
board

Mayor Jiang Zemin has indicated
that Shanghai is studying a broad
range of foreign investment-related
issues and may in the near future
adopt measures even more extensive
than those provided for in the new
legislation. Other measures now be-
ing considered by the Shanghai au-
thorities include: a planned increase
in Shanghai’s borrowings from inter-
national capital markets; the concept
that the surcharges on PRC workers’
salaries paid by Shanghai ventures
will be reduced while the “actual in-
come of the workers will be in-
creased™; and an accelerated depre-
ciation term for the assets of certain
types of enterprises.

Particularly intriguing are official
indications that in cases where
Shanghai's foreign enterprises are
producing goods that are equivalent,
in terms of quality, delivery cycle,
and price, to goods that would other-
wise be imported, the import of the
latter will be restricted. Prospective
Chinese importers will be directed to
purchase from the Shanghai foreign
enterprises, making payment in for-
cign exchange or a mix of foreign
exchange and renminbi. The imple-
mentation of this novel approach,
not only in Shanghai but nationwide,
can take place as soon as the central
government issues its planned list of
technologies that qualify as “import
substitutes™ (see p. 8).

Naturally, the new rules and ad-
ministrative mechanisms are very
welcome. But perhaps even more im-
pressive is the fresh attitude that has
accompanied them. In recent
months, many long-time residents of
Shanghai have noticed a new ease in
their business dealings with their
Shanghai partners and local officials.

For years, Shanghai’s (and the rest
ol China’s) legislation and official
publications referred to the foreign
mvestment program as a scheme for
the “‘utilization” of foreign invest-
ment. It is perhaps an indication of
increased sensitivity to the problems
foreigners confront in China that the
word “utilization™ has been replaced

by the word “encouragement.” 7T
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NEGOTIATION STRATEGIES FROM
THIS CENTURY'S MOST SUCCESSFUL
CHINATRADERS.

For the first fime ever the experiences,
knowledge and strategies of the western world’s
most successful China fraders are available ina
videotape program, backed by a comprehensive
user guide and related books.

The Executive Information Network's China
Business Negotiations: Style & Strategies That
Work includes

Lucian Pye outlines clossic Chinese negofiation

strafegies. Protocol and pitfalls. A look into the
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David P-C Chang explains how he established
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in negotiating the first wholly owned US subsidiary
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Wallace Anker discusses lessons learned in
establishing First Chicago’s Beijing-based effort.

Every subject is covered by experts with first

. hand experience in negotiating sales agreements,
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and legal fransactions —as well as how you can
come fo grips with whether your company has
what it takes to be successful in the China trade.

US$895. Introductory price, just $770.
Until March 1, 1987, save 15% off the

reqular $895. Complete program includes the 60

minute China Business Negotiations videotape,
- comprehensive User Guide, Lucian Pye's Chinese

Charles Jennings, Writer/Producer ~ Stanley Lubman, Pariner Heller Ehrman. Wallace Anker, St VP First National Commercial Negotiating Style, and
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The Guangdong Float Glass Company

uring a year in which

problems with China’s in-

vestment climate have re-

ceived prominent public-
ity, the Guangdong Float Glass
Company (GFG) stands out as an in-
structive example of cooperation be-
tween foreign and Chinese interests.
The company, a 15-year 50-50 joint
venture between PPG Industries
(US) and Tha iterests on the one
hand, and a consortium of Chinese
interests on the other hand, is build-
ing a new $75 million factory in the
Shekou area of the Shenzhen Special
Economic Zone to produce flat gia.\s
using modern float technology. The
150,000-tonne per year capacity
plant is, to date, probably the only
foreign project of its magnitude in
China likely to be completed accord-
ing to the original timetable, despite
a tight construction period of two
years. It will also be the largest US
manufacturing joint venture in
China (in terms of up-front money
spent) when it is commissioned in
mid-1987.

Getting off to a good start

Two keys to the project’s success to

date are the foreign parties’ choice of

partner and site. PPG, one of the
world’s largest producers of flat glass
using the float method, early identi-
fied China as a major growth mar-
ket—a judgment vindicated by an ap-
proximately 85 percent growth in the
size of the flat glass market from
1981 1o 1985, After inspecting sev-
eral sites, PPG chose Guangdong
Province as the appropriate location
for a fHat glass facility, given its rapid
economic growth, proximity to Hong
Kong, and relatively plentiful supply
of foreign exchange. GFG's proxim-
ity to Hong Kong has vastly simpli-
fied the logistical problems of im-
porting equipment and maintaining
communications with the outside
world. Pilkington (UK), one of PPG’s

Martin Weil

rivals, chose Shanghai as the site of a
joint venture factory even larger than
PPG’s.

Having China Merchants Steam
Navigation Company (CMSN) as a
Chinese partner has also been benefi-
cial. CMSN, an arm of the Ministry of
Communications that controls ship-
ping from the mainland to Hong
Kong and supervises the Shekou
zone's development, was introduced
to the project by the Thai intermedi-

aries—associated with the family of

an influential Thai businessman—
who are now PPG’s partners in the
joint venture. After reaching a pre-
liminary agreement in July 1984, the
PPG-Thai consortium (incorporated
in Hong Kong under the name Penn-
vasia) and the China Merchants con-
sortium (known as China Southern
Glass Company Lid.) signed a joint
venture contract in April 1985, PPG
has found the China Merchants
group both flexible and sophisticated
in dealing with foreign business-
people.

Another of the venture’s strengths
is that it has lined up a large amount
of start-up money. The registered
capital is relatively modest: $20 mil-
lion in cash, split evenly between

Martin Weil is director of the National
Council’s Beijing office. Project Note-
hook will run periodically in The CBR,
spotlighting the progress of major
projects in China,

For more information on this project,
contact: Guangdong Float Glass Com-
pany Ltd.: (1) Shenzhen: 507 Crystal
Centre, Shekou Industrial Zone, Shen-
zhen, Guangdong Provinee. Telephone:
22626-92136. Telex: 44578 GFG CN.
Contact: Robert Niederberger, general
manager. (2) Hong Kong: Pennvasia
Lid. 805B, World Wide House, 19 Des
Voeux Road, Central. Telephone: 5-
8101938, Telex: 83583 PENVA HX.
Contact: Hans U. Reppermund, manag-
ing director.

Pennvasia (in which PPG is the ma-

jority partner) and China Southern

Glass (in which CMSN is the majority
partner and the Shenzhen Building
Materials Bureau, the Ministry of
Ordnance’s trading arm, China
North Industries Company, and the
Guangdong International Trust and
Investment Corporation are minority
partners). Most of the venture's
funds, however, come from a $62
million syndicated loan arranged by
the First National Bank of Chicago
and Nanyang Ltd. (HK), a member of
the Bank of China group. The loan,
subscribed by 14 banks in the United
States, l’.llrn])(', Japan, and Hong

Kong, is in two parts: a 1 2-year fixed-

rate portion for the factory equip-
ment, and a 10-year variable-rate
portion covering other construction
costs. The loan is guaranteed by
CMSN and the Guangdong Interna-
tional Trust and Investment Cor-
poration.

GFG secured a hixed interest rate
for most of the loan when the ITtalian
government agreed to subsidize any
difference between the fixed rate and
prevailing market rates in the future.
While this subsidy means nothing as
long as floating market rates stay low,
it will become very valuable if interest
rates rise—as GFG anticipates they
will. In return for the Italian govern-
ment’s assistance, GFG is purchasing
equipment from Italy through the
firm International Glass Engineering
(Inglen).

Inglen plays another important
role. Although a Sichuan company
under the Ministry of Railroads is un-
dertaking the venture’s civil con-
struction (using a mixture of local
and imported construction materi-
als), the ITtalian firm is supervising
factory construction and equipment
installation. Joint venture General
Manager Robert Niederberger be-
lieves that the Chinese willingness,
after initial reluctance, to allow an
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experienced foreign company to
manage construction is one of the
principal reasons that the Guang-
dong factory is likely to be completed
on schedule. In contrast, the

Pilkington-Shanghai Factory, which
is more deeply enmeshed in the Chi-
nese domestic system of material sup-
plies and construction management,
began construction over a year ear-
llt‘l. )r(l may g() into ()IJ(‘ ation  as
much as six months to a year later
than GFG. Of course, the presence
of a foreign contractor does not
automatically eliminate all the prob-
lems associated with building a plant
in China—the first equipment ship-
ments were held up by customs in-
spectors’ insistence that all bills of
lading be translated
Italian 1o Chinese.

in detail from

Initial problem solving

The venture has had a few other
problems to solve as well. The plant’s
raw material prices are likely to be
higher than anticipated in the feasi-
bility study conducted in 1983-84
due to inflation in China and the re-
quirement that joint ventures buy at
free-market, rather than State plan
prices.

PPG personnel are currently
scouring China for reliable material
suppliers and have already signed the
first contracts—for silica sand from
Guangdong, dolomite from Jiangsu,
and limestone and saltcake from
western China. Of the major raw ma-
terials needed, only soda ash cannot
be supplied domestically. As the fea-
sibility study correctly surmised, the
United States is currently the sole
source of the dense, high-purity ash
necessary to produce float glass up to
quality standards. Untl China devel-
ops its own high-quality ash, the joint
venture's soda ash import bill could
run as high as $4-$5 million per year.

Electricity posed an unexpected
problem when PPG discovered that
frequent outages and voliage fluctua-
tions in the local grid as high as 15—
20 percent would necessitate extra
investment in voltage regulating
equipment. But the recent construc-
tion of a line connecting the Shekou
power grid to that of China Light and
Power in Hong Kong will guarantee a
stable, albeit potentially expensive,
power supply.

Management challenges

PPG will manage the plant for the
first three years of operation. In ad-
dition to the general manager posi-
tion, PPG personnel will initially oc-
cupy all key technical slots, inc |lld|l)j.,
glass processing superintendent,
tank superintendent, maintenance
superintendent, and treasurer. An
additional 20 expatriates will be on
site to help with plant start-up.

PPG would like to gradually turn
management over to the Chinese,
and is already beginning to hire Chi-
nese technical and managerial per-
sonnel. But PPG is finding that, due
to the effects of the Cultural Revolu-
tion, there is a dearth of the type of
people it wants: well-educated engi-
neers or managers with 5-10 years of
production experience. Older peo-
ple are reluctant to change jobs and
move their families, and younger
people lack experience. Some of the
best and brightest candidates work in
research and design institutes, but
PPG worries that their skills may be
overly theoretical.

When the Shekou Labor Service
Co. proved unable to find qualified
people for technical and manage-
ment jobs, GFG placed an ad in a
Beijing newspaper. Ultimately 350
people were interviewed, from which
30 qualified people were identified.
But the work units of 10 of these peo-
ple flatly refused to release them, and
to date, only 15 of the remaining 20
have successfully negotiated job
transfers.

Marketing and foreign exchange
But the biggest challenges are vet
to come—when the venture begins
production and starts marketing. Up
to 5 percent of total production will
be purchased by a mirror factory be-
ing built in Shekou by one of the Chi-
nese partners in Guangdong Float
Glass. But this still leaves a lot to sell.
While GFG’s product will be superior
to any other Chinese factory (with the
arguable exception of the Pilking-
ton-Shanghai plant, to which it will
be roughly equivalent), its price will
also be considerably higher. And the
venture is coming onstream at a time
when the slowdown in capital con-
struction (about 9 percent growth in
1986 compared to over 20 percent in

AKX

1983-85) is putting the first damper
on the flat glass market in a long
time—since new buildings account
for the vast majority of Chinese flat
glass consumption. GFG marketing
personnel are already making trips as
far north as Beijing to begin lining up
customers, and to let both foreign
businesses in China and domestic en-
tities know that their product should
be available by the second half of
1987.

GFG anticipates some difticulties
in generating foreign exchange to
cover operating costs in the early
vears, but does not expect the for-
eign exchange balance to be a major
problem in the long run. The venture
originally planned to export about
half its output to Asian and South
Pacific markets to generate the cur-
rency to repay loans, but at present is
finding competition stift and export
prices lower than expected.

Several plans are now in the works
to help solve this problem. In addi-
tion to exporting, GFG hopes 1o gen-
erate additional foreign exchange by
making some domestic sales for hard
currency. The company will also try
to reduce land-use fees. GFG hopes
to take advantage of recent Shekou
rone regulations allowing new ven-
tures an exemption from land-use
fees during construction, and a 50
percent reduction in the land-use
rate for the first two years of opera-
tion. GFG also hopes to reduce its
land-use assessment to the lower lev-
els mentioned in China’s recently is-
sued Provisions for the Encourage-
ment of Foreign Investment—and to
change the currency of payment
from foreign exchange to renminbi.
And GFG would like to eventually
find a way to eliminate the large
foreign exchange outflow for soda
ash, and to switch a portion of pay-
ments to the local payroll service
company from foreign exchange to
renminbi.

Beginning in mid-1987 PPG hopes
to prove that it is possible for a for-
eign company to successfully operate
a joint venture making a key indus-
trial raw material in China. The
record to date is encouraging: PPG is
navigating its way with unprece-
dented success through the construc-
tion phase of its joint venture in
China.
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Full Steam Ahead

Already a tough competitor,

China’s merchant marine is getting stronger all the time

t took the People’s Republic
of China less than 25 years to
become a major force in inter-
national shipping. Along the
route the twists and turns in China’s
economic and political policies could
have slowed the growth of the mer-
chant marine had it not been for the
unflagging determination of the Chi-
nese government in pursuing its mar-
itime objectives. And this determina-
tion undoubtedly will continue to
inspire major improvements in the
fleet during the Seventh Five-Year
Plan (FYP).
Atatime when many of the world’s
leading merchant fleets are declining
in tonnage, the Chinese merchant

marine is expanding. Since 1961 Chi-
na's ship tonnage has grown on aver-
age 13.6 percent each year, faster

Irwin Millard Heine

than any other maritime fleet. The
Soviet Union, which began its mari-
time surge about the same time but
from a larger base, grew at an aver-
age annual rate of 8.1 percent
throughout the same 25-year period.
From very modest beginnings, China
has emerged with the ninth largest
merchant marine in the world in
terms [){~ '[l!]"l!l'(lg(’.

In the 1950s China did not need a
large merchant fleet. The Soviet
Union accounted for some 40 per-
cent of China’s foreign trade, about
90 percent of which moved over land
and river routes. But after 1960,
when Sino-Soviet trade declined
sharply, China was obliged to seek
overseas trading partners. To that
end it required a merchant marine
that would free it of dependence on

foreign carriers.

In 1961, when China established
its first ocean shipping company—
the China Ocean Shipping Company,
or COSCO, the merchant marine con-
sisted of 150 small, aged, oceangoing
ships totaling 760,000 deadweight
tons (dwt). Only 20 of these, together
with five chartered ships, were re-
portedly engaged in overseas trade.
By the end of 1985, the country’s
merchant fleet boasted 1,025 ships
(see Table 1), the great majority of
them involved in foreign trade. In
1985 alone, China added a net of 124
ships totaling 2.4 million deadweight
tons to its fleet.

State-financed expansion

During the ongoing slump in world
shipping, government-supported

e Bt
Tanker s (33
Chemical Tanker 1 10
Molasses Tanker 0 [0]

TOTAL-ALLTYPES 886  [137]
*=ships of 1,000 gross tons and over
Source: US Maritime Administration

[173)

20519 [425.2)
3.8 [0]
0 [0]
12961.4 [1771.8]

15624.3 [2253.6]
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merchant fleets have the advan-
tage of direct and indirect State
support to keep them afloat.
China's merchant marine is no
exception.

Although at least 12 ministries,
commissions, corporations, and de-
partments have maritime-associated
activities, China’s Ministry of Com-
munications (MOC) plays the domi-
nant role in both domestic and over-
seas shipping. MOC’s responsibilities
include coordinating the activities of
inland waterways; coastal and over-
seas shipping; harbor dredging cor-
porations; port design and construc-
tion companies; communications and
navigation; hydrography; rescue and
salvage; foreign maritime affairs;
ship registration; and supervision of
China’s Maritime Law of 1984, In ad-
dition to 16 divisions concerned with
water transportation, MOC also has
control over China’s highways and
science and technology related to wa-
ter and highway transport.

MOC oversees COSCO operations
indirectly through its Bureau of
Ocean Shipping. Although COSCO
reportedly lost money on its US con-
tainer ship services because of the
transpacific rate wars, and sustains
modest losses on its worldwide opera-
tions, its position under MOC en-
ables it to take advantage of State
support.

A formidable competitor in world

The China Business Review/January-February 1987

China has taken the long
view of its place in world
container and other shipping
trades, and 1is steadily in-
creasing the containership
segment of its fleet.

shipping, COSCO had a diversified
fleet of 614 ships totaling 13 million
dwt by 1986. In all, COSCO serves
some 600 ports in 120 countries and
regions, operates 95 container and
general cargo scheduled services
worldwide, and bulk cargo and
tanker nonscheduled operations. In

Irwin Millard Heine is widely recog-
nized as a leading author on inlerna-
tional trade affairs. He has published
over 40 articles, monographs, and books
on American, Soviel, and Chinese mari-
time relations and activities. This article
is adapted from the chapter on the mer-
chant marine in his forthcoming book
Maritime Revival Under the People’s
Republic of China.

1985 COSCO handled 60 million
tonnes of freight (probably includ-
ing chartered tonnage), compared
with the 127 million tonnes and 27
million tonnes carried by the Soviet
Union and US flag ships, respec-
tively.

In the 1960s COSCO began to ac-
quire ships from the international
secondhand market and from Chi-
nese and foreign shipyards. Its great-
est gains were achieved in the 1970s,
however, when COSCO added 302
ships of various types, mainly from
foreign sources, totaling 5.4 million
dwt.

The devastating decline in world
oceanborne trade that began in the
late 1970s created large surpluses of
bulk carriers, tankers, and various
types of general cargo ships world-
wide. COSCO has taken advantage of
the depressed international shipping
market to acquire modern ships at
very favorable prices.

COSCO subsidiaries play growing
role

In its early years, COSCO’s activi-
ties were directed from its headquar-
ters in Beijing. As the scope of its
scheduled services widened and the
managers of COSCO’s subsidiary
branches demonstrated their compe-
tence, the branches were given
greater control over their own opera-
tions. But COSCO’s Beijing head-




quarters still approves the number
and type of ships the subsidiary com-
panies can acquire, the addition of
scheduled services, and bulk carrier
and tanker activities.

COSCO's subsidiaries may compete
with each other by offering a sched-
uled service with container or gen-
eral cargo ships to the same range of
ports. But they have also found that
by merging their services they can im-
prove operating efficiency and finan-
cial returns. In July 1986, for exam-
ple, COSCO Shanghai and COSCO
Guangzhou, which operate container
services to England and northern Eu-
ropean ports, formed a joint con-
tainer service operating between
Tianjin, Shanghai, Huangpu, and
London, Antwerp, Rotterdam, Ham-
burg, and Le Havre.

In addition to China’s own mer-
chant marine, COSCO directs the op-
erations of Chinese flag ships en-
gaged in joint shipping operations
with Poland, Tanzania, and Sri
Lanka. The oldest and most success-
ful of these is the Chinese-~Polish
Joint Stock Shipping Company
(CHIPOLBROK), established in 1951
following the signing of a joint ship-
ping agreement between the two
countries. The number of Chinese
flag ships in joint shipping opera-
tions is small, however, and such
agreements have greater political
than economic significance. China
has signed 42 other bilateral mari-
ume accords since then, a few of
which are inoperative or have lapsed,
notably the United States—China
Maritime Agreement that ended in
December 1983,

Increasing competition from
private companies

Although COSCO has been desig-
nated as China’s principal overseas
shipping company, a number of local
and provincial authorities have re-
ceived approval from the State Coun-
cil to establish shipping companies of
their own. COSCO and its 11 subsid-
iary companies are feeling the pinch
of the estimated 67 small shipping
companies engaged in overseas ship-
ping services in 1985. These compa-
nies compete with COSCO not so
much on the basis of greater pro-
ductivity but on the loyalty of ship-
pers in their localities, which give
them preference in cargoes. Their
presence may give COSCO the incen-
tive it needs to better adapt its ser-
vices to local needs.

Because of their size and age, most
ships in the local and provincial fleets
travel no further than Hong Kong
and Japan with cargoes for transship-
ment to the United States, Europe,
and Australia. But with little foreign
exchange at their disposal, the pri-
vate fleets may be hard hit by new
regulations requiring them to pay
half of the cost of building ships with
their foreign exchange earnings. Un-
til recently they could pay in
renminbi for ships built in Chinese
shipyards. COSCO by contrast, can
draw upon its sizable foreign ex-
change earnings to meet the stiffer
requirement of paying entirely in
hard currency for its ships.

The “shadow” fleet

Any analysis of the size and effec-

tiveness of China's merchant marine
must consider the 127 ships, totaling
3.9 million dwt, that operate under
Liberian, Panamanian, and British
Colonies registries, which the Chi-
nese government wholly owns and
controls through MOC. Directly or
indirectly the Chinese government
can influence the operations of those
companies to its advantage.

These foreign-registered ships are
themselves formidable competitors
for bulk, general cargo, and some
specialized tanker cargoes on world
trade routes. Not to be overlooked
are their hard currency earnings,
part of which, in one way or another,
find their way into China’s reserves.

Chartered foreign flag services
were introduced in part to thwart US
and Nationalist Chinese attempts to
blockade and embargo China’s for-
cign trade following the outbreak of
the Korean conflict in the 1950s.
China’s flags of convenience also
helped it avoid the risk of confisca-
tion at the ports of countries with
claims against Chinese assets, The
precipitous decline in trade with the
Soviet Union after 1960 was yet an-
other factor that forced China to
turn to foreign registries to meet its
import/export needs.

The fact that the Chinese govern-
ment was willing to sustain the drain
of foreign exchange to pay for char-
ter hire is a measure of the serious-
ness with which the nation’s maritime
requirements were viewed. Even to-
day, ship chartering continues to be a
drain on China’s foreign exchange
resources. Since 1978 COSCO has
time-chartered an annual average of
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Well-cultivated in China

All eyes are on China. It’s a land of vast
resources and tremendous opportunities. With
an attitude towards trade and contact with the
rest of the world that has changed radically in
recent years. However, a great deal of
experience and understanding are necessary to
do business successfully in China.

It has taken HongkongBank over a century
to develop our present knowledge of China and
to have the largest representation of any foreign
bank in China. We have offices in Beijing,
Guangzhou, Shanghai, Shenzhen, Xiamen and
Wuhan. Furthermore, we have a substantial
group of specialists in our Area Office China in
Hong Kong.

We arrange immediate introductions to the
major Chinese corporations. We also advise on
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direct investment, market conditions, trade
practices and documentation requirements.

As well as supplying information on commercial
law, tax regulations and how to avoid pitfalls;

HongkongBank even produces a monthly
newsletter detailing the spate of trade enquiries
that come from China. Plus a quarterly review
to keep customers aware of economic events,
policies and developments in China.

Don’t take business development in China
for granted. Before considering a business
venture, talk to the experts, talk to those with
experience and insight.

Contact Simon Edwards of China Desk
New York at 5 East 59th Street, New York
NY 10022, USA.

<
HongkongBank

The Hongkong and Shanghai Banking Corporation

Marine Midland Bank ¢ Hongkong Bank of
Canada * HongkongBank of Australia
The British Bank of the Middle East
Hang Seng Bank Limited * Wardley Limited
HongkongBank Limited

Fast decisions. Worldwide.

CONSOLIDATED ASSETS AT 31 DECEMBER 1985
EXCEED US$69 BILLION
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95 ships totaling 1.8 million dwt of
foreign flag shipping. Zhou Enlai’s
vision of China free from the need to
employ chartered tonnage has vet to
be realized.

Among the leading PRC-owned
and controlled shipping companies
based outside the mainland are Hong
Kong-registered Ocean Tramping
Company, Ltd., and Yick Fung Ship-
ping and Enterprises Company, Lid.,
established in 1958 and 1960,
spectively. In recent years, their ships
and those of their subsidiary compa-

re-

nies have operated mainly under Li-
berian and Panamanian registries,
while ships under the British Colo-
nies flag (Hong Kong) account for
the remainder.

Another Hong Kong-based com-
pany, Hong Kong Ming Wah Ship-
ping Company, Lid. was established
in 1980, It operates a feeder service
between Hong Kong and Chinese
ports and also ransports cargoes Lo
and from West African and Euro-
pean ports. Operations are directed
by the MOC-controlled China Mer-

chant Steam Navigation Company n
Hong Kong.

Flags of convenience are no longer
as critical to the conduct of China’s
overseas trade as they once were.
With a steady flow of trained officers
and seamen entering the Chinese
merchant marine every year, former
manpower shortages have been
largely overcome. Wage rates for sea-
men on COSCO ships are as low, if
not lower in some respects, than
those for their counterparts on Chi-
na’s flag of convenience ships. And

YANGTZE RIVER PORTS OPEN TO FOREIGN SHIPS

Qi Daging

China Features

Inland ports open to foreign ships in-
clude Tongpang in Heilongjiang Prov-
ince, at the confluence of the Amur and
Songhua rivers; Rongqi in Guangdong,
on the Xijiang River; and the three Yang-
tze River ports: Nanjing, opened to direct
foreign trade early in 1986, and
Zhangjiagang and Nantong, opened in
1982.

The following report describes the cur-
rent and planned capacities of the three
Yangtze ports, whose rapid expansion, i
is hoped, will relieve serious congestion al
China's largest port—Shanghai.

Nanjing, 300 kilometers from the
mouth of the Yangtze River, is China's
largest inland port. In 1985 it handled
36.63 million tonnes of cargo—sec-
ond only to Shanghai. The port has a
quay line of 2,275 meters with 35
wharves, some of which are designated
for container ships and tankers.

Nanjing is a leading crude oil port.
After a year of dogged effort, expan-

A new 10,000-tonne wharf at Nantong Port

sion of two oil terminals for 10,000-
dwt tankers was completed last April,
and both are now running at full
speed. These are China's largest oil
terminals on inland waterways. They
handle crude coming through pipe-
lines from Renqiu field in Hebei,
Shengli field in Shandong, and
Zhongyuan field in Henan. Oil prod-
ucts of Nanjing's refinery, formerly
shipped overseas via Shanghai, are
now transported directly to Japan and
the United States in 10,000-dwt tank-
ers.

Expansion of the Nanjing Port has
entered its second phase now that con-
struction of three 10,000-dwt berths
has been completed. During the Sev-
enth Five-Year Plan (FYP) Nanjing will
build five additional 10,000-dwt
berths, two general cargo berths, and
one 20,000-dwt container berth.
When completed by 1990, Nanjing's
handling capacity will more than dou-

ble, according to Yong Xianyun, an of-
ficial at the Inland Water Bureau of
the Ministry of Communications.

Originally intended as a subsidiary
to Shanghai's port, Zhangjiagang Port
has grown into a sizable modern port
with links to the Grand Canal and the
national rail network. Midway be-
tween Nanjing and Shanghai, anchor-
age can accommodate five 10,000-dwt
ships at the same time.

The port now has four berths for
10,000-dwt ships and two for vessels
of 5,000 dwt. In 1985 it handled
26,000 standard containers and 3.405
million tonnes of cargo, about half of
which went overseas.

During the Seventh FYP,
Zhangjiagang Port will add three to
five deepwater berths for 10,000-dwt
ships as well as coal, timber, and con-
tainer terminals. Annual port han-
dling capacity is expected to reach 15
million tonnes by 1990.

Ideally located at the mouth of the
Yangtze River, Nantong Port is often
compared to New Orleans. The
Nantong port area extends 15 kilome-
ters, with three stevedoring districts.
Together, the port districts have three
deep-water berths for 10,000- to
25,000-dwt ships and six medium-
sized berths for 3,000- to 5,000-dwt
ships. They also have 16,696 square
meters of entrepot with a stacking ca-
pacity of 11,190 tonnes, as well as
130,000 square meters of freight
yards capable of piling 155,390
tonnes.

The tonnage loaded and unloaded
at Nantong in 1985—10.192 mil-
lion—actually exceeded its designed
capacity of 7.5 million tonnes. A joint
venture with a Dutch consortium will
build five deep-water berths during
the Seventh FYFP. By 1990 the annual
handling capacity of the port is ex-
pected to reach 25 million tonnes.
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flag of convenience ships are no
longer needed to evade foreign
claims on Chinese assets. Yet there is
nothing to suggest that China intends
to bring flags of convenience under
the Chinese flag. It may well be that
as long as port facilities remain inad-
equate, flags of convenience vessels
give China’s maritime planners
greater flexibility of operations. Po-
litical considerations may also be a
factor in keeping so large a tleet un-
der foreign registries. Although
maintaining flags of convenience

does not jibe with China’s goal of

achieving self-reliance in shipping,
the Chinese government is pre-
pared—now, as in the past—to forgo
principles that interfere with the pur-
suit of broader national objectives.

Modernizing the Chinese fleet

Although chartering operations

remain an important component of

its merchant marine, China has no
intention of neglecting the Chinese-
flag fleet. Construction of some 400
additional ships of various types in
Chinese and foreign shipyards dur-
ing the Seventh FYP could add about
5-6 million dwt to China’s merchant
marine.

During the past five years Chinese
shipyards delivered 55 ships of vari-
ous types—including bulk cargo,
freighters, tankers, containerships,
and partial containerships and pas-
senger-cargo vessels—totaling
751,600 dwt for the Chinese registry.
By the end of 1985, 17 percent of the
ships in the Chinese merchant ma-
rine were built in the nation’s ship-
vards (see Table 1). The newly ac-
quired ships improve COSCO’s
competitiveness: they are less expen-
sive Lo operate and more productive
than the outmoded general cargo

ships that form a substantial part of

COSCO’s fleet.

But modernizing the Chinese mer-
chant marine is an enormous task in-
volving both Chinese and foreign
shipbuilders. China’s ratio of 21 gen-
eral cargo ships to one full container-
ship is far out of line with the average
of 9 to I for the world's fleets. In
1982 the average age of China’s mer-
chant fleet was 16 younger
than the American but older than the
Soviet fleets. The net gain of 214
ships brought into the fleet since
then and year-end 1985 has lowered
the fleet’s average age. Still, general
cargo ships make up the major seg-

years,

ment of COSCO’s fleet, and about 20
percent of these ships are more than
20) years old.

COSCO relies principally on West
German and Japanese shipyards for
containerships and roll-on /roll-off
(RO/RO) vessels. Chinese yards
could build these ships, but the China
State Shipbuilding Corp. has sought
to increase its market share of for-
eign orders. In recent years China’s
shipyards have increasingly focused
on building specialized vessels, some
ol which are exported. Even so,
COSCO’s need for additional ships to
meet China’s expanding foreign
trade will keep China’s shipyards
busy in the years ahead—a position
other world shipyards would more
than welcome.

The push for containerization and
port improvements

Aware of the greater efficiency of
container ships compared to general
cargo freighters, MOC established
the Container Transport Corpora-
tion in 1980 to coordinate the coun-
try's domestic and international con-
tainer traffic. Undaunted by
domestic port constraints and unat-
tractive mternational market condi-

The container wharf of the Shanghai port. The port handles a total of nearly 90 million tons of cargo a year.
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tions, China has taken the long view
of its place in world container and
other shipping trades, and is steadily
increasing the containership segment
of its fleet. In 1980, when China’s
containership program got under
way, COSCO ships carried about
16,400 20-foot equivalent (TEU) size
containers. By 1984 the number rose
elevenfold to 184,000. And COSCO is
acquiring West German ships capa-
ble of carrying 1,300 to 1,700 TEU
size containers, and smaller size con-
tainerships from Japanese and Chi-
nese shipyards, ranging from 400
TEUs to 700 TEUs.

While the West German container-
ships are the largest China has ever
purchased, they cannot compare
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with the capacity of containerships of
up to 4,000 TEUs built for US and
East Asian shipping companies.
Nonetheless, they are a beginning.
And as COSCO becomes even more
competitive on high freight rate
trade routes, larger containerships
are likely to enter its fleet in the years
ahead.

The use of containers in China’s
trade is expected to increase at an
average annual rate of about 15 per-
cent through 1990, according to Chi-
nese planners. At present, COSCO
containerships are serving Austra-
lian, Persian Gulf, Southeast Asian,
European, North American, and Jap-
anese ports from Dalian, Tianjin,
Qingdao, Shanghai, and Huangpu.

Operations to and from Hong Kong,
which serves as a transshipment port
in China’s foreign trade, are carried
on from Dalian, Qingdao, Xiamen,
Shanghai, and the inland port of
Zhangjiagang.

Port development, linked to the in-
creasing use of containerships, is an-
other priority. The construction of
facilities for handling containerized
cargo, as well as improved
intermodal links to move cargo
quickly and efficiently to the interior,
are crucial to the development of
China’s foreign trade. Currently,
ship congestion in China’s ports—
leading to long delays in transferring
export and import cargoes between
ship and shore—are costly to ship
operators, exporters, and importers
alike.

Construction of 132 additional
deep-water berths at 15 ports began
under the Sixth FYP, and the 54
berths already completed in 1985
have added an estimated 100 million
tonnes of handling capacity to Chi-
na’s ports.By the end of 1986, total
handling capacity should reach 335
million tonnes, up 35 million tonnes
from year-end 1985, according to the
Ministry of Communications.

But port development is extremely
costly. In addition to the $3.1 billion
already pledged by the State to ex-
pand port handling capacity to 550
million tonnes by 1990, China hopes
to attract substantial foreign invest-
ment. Thus the State Council ex-
tended preferential treatment to for-
eign investors involved in port
development, through Provisional
Regulations issued on September 30,
1985.

Crews for Chinese flag ships

Modernizing the Chinese fleet de-
pends not only on the introduction
of new and advanced ships, but on
the availability of trained officers and
crews to man them. A Chinese offi-
cial noted in 1981 that China’s mari-
time manpower consisted of 18,000
officers and 38,000 seamen. The
numbers have grown substantially
since then, possibly by as much as
11,000 total shipboard personnel,
given the net additions of 275 ships
between 1981 and the end of 1985.
By contrast, the major Western mari-
time nations are steadily losing ship-
board personnel as their merchant
fleets decline in number, For exam-
ple, the numbers of officers and sea-
men in the US merchant marine con-
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tinue to decline—from 22,000 in
1980 to an estimated 15,000 to
16,000 in 1986.

Originally the MOC administered
three institutes and one maritime col-
lege 10 educate and train personnel
for shipboard occupations. The num-
ber graduated, however, could not
meet the rising demand for crews as
ships were rapidly added to the mer-
chant marine. There are now eight
principal institutes and seaman’s
schools in Dalian, Shanghai, Xiamen,
Qingdao, Nanjing, Tianjin, and
Guangzhou, with their own training
ships. There are also training centers
for seamen run by local authorities in
coastal areas.

In addition to graduates from the
institutes, navigation, and technical
schools, seamen are drawn from pub-
lic schools, usually after undergoing
a year's training at a navigational
school. Occasionally, sailors from
China’s navy obtain permission to
transfer to merchant ships, but only
after they receive training at a naviga-
tion or technical school.

Training of officers and seamen is
also a function of Chinese flag ship
complements. By overcrewing or
doubling certain licensed officers in
the deck and engineering depart-
ments, senior and junior officers gain
additional training and experience.

In a number of instances entire
crews are furnished to foreign ships
operators at their request, through
the China Ocean Shipping Agency
(COSA), which negotiates the terms
of service and payment. Sending sea-
men to work on foreign flag ships
serves two purposes: it enables China
to earn foreign exchange; and it gives
Chinese officers and seamen addi-
tional training on modern, techni-
cally advanced containerships, roll-
on/roll-off, and multipurpose ships,
from which they benefit when they
serve on board similar types of ships
that are entering China’s merchant
marine in increasing numbers.

Except for allowances and living
expenses, crews are paid in Chinese
currency, although payment from
the foreign operator for the service is
made in hard currency. Wage scales
for Chinese officers and seamen are
considerably less than those paid by
operators of ships registered under
the flags of other maritime nations, a
competitive plus for COSCO. They
are high, however, by Chinese stan-
dards compared to pay scales for jobs
on land.
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Investing for the 1990s

Falling freight rates over a period
of years in all trades, and cut-throat
competition for available cargoes,
has affected the earnings and viabil-
ity of many shipping companies
throughout the world. Carriers are
expecting lean years to drag on
through the remainder of this de-
cade. Despite the benefits of State
support, COSCO has not been im-
mune to the hardships suffered by its
competitors.

To become a profitable enterprise
in the years to come, COSCO will have
to focus on more than just adding
ships and trained seamen to its fleet.
One priority will have to be better
planning and scheduling for ships
and available cargoes. More research
must be done concerning the most
cost-effective mix of ship types, fi-
nancing of ships, the opportunities
for COSCO in the cross-trades, and
the cost effectiveness of buying ver-
sus chartering ships in various phases
ol international shipping cycles.

Better management is another pri-
ority, as Chinese planners themselves
acknowledge. An important initiative
undertaken during the Sixth FYP to
improve efficiency of operations was
the separation of governmental func-
tions from business management.

China
Asia’'s Next Economic Giant?
by Dwight H. Perkins

Modern Chinese Studies. $/2.95

China Takes Off

by E. E. Bauer

in China . .

Business Week. $19.95

—
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its current strides in industrialization? . . . A thoughtful, concise
analysis.”"—The Kirkus Reviews. The Henry M. Jackson Lectures in

Technology Transfer and Modernization

Introduction by Michel Oksenberg

“An intriguing account of what life is like for an American businessman
. |he] adamantly refutes skeptics who cast doubt on China’s
ability to transform itself into a technologically advanced nation.”—

To order toll free, call 1-800-441-4115 (except in WA, AK, HI)

University of Washington Press
P.O. Box 50096, Seattle, WA 98145 U.S.A.

Technological know-how also needs
to be upgraded, and productivity in
all areas affecting the operations of
the merchant marine must be in-
creased considerably. One estimate
puts Chinese productivity in the ship-
yards, for example, at about 10 per-
cent that of Japanese shipyards.

Planners continue to set ambitious
goals for the merchant marine. Since
the government’s policy is to trans-
port as much of China’s foreign trade
as possible in Chinese flag ships, high
growth rates in trade volume must be
matched by gains in the merchant
fleet. If China’s total foreign trade is
to reach $150 billion by the year
2000, as some planners forecast, the
merchant marine will have to almost
double present capacity to reach
about 30 million dwt at the end of the
century.

Can China do it? On balance, it
would appear probable. After all,
China has maintained a consistent,
dynamic, and well-funded maritime
program for the past 25 years. Judg-
ing from the merchant marine’s con-
tinued importance in the Seventh
FYP, there are valid reasons to be-
lieve the fleet will continue to be a
leading magnet for national ener-
gies—and a source of national pride
in the years ahead.
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US-China Shipping

Chinese companies handle the lion’s share of the cargo

he value of two-way trade
between the United States
and China rose to $8 billion
in 1985, translating into
more than 15 million tonnes of air
and surface cargoes for the year. As
in the past, this tonnage crossed the
Pacific primarily by sea. But while
goods traded between the United
States and China sail both ways in
roughly equal amounts, shipping
conditions are far less equitable.
China dominates the US—China sea
trade through two State-run trans-
port companies: the China Ocean
Shipping Company (COSCO) and the
China National Foreign Trade Trans-
portation Corporation (SINO-

TRANS), which handle almost all of

China’s outbound trade. At the same
time, COSCO and SINOTRANS also
participate relatively freely in the US
market, competing one-on-one with
their American and other foreign
counterparts.

American shipping lines, on the
other hand, no longer call directly on
China’s ports, in part because of Chi-
nese cargo allotment practices that
US shipping representatives say favor
Chinese ships, port congestion, and
Chinese port fees that are reputed to
be among the highest in the world.
Other US attempts to enter the Chi-
nese market have been prohibited
outright. US freight forwarders and
shipping lines cannot directly solicit
business from Chinese importers and
exporters. And US shipping lines are
essentially excluded from operating
feeder services between China and
Hong Kong because China claims
this is a domestic route subject to
cabotage—a provision that reserves
domestic trade for domestic shipping
companies. Other countries object to
this claim on the grounds that Hong
Kong cannot be considered a Chi-
nese port until the British colony re-
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Lee A. Merkle

Unfortunately for US carri-
ers, the arrival of Chinese

feeder ships in Hong Kong

and Kobe harbors often does
not coincide with scheduled
liner departures, making
transshipment less efficient
and more costly. Because
Chinese feeder services
monopolize the Hong Kong—
PRC route, US shipping
sources say, these companies
have no incentive either to
lower rates or improve ser-
vice.

verts to Chinese control in 1997, and
because much of the cargo in ques-
tion is international cargo bound for
transshipment, rather than domestic
cargo.

Waning role of US carriers
China's State-run shipping firm,
COSCO, now offers the only direct
service from mainland China to the
United States. COSCO and its five

Lee A, Merkle, a graduate of Dart-
mouth College, worked on bilateral trade
issues in the China Office of the USTR,
and has lived in the PRC and Taiwan.
She has interned at the National Council

for US-China Trade since October.

main branches have regularly sched-
uled liner services to both East and
West Coast US ports (see map) that
compete for US—China cargo in both
directions.

The three US shipping lines still in-
volved in US-China trade transship
goods via Hong Kong (currently an
entrepot for two-thirds of US-PRC
trade) and Kobe, Japan—both of
which are served by Chinese feeder
ships. Kobe is also served by Japanese
shipping companies and Sino-

Japanese shipping ventures.

Unfortunately for US carriers, the
arrival of Chinese feeder ships in
Hong Kong and Kobe harbors often
does not coincide with scheduled
liner departures, making transship-
ment less efficient and more costly.
Because Chinese feeder services
monopolize the Hong Kong-PRC
shipping route, US shipping sources
say, these companies have no incen-
tive either to lower their exorbitant
rates or Lo improve services.

There are limited ways for US car-
riers to get involved in HK-PRC
shipping, but as all arrangements are
controlled by Chinese interests, for-
eigners cannot gain a foothold in this
portion of the shipping market. US
Lines, for instance, has a limited joint
venture arrangement for Hong
Kong—Shanghai shipping. On occa-
sion, American President Lines was
asked to send its smaller multipur-
pose ships into Chinese ports for spe-
cial shipments, but has not received
similar invitations since early 1986.

US-China maritime agreement
uncovers new problems

In an attempt to serve the interests
of both countries, the governments
of the United States and China
signed a bilateral Agreement on Mar-
itime Transport in September 1980.
The pact proved to be more of a cata-
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US-CHINA SHIPPING BY
LINER SERVICE
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lyst for recognition of—rather than
an end to—nbilateral shipping prob-
lems; negotiations failed to produce
an extension of the accord when the
original agreement expired in 1983,

Article 8, which formed the heart
of the 1980 agreement, tried to sat-
isfy the desire of US shipping lines
for more equitable cargo allotment
by providing that US and Chinese
“national flag vessels will carry not
less than one-third of bilateral car-
goes.”” Although the agreement cov-
ered both general and bulk cargoes,

MINISTRY OF FOREIGN ECONOMIC
RELATIONS AND TRADE (MOFERT)

MINISTRY OF COMMUNICATIONS
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US shipping firms were primarily
concerned with access to general
cargo, which usually travels by liner
services. Bulk cargo moves at lower
freight rates, and in recent years has
proven unprofitable for US carriers.

The agreement did encourage US
carriers (o test the waters. Encour-
aged by positive trends in US—China
trade, Lykes Brothers Steamship Co.
Inc. had already resumed direct liner
service to China in 1979, After the
1980 agreement was signed, four
more US carriers followed suit:

CHINA RESOURCES HOLDING
COMPANY, LTD., (Hong Kong)

Wholly owned subsidiary of MOFERT,
based in Hong Kong.

CHINA NATIONAL FOREIGN TRADE
TRANSPORTATION CORPORATION
(SINOTRANS)

Arranges transportation of foreign trade
goods; acts as State freight forwarder.

U.S. Agents: Kerr Steamship Lines

CHINA NATIONAL CHARTERING
CORPORATION (SINOCHART)

Charters vessels and books shipping
space for SINOTRANS, and on behalf of
China’s foreign trade corporations and
foreign parties.

CHINA OCEAN SHIPPING COMPANY
(COSCO)

Administers and operates PRC flag
vessels involved in foreign trade; books
ship space and transshipment cargo.
Five main branches: Guangzhou,
Shanghai, Tianjin, Qingdao, Dalian.

CHINA OCEAN SHIPPING AGENCY
(COSA or PENAVICO)

Acts as agent for COSCO and foreign
flag vessels; arranges sea passage, books
space; arranges combined trans-
portation and transshipment of cargo.

CHINA MERCHANTS STEAM
NAVIGATION COMPANY (HONG
KONG)

Acts as COSCOQO'’s agent in Hong Kong;
undertakes business on behalf of
COSCO or its joint shipping companies.

American President Lines Ltd.
(APL), Sea-Land Service Inc., United
States Lines, Inc., and Waterman
Steamship Corporation. But US car-
riers quickly grew disheartened by
the numerous operational problems
they encountered, many of which
were not even anticipated before the
agreement went into effect. The US
liner services' share of US-China
cargo actually decreased from
roughly 30 percent to 19 percent
over the course of the agreement (se¢
p. 31).

FAR EAST ENTERPRISING COMPANY
(HONG KONG), LTD. (FARENCO)

Acts as Hong Kong agent for
SINOTRANS and SINOCHART.

CHINA INTEROCEAN TRANSPORT,
INC. (CIT)

US subsidiary of SINOTRANS; provides
freight forwarding from the US to China.
Licensed, independent freight
forwarder.

SINO-AM MARINE COMPANY, INC.
US subsidiary of SINOCHART; charters

oceangoing vessels for SINOTRANS;
acts as a broker for US exporters,

COSCO’'S AGENTS WORLDWIDE
In addition to COSA in the PRC, and

China Merchants in HK, COSCO has
agents around the world.

COSCO North America

Naorton, Lilly
& Co., Inc.

Harrington
Ship Agencies,
Inc.
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Faced with congestion and long
turnaround times at Chinese ports,
carriers resorted to Dispatch Agree-
ments (high payments to China’s lo-
cal port authorities to ensure priority
unloading rights) to avoid unreason-
ably long port calls. Before long,
however, US carriers came to realize
that even reducing delays would not
make direct service to China profit-
able. They were constrained by Chi-
na's practice of assigning each US
shipping line to only one port of call,
charging excessive fees for ports calls
and cargo handling (reportedly as
high as $10,000 per port call in
Shanghai), and assigning Chinese
ships most of the cargo. Thus, by the
time the bilateral agreement lapsed
in 1983, most US carriers had real-
ized that regularly scheduled service
to China was not a viable option for
the time being. Of the five US lines
originally involved in US-PRC trade
after normalization, three have less-
ened their emphasis on China. Wa-
terman Steamship Corp. reorganized
its fleet after 1983 and dropped
China service completely, while
Lykes Brothers ceased calling on

Our warehouses here at the Government Printing
Office contain more than 16,000 different
Government publications. Now we've put
together a catalog of nearly 1,000 of the most
popular books in our inventory. Books like Infant
Care, National Park Guide and Map,

China directly several years ago and
pulled out of the Pacific altogether
last year. Recently US Lines also an-
nounced plans to reorganize its fleet,
which reportedly will involve reduced
service for China. The idea of directly
serving the China trade has slipped to
a lower rung on the US carriers’ list
of priorities.

China gains greater access to US
ports

The Chinese fared better under
the terms of the 1980 agreement. In
return for concessions on cargo shar-
ing, China ships were given greater
access to US ports, entitling them to
give only four day’s notice (compared
to seven-day’s notice for US carriers
calling in China) to the US Coast
Guard before entering any of the 55
US ports listed in the letters ac-
companying the agreement. China
also gained access to all other US
ports with seven-day notification, ex-
cept ports closed to international
trade for reasons of national security.

Another provision of the letters
was a commitment from each country
to open more ports to the other. In

keeping with this provision, China
has requested further access to US
ports. It refuses, however, 1o open
more Chinese ports, on the grounds
that—except for the 22 ports speci-
fied in the letters accompanying the
agreement—~China’s ports are not
equipped to handle foreign trade.

Also to China’s benefit, the agree-
ment included assurances that gen-
eral port access fees charged by US
customs would be merely 6¢ per ton,
the rate charged all countries with
MEN status. After the agreement
lapsed, China’s port access fees have
increased from 6¢ per ton to $1 per
ton, costing the PRC a considerably
larger sum of hard currency each
year to enter US ports.

The role of freight forwarders
Virtually all cargo originating in
China is booked for transpacific pas-
sage by SINOTRANS. Chinese compa-
nies generally insist upon importing
on an FOB basis, and exporting CIF,
which in both cases gives them
responsibility for arranging trans-
port—usually with SINOTRANS. The
main reason for Chinese insistence
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FOUR SHIPS FROM COSCO’S FLEET

Pu An Hai: a bulk carrier that calls on US ports

Wei He: a multipurpose vessel; previously part of the US-China liner service, and now a
tramp vessel

Photos courtesy of COSCO

Yong Cheng: a general cargo vessel that services the Portland liner route in the early 1980s;
no longer calls on US ports

on this arrangement is economic: the
Chinese company conserves foreign
exchange by paying the Chinese ship-
ping organizations in renminbi. Chi-
nese preference for dealing with do-
mestically based transport
organizations has begun to change,
however, according to one COSCO
official, who notes that Chinese en-
terprises with greater access to for-
eign exchange sometimes prefer US
freight forwarders to handle ship-
ping from the US end.

To handle freight forwarding op-
erations from the United States to
China, SINOTRANS has established
two New York—-based companies:
China Interocean Transport, Inc.
(CIT), a licensed freight forwarder,
and SINO-AM Marine Company, Inc.,
a subsidiary of SINOCHART, which
charters ocean carriers for SINO-
TRANS, and acts as a broker for US
exporters (see chart, p. 32).

When an American seller signs a
contract to export CIF to China, it is
often referred by the Chinese party
to CIT, SINOTRANS' wholly owned
subsidiary, to make shipping arrange-
ments. CIT claims to select a carrier
“according to the most reasonable
freight rates,” and books about 85
percent of the cargo it handles on
COSCO ships.

About 75 percent of CIT's respon-
sibilities involve moving freight to
China on behalf of Chinese buvers
who purchased FOB; the goods are
generally chemicals, machinery, and
textiles. Although CIT has the advan-
tage of SINOTRANS backing, CIT’s
inefhciency has caused some US sell-
ers to renegotiate the terms of trade
from FOB-US port to CIF-PRC port
even after the cargo is in transit, ac-
cording to an American freight for-
warder.

SINOTRANS, CIT’s parent com-
pany, is directly responsible for most
of China’s outbound freight. Like
CIT, SINOTRANS reportedly allots
most cargo aboard Chinese flag carri-
ers. An operations manager of a US
steamship line described SINO-
TRANS" allotment procedure this
way: once a month, staff from the
various SINOTRANS offices meet to
decide how much cargo is available
for the following month. They then
broadly allocate this cargo to various
carriers, including COSCO, other
small Chinese shipping lines, and for-
eign lines. Volumes and types of car-
goes, and thus value of cargoes, fluc-
tuate depending on the relationship
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COSCO LINER SHIPS ON
US ROUTES

Vessel Name Capacity (TEU)  Dwit.
East Coast routes
Yu He 1,686 30,940
Bing He 1,696 33,370
Zhuang He 1,668 32,715
Xiang He 1,696 33,370
Song He 1,696 33,370
West Coast routes
Xi Feng Kou 741 13,996
Bin Cheng 724 12,739
Zhang Jia Kou 741 13,996
Gu Bei Kou 741 13,996
Chao He 1,234 26,025
Sousce: COSCO

COSC

®) Vancouver

Seatt

’s US Liner Services

11
San Francisco
N
N
Long Beach

@® Port of Direct Call

® Major Chinese Port

US East Coast Service

East Coast Relay Service by Feeders
US West Coast Service

West Coast Relay Service by Feeders

o
Charlest

Source: COSCO

DAYS IN TRANSIT

New York Charleston Houston Long Beach San Francisco  Seattle
Kohe 34 31 20 18 16 13
Dalian 40 7 32 25 23 20
Xingang 38 35 30 25 23 20
Qingdao 42 39 34 24 22 19
Shanghai 38 35 30 25 23 20
Huangpu 44 41 36 25 23 20
Hong Kong — - 23 21 18

New York

each carrier has with the Chinese for-
warder. “There does not seem to be
any exact science to SINOTRANS'
allocation procedures’™ he notes.
“American flag carriers receive a
percentage of cargoes through
strong consignee solicitation and an
aggressive posture of friendship and
cooperation with SINOTRANS.”
According to a SINOTRANS repre-
sentative in New York, the Chinese
forwarder chooses a ship suitable to
carry the cargo according to the type
of ship, the ship’s schedule, and the
freight rate. These criteria would
seemingly give American carriers a
healthy percentage of cargo. Al-
though both SINOTRANS and
COSCO officials claim that China has
no official policy to give priority to
Chinese carriers, American industry
representatives claim that COSCO
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ships are filled first. And although
Chinese officials do not admit to
alloting cargo to Chinese ships on a
preferential basis, they do acknowl-
edge that foreign currency is a factor
in the allocation process. Because
foreign carriers require payment in
scarce hard currency, they cannot be
assigned cargo in China unless the
organization they are working with
has access to foreign exchange.

US attempts to enter Chinese
[reight forwarding market

For the most part US freight for-
warders can arrange shipment of ex-
ports from the US point of origin to a
Chinese port, but foreign enterprises
are barred from arranging transpor-
tation of goods within China, forcing
the foreign freight forwarder to re-

linquish responsibility Lo

SINOTRANS at the Chinese port for
delivery to the inland destination.
Although foreign freight forward-
ers are denied open access to the Chi-
nese market, they have developed
various methods of operating within
the restrictions. One freight for-
warder, Schenkers International For-
warders, Inc., has established a joint
venture with SINOTRANS for land
transportation. This arrangement al-
lows Schenkers to subcontract the
various links of the transportation
chain to Chinese entities. The cargo
can thus move on one bill of lading,
which covers each segment of the
move from points in the US to the
destination in China. Schenkers’ liai-
son office in China does not make the
shipping arrangements to interior
points but entrusts this work to

SINOTRANS, which acts as
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According to Tim Rhein, senior vice
president of American President
Lines, Ltd. (APL), there are four ways
to ship cargo to the United States
through Hong Kong on an American
steamship line—three of which in-
volve Chinese feeder services. The
American carrier, working under a
connecting carrier agreement with the
China Ocean Shipping Company
(COSCO), or another Chinese ship-
ping company providing feeder ser-
vice from the mainland port, can ship
the cargo on a through bill of lading to
the United States. In this first case,
China’s State freight forwarder,
SINOTRANS, books the Chinese
cargo on the US carrier. Second,
China also has two forwarding agents
in Hong Kong that book space on
American vessels: the Far East Enter-
prising Company, Ltd., (FARENCO),
owned by MOFERT's Hong Kong sub-
sidiary—China Resources, Inc.; and
China Merchants Steamship Naviga-
tion Company (CMSN), a wholly
owned subsidiary of the Ministry of
Communications. If either
FARENCO or CMSN arranges for
transport on a US line, then the cargo
usually moves by train, truck, or barge
from southern China to Hong Kong,
with a bill of lading from Hong Kong
to the United States.

A third way for a US carrier to re-
ceive cargo in Hong Kong is by making
arrangements with a Chinese port-op-
erated or provincial feeder service.
And finally, an American ship may be
invited to make a direct call on a Chi-
nese port, usually to handle a ship-
ment for which China is not equipped.
These instances have been extremely
rare, however, and may end altogether
as China's feeder services improve.

Three US steamship lines, American
President Lines, Ltd., Sea-Land Ser-
vice, Inc., and United States Lines,
continue to have some involvement in

merican President Lines 40-foot container is lifted aboard a Chinese feeder vessel at
Qingdao. It will connect at Hong Kong with one of APL’s weekly containership services.

VIA US STEAMER TO CHINA

US—-China trade. American President
Lines operates intermodal services to
Asia. Twenty APL double-stacked con-
tainer trains pick up and deliver cargo
throughout the United States, deliver-
ing the cargo to port at Los Angeles,
Oakland, or Seattle in time for twice-
weekly APL containership departures
for Hong Kong and other ports, con-
necting in turn with Chinese
feederships. Their ships operate ex-
clusively on the Pacific, handling only
transpacific and inter-Asian ship-
ments, and providing customers with a
through bill of lading.

Sea-Land sails from both Tacoma,
Washington, and from Long Beach/
Oakland twice each week, with one
ship calling at Kobe, and the others
going to Hong Kong. Sea-Land has an
opportunity vessel that serves as a
Kobe-Shanghai feeder when freight
merits a trip. Freight from the East
Coast and the midwest move by mini-
and micro-bridge rail service to con-
nect with West Coast departures.

US Lines, which had been the larg-
est US shipping interest in China, has
reduced its transpacific services and
recently filed for protection from
creditors under Chapter 11 of the
Bankruptcy Code. Now serving only
the West Coast ports of Long Beach
and Oakland, US Lines calls at Kobe
and Hong Kong every two weeks. And
in a joint venture with COSCO, the
company also runs a weekly feeder ser-
vice from Hong Kong to Shanghai, us-
ing a US Lines-owned Panamanian
registered ship.

Lyvkes no longer offers scheduled
service to Hong Kong or the PRC—in
April 1986 Lykes Brothers pulled out
of Pacific Basin trade. Waterman
Steamship Corp., which filed for
Chapter 11 status in 1983, still sails to
some ports in southeast Asia, but no
longer call on Hong Kong or more
northern ports. —LM
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Schenkers’ agent in China. Because
of this unique position (only one
other firm, from Japan, has a similar
contract with SINOTRANS),
Schenkers can offer intermodal ser-
vice for US exports to China, coordi-
nating land, air and sea transporta-
tion. The company plans to open its
second representative office in China
this year.

SINOTRANS' sea transportation
department, in contrast with the land
transportation department, has not
formed joint ventures, but has en-
tered into agency agreements with a
number of foreign shipping compa-
nies including Schenkers. Earlier in
1986, Lep International, Inc. signed
an agreement with SINOTRANS to

jointly develop ocean freight for-

warding. Like Schenkers, Lep can
provide a single bill of lading to
points in China and has an office in
China to ensure cargo delivery. Since
Chinese importers and exporters
cannot approach the foreign firms
directly, all parties must work
through SINOTRANS. Recently, how-
ever, in what may be an encouraging
sign for foreign freight forwarders,
LEP reports being approached by
SINOTRANS to arrange shipping for
a Chinese exporter. Yet another
freight forwarder, Panalpina USA,
Inc., with three liaison offices in
China, has been able to offer a
house bill of lading to points within
China.

SINOTRANS also agrees to work
with foreign forwarding agents on a
case by case basis: if the forwarder
has cargo, SINOTRANS will often co-
operate even without an agency
agreement.

Although SINOTRANS maintains a
high level of control over both in-
bound and outbound shipments, this
control is no longer absolute. Since
1984 an increasing number of small
Chinese freight forwarders have en-
tered the Chinese market. Lacking
the tremendous financial resources
of the large State-run company, how-
ever, these small firms tend to co-
operate rather than compete with
SINOTRANS. A local or provincial ex-
porter or importer can nNow report-
edly arrange its own shipments by ap-
proaching a Chinese shipping line
directly, or working through one of
the new, relatively inexperienced
Chinese freight forwarders. They
are, however, still denied direct ac-
cess to foreign shipping companies
and freight forwarders.
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Importers and exporters learn to
cope

US importers and exporters are
not immune to the problems of US-
China shipping. Their problems com-
monly begin once a shipment is in
transit. The US importer or exporter
faces the ordeal of tracking the
goods. The shipper, or an agent,
must know where and when to re-
ceive cargo from the PRC, and must
be able to verify that goods sold to a
Chinese buyer did indeed arrive. This
aspect of US—China trade sufters se-
verely from China’s still poorly devel-
oped communications infrastruc-
ture. One US importer has spent
over eight years developing a system
for identifying the Chinese feeder
service and tracking the shipment
through the Chinese vendor or
through FARENCO or China Mer-
chants, SINOTRANS' agents in Hong
Kong. Most feeder services routinely
connect to the same transpacific car-
rier, but sometimes a new feeder ship
will incite a frenzy of telexes between
shippers and agents, trying to iden-
tify the transpacific carrier and its es-
timated date of arrival.

Although international shipping is
governed by standard procedures,
misunderstandings and differences
over trade terms between US and
Chinese traders are not uncommon.
For instance, this difference of per-
ceived responsibilities for an FOB

shipment delayed a $1 million sale of

oil equipment from Houston to a
Chinese buyer because each side be-
lieved the other party would handle
the $300 transport fee from the man-
ufacturer to the waiting ship. The
contract specified FOB-Houston:
the Chinese buyer claimed the seller

would deliver the goods to port, and
the American seller thought the
buyer would arrange transport of the
shipment the few miles from the fac-
tory to port. Once the discrepancy
was discovered, allocation of the

small charge required a new round of

negotiations.

Importers also complain about
COSCO’s rates and charges: an im-
porter of straw tablemats reports
that when “buying C&F from China,
there are more charges than from
any other country.” Perhaps most
vexing is the high cost of Chinese
feeder services, and the lack of alter-
native services on the feeder route.

Importers also complain about
COSCO’s cargo handling procedures.
Although SINOTRANS may book a
shipment on COSCO, the State car-
rier has no contract with the buyer or
seller and thus little interest in assur-
ing efficient delivery. Problems can
begin when the exporter delivers the
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ordered goods 1o the pier. Since Chi-
nese sellers rarely have the proper fa-
cilities to pack their exports into con-
tainers at the manufacturing site,
Chinese dock workers pack the cargo
into containers for shipping, often
disregarding importers’ concern for
proper handling and consolidated
shipments. Lack of the necessary in-
frastructure makes it unlikely that
the situation will improve much in
the short term, except in a few iso-
lated cases.

US importers are also frustrated by
delayed and inaccurate shipping doc-
uments prepared by Chinese vendors
and SINOTRANS, and what they see
as excessive charges for cargo han-
dling. To get around this problem,
some department stores and other
high volume importers buy CIF-
Hong Kong from several Asian areas
and then consolidate their cargoes in
Hong Kong, after which the goods
are sent from Hong Kong to the
United States under a separate bill of
lading. Delays involved in unloading
and reloading the cargo in Hong
Kong may add about a week to the
overall 4-6 week transit time to the
United States, but tracking a ship-
ment that has been reloaded in Hong
Kong is reportedly much easier than
tracking a shipment left in care of
SINOTRANS, and such consolidation
reduces overall transportation costs.

By refusing to pay the rates and
charges that international steamship
lines publish in their tariffs,
SINOTRANS™ actions have, in the
past, caused problems for US trad-
ers. For example when American car-
riers published eastbound rates
higher than those rates charged by
FARENCO (SINOTRANS' H(mg K()[lg
agent), SINOTRANS reportedly only

By Sea 1980
US Imports
Volume (metric tonnes) 1,424,283
Value ($) 956,207,106
US Exports
(tonnes) 11,265,063
(%) 3,512,174,088
By Air
Imports
(tonnes) 3,053
(%) 85,951,652
Exports
(tonnes) 1,259
(%) 89,557,095
*projection based on Jan-Aug 1986 data
Source: US Bureau of the Census
Compiled by Lee Merkle

1981 1982 1983
2,291,183 3,613,114 3,118,672
1,772,157,650  2,170,077,186  1,062,212,236
11,395,820 12,753,667 8,738,009
3,483,443,909  2,751,578,578  1,964,017,402
3,819 4,619 8,799
90,496,343 90,845,409 163,746,206
1,837 1,814 2,804
113,994,017 145,142,603 264,588,585

US-PRC SHIPPING BY VOLUME AND VALUE

1984 1985 1986*
4,426,027 6,924,334 7,550,805
2,762,451,670  3,464,796,317  3,895,888,400
10,458,745 8,130,043 5,081,921
3,362,101,884  2,605,354,113  2,333,395,400
14,419 15,859 19,156
271,128,838 336,751,697 617,019,000
4,444 6,346 7,038
384,568,216 670,415,587 670,730,000
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A difference of perceived responsibilities for an FOB shipment delayed a $1
million sale of oil equipment from Houston to a Chinese buyer because each side
believed the other party would handle the 8300 transport fee from the manufac-

turer to the waiting ship.

small charge required a

Once the discrepancy was discovered, allocation of the
new round of negotiations.

paid the lower FARENCO fares in
some cases—even if the goods went
by US carrier. An importing firm in
California describes how an Ameri-
can carrier charged a rate higher
than SINOTRANS was willing to pay,
and then passed the unpaid charge
onto the US importer. Although the
importer’s contract included freight
charges, the company had to pay the
added freight charge in order to se-
cure the bill of lading and claim the
goods. The importer later tried to
sue the carrier, to no avail.

More cooperation on the part of
all involved has helped to reduce
such instances in the past few years,
however. Gene Milosh, president of
the American Association of Export-
ers and Importers, remarked, “*Usu-
ally we try to get lower rates from
shipping lines, but on China issues we
work together.”

Some foreign buyers that have
strong relations with PRC entities
have been able to negotiate lower
rates from COSCO. One US trader
recounts that an Australian importer,
the exclusive agent for Chinese por-
celain and glass in Australia, con-
vinced COSCO to lower their ship-
ping rates for those goods. COSCO
acted on the suggestion because Aus-
tralians were able to buy the same
Chinese products through a Hong
Kong dealer at a lower rate, bypass-
ing the exclusive arrangement. But
COSCO would not be likely to make
similar reductions for any but its larg-
est customers,

To avoid the delays and uncertain-
ties of ocean shipping, air cargo has
captured an increasing share of US—
China trade in the last two years (see
graph). Shippers increasingly use air
cargo for styled goods, perishables,

38

high-tech items and other high value
goods. According to one US freight
forwarder, exports to China have a
90 percent chance of on-time deliv-
ery if sent by air, but only a 50 per-
cent chance when sent by sea.

Prospects for change

At present the US shipping indus-
try is less than optimistic about the
prospects for a new government-ne-
gotiated agreement that would intro-
duce more balance into the shipping
situation. Importers and exporters
would like to see operations become
smoother and more predictable, but
most have developed their own ways
to manage their shipments to and
from China. And although shipping
lines complain about the small vol-
ume of US-PRC liner cargo made
available to them, lack of access to
feeder routes, and excessive port call
fees, they appear content to seek
more profitable business elsewhere
for the time being. “The China trade
is not exactly driving the Pacific,”

COMING
IN THE NEXT
CBR:

The making of China’s
new Bankruptcy Law
and
Law and the Enterprise
under China’s
Economic Reforms

notes one US shipping industry
spokesman.

But the interest in more access (o
Chinese markets is still alive. If Chi-
nese regulations and attitudes would
allow carriers and freight forwarders
to solicit cargo more freely and set up
asupport infrastructure for their ser-
vices, including establishing their
own Hong Kong-PRC feeder ser-
vices, the carriers might look at the
China market again with renewed en-
thusiasm.

Such structural reform of the sys-
tem may become a more pressing is-
sue as the prospect of Hong Kong's
eventual unification with China
looms larger, since it will probably
mean China exercising more direct
control over a vastly greater percent-
age of cargo crossing the Pacific. US
carriers and freight forwarders will
want to be in a better position for
involvement in the China trade by
that time, if not sooner.

Yet many US firms doubt Chinese
willingness to change current ship-
ping practices as long as China re-
mains the major beneficiary of what
has been described as the United
States’ “one-sided spirit of free
trade” in the shipping arena. And
with several major US carriers scaling
back their worldwide operations at
present, the involvement of US carri-
ers in the China trade may de-
cline even further before it picks up
again.

As long as US interests are pre-
pared to resign themselves to the cur-
rent situation—and many involved
have turned their attention to far big-
ger problems—there seems little
likelihood of major changes in the
balance of US-PRC shipping in tl

near future.
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MEMBLR SPOTLIGHT

America’s ports have a variety of China ties. Trade is, of
course, their bread and butter, but more and more ports
are also working with China on training and technical ex-
changes, often supported through sister port arrange-
ments or port-to-port friendship associations. Thirty-seven
American ports are active in China trade today, accounting
for 6.9 million tonnes of imports from China and US ex-
ports of 8.1 million tonnes by sea in 1985. The six ports
spotlighted here all joined the National Council for US-
China Trade in the 1970s.

Port of Oakland: The volume of China’s trade through
the Port of Oakland made China the port’'s fifth-largest
source of trade in 1985. Combined import and export
trade with China grew 11 percent last year.

Exports were up 28 percent, led in tonnage by synthetic
resins, leather, and man-made fibers. Oakland holds an
enviable position as the No. 1 West Coast export port to
China, sending 35 percent of West Coast shipments to
China. Imports from China, led by canned vegetables, beer
and ale, and baskets and woven goods, decreased slightly in
1985. But Bob Middleton of the port notes that trade with
China has grown exponentially in the last 10 vears, and
believes the drop in imports is only temporary.

In 1985 Ouakland signed a friendship agreement with
Dalian, China’s largest international port, and last fall took
five Dalian port representatives on a tour of its port facili-
ties, as well as those of New York and Houston. And Oak-
land has offered to provide training and technical help for
what Middleton describes as Dalian’s “energetic expansion
program’’ to enlarge its container capability.

Port of Los Angeles: Los Angeles’ diversified port facili-
ties handle a variety of goods, and the port’s access to 15
million consumers makes it a center for US-China trade.
Most of its China business consists of transshipping cargo,
although China Ocean Shipping Corporation (COSCO)
does load cotton directly at the port. Ores and metals,
synthetic resins and rubber, and leather products are the
port’s leading exports to China. In 1985 exports totaled
122,500 tonnes, up 40 percent from 1984. Imports from
China, which declined 38 percent in 1985, were led by
petroleum, explosives (pyrotechnics), and textile products.

Two vears ago LA established a sister port relationship
with Huangpu Port in Guangzhou. According to Market-
ing Director Steven Resnick, the port has offered to send
engineers to Guangzhou to evaluate technology, and also
to lend Guangzhou's port a CAD/CAM system. Training
and technical exchanges are two other possible areas for
future collaboration between the ports.

Port of San Francisco: As COSCO’s base on the West
Coast, the Port of San Francisco receives a COSCO ship
about every 10 days. According to SF port representative
Nancy Pitt, COSCO plans to increase this frequency to one
ship every seven days. For the fiscal year ending June 30,
1986, total China-related tonnage was 30,100 tonnes. Ma-

A8%%

jor imports were hardware, brooms and brushes, and pre-

pared vegetables, and exports were led by animal fats and
oil, waste paper, and synthetic resins.

The San Francisco-Shanghai Friendship Committee
sponsored two Chinese interns for a three-month training
program at the port last year. But Shanghai is not the San
Francisco port’s only focus. Other ports of call for boats
leaving San Francisco include Xingang (Tianjin), Dalian,
Huangpu (Guangzhou), and Qingdao.

Port of New Orleans: The Port of New Orleans holds a
sentimental spot in Sino—-US trade history. The first US
goods shipped to China after normalization of relations
were sent from this port. Grain has been the port’s major
export to China during the 1980s, and reached a high of
2.9 million tonnes in 1982, making China the third-largest
trading partner of New Orleans that year. In 1985 exports
of Kraft linerboard for China’s packaging industry surged,
followed by iron. Crude minerals, the major imports
through this port, are usually transferred to barges and
shipped up the Mississippi River for distribution.

Inits role as Shanghai’s sister port (see The CBR, Jan—Feb
1985, p. 58), the Port of New Orleans has trained engi-
neers from Shanghai and sent a delegation there. The port
is now working to persuade COSCO to schedule regular
liner service to New Orleans.

Port of Portland: Although ships leaving Portland don’t
make direct China calls, China still ranks as Portland’s
sixth-largest trading partner through transshipments, ac-
cording to Nancy McMahan, marine information specialist
at the port. Exports to China, led by logs, metal scrap, and
lumber, reached 125,498 tonnes in 1985, an increase of
125 percent over 1984, Imports, led by coal tar pitch,
gasoline, and canned vegetables, increased 600 percent
over 1984 1o 27,094 tonnes.

The Port of Portland has welcomed 17 delegations from
China, and McMahan sees potential for increased trade in
logs and finished wood products.

The Port Authority of New York and New Jersey: In
1985, 93,333 tonnes of cargo were exported to China
through New York, led by miscellaneous commodities,
nonferrous scrap, and iron and steel scrap. Imports from
China totaled 312,069 tonnes, and included live zoo ani-
mals, minerals, and fuel oils. Exports posted a 32 percent
increase over 1984, while imports declined by 8 percent.
These figures, in addition to the 394,890 tonnes of China-
related cargo passing through the port, made New York
the 10th ranking US port for China trade.

The port plays host to a steady stream of visitors from
China. Currently two Chinese engineers are serving one-
vear internships, learning port design and construction
management. Port officials have also visited several Chi-
nese ports and proposed to the Ministry of Communica-
tions a technical assistance program for China’'s large-scale

port development efforts. —Priscilla Totten
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Import Controls in China

Protectionism with Chinese characteristics

Prepared by the Fair Trade Subcommittee of the American Chamber of Commerce in Hong Kong

hina employs a great many import controls, and
the number and variety of these controls have
proliferated in the last 18 months. In fact, China’s
protectionist measures rival, in deed, actions that
US congressmen have so far only threatened in speeches.
Although implemented
mainly to correct China’s

port plans; foreign trade enterprise licensing; import com-
modity licensing; foreign exchange controls; import con-
tract supervision and approval; and inspection of product
specifications and standards. Each of these controls is man-
aged by a specialized bureaucracy whose raison d’etre is the
protection of domestic in-
dustries and conservation of

growing trade deficit, these
barriers will be extremely
dithcult 1o dismantle even
after a trade balance is re-
stored.

Protectionism flourishes
in China partly because lo-
cal authorities and minis-
tries can often implement
restrictive trade practices
without State Council ap-
proval. A good example of a
province setting up its own

Imagine the outcry if the United States
issued a regulation providing that all
textile imports must obtain a certificate of
approval from the American Textile
Manufacturers Association!

foreign exchange. With the
strong anti-import drive
now under way in China,
zealous bureaucrats are re-
warded for slowing or even
shutting down certain
trades.

Market controls are em-
bodied in the import com-
modity pricing system, and
include exchange rate
manipulation; customs tar-
iffs; industrial and commer-

import controls occurred in
October 1986 when
Guangdong released a list of 28 items subject to import
controls, including several—such as farm vehicles and
heavy-duty trucks—that are not found on the import li-
cense list issued by the central government.

Another factor encouraging protectionism is the perva-
sive belief that, as a developing country, China has a right
to protect its industries from foreign competition. The
ideology of self-reliance—accepted by most of China's bu-
reaucratic elite—embraces protection of local industry,
conservation of foreign exchange, and import substitution
as effective and politically safe roads to modernization.

The arbitrary nature of controls

Chinese import controls can be divided into two broad
categories: administrative and market controls. Although
market controls are playing a growing role in the overall
import control apparatus, they are supplementing rather
than replacing the administrative controls already in place.
Meanwhile, some administrative controls are being
strengthened. For instance, testing and certification of for-
eign products to ensure compliance with standards and
specifications often unknown and unavailable to the ex-
porter—an administrative method of limiting market ac-
cess often used in Japan—is being employed in China more
frequently and to more commodities than ever before.

Included under the ubiquitous system of administrative
controls are the formulation and implementation of im-
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cial taxes; and import regu-
latory taxes (a separate
surcharge over and above the tariff). Introduced in July
1985, the import regulatory tax has been used (o clamp
down on imports of consumer goods, vehicles, and syn-
thetic fiber.

Ends, not means, determine how these market controls
are implemented. For example, if an import is cheaper
than a domestic product even after all markups have been
added to the price, China’s 1980 Provisional Regulations
on Import Commodity Pricing allow the “departments
concerned” to unilaterally set a domestic price for the
foreign import, to keep it from underselling domestic com-
petitors,

China’s import controls discriminate in favor of certain
types of goods and countries of origin. When China oper-
ated a dual exchange rate (from 1981 to mid-1985), goods
imported for the purpose of value-added reexport could
be exempted from the high “internal” exchange rate on
imports, while reexports were not similarly exempted—a
practice that resulted in windfall profits for Chinese ex-
porters. Machinery and equipment imports from nine so-
cialist countries have benefited from special pricing mech-

This working paper was prepared for The CBR by the Fair
Trade Subcommittee of the American Chamber of Commerce in
Hong Kong. The subcommittee was created earlier this year to
focus on problems of unfair trade and protectionism in US-
China trade.
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anisms. And from time to time, MOFERT issues internal
directives to its foreign trade corporations (FTCs) advising
them to limit purchases from particular countries with
whom China is having trade problems. Such a directive was
issued in April 1985 against Japanese products, as a means
of correcting China’s huge trade deficit with Japan. Ameri-
can exporters of cotton and chemical fibers were the tar-
gets of another such directive during the 1983 textile
quota dispute.

ADMINISTRATIVE CONTROLS

® Contract approval and supervision. A rapidly devel-
oping method of restricting imports is contract approval
and supervision. Foreign companies should be aware that
import contracts concluded
with Chinese enterprises

over 1985; in 1985, when other methods were used to
reduce them, they were already down about 70 percent
over 1984,

® Controls on foreign trade enterprises. Chinese enter-
prises may engage in foreign trade only if they are specially
licensed to do so, and the approval process is tightly con-
trolled. Until this year, provincial and county-level foreign
trade corporations could receive licenses from the provin-
aial foreign trade bureaus to engage in foreign trade. But
Beijing has now revoked this privilege and decreed that all
companies seeking to engage in import or export must
obtain central government approval.

® Accounting controls. These are powerful State tools
for controlling foreign trade corporations and monitoring
imports. The first thing
MOFERT and the Bank of

can be invalidated if they
are found to violate the
“Procedures for Examina-
tion and Approval of Tech-
nology Import Contracts,”
enacted by the State Coun-
cilin August 1985, Only af-
ter the local importer wins
the go-ahead of the super-
vising ministry can it obtain
an “Approval Certificate
for Technology Import
Contract.” This certificate
is then registered with
MOFERT and takes on the
characteristics of an import
license.

In mud-1985 China’s Ministry of Chemical
Industry won its campaign to sharply reduce
the target for fertilizer imports set by the
State Planning Commission. As a result,
Chinese purchases of American fertilizer in
the January—[une period of 1986
plummeted to $17.9 million from $127.7
million in the same period of 1985.

China did when China
clamped down on imports
in June and July of 1985 was
to notify all foreign trade
corporations of an impend-
ing audit. Audits were done
by the People’s Bank, the
Construction Bank, the
Bank of China, or some-
times all three.

Now encouraged by the
State to make a profit, the
foreign trade corporations
look carefully at the fixed
domestic selling prices of
different goods. If there is a
fixed domestic price of, say,

— -

® Certificates of ap-
proval. Issued by ministries,
these rank among the most unfair of China’s many restric-
tive import controls. In 1981, to curb the import of motor
vehicles, the State Planning Commission issued ““Interim
Provisions of the State Planning Commission and the Min-
istry of Machine-Building Industry for the Control of the
Production and Import of Motor Vehicles.” Article 4
states: “The import of motor vehicles shall strictly be con-
trolled to protect the domestic auto industry. Each depart-
ment or each area shall go through the formalities of
examination and approval in accordance with Document
No. 6 issued by the State Council in 1981 if it wishes to
import motor vehicles. The import of cars will be strictly
controlled and applications shall be made to the Ministry
of Machine-Building Industry for examination and ap-
proval on the basis of special requirements. No motor sup-
ply certificates shall be issued without approval.”

The practice was spelled out even more explicitly in a
directive governing the agricultural chemicals trade. Ac-
cording to China Economic News, MOFERT and certain
other government departments announced that beginning
January I, 1986, “the import of all foreign insecticides
must go through approval and license by the departments
concerned. All units that intend to import agrochemicals
have to apply for an approval certificate from the Ministry
of Chemical Industry.” Imagine the outcry if the United
States issued a regulation providing that all textile imports
must obtain a certificate of approval from the American
Textile Manufacturers Association! Just as textile imports
would drop off sharply, so have agrochemicals imported
into China declined. Imports this year are down 70 percent
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¥3,000 (approximately
$800) a tonne for a chemi-
cal, and a foreign trade corporation is able to import the
same chemical for $400 a tonne, it could make a lot of
money dealing in this item. On the other hand, if the do-
mestic hxed selling price is cheaper, the corporations will
be reluctant to import even if the import’s quality is higher.

China still uses an arbitrary domestic process not based
on supply or demand to price imports—in some cases the
prices were fixed in the mid-1950s. A trading corpora-
tion's ability to play off that price for a profit determines
whether or not it imports the item.

® Import licensing procedures. China's licensing con-
trol over imports consists of both an enterprise licensing
system and a commodity licensing system. In 1957 Beijing
promulgated the first comprehensive licensing regula-
tions. Under these regulations, State foreign trade cor-
porations (i.e., those with foreign trade licenses) were not
required to obtain licenses for each import transaction. By
the early 1980s, however, China's open door policy had
created a multitude of enterprises with foreign trade rights
and loosened MOFERT's control over imports. To regain a
handle on trade, a new licensing regime went into effect in

January 1984, The new regulations require import licenses

for specific items regardless of the importer’s identity. At
the time the regulations came out, 26 items required a
license. By the end of 1985, the list had grown to 43 items,
affecting one-third of China’s imports, or about $10 billion
worth of goods.

The most recent list of goods needing an import license
has climbed to 45 items (see box). Several reports suggest
that China will gradually subject all imports to the licensing
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procedure. For this year and next, roughly half of China’s
imports will probably need a license.

The list of 45 items is only MOFERT’s official list, how-
ever. Import licenses are actually not granted by MOFERT
but by the local foreign trade bureaus. Although subject in
theory to MOFERT supervision, these bureaus work with
their own lists of products requiring licenses and some—
like the foreign trade bureau in Guangdong Province—
may add a number of items not included on MOFERTs list.

Several American exporters have found their activities
sharply curtailed by these lists. One firm that markets ma-
chinery for the chemical industry has failed to win a single
contract since its equipment and technology found their
way onto the restricted list. It had made two sales, with
several more on the verge of closing. Not only have new
sales dried up, but the two existing contracts have suffered
from high-level meddling by ministry bureaucrats unhappy
that local chemical bureaus had not consulted them on the
original deals.

e Control targets. There are limits to planning in any
centrally planned economy and China is no exception. Un-
able to set a firm target for every commodity produced, the
State focuses instead on commodities it considers critical
to the economy, and then formulates “control targets.”
Recent Chinese documents identify some 50 products
whose production and trade are set by control targets for-
mulated by the State Planning Commission. The SPC,
working through MOFERT, ensures that these targets are
met. All other commodities are regulated by indicative tar-
gets that can be achieved “'more or less.”

A foreign company dealing in items subject to control
targets can have its business shut down far more effectively
than one that sells China items subject to indicative targets.
Fertilizer is one example of an item governed by a control
target. In mid-1985 China’s Ministry of Chemical Industry
won its campaign to sharply reduce the target for fertilizer
imports set by the SPC. As a result, Chinese purchases of
American fertilizer in the January—June period of 1986
plummeted to $17.9 million from $127.2 million in the
same period of 1985, according to International Trade
Commission statistics. Since fertilizer is purchased with
centrally allocated foreign exchange concentrated in
SINOCHEM's first import department, this sharp reduction
in purchases could be implemented swiftly.

® Inspection procedures. Although there is little evi-
dence that the commodity inspection system has been sys-
tematically abused to curb imports, a set of regulations
issued in December 1985 gives foreign exporters cause for
concern. Called the “Interim Procedures for the Inspec-
tion and Control of Household Electrical Appliances,”
these procedures require minute inspection of every appli-
ance in every import shipment. This type of inspection is,
of course, a time-honored Japanese means of restricting a
foreign exporter’s market access.

Last year the Customs Regulations banned the import of
secondhand clothing on the grounds that the garments
could be carriers of disease. Skeptics have noted that a vast
trade in used clothing entering China via Macau was actu-
ally threatening China’s textile industry in neighboring dis-
tricts. On several occasions this year, the customs adminis-
tration staged huge bonfires to incinerate seized clothing.
There are few import curbs more effective than bonfires.

® Import registration. China has now put in place reg-
istration systems for agrochemicals and veterinary drugs:
all such imported products must be registered before they
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can be sold on the domestic market, although the registra-
tion process is not uniformly required of Chinese domestic
producers. The uneven application of the agrochemicals
registration system is the subject of a trade complaint the
National Council for US-China Trade and the National
Agricultural Chemicals Association have filed with the
State Department, the Commerce Department, and the
office of the US Trade Representative. Foreign manufac-
turers of patented pesticides are required to follow time-
consuming, expensive registration procedures. Factories
in China that make copies of the same pesticides are not
only selling the products freely in China’s domestic market,
they are exporting the products as well.

e Transport certificates. In the past year, Chinese
sources have increasingly referred to “transport certifi-
cates for import goods”—required if goods imported into
one province are subsequently transported to another. Al-
though not as extreme, this transport certificate scheme is
reminiscent of the “Li-Ken™ system of the 19th century
that so bedeviled foreign traders. Under that system pro-
vincial authorities levied tariffs on imports transported
through their province. As a result, foreign goods crossing
several provincial boundaries were priced sky-high by the
time they reached their final destination.

Foreign exchange levers

Foreign exchange levers are a combination of adminis-
trative and market controls, although the allocation of for-
eign exchange is primarily an administrative operation.

® Domestic lending procedures. The old “iron rice
bowl™ system of foreign exchange allocation, whereby an
enterprise received an allocation “number™ as well as a

2. Motorcycles

3. Hydraulic truck lifts

4. Electron microscopes

5. Electronic color scanners

6. Open-end spinning machines
7. X-ray fault detectors

8. Copying machines 31. Light vehicle production lines :

9. Air conditioners 32. Rolled steel

10. Calculators 33. Rubber .

11. Computers 34. ABS resin

12. Video equipment 35. Sulphuric acid !

13. Cameras 36. Polycarbonate resin

14, Duplicating equipment for 37. Tires i
recording and video magnetic 38. Timber )
tapes 39. Agrochemicals

15. Television sets 40. Crude drugs (16 kinds) K

16. Recorders 41, Tobacco products

17. Refrigerators 42. Chemical fibers '

43. Chemical fiber monomers

44, Chemical fabrics

45, Demolition equipment for civil
use

21, Watches

22. Radios !
23. Electric fans Source: MOFERT, various press

24, Bicycles reports
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budgetary grant of RMB to buy foreign exchange, is gradu-
ally being replaced by a system in which enterprises bor-
row—and pay interest on—the funds they use to buy for-
eign exchange. Since banks assess the economics of the
proposed import transaction before granting the loan,
they have become part of the import control process.
Banks are much more willing to grant a loan for foreign
exchange if it will promote exports. In some locales as
much as 70 percent of foreign exchange spent on imports
goes for items that will, in turn, help China increase ex-
ports.

For Chinese factories to qualify for foreign exchange,
they must comply with a variety of internal regulations and
targets not well understood by foreigners. Yet foreign firms
need to determine from the

duces a whole new administrative process to collect the
charge. Given the nature of bureaucracy, this leads to
longer—and sometimes seemingly deliberate—delays in
completing import formalities.

® Ministerial price markups. Industrial ministries stll
exercise their right, granted in the 1980 Regulations on
Import Commodity Pricing, to influence import prices if
they threaten domestic industries. In July 1986, for exam-
ple, the Ministry of Chemical Industries and MOFERT is-
sued a joint notice on the pricing ol imported chemicals.
The notice states that imported chemicals whose renminbi
(RMB) prices after all agency markups are still below prices
of domestic equivalents are subject to a special markup,
granted on application by the domestic producer to the
ministries, which raises the
import’s price to a level

outset if the factory they
wish to do business with will
be able to gain access to for-
eign exchange. Otherwise
theyrisk trying to exporttoa
customer with no funds to
make a purchase,

® Letters of credit. Pro-
vided by the Bank of China,
letters of credit are another
form of central foreign ex-
change controls. Over the
last year and a half, BOC has

China should either establish or strengthen
a bureau in MOFERT to review trade
practices adopted by various ministries and
provinces that might hinder its reentry into
GATT.

above the domestically pro-
duced competitive product.
This notice goes even be-
yond the 1980 Regulations
in allowing the ministry to
raise and lower prices in or-
der to preserve market
share.

® Manipulation of ex-
change rates. The State can,
and has, manipulated de-
mand by tampering with

tightened these controls. If
a foreign company misspells
a place name or misplaces a comma, for example, BOC will
ask the firm 1o correct it before actually paying on the

letter of credit. This is certainly a very effective means of

slowing down imports. Delays of one or two months on
letter of credit negotiations are not uncommaon.

® Financial disincentives. Now in their infancy, finan-
cial disincentives are likely to become increasingly popular
devices for restricting imports. One form of financial disin-
centive is exemplified by bank policies that discourage en-
terprises with an approved import plan from actually im-
porting. Those that do will have to pay more interest on
circulating capital loans than enterprises not carrying out
their import plans.

The proactive side of Chinese protectionism is a well-
developed system of import substitution. Research insti-
tutes and factories that develop substitutes (often copies)
of foreign products are eligible to receive a portion of the
foreign exchange that is being saved by not importing. The
practice is referred to as ke liu wai hui (purposefully re-
tained foreign exchange), and it is widespread. American
specialty and agricultural chemical exporters are especially
vulnerable to this practice insofar as China does not recog-
nize or grant patents for chemical compounds, only chemi-
cal processes. One American chemicals company has found
two of its products copied and the Chinese products adver-
tised as their equivalents in China’s domestic chemical in-
dustry newspaper.

MARKET CONTROLS

® Import regulatory tax. Administered by the Customs
Administration as a separate surcharge over and above
applicable tariffs, this tax now covers 17 types of goods.
Some foreign businesspeople wonder why China does not
simply increase the tariff on these goods. The answer ap-
pears to be that introducing a separate surcharge intro-
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parts of the pricing equa-
tion. The official RMB to
US dollar exchange rate is set unilaterally by the People’s
Bank of China, which has progressively devalued the RMB
for more than one year. China has revised her tariff sched-
ule as a whole on some 17 occasions, and much more
frequently on a partial basis. In fact, a recent example
occurred in early September 1986 when the Customs Ad-
ministration raised tariffs on electrical instruments from
14 percent to 60 percent.

Not in China’s long-term interest

China’s import controls are spelled out in internal regu-
lations generally not available to outsiders. One has no way
of knowing what the different controls are when entering
into a deal. The vaguely worded regulations are also sub-

ject to interpretation by lower-echelon cadres. Application

is arbitrary and the potential for hanky-panky enormous.

The story of a Hong Kong trader who purchased import
licenses from China’s foreign trade corporations recently
came to light. Clearly an illegal transaction, it has become a
widespread practice in Hong Kong’s trade with China. Fur-
thermore, some practices, such as allowing the foreign sup-
pliers” competitive ministry in China to issue approval cer-
tificates as well as unilaterally set the prices ol the foreign
goods, are unfair and need to be abolished.

Consistent trade practices can only be realized through
greater administrative coordination. Discretionary and ar-
bitrary powers exercised by local authorities to curb or
control imports are especially evident in the licensing sys-
tem. China should either establish or strengthen a bureau
in MOFERT to review trade practices adopted by various
ministries and provinces that might hinder its reentry into
the General Agreement on Tariffs and Trade (GATT). Oth-
erwise, China’s negotiators may find themselves in for dif-
hicult negotiations when China’s GATT application is con-

sidered in the not too distant future. 5
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hina’s tea trade is on the re-

bound. In 1949, after two

decades of war and devasta-

tion, the country that gave
tea to the world produced only 4,000
tonnes of it. But by 1985 China’s pro-
duction had jumped to 440,000
tonnes of processed tea, second only
to India. China is also gradually re-
gaining market share in the world tea
trade. Just three years ago the coun-
try traded 14 percent of the world’s
tea, while 1985 exports of some
136,787 tonnes captured third place
in the market, earning almost $300
million. Both domestic economic re-
forms and changes in the world tea
market share some of the credit for
this encouraging trend.

More tea for the masses

In the garden all tea looks similar,
but tea comes in thousands of variet-
ies by the time it reaches the store
shelves. These varieties fall into three
basic divisions according to how they
are processed: black, green, and oo-
long. Tea leaves from any altitude
can be processed into black tea, the
variety most consumed in the West,
but those from high altitudes make
the richest black teas. Green tea, the
favorite in tea-producing countries,
is not fermented and thus lacks the
bite of a strong black tea. Oolong tea
is semifermented before firing.

China’s different climates, from
tropical to subtropical, and altitudes
ranging from the low hills of
Zhejiang to the high mountains of
Yunnan, yield hundreds of varieties
of black, green, and oolong teas. Chi-
na’s finest black teas come from ele-
vations of 4,000 to 6,000 feet in the
mountainous regions of Yunnan,
Guangxi, Hainan Island, and
Sichuan. And the hilly areas of
Jiangsu and Zhejiang provinces are
home to some of the most delicate
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and aromatic green teas in the world.
China also produces many scented
teas, including such favorites as jas-
mine, a green tea scented with flow-
crs.

As agricultural reforms transfer
decision-making power to the farm-
ers, more land is being put into tea
cultivation. The full impact on tea
production may not be felt for three
to four years, according to Ron
Phipps, president of China North-
west, who has been involved in the
China tea trade since the early 1970s.
Phipps estimates that in 1983, 10
percent of China’s tea-growing area
of a million hectares was newly
planted and would not begin produc-
ing for several years,

The Chinese are rediscovering the
pleasures of tea for its own sake, not
to mention its value as a foreign ex-
change earner. Domestic consump-
tion has increased 30 percent since
1977. Recent articles in the Chinese
press encourage this trend, stressing
the cultural importance of China’s
3,000-year-old national drink and en-
couraging tea drinkers to add more
tea leaves when refilling their cups.
(The Chinese tend to use the same
leaves over and over throughout the
day.) Per capita consumption, cur-
rently estimated at only .2-.425 kilo-
grams per year, is likely to rise as Chi-
na's venerable tea garden tradition
stages a comeback in many cities and
towns. This trend in China mirrors
what is happening around the world:
Tea producing nations are retaining
more tea for domestic consumption,
The percentage of tea sold in the
countries where it is grown has

Richard Macdonald now lives in

Nanjing, where he is studying China’s

economic reforms at the Hopkins—
r W=y v -

Nanjing Center. He has also spent many

hours sampling the teas of China.

Reviving the
Tea Trade

Reforms allow China to bag
a niche in the world market

Richard Macdonald

reached 58 percent, up from 41 per-
centin 1971,

Most of the tea consumed in China
is green. Only in Guangdong Prov-
ince is black tea consumed with any
regularity. More than 80 percent of
China’s total tea production in 1982
was green tea, accounting for a quar-
ter of world tea production. Yet only
13 percent of this crop was exported.
Conversely, close to 90 percent of
the black tea China produced was ex-
ported. While China’s green tea ex-
ports have increased 42 percent since
1982, most green tea is still con-
sumed domestically.

A stronger trading position

Although it exports only a small
amount of the green tea it produces,
China has consistently been the
world’s top trading nation in green
tea. In 1971 China supplied 56 per-
cent ol the world’s traded green tea,
and by 1985 this figure had climbed
to 72 percent. In fact, green tea ex-
ports netted more foreign exchange
than black tea for the first time in
recent history in 1985, earning
$129.5 million.

But green tea accounts for only 10
percent of the world tea trade, so
growth potential for exports is lim-
ited, particularly considering China’s
successful penetration of new mar-
kets in recent years. Since black tea
dominates world trade, it should of-
fer China greater export potential in
the long term.

China’s success in boosting its tea
exports, like its success in raising pro-
duction, can be attributed in part to
economic reforms. The process of
freeing tea production from State
controls has helped producers be-
come more responsive to the market.

In the mid-1970s varieties of tea
from all parts of the country were
transported to either Shanghai or
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Guangzhou for blending before ex-
port. International tea blenders, who
generally buy each variety separately
and then create their own blends,
were not interested in these pre-
mixed teas. This practice probably
carned China its reputation for poor
quality tea. Tea growers now send
their varieties to fairs where buyers
sample the many kinds of tea avail-
able in China. Foreign buyers choose
the teas most appropriate for their
desired blend, forcing producers to
match their production to the needs
of the market.

The growing importance of the tea
trade translated into the establish-
ment of a separate company, the
China National Tea Import and Ex-
port Corporation, under CHINA-
TUHSU in April 1985. Exclusively re-
sponsible for Chinese tea exports
and imports, this company is also in-
volved in technology import for tea
production and processing. The
company counts as customers both
Thomas J. Lipton, Inc. (US) and the
London Export Co.

But reforms in the foreign trade
structure are building pressures for
even more changes in the tea market,
including selling tea on the open
market rather than through the State
monopoly, granting licenses for buy-
ing and selling tea, and casing irratio-
nal pricing.

As part of the drive to raise ex-
ports, China is diligently working to
meet international blending require-
ments, conducting research, and
sending delegations overseas to tea-
consuming nations such as Britain
and the United States and to other
producers such as Sri Lanka and In-
dia. These efforts have led 1o many
new varieties of tea, says Ron Phipps.
Efforts to break into new export mar-
kets are also helping to focus atten-
tion on the need to upgrade machin-
ery used in black tea processing, and
to improve factory management in
such areas as fermentation and oper-
ation of the rolling, cutting, and
pressing machinery.

China has also imported more than
$1 million worth of machinery to
process tea bags during the last five
vears. And the first production line
for heat-sealed tea bag filter paper
was Plll'('hﬂﬁt‘(i {l'()lll a Jill)il[l('.\t’ com-
pany and installed at a paper mill in
Hangzhou in April 1986.

Targeting tea drinkers worldwide

Faced with competition from well-
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established quality teas of India and
Sri Lanka, China has increased trade
share by tapping the market for inter-
mediate-priced teas of consistent but
not necessarily top quality. China has
now climbed into third place in world
tea exports with 136,787 tonnes in
1985, behind India’s 222,400
tonnes, and Sri Lanka’s 198,017
tonnes.

The United States—the world’s
second-largest tea importing na-
tion—has been a factor in this come-
back. American consumers prefer
black tea for use in tea bags or instant
mixes where quality is less important,
In the recession of the early 1980s,
tea blenders capitalized on the desire
for cheaper and plainer teas, and the
Chinese stepped in as a major sup-
plier of intermediate-grade teas.
Now US consumers are developing
more of a taste for green and oolong
teas, providing another stimulus to
China’s sales. Chinese exports to the
US doubled during the period 1978~
83, reaching 12,574 tonnes in 1985.
China now supplies 16 percent of US
tea imports, up from 3 percent in
1977, Price comparisons reveal Chi-
na's middle-grade market role: China
held about 16 percent of the US mar-
ketin 1985 and buyers spent $15 mil-

lion on Chinese tea. In the same year
they spent $24 million on Sri Lankan
tea, which held 12.4 percent of the
market.

The Chinese have made significant
inroads into the world’s largest tea
market—RBritain—which accounts
for almost 25 percent of world tea
imports. With exports to Great Brit-
ain of 16,780 tonnes in 1984, China
provided 7.7 percent of Great Brit-
ain’s tea, up from only 3 percent in
1977. The British, long-established
tea connoisseurs, pay more for their
higher quality blends ol Chinese tea
—on average almost $1.55 a kilo to
our $1.20 in 1985.

But traditional Western tea im-
porters are declining in relative im-
portance as developing nations buy
an increasing share of the world’s
tea. In 1971 developing nations
bought 28 percent of world tea ex-
ports; by 1982 this figure had grown
to more than 42 percent. Middle
Fastern nations are now the world’s
heaviest tea drinkers: Qatar’s average
per capita consumption of 6.5 kilos
bests even the British average of 3.5—
4.5 kilos per year.

In the future, developing coun-
tries will continue to provide new
markets for tea producers, China is
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The Foundation for
American Chinese Cultural Exchanges
in cooperation with
The Shanghai Research Institute

of International Economy and Trade
announce the 1987 summer program in
TRADE, LAW AND LANGUAGE
June 16 - August 11, 1987

Shanghai, China
® Study of current economic policy, rules and regulations
and business practices governing Chinese foreign trade.
First hand examination of significant problems and op-
portunities presented by the Chinese market.
Course work includes lectures and discussions by Chinese
government officials, academics and business executives.
® Meetings with foreign businessmen.
Case studies, seminars.
Lelevant language training.
Rel ] ¢
Minimum one vear's Chinese Language training highly recommended.

Financial aid available

For further information contact:
475 Riverside Drive, Suite 245, New York, NY 10115
(212) 870-2525
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THE RISE AND FALL AND RISE OF TEA
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Traditional engraving of Chinese loading tea junks in the early 19th century

According to a legend of the third
millenium BC, China’s Emperor Shen

Nong discovered the light fragrance of

tea wafting from a pot of boiling water
that some tea leaves had fallen into. He
was even more pleased by the flavor,
which he found superior to the fra-
grance. Since then—so the legend
goes—the Chinese have enjoyed and cul-
tivated the company of tea.

The legend does not reveal where Em-
peror Shen quaffed his first cup, but
Chinese scientists have found tea plants

over 800 years old in Yunnan Province.
In fact, so many relatives of the tea spe-
cies Camellia Sinensis have been found
in this province that Yunnan seems a
likely candidate for the hometown of tea.

Lu Yu, a Chinese man of the arts,
wrote the Cha Jing, or Tea Classic, in the
middle Tang Dynasty (780 AD)—a trea-
tise that specifies how to cultivate, pro-
cess, and enjoy the pleasures of tea. In
Yu Lu’s time tea drinking had already
evolved into an elaborate ritual; rules
stipulated the arrangement of cups, the

number of servings from each batch of

leaves, and even the manner of imbibing.
Tea was a proper habit for the scholar
who sought moderation in life, and was
also widely recognized as a healthy and
refreshing stimulant.

The earliest reference to tea in Europe
appeared in 1559. Only the wealthy and

aristocratic could afford to drink tea at
first because of high taxes, but increas-
ing supplies finally brought prices within
reach of the common people. In the
West, tea garnered lofty praises in litera-
ture for its medicinal value, although
some doctors charged that excessive con-
sumption would cause Europeans to de-
velop Oriental features.

All common names for tea originate in
China. The Dutch first brought tea 1o the
West from their contacts with southern
Chin speaking the Amoy dialect
where it was pronounced te’. Tea that

traveled an overland route from China to
such countries as Russia and India came
with the Cantonese traders’ pronuncia-
tion, cha.

Fashionable for awhile in Germany
and France, where the custom of mixing
milk with black tea originated, tea fell
from favor during the 17th century as a
result of greater interest in local drinks.
At the same time tea was becoming enc

mously popular in England’s newly fash-
ionable coffeehouses, but here again lo-

cally brewed spirits provided tea’s main
competition. By the middle of the 18th
century, falling prices and duties had
helped make tea drinking a daily habit
for much of the British populace. Tea
had finally achieved the important place
in a Western nation that it had long en-

joyed in China.

Americans were also great tea drinkers
before the revolution, with tea figuring
prominently in colonial folklore. Every-
one knows how colonists suffering from
high taxes on British tea staged the Bos-
ton Tea Party, but few people know that
the new American government slapped a
steep duty on tea after the Revolution,
from which American tea-consuming
habits never recovered. Even so, the first
ship flying the new American flag to
set sail for China went 1o trade pelts for
tea.

It was only in 1823 that a source of tea
outside China was discovered—in the
mountains of northern India. India and
other nations rapidly became large pro-
ducers and exporters of tea in the 19th
century. In fact, by the end of the cen-
tury, India had surpassed China as the
world's largest exporter of tea, although
China continued to rank first in produc-
tion until the 1930s.

The successive wars fought in China in
the 1930s and 1940s devastated tea pro-
duction, and by the end of 1949, China
exported virtually no tea. Slowly in the
19505 and 1960s, and more aggressively
since economic reforms in the late
1970s, the Chinese have been
reasserting their presence in the world
market. And once again tea drinkers are
enjoying tea from the country that gave
the drink to the world. —RM
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well positioned to reach this growing
market: in 1985, 35 percent of Chi-
na's tea exports went to developing
nations. Northern and western Afri-
can countries are becoming impor-
tant customers. Leading the way was
Morocco, whose imports of 18,668
tonnes of Chinese green tea in 1985
allowed it to remain China’s largest
tea trading partner, a spot it grabbed
from Great Britain in 1984. Tunisia
was also among the top five tea im-
porters with 11,800 tonnes.
Meanwhile, China has not been
forgotten by its traditional tea-drink-
ing neighbor to the east. In an ex-
perimental joint venture with two
Chinese enterprises, Sanmei Tea Co.,
Ltd. (Japan) is providing the machin-
ery to refine tea leaves to produce the
steamed green tea favored by Japa-
nese drinkers. And two other Japa-
nese companies have entered a joint
venture in Fujian Province to de-
velop concentrated oolong tea.

Leaving a good impression

The drive to increase market share
is changing perceptions of China’s
role in the international tea market.
Other producers fear that, with 45
percent of the world’s tea estates,
China is a potentially aggressive
trader ready to flood world markets
with inferior tea. But the Chinese
claim they are orderly traders, and
have begun to participate in pro-
ducer meetings aimed at controlling
prices and promoting quality pro-
duction. China hosted an interna-
tional tea standards meeting for the
first time in 1986. Participants from
nine countries, including the US,
Great Britain, Sri Lanka, and Indo-
nesia, discussed water content and
caffeine standards. China also im-
ports small amounts of tea from Ban-
gladesh, Sri Lanka, and India to pro-
mote its image as an orderly trader.

At the same time, China is trying to
enhance its reputation with foreign
buyers. Most impressive are China’s
determined efforts to improve qual-
ity and marketing, and the country’s
success in gaining acceptance for all
kinds of traditional Chinese teas.
China is also getting good marks for
field management.

Problems in other tea-exporting
nations have also led buyers back to
China. India restricted supplies in
1983 by setting an elaborate export
tariff structure to ensure that tea
would be available domestically at
reasonable prices. And Sri Lanka’s
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foreign Agriculture Circular,

US Department of Agriculture

nationalization of tea estates in the
mid-1970s raised persistent doubts
about the stability of that country’s
tea supply.

The explosion of tea varieties, Chi-
na's efforts to become a steady and

reliable supplier, and continued im-
provements in quality and marketing
should help ensure that tea continues
to be an important Chinese trading
commodity, as it has for much of the

i

last 3,000 years. 7
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AMERICAN-BUSINESS & INDUSTRY

2ND EDITION

. 'T ﬁ'f‘ Ve

wii & INpusTRY

—

AMERICAN BUSINESS & INDUSTRY
901-J South Greenwood Ave., Montebello, CA 90640
(213) 272-1040

B IEFEK

Be o part of the only business guide and
directory of American industries officially
published, printed and distributed by
Shanghai Publishers Association and Xin
Hua Book Stores in more than 400 cities
throughout China. A most straight
forward and direct means of introducing
your company, products and services to
the key decision makers, universities and
research libraries. Our first edition was o
smashing successl!

For information on how you can be a part
of the new 2nd edition of AMERICAN
BUSINESS & INDUSTRY, simply request
LISTING or ADVERTISING information on
your company letterhead, name of person
to contact, and send it to the following
oddress.

And if you would like to obtain a copy of
our first edition (published in hard-bound
library edition in June 1986), please send
$45.00 check with your order.
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The China Business
Handbook, by Arne |. de
Keijzer. Weston, CT:
Asia Business Commu-
nications, Ltd., 1986.
240 pp. $16.95. Avail-
able from China Books
and Periodicals, 2929 24th St., San
Francisco, CA 94110.

The China Business Handbook 1s an
updated version of the same work
published in 1985, Like the previous
edition, this is an affordable, pocket-
sized introduction to China’s eco-
nomic, political, and foreign trade
policy. Especially handy for foreign
businesspeople are tips on negotia-
tions and etiquette, directory listings
for Chinese trade-related organiza-
tions, and advice on hotels, dining,
and shopping in Beijing, Shanghai,
and Guangzhou. Brief descriptions
of the special economic zones and
open port cities are also included.
—JLL

Joint Ventures in China,
by Carl-Olof Schlyter
and Andre Sebelius.
Gothenburg, Sweden:
Sebelius & Schlyter HB,
1986. 172 pp. $900.
Available from Sebelius
& Schlyter, Box 19041, 400 12 Goth-
enburg, Sweden.

Joint Ventures in China takes an in-
depth look at 10 joint ventures cur-
rently operating in China. The case
studies cover a broad range of ven-
tures from heavy to light industry,
pharmaceuticals, publishing, and a
ship servicing company. The joint
ventures are located in Beijing,
Shanghai, Shenzhen, and
Guangzhou, and involve investors
from the United States, Australia,
Switzerland, Sweden, and Singapore.

Profiles of each of the ventures
were obtained through interviews
held in early 1986 and form the most
useful part of this book. The survey
also analyzes the areas of greatest
concern Lo investors: currency
convertibility, materials and equip-

BOOKSHELF

ment supply, profitability, the negoti-
ating process, and labor and manage-
ment issues. An appendix contains
the basic joint venture and related
investment laws. —]JLL

Technology Transfer to China: A Com-
prehensive Guide, edited by the Min-
istry of Foreign Economic Relations
and Trade’s Policy Research Dept.,
Technology Import and Export
Dept., and International Business.
Hong Kong: Economic Information
& Agency (342 Hennessy Road),
1986, 338 pp. $40 including airmail
postage.

Introduced by officials from
MOFERT and the State Economic
Commission, this is an authoritative
guide to China’s technology transfer
policy. Laws for foreign technology
trade—patents, trademarks, con-
tracts, and others—are included, as
are descriptions of the organizations
that administer China’s technology
imports: the State Planning Commis-
sion, the State Economic Commis-
sion, and MOFERT. Especially useful
are the lists of 53 organizations that
examine and approve technology
contracts and the 36 corporations
authorized to import technology.
The major corporations (TECH-
IMPORT, MACHIMPEX, INSTRIM-
PEX, EQUIMPEX, and CEIEC) are de-
scribed in detail.

This volume also contains several
short case studies of foreign technol-
ogy transfer, statistical and organiza-
tional charts, and a glossary of perti-
nent terms. Despite its abundant
typographical errors, Technology
Transfer to China is a valuable re-
source of hitherto unpublished in-
formation about China's technology
—]JLL

trade.

China Laws for Foreign Business,
published by CCH Australia Ltd. in

Books and business guides submitted for
possible review in The China Business
review should be sent to the National
Couneil’s book editor, Jennifer Little.

conjunction with China Prospect
Publishing House. Four looseleal
volumes, with update service. Avail-
able in the US from CCH, 4025 W.
Peterson Ave., Chicago, I1. 60646.
One year, $1,165; two years, $1,065
pavable for first year and $995 for
second year.

This is a looseleaf law reporting
service that publishes law texts in
both Chinese and English. CCH has a
cooperative arrangement with a Chi-
nese organization that assists in ob-
taining and verifying translations.
The new service provides four bind-
ers in which updates are filed: busi-
ness regulation, taxation, special eco-
nomic zones, and customs. Updates
are promised four times per year, al-
though 11 have already been distrib-
uted as of November 1986.

The main advantages of the CCH
service over its competitor, the Oce-
ana Press Service (see Bookshelf, The
CBR, Jan—Feb 1986), are its greater
timeliness and inclusion of an index.
But unlike Oceana, CCH does not
provide any commentary on the laws
it publishes. —JLL

China’s Legal Development, edited by

John R. Oldham for the Columbia
Journal of Transnational Law. New

York: M.E. Sharpe, Inc, 1986. 315
pp- $50.

The seven articles in this book
touch on a variety of legal issues in
China and in US—China relations:
from China’s view of the Taiwan issue
to the teaching of international law in
China to a summary of Western
scholarship on Chinese law. A few ar-
ticles are aimed more at practi-
tioners, such as “Tax Aspects of Do-
ing Business With the PRC,"” but the
focus of the book is more theoretical
than practical.

The varied articles in this volume
are loosely tied together by a bibliog-
raphy at the back of the book listing
articles and books on everything
from *Agricultural Law’ to ‘Tibet’
(roughly from 1949 through January
1985)—an ambitious undertaking
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that should prove of long-term value
to those doing research on Chinese
law.

China’s Legal Development reads
like a Law Review issue in hardback
form, which is not surprising since it
consists mainly of material originally
published in two volumes of The Co-
lumbia Journal of Transnational Law
in 1983 and 1984. The editor of the
1983 issue, Columbia University law
student John Oldham, hoped to fur-
ther Western understanding of legal
issues in China through a volume that
focused on articles by Chinese legal
scholars and practitioners. The
present volume, which includes sev-
eral new articles, remains an impor-
tant contribution to this goal and is
dedicated to Oldham, who perished
on Korean Airlines Flight 007 on his
way to teach and study law at Beijing
University. The current book con-
tains four articles by Chinese legal
experts, two by American experts on
Chinese law, and two “comments’ by
Columbia University law students, as
well as the alorementioned bibliogra-
phy.

Although much of the material is

several years old, the book is still of

value in that it focuses on the view
from China, and deals with many is-
sues of international and Chinese law
that remain unresolved today.
—MCR

China Takes Off: Technology Transfer
and Modernization, by E.E. Bauer.
Seattle, WA: University of Washing-
ton Press, 1986. 260 pp. $20.00.

China Takes Off is an entertaining
account of China’s post-Mao eco-
nomic modernization, written by a
Boeing Commercial Aircraft Com-
plil]\' 'I'(‘])'l'("&t‘l”illi\'(‘ \v‘\'h(_) wads dan ac-
tive participant in the modernization
process from 1980-84.

Boeing, through its sales of some
49 commercial aircraft since the
early 1970s, has played an influential
role in upgrading China’s air trans-
portation. As Boeing's customer ser-
vice representative in Beijing, Bauer
witnessed CAAC's metamorphosis
from a small, inefficient, and overly
bureaucratic organization into a rela-
tively modern international airline.
From this vantage point, the author
recounts the aviation sector’s prob-
lems in absorbing foreign ideas and
technology—I{rom Western concepts
of engineering and data processing
to raising worker enthusiasm and
productivity, coping with political in-

trusion, and revolutionizing manage-
ment and production techniques.
These problems are not unique to
aviation, and Bauer’s work—which
also discusses the changing China
scene—is an interesting firsthand ac-
count for other firms doing business
in China. —Richard E. Gillespie

Organizations and
Growth in Rural China,
by Marsh Marshall. New
York: St. Martin’s Press,
1985, 220 pp. $27.50.
This book discusses
the relationship be-
tween organizational structure and
economic growth using the collectiv-
ization and development of China’s
countryside as a test case. Marshall
hypothesizes that as China’s rural co-
operative production organizations
became more decentralized and dem-
ocratic, their members were more
willing to defer individual interests in
favor of long-term projects beneficial
to the whole collective. The resulting

higher investment level and ratio of

accumulation to distribution pro-
moted rapid growth and equitable in-
come distribution. The book exam-
ines the evolution of Chinese
communes/collectives and the gen-
eral growth trend in Chinese agricul-
ture since liberation to support this
hypothesis.

While developing some interesting
theories, the author seriously under-
estimates the level of political coer-
cion on communes. He naively as-
sumes that commune members
participate fully in decision-making
based on the constitution for com-
munes—the ‘60 Articles,” passed by
the CCP Central Committee in 1962,

Marshall does uncover some inter-
esting statistics for the period before
1979, but offers little data to docu-
ment changes taking place since
then. He also misses the chance to
analyze how the responsibility sys-
tem—which places decision-making
on an individual level—and the rapid
growth of rural industry have af-
fected rural development trends
since 1979.

Discussion of the dramatic decline
in land reconstruction projects (con-
sidered a major reason for the
droughts and flooding that greatly
reduced output in 1985) and the wid-
ening of income differentials in the
countryside would have strength-
ened the author’s argument and pro-
vided a more useful analysis. —]SS

Reviewed on this
issue’s bookshelf

“AN IMPRESSIVE
STUDY”

Catherine Houghton
Embassy of the U.S.A Beijing

\ &

FOUNT VENTURES TR ORI,

mosia v T

“AVERY
METHODICAL
ANALYSIS OF 10
JOINT VENTURES”

Ulf Gerbjorn
Sweden-China Trade Council

POST THIS COUPON TODAY!
Scbeling & Setlyier Hb

P.O. Box 19041
5-400 12 Gothenburg
Sweden

Pleasesend ........ copy(s) of
Joint Ventures in China for which
I enclose US$ 900 and US$ 290 for
additional copies.
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CHINA BUSINESS

Betsy Saik

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

Betsy Saik.

& B
4§

Foreign Party/
Chinese Party

CHINA’S IMPORTS THROUGH NOVEMBER 30

Product/Value/
Date Reported

Agricultural Commodities

Finncell (Finland)

Simon Engineering (UK)/
Shanghai Grain Bureau

(US)/Zhejiang

Agricultural Technology

Buchi Laboratory Tech-
niques Ltd. (Switzerland)/
Reclamation Department
of Ministry of Agriculture,
Animal Husbandry, and
Fisheries

International Seeds, Inc.
and Asian Marketing
Consultants (US)/Ministry
of Agriculture, Animal
Husbandry, and Fisheries

Tokyo Bussan Co. Ltd.
(Japan)/Reclamation De-
partment of Ministry of
Agriculture, Animal Hus-
bandry, and Fisheries

Signed contract to supply pulp. $4.1 million
(FM20 million). 9/86.

Signed cooperation agreement. 9/86.

Will supply 30,000 tonnes of corn. $2.6 mil-
lion. 10/86.

Signed contract to supply equipment for
World Bank-supported Seeds Project.
$60,655 (SF100,239). 9/86.

Signed two-year contract to supply and cul-
tivate forage grass seed varieties for trial use
in five provinces. 9/86.

Signed contract to supply 4 sets of record-
ing spectro-photometer equipment for
World Bank-supported Seeds Project.
$478,283 (¥7.4 million). 9/86.

Chemicals and Chemical and Petrochemical Plants and Equipment

NA (Czechoslovakia)/
Lanzhou, Gansu

Fisher Controls Pte Ltd.
(Singapore)/China Re-
sources Artland Co. and
Panjing Refinery, Liaoning
Columbus Plastics (UK)/
Weihai, Shandong

NA (US)/Beijing Fire-
Fighting Apparatus Fac-
tory

Signed contract to supply coal gasification
technology and equipment. 6/86.

Awarded contract to supply control system
for refinery’s hydrocracker plant. 7/86.

Reached agreement to pursue contracts.
8/86.

Supplied line to produce 1 million liters of
light water foam, a fire extinguishing chemi-
cal, annually. 9/86.

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. Leasing (LEAS), Licensing (LIC), Compensation
(CT), and Assembling (ASSEM) deals are now included in the “China’s Imports” sec-

tion,

The China Business Review/January-February 1987

Allied PIatinF Supplies,
Inc., subs, of
Chromadyne Corp. (US)/
Shanghai

Combustion Engineering
Simcon Inc. (US)/Qianjin
Chemical Works of
Beijing Yanshan Petro-
chemical Corp.

Cosden Technology, Inc.,
subs. of American
Petrofina, Inc. (US)/China
Petrochemical Interna-
tional Co. and Fushun
Petrochemical Corp.,
Liaoning

Himont Inc. (US) and
Mitsui Petrochemical In-
dustries Ltd. (Japan)/
CNTIC and China Petro-
chemical Corp. of Zibo,
Shandong

Himont Inc. (US) and
Mitsui Petrochemical In-
dustries Ltd. (Japan)/
Yanshan Beijing Petro-
chemical Corp.

Himont Inc. (US) and
Mitsui Petrochemical In-
dustries Ltd. (Japan)/
Nanjing

Magadi Soda Co. (Ke-
nya)/SINOCHEM

Mitsui Engineering &
Shipbuilding Co. Ltd.,
Nippon Zeon Co. Ltd.,
and Nissho lwai Corp.
(Japan)/Zhuzhou, Hunan

Haldor Topsoe A/S (Den-
mark), subs. of Ente
Nazionale Idrocarburi (It
aly)/Nanjing

Chemicals (Agricultural)
(Philippines)

Mitsubishi Petrochemical
Co. Ltd., Sumitomo
Chemical Co. Ltd.,
Sekisui Chemical, and 12
other firms (Japan)/
SINOPEC; Ministry of Light
Industry; and Ministry of
Agriculture, Animal Hus-
bandry, and Fisheries

Awarded contract to design and manufac-
ture electrolytic color anodizing system. $1
million. 9/86.

Will supply control system for cracking
heaters and acetylene converters as part of
Lummus Crest contract to modernize
Yanshan ethylene plant. 9/86.

LIC: Granted license for 10,000 TPY con-
tinuous mass polystyrene plant. 9/86.

LIC: Granted “Spheripol” process license
for 70,000 TPY polypropylene plant. 9/86.

LIC: Granted license for 115,000 TPY poly-
propylene plant. 9/86.

LIC: Granted license for 140,000 TPY poly-
propylene plant. 9/86.

Signed agreement to supply 10,000 tonnes
of natural soda ash in 1986 and 40,000 TPY
from 1987 to 1989. 9/86.

Awarded contract to built 25,000 TPY poly-
vinyl chloride resin manufacturing plant,
$6.5 million (J¥1 billion). 9/86.

Received order to rebuild ammonia plant.
$3.9 million (DK30 million), 10/86.

Signed contract to supply 30,000 tonnes of
fertilizer. $5 million. 6/86.

Will establish test plant and provide poly-
ethylene film technology and quality control
know-how for agricultural use. 6/86.
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Kemira Oy (Finland)/
Hubei Phosphoric Acid
Plant

Sino-Chem International
Oil Hong Kong and
PhosChem Co. (US)/The
Means of Agricultural
Production Corp.

Shamprogetti USA Inc.,
subs. of ENI (Italy)/CNTIC

Conducting feasibility study for compound
fertilizer plant. $20.4 million (FM100 mil-
lion). 9/86.

Signed contract to supply 12,000 tonnes of
phosphatidic and NH2 fertilizer for World
Bank-supported North China Plain Devel-
opment Project. $2.6 million. 9/86.

Signed contract to build 1,760 TPD urea
plant. 9/86.

Construction Materials and Equipment

Bian Hin Co. (Singapore)/
Anhui Provincial Govern-
ment, Hefei

Alstoglass Ltd. (UK)/Wei-
hai, Shandong

Bison-Werke Baehre &
Greten GmbH & Co. KG
(FRG) and Nichimen
Corp. (Japan)/CNTIC

Komatsu Ltd. (Japan)/East
China Products Manage-
ment of China National
Electrical Machinery
Equipment Corp. and
Changzhou Forest Ma-
chinery Plant, Jiangsu

Laminated Profiles Devel-
opments (UK)/Wuxi Resin
Factory, Jiangsu

Nippon Steel Corp. (Ja-
pan)/Beijing Jingguang
Hotel Co.

Peter Lisec GmbH (Aus-
tria)/Yaohua Class
Works, Qinhuangdao

Consumer Goods

(Japan)/China Light In-
dustrial Foreign Eco-
nomic and Technical Co-
operation Co. and
Qingdao Gas Stove Fac-
tory

(Yugoslavia)/Beijing Xijiao
Furniture Factory

Signed contract to supply wire rods for
World Bank-supported Pishihang-Chaohu
Area Development Project. $5.8 million.
7/86.

Signed contract to manufacture mirrors,
8/86.

Received order for board manufacturing
plant, laminate plant, and glue factory.
$10.5 million (DM21.5 million). 9/86.

Supplied wheel-loading machinery parts
and manufacturing technology and data.
9/86.

Received order for corrugated sheet pro-
duction plant. $441,840 (£300,000). 9/86.

Received order for 15,000 tonnes of steel
frames for Beijing Jingguang Center. $16.2
million (J¥2.5 billion). 9/86.

Signed contract to supply hollow glass pro-
duction line. 9/86.

Signed agreement to supply punching,
automatic welding, and die-casting ma-
chines; digital-controlled machine tools;
and assembly equipment to produce gas
stoves. 9/86.

Supplied line to produce 5,000 sets of furni-
ture annually. $2.1 million (¥7.65 million).
10/86.

Electronics and Electrical Equipment

Mitsui & Co. Ltd. (Japan)/
Si-Tong Corp., Beijing

Nippon Electronics Co.
Ltd. (Japan)/CCEC,
Northwest Design Insti-
tute (Xi‘an), and North-
east Design Institute
(Shenyang)

Cambridge Computer
Graphics (UK)

Computasia Ltd., subs. of
Hongkong Telephone
Co. Ltd. (HK)/Shenda
Telephone Co.,
Shenzhen

Burroughs Corp. (US)/
Guangdong

Canary (US)

Concurrent Computer
Corp. (US) and Hai Feng
Marine (Pte) Ltd. (Singa-
pore)/Ministry of Petro-
leum Industry and CNTIC

Oce Nederland BV
(Netherlands)
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Will produce Chinese-language word-pro-
cessors. 6/86.

Will supply CAD/CAM systems. 6/86.

Received order for 50 graphic display units.
$147,280 (£100,000). 7/86.

Signed 5-year contract to provide Sperry
Mapper computer system. 7/86.

Will supply mainframes for banking opera-
tions. $1 million. 9/86.

Signed contract to supply mixing consoles.
9/86.

Signed agreement to supply 32-bit mini-
computer systems and spare parts to six
oilfields, $10 million. 9/86.

Concluded technology transfer contract to
manufacture copying machines. 10/86.

Electronics (Consumer)

Alps Electric Co. Ltd. (Ja-
pan)/Zhenjiang City and
Zhenjiang Radio and
Television Parts Factory,
Jiangsu

Mitsubishi Heavy Indus-
trial Co. Ltd., Ohira Co.
Ltd., and Iwada Co. Ltd.
(Japan)/Dalian Cassette
Tape Recorder Factory

Sony Corp. (Japan)/
Dalian Cassette Tape Re-
corder Factory

Sony Corp. (Japan)/
Zhanjiang TV Factory,
Guangdong

(Japan)/Jinguang Instru-
ment Factory and
Mingguang Instrument
Factory, both under Min-
istry of Ordnance Indus-
try

Matsushita Electric Indus-
trial Co. Ltd. (Japan)/
Shenyang, Liaoning

Will supply plant to manufacture color TV
components, $7.8-$8.4 million (J¥1.2-)¥1.3
billion). 6/86.

Supplied plastic injection, painting, and
decoration equipment to produce stereo
double-cassette recorders. 8/86.

Supplied equipment to produce 400,000
stereo double-cassette recorders annually.
8/86.

Supplied color TV production line to pro-
duce 150,000 sets annually. 8/86.

Supplied automatic 135 mm camera tech-
nology and equipment to produce 200,000
cameras annually. 9/86.

Put into operation steam iron line to pro-
duce 30,000 irons annually. $1.7 million
(¥6.2 million). 10/86.

Engineering and Construction

Nippon Koki Co. Ltd. and
INA Civil Engineering
Consultants (Japan)

Received order for feasibility study to con-
struct Feilai Gorge dam. $1 million (J¥160
million). 10/86.

Finance, Leasing, and Insurance

CCIC Finance Ltd. (HK)
and Banco Di Roma (It-
aly)/Qingdao Honggi
Chemical Factory.

Sanyo Securities Co. Ltd.
(Japan)/Jiangsu ITIC

Si Ibail International,
subs. of Credit Lyonnais
(France)/China Foreign
Trade Leasing Co.

Commerzbank AG (FRG)/

ICBC

Will arrange 7-year loan to finance equip-
ment imports needed to produce bleaching
powder. $6 million. 8/86.

Will manage loan contract to procure for-
eign funds and help establish Sino-Japanese
joint ventures. 9/86.

Signed cooperation agreement. 9/86.

Signed cooperation agreement. 10/86.

Food Processing and Food Service

NA (US)/Meiyi Foodstuffs
Factory in Yantai,
Shandong

(France)/Xingang, Jiangxi

Asahi Breweries Ltd. (Ja-
pan)/China-Xinjiang Rec-
lamation Agro-Industrial-
Commercial Combine

Coca-Cola Pacific (US)/
Shanghai

NA (Japan)/Xinjiang
Albadoro (Italy)

Albadoro (italy)

General Brewing Co.
{US)/Guangzhou

Suntory Ltd. (Japan)/
CITIC

Put into operation beverage production
line. 3/86.

Put into operation 6,000 TPY orange juice,
wine, and chocolate drink production line.
5/86.

Will supply technology to improve barley
quality for beer and other uses. 6/86.

Negotiating to set up Coca-Cola concen-
trate manufacturing plant. 6/86.

Supplied salad oil production line. 9/86.

Awarded contract to supply pasta. $1.1 mil-
lion (£1.6 billion). 9/86.

Negotiating construction of pasta factory.
9/86.

Will dismantle and ship Vancouver plant,
$26 million. 9/86.

Signed contract for Chinese/Western res-
taurant, cold drink stand, cafe, and snack
bar in renovated Capital Airport terminal
building. 9/86.

Machine Tools and Machinery

Harsco Corp. (US)
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Will dismantle and ship used gas cylinder
production equipment. 7/86.



Vacuum Industries (US)

NA (Finland)/
Mudanjiang, Heilongjiang

Imatran Voima Oy (Fin-
land)

Logan Co., div. of Figgie
International Inc. and
Universal Industries Ltd.
(US)/Beijing Postal Ltd.

Received contract to supply vacuum sinter-
ing furnaces for carbide tool plant. $1.8 mil-
lion. 7/86.

Signed preliminary contract to supply heat-
ing system. 9/86.

CT: Signed agreement to supply district
heating technology and import test batch of
coal. 9/86.

Signed memorandum of understanding to
supply system to sort parcels. 9/86.

Metals, Minerals, and Processing Technology

(Philippines)

AEG, subs. of Daimler-
Benz AG, and a consor-
tium (FRG)/MACHIMPEX

Cockerill-Sambre SA
(Belgium)/MMI and Capi-
tal Iron and Steel Co.,
Beijing

KHD Humboldt Wedag
AG (FRG)/China Metal-
lurgical Import/Export
Corp., Beijing, and
Baotou Iron and Steel
Complex

Mitsui & Co. Ltd. and To-
kyo Kohtetsu Co. Ltd. (Ja-
pan)/Supply Department
of the Ministry of Rail-
roads

NA (UK)/Ningbo Beilun
Port

Concost Co. (Sweden)
and Sering Factory (Bel-
gium)/MMI and Capital
Iron and Steel Co.,
Beijing

Hutchison China Trade
Holdings Ltd., subs. of
Hutchison Whampoa Ltd.
and Green Island Cement
Co., subs. of Hutchison
China Trade Holdings
Ltd. (HK)/China National
Coal Import/Export
Corp., and MINMETALS

International Geosystems

Corp. (Canada)/Jiangyou
Power Station, Sichuan

Packaging Equipment
Davy McKee (Poole) Ltd.
(UK)/Shanghai

Baker Perkins (HK) Ltd./
Wauxi Food Industry
Corp.

Packaging Services Inc.
(UK)

Windmoeller Hoelscher
Co. (FRG)/Shenyang No.
8 Plastic Factory, Liaoning

Signed contract to supply 10,000 tonnes of
copper concentrates. $3 million. 6/86.

Awarded contract to modernize Benxi coal
handling system. 9/86.

Will supply equipment for air-blown con-
verter workshop for new 3 million TPY steel
plant. 9/86.

Received order for pilot iron ore processing
plant. 9/86.

Signed contract to supply 3,000 tonnes of
steel for World Bank-supported Second
Railway Development Project. $900,000
(1%¥139.2 million). 9/86.

Signed letter of intent for 3 million TPY iron
and steel complex. $4 billion. 10/86.

Supplied two 210-tonne converters, two 8-
tonne billet casters, and 2-strand slabs for
1,700 mm steel sheet rolling machines.
$67.4 million (¥250 million). 10/86.

CT: Will supply 40,000 tonnes of cement in
exchange for 50,000 tonnes of steam coal.
10/86.

Will supply coal and ash-handling systems,
contingent upon obtaining export credit fi-
nancing. $29.5 million. 10/86.

Received order for aluminum foil plant ma-
chinery. $23 million. 8/86.

Signed letter of agreement to supply two
automatic production and packaging lines,
process technology, and recipes to produce
canned baby food. 9/86.

Received order for reconditioned bottling
equipment. $1 million. 9/86.

Put into operation colored packing material
production line. 9/86.

Petroleum, Natural Gas, and Related Equipment

Offshore Marine Engi-
neering (UK)/CNOOC

Bow Valley Husky Off-
shore Drilling Ltd. (Can-
ada)/Nanhai West Oil
Corp., Zhanjiang

Cooper Valve Co. (US)/
Lanzhou High Pressure
Valve Factory, Gansu

Installed diving system to support drilling
and oil exploration operations in South
China Sea. $1.5 million (£1 million). 8/86.

Received order for semisubmersible rig.
9/86.

Signed 10-year contract to produce high-
pressure ball and glove valves. $20 million.
9/86.

The China Business Review/January-February 1987

Pharmaceuticals

Diamalt AG, subs. of
Schering AG (FRG)/China
National Medicines &
Health Products Import/
Export Corp.

Signed agreement to supply intermediate
pharmaceutical products in return for raw
materials used to manufacture amino acids.
9/86.

Power Plants and Equipment

Mitsubishi Corp. (Japan)/
CNTIC

Bechtel China, Inc., subs.
of Bechtel Group Inc.,
and North America
Power Corp. (US)/
Guangdong General
Power Co.

Societa Anonima
Electtrificazione SpA (It-
aly)

GIE (Italy)/CNTIC and
Tianjin

Ansaldo SpA, Franco Tosi
SpA, and Riva Calzoni
SpA (Italy)/CNTIC and
Tianjin

Italian Engineering and
Construction Co. (Italy)/
CNTIC and Tianjin

Farr Europe (UK)/
Nanjiang Oilfield

NA (UK)/MWREP and
East China Power Admin-
istration

Campenon Bernard,
subs. of Compagnie
Generale des Eaux, Cie.,
SA (France)

Dunkerque Port and
Electricite De France
(EDF) (France)/
Guangdong

Electricite de France/
Guangdong Nuclear
Power Joint Venture Co.

Energoinvest, COVL Co.
(Yugoslavia)/East China
Electric Power Adminis-
tration

Framatome SA (France)/
Guangdong Nuclear
Power joint Venture Co.

The General Electric Co.
Plc (UK)/Guangdong Nu-
clear Power Joint Venture
Co.

(USSR)/CNTIC

Canada-China Electric
Power Consultants (Can-
ada)

China Light & Power Co.
Ltd. (HK)/Guangdong
Power Industry Corp. and
China Coal Import/Ex-
port Corp.

National Technical Indus-
trial Export Corp. (USSR)/
CNTIC

Signed contract to supply power transform-
ers for World Bank-supported Second
Power Project. $3.7 million. 12/85.

Will provide engineering, procurement, and
construction management for 60-mile, 500-
kilovolt transmission line across Pearl River
linking new Shajiao power plant with
Jiangmen main power grid. $20 million.
5/86.

Will design and supply steel towers and re-
lated materials and provide technical super-
vision for Bechtel project (see above entry).
5/86.

Awarded contract to build coal-fired power
plant. $180 million. 6/86.

Will supply turbines and generators, boilers,
and circulating pumps respectively for GIE
power plant (see above entry). 6/86.

Will provide plant design, equipment, and
building and start-up supervision for GIE
power plant above. 6/86.

Received order for air cleaners for power
generating gas turbines. 8/86.

Signed memorandum of understanding for
preliminary study of electricity distribution
in Shanghai. 9/86.

Signed preliminary agreement to construct
nuclear power station at Daya Bay including
supplying materials and preparing building
site. $50 million. 9/86.

Will provide marine construction expertise
for new Daya Bay power station. 9/86.

Signed contract to provide overall engineer-
ing design for Daya Bay Plant. $143 million.
9/86.

Signed contract to supply computer-con-
trolled systems for Shanghai 500-kilovolt
power transmission project. 9/86.

Signed contract to provide two 1,000 mega-
watt reactors for Daya Bay Plant. $857 mil-
lion. 9/86.

Will provide turbines for Daya Bay plant.
$375 million. 9/86.

Will supply 10 sets of 210-megawatt gener-
ating units to four power plants in Zhangze
(Shanxi), Huangdao (Shandong), and
Mudanjiang and Shuangyashan
(Heilongjiang) between 1987 and 1990,
10/86.

Will provide technical assistance in planning
systems for hydroelectric production in
South China. $3.6 million (C$5 million).
10/86.

CT: Will supply 1 billion KWH of electricity
(2 million per day) in exchange for 1.2 mil-
lion tonnes of coal. 10/86.

Signed contract to supply 500-kilovolt
power transmission lines and transforming
substations. 10/86.

57



Soken Chemical Engi-
neering Co. (Japan)/
Changzhou Works Pro-
ducing Equipment for En-
ergy Resources

Stone Boilers (UK)

LIC: Will license production of small boilers.
10/86.

Received order for boilers. 10/86.

Printing Equipment, Publishing, and Broadcasting

ChinalLink Publishing
(Canada)

Television Nishinippon
Corp. (Japan)/Dalian TV
Station

Walt Disney Co. (US)/
CcCTv

Interavia (Switzerland)/
China Defence Science
and Technology Informa-
tion Center

Property Development

Holiday Inn Inc. (US) and
Lum Chang Investments
Ltd. (HK)/Canton Cultural
Development Corp. of
Canton Cultural Bureau

Kumagai Gumi Co. Ltd.
(Japan/Beijing Jingguang
Hotel Co.

Societe Auxiliaire
D’Entreprises (SAE)
(France)

Scientific Instruments

Laser Precision (US)/
Beijing Second Optical
Co.

Marax (UK)/State Oce-
anic Administration

DEA Co. (Italy)/China
Aeronautical Precision
Machinery Research In-
stitute

Shipping
British Shipbuilders (UK)/
COSCO

Canada Steamship Lines/
CITIC

Aquamaster Inc. (US)/
Changjiang (Yangtze)
Shipping Administration

The Peninsular and Ori-
ental Steam Navigation
Co. (P&O) (UK)

Siemens AG (FRG)

Telecommunications

Quasar Microwave Tech-
nology (UK)

AT&T International East
Asia, Inc., subs. of AT&T
(US)/China Electronic
Equipment Systems Engi-
neering Corp., Beijing

AT&T International East
Asia, Inc., subs. of AT&T
(US)/Guangdong Provin-
cial Posts and Telecom-
munications Administra-
tion Bureau and Zhuhai
Municipal Government
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Signed agreement to publish foreign ad
supplements in Chinese journals (Process
Automation Instrumentation, Machinery,
Electrical World, Electronic Technology, and
Communications Today) with Chinalink
functioning as North American and West
European agent. 9/86.

Signed friendship agreement to exchange
programs and promote business exchanges.
10/86.

Will televise weekly half-hour Mickey
Mouse and Donald Duck cartoon series,
10/86.

LIC: Published Chinese-language edition of
International Defense Review. 11/86.

Holiday Inn will manage Holiday Inn-Can-
ton/City Center Hotel, which will be built
and owned by Lum Chang and Chinese
partner. 7/86.

Awarded contract to build hotel/apart-
ment/office building “Beijing lingguang
Center.” 9/86.

Signed contract to build World Trade Cen-
ter in Beijing. $1.6 billion. 9/86.

Signed contract to supply spectroscopic and
related equipment and to transfer technol-
ogy and training. $1.1 million. 4/86.

Signed contract to supply databuoys.
$589,120 (£400,000). 7/86.

Supplied technology to produce surveying
instruments, 9/86.

Received orders for 2,000 TEU container
ships. 7/86.

Signed technology agreement to use self-
discharging bulk carriers along underdevel-
oped coastline, 7/86.

Received order for propulsion units for
coastal and harbor tugs. 9/86.

Sold bulk carrier. $6 million. 9/86.

Received order for electrical marine equip-
ment, $5.9 million (DM12 million). 9/86.

Awarded contract to supply test equipment
that directs microwave communications sig-
nal between transmitters. 7/86.

Signed contract to supply 52,000-line digital
program-controlled exchanges. 8/86.

Signed contract to supply optical fiber com-
munications equipment. 8/86.

Plessey Network and Of-
fice Systems Ltd. (UK)/
Shanghai Factory No. 519

STC Telecommunica-
tions, Ltd,, subs. of Stan-
dard Telephone & Cables
Plc (UK)/Shanghai Tele-
communications Equip-
ment Factory

Western Union Telegraph
Cao. (US)/Great Wall In-
dustry Corp.

(Japan)/Tianjin

British Telecommunica-
tions Plc (UK)/Zhejiang
Province Posts and Tele-
communications Admin-
istration

Cable and Wireless Plc
(UK)/Ministry of Posts
and Telecommunications

Signed agreement to manufacture elec-
tronic light emitting devices, effect transistor
lasers, and transistors for fiber optic tele-
communications, 9/86,

Signed S5-year agreement to supply technol-
ogy to manufacture telecommunications
transmissions equipment and to establish
telecommunications training program in UK
for Chinese personnel. 9/86.

Signed reservation agreement to launch sat-
ellite before March 1988. 9/86.

Will supply 40,000-line telephone exchange.
10/86.

Signed letter of intent to help develop tele-
communications in Zhejiang and Ningbo,
including supplying optical fiber and micro-
wave systems. 10/86.

Signed first phase agreement to provide
1,000 km of digital trunk microwave and
five long distance toll exchanges linking 27
cities and towns in Jiangsu and Zhejiang.
$15-520 million. 10/86.

Textiles and Textile Plants and Equipment

NA (US)/Zhenhua Weav-
ing Mill in Binhai, liangsu

Tsudakoma Industrial Co.
Ltd. (Japan)/Zhenhua
Weaving Mill in Binhai,
hangsu

NA (Japan)/Shangrao
Woolen Mill, Jiangxi

Atsugi Nylon Industrial
Co. Ltd. (Japan)/Shanghai
Petroleum and Petro-
chemicals Corp.

Sumitomo Corp,, The
Sumitomo Bank Ltd., and
Naigai Apparel KK (Ja-
pan)/Shandong Province
and Qingdao Spun and
Woven Products Joint Ex-
port Corp.

Tokyo Joki Industrial Co.
Ltd. (Japan)/Beijing
Clothing Corp.

Gemmill & Dunsmore
Ltd. (UK)

Karl Mayer
Textilmaschinenfabrik
GmbH (FRG)/Changde,
Hunan and Wujin,
Jiangsu

Installed 32 rapier looms. 2/86.

Installed 26 water jet looms. 2/86.

Put into operation 200 TPY rabbit hair yarn
production line. $1.8 million (¥6.7 million).
3/86.

Will provide manufacturing facilities and
technology to produce pantyhose. 6/86.

Will supply men’s underwear. 6/86.

Will act as consultant for clothing factories,
6/86.

Supplied yarn machine. 9/86.

LIC: Signed agreement to supply two mod-
els for tricot and lace machines to be manu-
factured and sold in China. 9/86.

Transportation and Transportation Equipment

Gerber Scientific Instru-
ment Co. (US)/Chang-
chun Automotive Re-
search Institute and No. 1
Automotive Works in
Changchun, Jilin

Parkfield Foundries and
The General Electric Co.
Plc (UK)

British Motor Industry
Research Association
(UK)/No. 2 Automotive
Works in Shiyan, Hubei

Nisshin Air Cargo (Ja-
pan)/SINOTRANS

Rediffusion Simulation
(UK) and McDonnell
Douglas Corp. (US)/
Shanghai Aviation Indus-
trial Corp.

Will supply drafting and video digitizing sys-
tem to develop designs for automotive parts
and bodies, $450,000. 3/86.

Awarded contract to build train engine
frames. $1.5 million (£1 million). 4/86.

Will build vehicle testing ground. 6/86.

Will establish transport business. 6/86.

Awarded contract to supply jet airliner flight
simulator as part of Douglas assembly con-
tract to supply 25 jets. 6/86.
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London Transport Execu-
tive (UK)

Raba Wagon & Machine
Factory (Hungary)

General Motors Corp.
(US)/Civil Aviation Supply
Corp., div. of CAAC, and
CAAC Shanghai Adminis-
tration Bureau

Polar Trucks (UK)

A. E. Bearings and Wogen
Technology (UK)/China
Automobile Parts and Ac-
cessories Corp. and
Nantong Bearing Factory
(NBF)

Applied Power Inc. (US)/
CATIC

Broken Hill Proprietary
Ltd. International Group
(Australia)/Ministry of
Railroads

ECGD and Dunlop Inter-
national Projects (UK)

METROTEC (UK)/Shang-
hai Metro Corp.

Mitsukura Boekio Kaisha
and Meiji Steel Wire and
Rope Co. Ltd. (Japan)/
Ministry of Railroads

Qantas Airways (Austra-
lia)/CAAC

(Hungary)/Dalian Bus
Plant

(Yugoslavia)

Foreign Trade Rail Vehi-
cle Import/Export Corp.
(GDR)/MACHIMPEX and
Ministry of Railroads

Nissan Diesel Motor Co.
Ltd. (Japan)/No. 2 Auto-
motive Works in Shiyan,
Hubei

Miscellaneous

College of Business Ad-
ministration of Texas
A&M University (US)/
CNOOC and University
of International Business
and Economics, Beijing

Flick Pest Control (HK)/
Beijing Municipal Patri-
otic Health Campaign
Committee

Oce Nederland BV
(Netherlands)

Negotiating sale of 1,000 buses. 7/86.

Signed contract to supply 780 26-tonne
trucks. 7/86.

Signed agreement to supply five airplane
turbofan engines for Airbus Industrie
planes. 8/86.

Received order for cargo truck. 8/86.

Signed memorandum of understanding to
establish facility at NBF to manufacture
plain bearing components and materials.
9/86.

LIC: Negotiating agreement to supply auto-
motive collision repair equipment. 9/86.

Received order for 10,000 tonnes of steel
rails. 9/86.

Awarded contract to supply tire factory.
$26.5 million (£18 million). 9/86.

Reached agreement to produce technical
specifications for electromechanical systems
for first phase of Shanghai metro system.
9/86.

Signed contract to supply 315 tonnes of
steel wire and rope for World Bank-sup-
ported Second Railway Project. 9/86.

Awarded contract to provide engineering
for CAAC Boeing jets. $12.4 million (A$20
million). 9/86.

Put into operation bus plant production line
to produce 3,000 buses annually. 10/86.

Will supply 500 tourist buses. $23 million.
10/86.

Signed contract to supply 300 train coaches.
$100 million. 10/86.

Will provide expertise in management and
quality control for truck production. 10/86.

Signed agreements to foster economic trade
and understanding between Texas and
China including joint research, management
development, and faculty and student ex-
changes. 10/86.

Signed 3-year technical cooperation agree-
ment to provide know-how and training to
control rats and other pests. 10/86.

Concluded technology transfer contract to
improve quality of Chinese paper. 10/86.

R
¥¢

Foreign Party/
Chinese Party

JOINT VENTURES AND DIRECT
INVESTMENT THROUGH NOVEMBER 30

Arrangement/Value/
Date Reported

Agricultural Commodities

International Trader Co.
(US)/Shanghai Municipal
Bureau of Aquatic Prod-
ucts

Signed contract establishing Shangxi Co.
Ltd. to fish in Alaskan Sea and process fish
products. 8/86.
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Agricultural Technology

Deutsche
Genossenschaftsbank
(FRG)/Agricultural Bank
of China

Negotiating establishment of agro-technical
consulting company. 10/86.

Chemicals and Chemical and Petrochemical Plants and Equipment

M. W. Kellogg Co. (US)/
Lanzhou Petrochemical
Design Institute, Gansu,
subs. of SINOPEC

SCM Corp. and Interna-
tional Enertech (US)/
Sichuan Nonferrous Met-
als Industrial Corp.

Chronar Corp. (US)/Har-
bin

Sun Refining and Market-
ing Co., subs. of Sun Co.
Inc. (US)/SINOPEC and
Shenzhen

Invest SpA (Italy)/China
Northwestern Paint Co.
and Shenzhen SEZ
Development Co.

Petro-Chem Develop-
ment Co. (US)/China In-
ternational Petrochemical
Co.

Established Huakai Engineering Co. to un-
dertake petrochemical, natural gas, light in-
dustry, and electric power projects. 4/86.

Established venture to produce 120,000 TPY
of synthetic rutile. 4/86.

Will construct and operate silane gas manu-
facturing facility. 5/86.

Established China Sun Oil Co. 50,000 TPY
blending and packaging plant to produce
lubricating oils for vehicle, industrial, and
processing uses. $6.5 million. (US:45%-
PRC:55%). 6/86.

Signed joint-venture contract to build two
factories, one at Lanzhou and one at
Shenzhen, to produce anticorrosive indus-
trial paints and emulsion paints used in con-
struction. $9 million. 9/86.

Signed agreement to jointly produce heating
styrene equipment for Yanshan and Qilu
Petrochemical Corps. 9/86.

Construction Materials and Equipment

NA (Australia) and NA
(HK)/Industrial Develop-
ment Corp. of
Guangzhou Economic
and Technological Devel-
opment Zone

Ka Wah Quarry Co. Ltd.
(HK)/Guangdong
Zhenxing Agriculture-In-
dustry-Commerce Associ-
ated Enterprises Co. and
Zhuhai Dangan District
Haidao Economic Devel-
opment Co.

Seribo Corp. (France)/
Hejiang Forestry Adminis-
tration of Heilongjiang

Consumer Goods

NA (HK)/Changzheng
Leather Factory

Tambrands Inc. (US)/
Liaoning

NA (US)/Gushan Indoor
Decoration Factory in
Jiangyin, Jiangsu

Dalian International
Development Co. Ltd.
(HK)/Dalian Pulan Rub-
ber Plant and China Na-
tional Light Industrial
Products Import/Export
Corp., Dalian Branch

Established Guangzhou Baili Industrial Co.
Ltd. to handle steel and plastics building
and packaging materials. 5/86.

Reached 15-year agreement to jointly man-
age Zhuhai Dangan Wailingding Quarry.
$2.3 million (HK$18 million-HK investment).
8/86.

Signed 15-year agreement to jointly manage
Helin Furniture Co. Ltd. to produce shaving
boards. $20.2 million (¥75 million). (F:71%-

PRC:29%). 8/86.

Established Lianfa Shoes Co. Ltd. to produce
leather shoes. $1 million. (50-50). 7/86.

Established Shenyang Tambrands Co. Ltd. to
produce tampons. (US:60%-PRC:40%).
8/86.

Signed technological cooperation contract
to jointly produce bedding and bedspreads.
9/86.

Signed joint venture contract to build rub-
ber shoes factory. 10/86.

Electronics and Electrical Equipment

Kexi Co. Ltd. (Japan)/
Tianjin Economic and
Technological Develop-
ment Zone Co.

B&F Co. (US)/Guangdong
Foshan Science and
Technology Development
Co. and Gas Turbine Re-
search Institute of Minis-
try of Aeronautics Indus-

try

Signed contract to jointly finance and oper-
ate Tianjin (Kexi) Co. Ltd. to produce and
develop computer peripherals and acces-
sories and plasma cutting and welding de-
vices. 1/86.

Put into operation Fofei Data Collecting and
Controlling Co. Ltd. to provide data service
system services. 5/86.
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Intec Inc. (Japan)/Acad-
emy of Sciences Com-
puter Center

Wa Fong Co. (HK)/Tianjin
Boda Development Co.

NA (HK)/Hai Yi Trading
Co., Hainan, subs. of Rich
Island Enterprises Ltd.

Applied Materials, Inc.
(US)/MEI and China Na-
tional Electronics Import/
Export Corp.

Printronics China Ltd.
(Australia)/Shanghai No.
20 Radio Factory

Total Technical Services
Inc. (US)/Beijing ITIC and
Beijing Institute of Aero-
nautics and Astronautics

Wang Computer China
Ltd., subs. of Wang Lab-
oratories (US)/Shanghai
Computer Industry Co.

Electronics (Consumer)

Corning Glass Works
(US)/MEI, China National
Electronics Development
Corp., China Electronics
Engineering Development
Corp., and Shaanxi Color
Picture Tube Complex

Concluded basic agreement to train Chinese
computer experts and to jointly develop
software. 6/86.

Put into operation Boda Mini-Bulbs Factory
joint venture. 6/86.

Put into operation joint venture plant to
produce electronic components. (HK:20%-
PRC:80%). 8/86.

Opened Applied Materials-China Service
Center in Beijing to install and service Ap-
plied Materials semiconductor production
systems. 9/86.

Signed contract establishing Shanghai-
Printronics Circuit Boards Co. to produce
30,000 sq. meters of double-sided circuit
and multi-layer boards annually. 9/86.

Signed final agreement establishing Total
Technical Services Eastern Inc. to provide
computer services including installation,
maintenance, reconfiguration, spare parts,
software, consulting, and technical training.
(50-50). 9/86.

Signed 15-year contract establishing Shang-
hai Computer Corp. to produce VS mini-
computers and workstation product lines.
$6 million. (US:60%-PRC:40%). 10/86.

Signed agreement establishing Sino-Ameri-
can Glass Engineering Co. to produce glass-
ware for TV picture tubes at three plants:
two in Shijiazhuang, Hebei and the other in
Xi‘an. (50-50). 10/86.

Engineering and Construction

CClI Co. (Japan)/Beijing
Tourist Co. and Beijing
No. 1 Construction Engi-
neering Co.

Turner Group (Australia)/
China International Engi-
neering Consulting Corp.

Constructing Chang Fu Gong Center joint
venture designed by Beijing Construction
Designing Institute, Takenaka Komuten Co.
Ltd., and Ohbayashi Gumi Ltd. 8/86.

Signed agreement to jointly provide con-
sultation for construction projects. 9/86.

Finance, Leasing, and Insurance

Taiyo Kobe Bank Lid.,
Kanematsu-Gosho Itd.,
and Orient Leasing Co.
(lapan) and Gatx Leasing
Corp. (US)/Tianjin ITIC
and four other Chinese
government organiza-
tions

Wah Kwong and Amex
Asia (HK)/CImic

Signed agreement establishing Tianjin Inter-
national Leasing Co. to lease machines and
equipment. $5 million. (50-50). 7/86.

Signed joint venture agreement. 9/86.

Food Processing and Food Service

NA (US)/Dongnan Pre-
fecture Cereals and Ed-
ible Oil Corp., Guizhou

NA (Japan)/Zhigu Brew-
ery of Tianjin Tobacco
and Liquor Corp.

People’s Trade Co. (US)/
Guiyang Yangguan Win-
ery, Guizhou

Shimizu Aquatic Products
Corp. (Japan)/Dalian Sea
Fishery Co.

NA (FRG)/Wuhan Gen-
eral Brewery

The Coca-Cola Co. (US)/
Ministry of Light Industry

Signed letter of intent to jointly develop ed-
ible oil resources. 3/86.

Began producing “Weilin” cooking wine un-
der 10-year cooperation agreement with
two Japanese companies. 4/86.

Reached agreement to jointly operate
Guiyang Yangguang Deng Winery. 4/86.

Opened 15-year venture Dalian-Shimizu Co.
Ltd. Restaurant to provide sea products.
4/86.

Signed 15-year contract establishing Wuhan
Changjiang (Yangtze) Beer Co. Ltd. to pro-
duce 100,000 TPY of beer. 5/86.

Planning to set up joint-venture factory in
Tianjin to produce ingredients for two soft
drinks. 7/86.

Hong Kong Dairy Farm
Co. ltd./Guangzhou
People’s Foodstuffs Fac-
tory and Guangdong In-
ternational Foodstuffs
Co. Ltd.

Sanmei Tea Co. Ltd. (Ja-
pan)/Zhejiang Tea Co.

Ltd. and Hangzhou Tea
Experimentation Center

Baker Perkins Holdings
Plc and United Biscuits
(Holdings) Plc (UK)/
Shanghai Food Research
Institute

Pacific-Atlantic Trading
Co. Inc. (US)/Zhaoqing
Brewery

Sanyo Electric Co. Ltd.
(Japan)/Yingkou, Liaoning

Tokyo-Maruichi Shoji Co.
Ltd. and Itoh Gardening
Corp. (Japan)/Fujian Pro-
vincial Tea Import/Export
Branch Co. and Fuzhou
Pharmaceutical Plant

Xingjing Co. and Hong
Kong Ruilan Co. (HK)/
Longyingwei Prawn
Breeding Farm in
Lianjiang County,
Guangdong

(NA) Japan

Daily Tour Co. (Singa-
pore) and Hong Kong
Champion Beer/
Huangdao Economic
Development Zone,
Qingdao

Eleester Oy (Finland)/
Hangu Farm, Hebei

Signed contract establishing Guangzhou
Cold Foods Co. Ltd. to produce 5,000
tonnes of ice cream annually, $10.8 million
(HK$84 million). (HK:30%-GPFF:50%-
GIFCL:20%). 7/86.

Opened Zhejiang Sanming Tea Co. Ltd. to
produce and sell steamed green tea. Regis-
tered Capital: $800,000. 7/86.

Signed memorandum of understanding for
joint research and development in technol-
ogy and recipes to produce canned baby
foods and sources of protein, minerals, and
vitamins. 9/86.

Established joint venture to own and oper-
ate reconstructed Pabst breweries. 9/86.

Put into operation refrigerator production
line to produce 100,000 units annually. $4.1
million (¥15.2 million). 9/86.

Jointly developed concentrated Wulong tea.

Put into operation Longxing Aquatic Prod-
ucts Enterprise Co. Ltd. prawn farm. $1.9
million. 9/86.

Opened Tianshan Pharmaceutical Industrial
Co. Ltd. joint venture to produce sweeten-
ers. 10/86.

Constructing brewery to produce Tsingtao
Beer. $50 million. 10/86.

Reached agreement in principle establishing
25-year joint venture to produce equipment
to process and bag sterilized milk including
producing electric ultra-temperature steriliz-
ers. $1 million, (FIN:51%-PRC:49%). 10/86.

Machine Tools and Machinery

APV (Asia) Ltd., subs. of
APV Holdings Plc (UK)/
Shanghai No. 2 Chemical
Machinery Works and
Shanghai Chemical
Equipment Industries
Corp.

Foseco International Ltd.,
subs. of Foseco Minisep
Plc (UK)/Shanghai Ma-
chine Building Institute of
Technology

Morgan Crucible Group
(UK)/Dalian Refractory
Co.

My Co. (US)/Shenyang
Wood-Working Machin-
ery Plant

Signed feasibility study agreement to estab-
lish joint venture company to manufacture
plate-type heat exchangers. 9/86.

LIC: Opened Shanghai Service Center to
produce foundry products. 9/86.

Signed joint venture contract to produce
50,000 tonnes of castable and mouldable
refractory materials annually. 9/86.

Will jointly manufacture wood-working ma-
chine tools, 9/86.

Medical Equipment and Supplies

Macao Wufu Import/Ex-
port Co. Ltd./Zhuhai City
Import/Export Corp.

NA (Japan)/Shanghai Ex-
port/Commodity Base
Construction Co. and
Nanhui Zhuqiao Indus-
trial Co., Shanghai

Medica Corp. (US)/
Shanghai Medical Factory

Put into operation Xingfu Syringe Factory
joint venture to produce 30 million plastic
syringes annually. $2.5 million. 6/86.

Put into operation Huge Tooth Material Co.
Ltd. joint venture to produce plastic teeth.
7/86.

Signed 7-year joint venture agreement to
produce sodium/potassium analyzers. 9/86.
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Metals, Minerals, and Processing Technology

NA (US)/Zhejiang Ningbo
Metals Valve Factory and
MINMETALS

Nippon Light Metal Co.
Ltd. (Japan) and Alcan
Aluminum Ltd. (Canada)/
China National Nonfer-
rous Metals Industry

Daishio Corp. (Japan)/
Shenyang Enamelware
Factory and Shenyang
Imc

Shichester Diamond Ser-
vices Ltd., subs. of De
Beers Consolidated
Mines Ltd. (South Africa)/
Shandong

Packaging Equipment
NA (Australia) and NA
(HK)/Industrial Develop-
ment Corp. of
Guangzhou Economic

and Technological Devel-
opment Zone

W. R. Grace & Co. (US)/
Minhang Economic and
Technical Development
Zone, Shanghai

Signed 15-year agreement establishing
Ningbo Valve Co. Ltd. to produce alloy cop-
per valves and pipe components. $4.7 mil-
lion (US:30%-PRC:70%). 3/86.

Signed agreement establishing Nonfemet In-
ternational Aluminum Co. Ltd. in Shenzhen
to produce 5,000 TPY aluminum extrusions.
(NLMCL & AAL:45%-PRC:55%). 8/86.

Established Shenzhou Stainless Steel Prod-
ucts Co. Ltd. to produce 80,000 sets of
stainless steel kitchen utensils annually. $7.9
million. (50-50). 9/86.

Established joint venture to prospect for dia-
monds. 9/86.

Established Guangzhou Baili Industrial Co.
Ltd. to handle steel and plastics building
and packaging materials. 5/86.

Will set up wholly foreign-owned enterprise,
Grace China Ltd., to produce 1,600 TPY of
sealant for Chinese canned food producers.
Registered Capital: $650,000. 10/86.

Petroleum, Natural Gas, and Related Equipment

Submersible Television
Surveys Ltd. (UK)/Jia Feng
Ltd., Shekou

Amoco Orient Petroleum
Co., subs. of Amoco Pro-
duction Co. (US)/CNOOC

Huanan Oil Development
Co. Ltd. and Japex
Nanhai Ltd. (Japan)/
CNOOC

Pipeline Engineering
GmbH, subs. of Ruhrgas
AG (FRG)/China Offshore
Oil Development Engi-
neering Corp. of CNOOC
and Pipeline Survey &
Design Institute of Minis-
try of Petroleum Industry

Pharmaceuticals

Master Builders Associa-
tion of Malaysia/Fujian
Petrochemical Industry
Co.

Formed STS Jia Feng Ltd. (50-50). 7/86.

Signed contract to explore and develop pe-
troleum resources in South China Sea. 9/86.

Signed contract to carry out geophysical
surveys in Kaiping area of Pearl River Mouth
Basin in South China Sea. 10/86.

Signed contract to provide basic engineer-
ing for natural gas pipeline linking Yacheng
field in South China Sea with mainland
coast. 10/86.

Signed letter of intent to establish jont ven-
ture to extract barium products. 10/86.

Printing Equipment, Publishing, and Broadcasting

Japan Printing Ink Co.
Ltd./Shenzhen Light In-
dustry Co.

Jardine Printing (China)
Co. Ltd. (HK)/China Cul-
tural Relics Publishing
House and China Foreign
Economic and Trade
Consultation Co.

(Singapore)

Property Development

Scan Dev A/S (Norway)/
Hua Yuan Economic
Development Co.

NA (Singapore)/Shanghai
Xincheng Real Estate Co.
and Zhonghua Enterprise
Co.

Began construction of Shenzhen-Japan
Printing Ink Co. Ltd. to produce printing ink,
viscose, and other products. $4.5 million
(50-50). 3/86.

Established 11-year venture Wen-Jardines
Printing Co. Ltd. 7/86.

Signed memorandum to jointly introduce
China and Singapore to other countries
through joint media development and ex-
change. $200,000 (50-50). 10/86.

Signed joint venture agreement to build and
operate a commercial center in Beijing.
$54.5 million (NK400 million). 5/86.

Began construction of Mahua Mansion com-
mercial housing project. 6/86.
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Liu Yuming Industrial Co.
Ltd. (HK)/Aijian Co. in
Wuxi, Jiangsu

NA (HK)/Yunnan

Qinhuangdao Develop-
ment Co. Ltd. (HK)/
Beidaihe Tourism Con-
struction and Develop-
ment Corp.,
Qinhuangdao

Societe de realisation et
d’etudes pour le
developpement industriel
et commercial (France)/
Beidaihe Tourism Con-
struction and Develop-
ment Corp.,
Qinhuangdao

Solid Co. (US) and NA
(Japan)/Beijing Yanjing
Economic Development
Co. and Beijing Trust and
Consultant Co.

Taishan Trading Co.
(HK)/Shanxi Provincial
Tourist Bureau

NA (US)/NA (Shanghai,
Xuhui District)

Axiom International
Development Corp. (US)/
Tian Lun Service Corp.
and Beijing ITIC

Sheraton Corp. (US)/
Fiteng Enterprise Ltd. of
Xi'an, CITIC, and
Shortridge Ltd., subs. of
CITIC

Scientific Instruments

Yokoga Electrical Ma-
chinery Co. Ltd. (Japan)/
Xi'an Instrument Factory

Shipping

Duisburg Chinatrans Ge-
sellschaft fur Schiffahrt
und Handel GmbH
(FRG)/Changjiang (Yang-
tze) Shipping Administra-
tion

Kaukomarkkinat and
Hollming Oy (Finland)

Telecommunications

Philips Telecommunica-
tions and Data Systems,
div. of Philips Hong Kong
Ltd.

Dadong Telegraph Bu-
reau (HK)/Guangdong
Provincial Posts and Tele-
communications Admin-
istrative Bureau

Plessey Network and Of-
fice Systems Ltd. (UK)/
Shanghai Posts and Tele-
communications Factory
No. 520

Wing Kuen Holdings
(Canada)/Guangzhou
Provincial Posts and Tele-
communications Admin-
istrative Bureau and
Guangzhou Advertising
Corp.

Signed contract to jointly build Huangdu
Hotel. 6/86.

Began construction of Yunnan Tower Co.
Ltd. joint venture in Shenzhen. $8.1 million
(¥30 million). 9/86.

Constructing Bohai Villas. $13 million. 9/86.

Constructing joint hotel. $5 million. 9/86.

Agreed to jointly build Beijing Jingdu Hotel.
$50 million. 9/86.

Began 12-year venture to construct Shanxi
Hotel. $8 million. (HK:20%-PRC:80%). 9/86.

Will jointly construct hotel/office/apartment
building. $60 million. 10/86.

Signed 18-and-a-half year contract estab-
lishing Beijing Tian Lun Hotel Co. to build
hotel near Tiananmen Square in Beijing.
$47.6 million. (US:40%-TLSC:50%-
BITIC:10%). 10/86.

Signed preliminary agreement to jointly de-
velop 500-room hotel. $30 million. 10/86.

Put into operation 30-year joint venture
Xi‘an Instrument and Yokoga Control Sys-
tem Co. Ltd. to produce automatic instru-
ments. $4 million. (50-50). 7/86.

Established Yangtze-Rhine Economic and
Technical Cooperation Co. Ltd. in Wuhan,
Hubei to promote exchanges of information
on inland shipping technology. 6/86.

Negotiating joint venture propeller factory.
9/86.

Finalizing two joint ventures to establish pri-
vate automatic branch exchange (PABX) fac-
tory and optical cables and related compo-
nents factory. $72.2 million. (50-50). 3/86.

Will jointly construct Guangdong-Hong
Kong optical fiber cable. 7/86.

Signed agreement to establish service, main-
tenance, and technical development center
for Plessey equipment. 9/86.

Will install 300 computerized telephone sets
and public telephone boxes. $1.2 million.
9/86.
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Cable & Wireless Plc
(UK)/Shanghai

Siemens AG (FRG)/
Nantong Computer In-
dustry Corp. (Jiangsu)
and China National Elec-
tronics Import/Export
Corp., Shanghai Branch

Signed agreement to conduct joint feasibil-
ity studies to identify telecommunications
infrastructure projects for Yangtze delta
area. 10/86.

Signed initial 10-year agreement to copro-
duce exchanges and telephones. 10/86.

Textiles and Textile Plants and Equipment

Gong Peilan (HK citizen)/
Yantai

McQuarry Woolen Tex-
tile Group Ltd. (Austra-
lia)/Zhangzhou Ramie
Textile Mill

Ande Co. Ltd. (HK)/
Huashan Leather Prod-
ucts Factory in Kunming,
Yunnan

Global Textile Co. Ltd.
(US)/Xinjiang Uygur
Autonomous Region

Junko Koshino Designing
Corp. (Japan)/Beijing
Clothing Industrial Co.

NA (HK)/Dalian Interna-
tional Development Co.
Ltd., China National Tex-
tiles Import/Export Corp.,
Economic and Technical
Cooperation Co. of the
Development District,
Dalian Branch, and
Jinzhou Textiles Factory

OS International Co.
(US)/Yunnan Textiles Im-
port/Export Corp.

HM Transworld Textiles
(JV of Transworld) (US)
and Hanae Mori (Japan)/
Beijing Wool and Knit-
wear Corp. of Beijing
Imc

Put into operation Huarong Garment Fac-
tory to produce “Baiyang” shirts and
blouses. $215,831 (¥800,000). (HK:25%-
PRC:75%). 5/86.

Put into operation Zhangzhou International
Woolen Textile Co. Ltd. $2.8 million. 5/86.

Put into operation Kunan Co. Zipper Fac-
tory to produce 3 million sq. meters of ny-
lon zippers annually. (HK:35%-PRC:65%).
6/86.

Signed agreement to build textile mill in
Urumgqi to produce 5.2 million meters of
grey and printed cloth and 260 tonnes of
fine cotton yarn annually. $40 million.
(US:40%-PRC:60%). 7/86.

Signed 1-year agreement establishing
Beijing Junko Koshino Shop to exhibit and
sell foreign clothes. $161,873 (¥600,000).
(50-50). 7/86.

Signed contract to construct woolen gar-
ment factory. $9.9 million. (HK:30%-
DIDCL:25%-Other:45%). 8/86.

Will provide equipment to jointly produce
organdy socks. 9/86.

Signed contract establishing MTEX to pro-
duce cashmere, rabbit-hair, and camel-hair
sweaters. (Yarn and sweater parts produced
in China, then shipped to MTEX of Puerto
Rico for completion.) $5 million. (US:30%-
PRC:70%). 10/86.

Transportation and Transportation Equipment

Dah Chong (China) Mo-
tor Service Center Ltd.
(HK)/Beijing Industrial
Mapping Corp. and CITIC

Suzuki Motor Co. Ltd.
and Okayakoki Corp. (Ja-
pan)/Supply-Market Co.
Northwest Branch of
Ministry of Aeronautics
Industry and CATIC

NA (HK)/Rich Island En-
terprises Ltd., Hainan

Abex Corp., subs. of IC
Industries Inc. (US)/
Shanghai Crane and
Transport Machinery
Plant

OS5 International Co.
(US)/Yunnan

Zung Fu Co. Ltd., subs. of
Jardine Matheson & Co.
Ltd. (HK)/China National
Automotive Industry
Corp. (CNAIC) and Peo-
ple’s Insurance Co. of
China

Miscellaneous

Daya Trading Co., Ya-
suda Fire & Marine Insur-
ance Co. Ltd., and Indus-
trial Bank of Japan
(Japan)/cImic

Great Wall Trains Ltd.
(HK)/Beijing Travel and
Tourism Corp. and Tour-
ism Service Co. of
Huairou County

World Trading and Ship-
ping (UK)/China Interna-
tional Center and Kang
Hua Industrial Co.,
Beijing

Opened Beijing-Dah Chong Joint Venture
Motor Service Ltd. to repair automobiles. $3
million. 6/86.

Jointly established Xi'an Zhonghang Suzuki
Automobile and Motorcycle Servicing and
Testing Center. 7/86.

Signed joint venture agreement for plant to
produce ignition coils for cars. $600,000.
8/86.

Put into operation jointly produced board-
ing bridge at Xiamen International Airport.
8/86.

Will cooperate in producing special purpose
motor vehicles, fire engines, engineering
trucks, and military vehicles. 9/86.

Opened San Lian Automotive Services
Technical Co. Ltd. joint venture to maintain,
renovate, and offer technical advice on im-
ported vehicles from Western Europe, Ja-
pan, and US. $809,367 (¥3 million). (33.3-
33.3-33.3). 10/86.

Established Daya International Industry Co.
to provide industrial plants in exchange for
products. $13.5 million (¥50 million). (DTC:
36%-YFMICL:10%-1B):5%-CITIC:49%).
9/86.

Constructing cableway at Mutianyu Section
of Great Wall. $6.2 million (¥23 million).
10/86.

Formed joint venture trading company. (50~
50). 10/86.

CLASSIFIED ADVE

RTISING

POSITION WANTED

PRC/ASIA bus. devel, imp/exp F.E.
Mgr for lg. int’l co, 11 yrs PRC exper
(7 as PRC consultant), seeks similar
FE. pos w/growth-oriented firm.
714/861-4032; 3401 Falcon Ridge
Rd., Diamond Bar CA 91765
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Desperately seeking China; law grad-
uate, passed NY, Mass Bar, studied
law in China, studying Chinese; des-
perately want to work in China held,
legal and nonlegal work. James C.
Ruger, Terrace Heights, Katonah,
NY 10536, 914/232.4025.

ADVERTISE IN CBR CLASSI-
FIEDS: $8.50 per line, four-line mini-
mum ($34). Count 36 characters per
line, including spaces and punctua-
tion. Copy must be typewritten and
received by the hrst of the month
preceding theissue (i.e., June I for the
July=August issue). Prepayment re-
quired. Send to The China Business
Review, 1818 N Street, N.W., Suite
500, Washington, DC 20036. Pub-
lisher reserves right toreject or cancel
advertising at any time.
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Chiel: MaTTHEW P. WaARD

Commercial Othcer: 1ra Kasorr

1469 Huaihai Zhong Lu

Telephone: 379-880

Telex: 33383 vsco on

SHENYANG CONSULATE

Consul General: Joun AL Froese, Jr
Economic Ofhceer: LAWRENCE A. WALKER
Commercial Ofhicer: BARBARA SLAWECK]
Na. 40, Lane 4, Section b

Sanjing St. Heping District

Shenvang, Liaoning

Telephone: 290038

Telex: BOOT1 ames €N

HONG KONG CONSULATE

Consul General: DoNarp M. ANDERSON
Deputy Principal Officer: ArtHer KOBLER
Sentor Commercial Officer: LYNN W, EDINGER
Economic Section Chief: KAarN | Weaver
26 Garden Rd

Telephone: 5-239011

Telex: 63141 vspoc HX

EMBASSY

Ambassador: Han Xu

Minister Counselor for Commercial Aftairs:
Huane WENJUN

2300 Connecticut Avenue, N.W

Washington, DC 20008

Commercial: (202) 328-2520 thru 2527

Visas: (202) 328-2517

Telex: 440038 pre Ul

Commercial: 440673 rroc Ul

CHICAGO CONSULATE GENERAL

Consul General: DENG CHAOCONG

104 S, Michigan Avenue, Suite 1200

Chicago, 1L 60603

Admimstration: (312) 346-0287

Visas and Consular Attairs: (312) 346-0288
HOUSTON CONSULATE GENERAL
Consul General: N1 Yaoul

Commercial Consul: Wu Minxian

3417 Montrose Blvd.

Haouston, TX 77006

Commercial: (713) 524-4064

Visas: (713) h24-4311

Telex: 762173 CHINCONSUL HOU

NEW YORK CONSULATE GENERAL
Consul General: TANG XINGBO
Commercial Consul: MexG Devi

520 121th Avenue

New York, NY 10036

Commercial: (212) 330-7428 & 7427
Visas: (212) 330-7400
Telex: 429134 caoNy

SAN FRANCISCO CONSULATE GENERAL
Consul General: Zuao XixiN

Commercial Consul: Lu Zuwexs

1450 Laguna Street

San Francisco, CA 94115

Commercial: (415) H63-4858

Visas: (415) hoS-4857

Telex: 4970121 cosy



Tokeep pace withChina’sgrowth...

Standard Chartered
Bankalso grows.

The longest-established international bank in China, operating
continuously since 1858, is today the fastest growing, with a firm
commitment to the long-term future.

— In Hong Kong, more than sixty experienced, specialist staff in
our China Area Headquarters are equipped to assist you with
all types of trade and investment in China, whether you're a
newcomer to the market or an old China hand.

— In China, we have branches in Shanghai and Shenzhen,
representative offices in Beijing, Guangzhou and Xiamen and a
joint venture leasing company in Dalian — a unique network
which is at present being extensively upgraded and expanded.
(Our new modern Shanghai premises opened on 8th October.)

— In London and Los Angeles, Toronto and Tokyo, New York and
Adelaide, Kuala Lumpur and Singapore, Milan and Hamburg,
Brussels and Paris, our China Desks provide on-the-spot
advice and assistance, with direct links to our offices in China
and Hong Kong, and of course to our more than 2,000 offices
worldwide.

We can provide you with the latest market information, identify
business partners, assist you in structuring ventures and provide
specialised financing for your China business, as well as normal
banking services. Contact us today to discuss your plans.

Standard Chartered

Standard Chartered Bank

If you would like to receive copies of-our China publications - “China Services”, “China Business Information”, “China News" or
“Leasing in China", contact us at the following address:

Business Information and PR Division, China Area Headquarters, Standard Chartered Bank, 5th Floor, Connaught Centre, 1 Connaught Place, Central, Hong Kong
Telephone: 5-8410111  Telex: 80814 SCCHQ HX Fax: 5-8100807



