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China's opening to the outside world

has created a broad field of investment oppor tunities
but it requires a company with far-ranging vision

to select the best ones and bring them to fruition.

From establishing joint venture hotels
and commercial building projects to undertaking
the development of comprehensive industrial estates,

Tian An is playing a pioneering role

in China's emerging property markets.

Growing along with China's economic reform,

the seeds of mid to long term investment

already planted by Tian An will produce an early harvest
tomorrow for those sharing our vision.

TI1AN AN CHINA INVESTMENTS COMPANY LIMITED

Hong Kong 23/F, National Mutual Centre,

151 Gloucester Road, Hong Kong

Tel: (852) 8326111, 8326140
Beijing Suite 1709, Beijing Hotel,
East Chang An Avenue, Beijing, China
Tel: (1) 557868, 5137766
Room 1801, Shanghai Union Building,
100 Yanan Road (East), Shanghai, China
Tel: (21) 3289763-6

Shanghai

Guangzhou Suite 424 & 426, Parkview Square,
960 Jie Fang Bei Road, Guangzhou, China
Tel: (20) 672372-3, 665666

3/F, A, Shenzhen International Trade Centre,
Renmin Nan Road, Shenzhen, China

Tel: (775) 252628, 252638, 252648

Xiamen A-109, Si-Di Villa, No. 1 Yuan Dang Road,
Xiamen, China

Tel: (592) 5524568
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Importer
Records Seized

In early December, US Customs
and Internal Revenue Service special
agents seized corporate records of 18
financial institutions and 63 import-
ers of Chinese textiles and apparel.
Though no charges have yet been
filed against individual companies,
the sweep was part of a continuing
Customs investigation into illegal
imports of Chinese textiles and ap-
parel (see The CBR, November-De-
cember 1991, p. 6). —VLW
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House Votes on

MEN Legislation

In a surprise move at the close of
the 1991 legislative session, a House-
Senate Conference Committee
agreed on legislation attaching con-
ditions to extension of China’s Most
Favored Nation (MFN) trade status.
The compromise bill, which requires
the President to certify that China
has made ‘‘significant progress'’ on
such issues as human rights and non-
proliferation, passed the House by a
409-21 margin. The Senate did not
vote on the measure before Congress
adjourned for the holidays, but can
consider the legislation at any time
before the 102nd Congress ends in
October. In election-year politicking,
Senator Mitchell may bring the bill
up for a vote in the Senate to put the
President on record as having vetoed
the measure. —Richard Brecher

Issue.

China Eyes GATT

China has stepped up its efforts to
gain entry into the General Agree-
ment on Tariffs and Trade (GATT),
announcing several new trade mea-
sures designed to demonstrate the
increasing openness of China’s econ-
omy and move it toward GATT
compatibility.

Effective January 1, 1992, China’s
Customs Administration will reduce
import duties on 225 items, includ-
ing raw materials, pesticides, machin-
ery and parts, and food items. The
goods account for about 4.4 percent
of China’s total imports. At the same
time, China will begin conforming to
the international Harmonized Com-
modity Description and Coding Sys-
tem, bringing its foreign trade re-
porting in line with that of most
other countries.

—PB

US Grants Hong Kong
COCOM-Member Treatment

In October, the United States
conferred COCOM member benefits
on Hong Kong, which will enable the
territory to import high-technology
items beyond 1997, when it reverts to
Chinese sovereignty. With a few key
exceptions such as supercomputers

and crime control equipment, US
companies will be able to ship most
items to Hong Kong without an
export license. Mainland-owned
companies based in Hong Kong,
however, will still be subject to
licensing controls. —PB
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The Cordless Rage

Cellular phones have arrived in
China—with startling success. In a
country where few homes have tele-
phones and the wait for installation
can be long, portable communica-
tions are increasingly viewed not just
as a status symbol, but as a necessity.

Official estimates put the total
number of cellular telephones at
nearly 30,000, and the figure could
rise to 150,000 by 1995. More than
6,000 such phones are reportedly in
use in Beijing, where those unable to
foot the purchase price have resorted
to a cheaper alternative—pagers.

Costs for buying and using porta-
ble telecommunications services are
prohibitive by Chinese standards;
some models run upwards of
¥ 20,000, with additional costs of
over ¥ 1 per minute of use. Budding
Chinese entreprenuers, however,
show no signs of sticker shock.

Short Takes

CCP Plenum Addresses
Rural Issues

China’s Fifth Plenary Session of

the 13th Communist Party Central
Committee concluded in Beijing in
early December. High on the agenda
were water conservation and flood
control plans, and an agreement to
convene the next party congress in
late 1992.

World Bank, ADB Projects
Back on Track

A number of new China projects
were approved by the World Bank
and Asian Development Bank (ADB)
in the last half of 1991, indicating
that multilateral lending for China is
approaching pre-Tiananmen levels.
The ADB gave its approval for
projects ranging from railway to
thermal power plant construction.
World Bank project lending also
featured a number of power

projects, and more approvals for
power sector loans are likely in 1992.

Shipping Investigation
on Hold

The US Federal Maritime Commis-
sion’s (FMC) investigation of alleged
shipping violations in China has been
extended until February, following a
Memorandum of Consultation
signed by both countries in late
October. According to the Memo-
randum, US carriers will now be
permitted to establish joint ventures
or wholly foreign-owned enterprises
in China, and Chinese and US
carriers are to be charged the same
port and handling fees—though US
carriers will have to pay in foreign
exchange, rather than renminbi. The
FMC will make its final determina-
tion based on how the Memorandum
is being implemented.

USTR Weighs Sanctions

US and Chinese negotiators failed
to reach an agreement on intellectual
property protection for US products
in China by the stipulated November
deadline (see The CBR, July-August
1991, p. 7). Following several months
of talks, US Trade Representative
Carla Hills announced on November
26 that “China’s proposals were
ultimately insufficient” to warrant
termination of the Special 301 inves-
tigation authorized under the Trade

Act. Accordingly, the office of the US
Trade Representative (USTR) subse-
quently published a preliminary list
of 106 Chinese export products that
may be subject to retaliatory tariffs,
and warned the Chinese government
that failure to reach agreement with
USTR could result in retaliation
against selected items from the list
(see below). As The CBR goes to press,
there appears little chance of a last-
minute resolution to the dispute, and

specific US retaliatory tariffs could
be announced by mid-January.
Meanwhile, USTR’s investigation
into market access barriers in China
continues, though no breakthrough
appears imminent. USTR has until
October 10, 1992, to conduct its
inquiries into China’s trade prac-
tices, though US negotiators hope to
wrap up the investigation by May (see
The CBR, November-December

Products included in the USTR Special 301 Retaliatory List

(by harmonized tariff system number)

2208.00.00 6101.90.00 6106.90.20
2606.00.00 6102.90.00 6107.19.00
2710.00.15 6103.19.40 6107.29.40
2710.00.30 6103.39.20 6107.99.40
2844.10.20 6103.49.30 6108.19.00
2921.42.24 6104.19.20 6108.29.00
2021.42.70 6104.29.20 6108.39.20
2986.27.00 6104.39.20 6108.99.40
2941.30.00 6104.49.00 6109.90.20
4202.11.00 6104.59.20 6110.90.00
4202.31.60 6104.69.30 6112.19.20
4203.10.40 6105.90.30 6114.90.00

6115.99.20 6203.39.40 6207.99.60
6116.99.80 6203.49.30 6208.19.40
6117.10.40 6204.19.30 6208.29.00
6117.20.00 6204.29.40 6208.99.60
6117.80.00 6204.39.60 6209.90.40
6117.90.00 6204.49.10 6211.11.20
6201.19.00 6204.59.40 6211.12.30
6201.99.00 6204.69.30 6211.39.00
6202.19.00 6205.90.20 6211.49.00
6202.99.00 6206.10.00 6212.10.10
6203.19.40 6207.19.00 6212.10.20
6203.29.30 6207.29.00 6212.90.00

1991, p. 6). —VIW
6218.10.10 7307.93.30 8519.91.00
6214.10.10 7315.11.00 8520.20.00
6215.10.00 7318.15.20 8520.81.00
6217.10.00 7318.16.00 8525.20.50
6217.90.00 7318.22.00 8527.11.60
6403.91.60 B8001.10.00 8527.21.10
6403.91.90 8001.20.00 8527.31.50
6403.99.60 8425.49.00 8527.39.00
6405.20.90 8505.11.00 8528.20.00
7117.90.50 8509.80.00 9102.12.80
7118.90.00 8516.71.00

7307.91.50 8516.79.00
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Letter from the President

The uncertainty hanging over US-China commercial relations is un-
likely to ease in 1992, as election-year politics are certain to keep China
issues in the spotlight. While China is an easy target for critics of all
stripes, long-term US interests dictate that the two countries remain en-

gaged both economically and politically.

The Year Ahead

s we embark upon a new

year, it is appropriate to

reflect on the year just

ended before we try to
forecast what lies ahead. In the case
of US-China relations, it appears that
the friction that characterized the
relationship in 1991 will likely con-
tinue.

The number and breadth of issues
that confronted US-China relations
reached unprecedented lengths last
year; there were over 30 bills contain-
ing China-related provisions before
Congress when it recessed in Novem-
ber. Alleged Chinese violations on a
wide range of topics prompted inves-
tigations by the US Customs Service,
the US Trade Representative, the
Department of Commerce, the Fed-
eral Maritime Commission, and other
federal agencies. Many of these
investigations are still underway,
meaning the uncertainty permeating
the relationship will continue well
into 1992.

It would be going too far, however,
to characterize 1991 as wholly nega-
tive in terms of the US-China bilat-
eral relationship. I believe that Secre-
tary of State Baker’s November trip
to China represented a positive
move, an impression supported by
discussions I had with US company
representatives, Hong Kong business
leaders, and senior officials in Beijing
and Hong Kong in November. Mem-
bers of all the groups 1 met with,
particularly the Chinese, felt strongly
that resuming a high-level dialogue
was the first step in resolving Sino-US

bilateral problems. Whether we now
see real progress on these issues,
however, will depend on Beijing,
which must give concrete form to the
agreements reached in principle dur-
ing the Baker visit. For example,
resolution of the remaining differ-
ences on intellectual property pro-
tection, announcement of a firm
memorandum of understanding on
exports of goods produced by prison
labor, and most important, a commit-
ment that China will adhere to
international arms control treaties,
would all help to ease the pressure in
Congress to punish China.

China’s actions on these issues may
well decide whether US-China rela-
tions deteriorate further, or slowly
start to improve. At present, rela-
tions are tenuous—a dangerous posi-
tion to be in during an election year,
as China policy is bound to be a
contentious issue in the presidential
campaign. US economic woes will
inevitably result in protectionist cries
to “Buy American,” and China,
which has a huge trade surplus with
the United States, will surely be
singled out in this context. Such an
environment will probably force the
Administration into taking a very
hard line on the trade-related investi-
gations currently underway, as well as
in any future rifts that may arise
between now and November.

What does all this mean for US
businesses with interests in China?
The US business leaders with whom 1
met in China and Hong Kong were
generally quite bullish about their

Chinese business prospects in 1992,
though fully aware of the difficulties
in operating in the current political
and economic climate. US and Chi-
nese analysts alike forecast vigorous
economic growth in China in 1992,
and senior Chinese officials privately
told me that the PRC would again
increase its imports this year, includ-
ing those from the United States.

However, there was also concern
among the American businesspeople
with whom I met that the conten-
tiousness and uncertainty surround-
ing the US-China relationship was
placing them at a disadvantage with
their European and Japanese com-
petitors, who are stepping up their
presence in China. As one American
businessman put it, ““The Europeans
and Japanese are applauding our
tough measures against the Chinese

all the way to the bank.”

Clearly, the United States should
work with China to resolve sensitive
issues in such areas as arms control,
trade, and human rights. But unless
we manage this difficult period with
care and pragmatism, it could cost us
dearly in the growing Chinese mar-
ket. In the year ahead, the Council
will strive to ensure that government
and political leaders on both sides of
the Pacific are fully informed of the
business community’s views on all
aspects of US-China relations, and
that our member companies are fully
informed of the potential impact of
US and Chinese government activi-
ties on their China operations.

6
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Business Traveler

Hunting for China
Ofhice Space

Finding the best deals in Beijing, Shanghai, and Guangzhou

John Frisbie and Dan Reardon

one are the days when

foreign companies re-

sorted to dark, cramped

hotel rooms in which to
set up their representative offices in
China. In the past few years, Beijing,
Shanghai, and Guangzhou have all
witnessed tremendous growth in con-
struction of office buildings, giving
foreign companies an ever-wider
range of facilities from which to
choose.

Though finding the ideal office
space in China still requires some
legwork, foreign company represen-
tatives will find that their options
and—in Beijing, at least—their ne-
gotiating strength have never been
greater. Nearly all office buildings
catering to foreigners now feature
such basic amenities as a post office,
bank, restaurant, and domestic air-
line-ticketing service. Other standard
services include office cleaning, ga-
rage or surface parking, cafeteria
and shower facilities for local staff,
and international direct-dial (IDD)
phone services (although some sites
require tenants to make separate
telecommunications arrangements
with the telephone bureau). Many
buildings also house business centers
where tenants can use support ser-
vices and fax machines, if necessary.

Lease terms generally range from
one to three years, and deposits of
one to six months are standard.
Actual rental rates, however, vary
greatly from facility to facility, as do
the dimensions of available space. In
addition, some facilities charge

Though finding the
ideal office space
in China still
requires some
legwork, foreign
company
representatives
will find that their
options and their
negotiating
strength have
never been
greater.

monthly fees for such services as
management, electricity, telecom-
munications, cleaning, and parking
on top of the basic rental fee (se¢
chart). Prospective tenants must thus
carefully compare these factors when
selecting a site. Few properties—the
SCITE Tower in Beijing is one excep-
tion—provide furnished offices, so
furniture and equipment costs must
also be factored in when assessing
total costs.

John Frisbie is director of the US-China
Business Council’s Beijing office. Dan
Reardon is business manager of The
China Business Review.

Variation among properties is most
obvious in Beijing, which now offers
foreign companies more than a
dozen sites from which to choose.
Prices are very competitive as five
new buildings have opened during
the last two years and two more are
due to open this year. Top-of-the-line
office facilities can be leased for $32-
39 per sq m per month, while space at
the bottom end of the price scale can
be had for as little as $22 sq m per
month, or perhaps even lower.
Rental rates, contract lengths, early
cancellation policies, and
customization costs are open Lo
negotiation at most locations.

Companies looking to set up of-
fices in Shanghai or Guangzhou will
have fewer sites from which to
choose than in Beijing, but should be
able to find more than adequate
facilities. Shanghai offers foreigners
office space in the Jinjiang Club, the
Ruijin Building, the Shanghai Cen-
tre, the Shanghai International Trade
Centre, and the Union Building.
Rental rates range from $30-40 sq m
per month.

Options decrease as one heads
further south, reflecting the smaller
number of foreign companies setting
up offices in that part of the country.
Guangzhou facilities providing office
space include the China Hotel Office
Tower, the Dongfang Hotel, the
Garden Hotel Office Tower, and
Guangzhou’s newest—and China’s
tallest—office complex, the GITIC
Plaza. Rental rates in Guangzhou
range from $23-37 sq m per month.

8

The China Business Review ® January-February 1992



BELING

LAl & —=

WE PLACE YOU RIGHT AT THE TOP

We offer panoramic views from our 52-storey skyscraper. And
all our guests are VIPs.

Whether you are a resident of one of our designer furnished
apartments, a tenant in our space-efficient office complex, or a
guest of the luxurious five-star Jing Guang New World Hotel.
With individual entrances and lifts, climatically-controlled air-
conditioning throughout, and in-house access to our shopping
arcade, restaurants and health club.

Jing Guang Centre is Beijing's tallest building, designed for
those who enjoy being right at the top.

£\ % BT o«
® § JING GUANG CENTRE
- Hotel « Offices * Apartments

Managed by () New World Hotels International
W

Hu Jia Lou, Chao Yang Qu, Beyjing, P R.C 100020
Tel. 501-3388 TlIx: 210489 B))CC CN Fax: 501-3333

Representatives Reservations
Axis-London Tel: 071 7062220 New World Hotels International
Marcon-Frankfurt Tel: 069 294004 Hong Kong Tel: (852) 731 3488 Fax: (852) 721 0741 APARTMENTS

Utell International (USA) Toll Free: 1 (800) 44 UTELL



Office Space Options

Property Rental Rates Telecommunications** Additional Fees
(Management Office Dimensions Rate Phone line  Telex line  Electricity Cleaning Parking
company) sq m sq m/month per month  per month per kwh per month  per month
BEIJING
Asia Pacific 63-211 §$22 $40 $15 $.15 0 $30-50
(privately managed) ($400 1o

install)
Beijing Fortune Building 52-234 $32 $15 b ¥40 $.50/sq m $30-40
(Nomura Bldg.
Mgmt. Co.)
Beijing Lufthansa Center 56-230 $29 $33 $33 $1.50/sq m NA NA
(Kempinski Hotels) (plus $2

mgmt fee)

CITIC Building 84, 120 $24 $10 $10 ¥40 $30 $30-70
(CITIC) (¥5,000

deposit)
Changfugong 40-170 $40 $15 ” ¥40 0 $50
(New Otani Int'l) 200 to

install)
China World Trade Center 65-2,500 $32-39 $29 $29 ¥10 $.50/5q m £50-70

(Shangri-La Int'l)

Hong Kong/Macau 65-143 $27 $35 * 0 $2/sqm 0
Center ($1,600
(Swissotel) deposit)
Jingguang Centre 60-120 $30 $27 0 ¥40 0 0
(New World Hotels Int’l) (plus $3 (¥5,000

mgmt fee) deposit)
Landmark (Liangmahe) 55-120 $25 $27 $27 ¥10 $70 $0-40
Building

(Mandarin Oriental)

Lido Commercial Center 60, 90 $24 ¥30 ¥ 0 ¥400 0
(Holiday Inn) (plus $1.65 (5,000 to

mgmt fee) install)
SCITE (formerly Noble) 60-300 $31 . . 0 0 $£30
Tower

(State Science & Technology
Commission)

Yanshan 30, 60, 90 $28-37 . . 0 0 0
(Vista Int'l Mgmt Co)

* Tenant must contact the telephone or telex bureau to arrange service.
** All telecommunications charges listed in chart are in addition to long-distance and other usage fees. All phone charges are for direct lines.

Charts compiled by Li Huiping.

10 The China Business Review ® January-February 1992



Property Rental Rates Telecommunications** Fees
R S ey, | PSR Es i e
(Management Office Dimensions Rate Phone line  Telex line  Electricity Cleaning Parking
company) sq m sq m/month per month  per month per kwh per month  per month

SHANGHAI
Jinjiang Club 22,25 $30 » . 0 0 ¥100
(Jinjiang Group)
Ruijin Building 60-222 $39 . i actual ¥17-.22/ $45
(Longhua Travel Co.) (plus 5% consumption sq m

mgmt fee)
Shanghai Centre 50, 90, 120 $40 $50 NA actual 0 $100
(Seacliff Ltd) (plus 3% ($400-600 consumption

mgmt fee) to install) + 2%
Shanghai Int’l Trade Centre 67-400 $30 g * actual NA $£30-60
(investor-managed) (plus 5% consumption

mgmt fee)
Union Building 60-94 $33 * . divided among | ¥1.5/sq m ¥220
(Jinjiang Group) all users + 5%
GUANGZHOU
China Hotel Office Tower 155-576 $27-30 ¥30 ¥30 ¥50 ¥50/sq ft ¥200
(New World Hotels Int'l) (¥1,000 to (¥1,000 to

install) install)

Dongfang 31,70 $34-37 - * 0 0 ¥250
(Dongfang Hotel)
GITIC Plaza 50-176 $30-32 NA NA NA NA NA
(Donner Hotel Mgmt Co.) (plus 10% (¥5,000 1o (¥5,000 o

mgmt fee) install) install)
Garden Hotel Office Tower 30 $23 . 0 0 $50
(Lee Gardens Int'l Group)
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A Dumping Breakthrough?

A recent DOC ruling holds out prospects for lower dumping margins,
but may introduce a new danger—countervailing duties

September ruling by the

US Department of Com-

merce (DOC) provides the

first real glimmer of hope
for successful defense against the
onslaught of dumping cases filed
against Chinese products in the last
two years. The decision in the case of
chrome-plated lug nuts belatedly
recognizes China's market reforms
by accepting actual costs for inputs in
China, rather than assigning ‘‘surro-
gate country’ costs to these goods.
Despite the positive precedent set by
DOC in this case, however, the ruling
also gives rise to the specter of
another problem for China traders—
countervailing duty cases against
Chinese goods.

Acknowledging Chinese reforms

DOC’s surrogate country method-
ology has been a disaster for Chinese
exports. Under the surrogate coun-
try approach, DOC searches the
world for a country at the same level
of economic development to calcu-
late what it believes costs would be in
China, if China were a market-
economy country. DOC then uses
these costs to determine what “‘fair
value’ is for Chinese exports to the
United States. Results using this
approach have been very unpredict-
able, as the surrogate countries
selected in cases involving China have
ranged from Paraguay to India (see
The CBR, July-August 1991, p.34).
Because Chinese exporters and US
importers do not know in advance
which country will be chosen as the
surrogate for their industry, they
cannot determine whether the DOC
will decide that the prices charged for
Chinese products in the US market
are fair. The lug nuts case goes along
way toward minimizing the guess-
work to which defenders of dumping
cases against China have had to
resort.

Jeffrey S. Neeley

In the lug nuts
case DOC
belatedly
recognized China’s
market reforms by
accepting
Chinese—rather
than surrogate—
costs for inputs.

DOC adopted the new method-
ology in the lug nuts case after
answering two questions: whether
China is still a non-market economy,
and if so, whether the lug nuts sector
qualifies as a “‘bubble of capitalism.”
A bubble of capitalism is a sector
within a centrally-planned economy
in which reforms have progressed to
the point that all prices and costs
faced by the producer in that sector
are determined by the market. In
such cases, DOC may abandon the
surrogate country approach and em-
ploy normal dumping methodology.

In the lug nuts case, DOC deter-
mined that China still constitutes a
non-market economy, and further-
more, that the lug nuts sector does
not represent a bubble of capitalism.
DOC thus could not determine fair
value by examining Chinese home-
market prices or prices in third
countries, the standards in most
market-economy dumping cases. In-
stead, it constructed fair value by

Jeffrey S. Neeley is a partner in the
Washington office of the law firm Mudge
Rose Guthrie Alexander & Ferdon. He
has represented Chinese exporters in
several antidumping cases.

using the traditional non-market
economy ‘‘factors of production”
approach, which involves calculating
the costs to a Chinese company of
manufacturing a given product, and
then adding a minimum of 10 per-
cent for general selling and adminis-
trative expenses and 8 percent for
profit. Rather than turn to a surro-
gate country to determine all of the
costs of production, however, DOC
used Chinese prices for the key
inputs.

These prices were accepted be-
cause DOC found that the costs to
the producer of steel and chemi-
cals—two crucial inputs for the
manufacture of lug nuts—were de-
termined by market forces. This
finding is particularly significant be-
cause the steel and chemicals were
purchased from government-owned
enterprises. In the case of steel, DOC
ruled that although the State-owned
steel company was required to sell 45
percent of its production at State-
controlled prices to buyers named by
the government, the remaining pro-
duction, including that purchased by
the lug nut producer, was sold on the
open market. For chemicals, DOC
found no evidence that the lug-nut
producer’s suppliers—enterprises
owned by local governments—were
influenced by the State in making
business decisions. Costs for which
there was no or little evidence to
prove market derivation—such as
labor and overhead—were based on
prices in Pakistan, the surrogate
country selected for the investiga-
tion.

DOC’s acceptance of Chinese costs
for the key inputs resulted in a drastic
reduction in the dumping margins in
the lug nuts case. In the preliminary
determination, in which only surro-
gate prices were used, DOC found a
66 percent dumping margin. By
accepting the Chinese prices in the
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final determination, DOC found a 4
percent dumping margin.

Lessons learned

Given DOC’s findings that market
forces were at work for some factors
but not others in lug nuts produc-
tion, exporters can be assured that in
future cases DOC will carefully ex-
amine evidence on each input when
determining whether to use actual
Chinese costs or surrogate country
costs. The key to success in meeting
DOC’s requirements for accepting
Chinese costs will be careful presen-
tation of all evidence proving the
market orientation of the producer’s
input prices.

Though the type of documentation

DOC’s acceptance
of Chinese costs
resulted in a
drastic reduction in
the dumping
margins assessed
against lug nuts.

necessary to convince DOC will vary
from case to case, several specific
pieces of information should always
be considered. For instance, com-
parisons of input costs in China to
similar costs in market-economy

countries, comparisons of market
and State-set costs in China, and a
thorough description of the negotia-
tion process between the Chinese
producer and his suppliers could all
help demonstrate that the costs of
inputs are market determined. Man-
ufacturers in labor-intensive indus-
tries should also try to document that
their employees’ wages were deter-
mined by market mechanisms,
though this will undoubtedly be a
hard sell.

Out of the frying pan—and into
the fire?

While the logic employed in the lug
nuts ruling should bring some ration-
ality to dumping cases involving

Jing Wang, an international law con-
sultant with Reed Smith Shaw &
McClay in Washington, DC, represented
the Chinese manufacturer and exporter
in the lug nuts dumping case. He spoke
with Editor Pamela Baldinger about his
strategy and the importance of the lug
nuts case with regard to future Depart-
ment of Commerce (DOC) findings
involving China.

CBR: How did you present your case to
the DOC? Did you employ any special
tactics?

Wang: | think our approach was a
little different than most. Typically,
the lawyer of the Chinese manufac-
turer tries to coordinate verification
of the information requested by
DOC. But from the outset we de-
cided we not only had to ensure that
this information was provided in an
accurate and timely manner, we also
had to argue that China’s economy
was one in transition, with marked
differences between sectors and re-
gions. We argued that for these
reasons China should not be viewed
simply as a non-market economy. We
got the impression that DOC was
interested in exploring this ““bubble
of capitalism” idea; their preliminary
findings left open the possibility that
the factors of production in the lug
nuts sector might be market driven,
So we pursued this avenue.

CBR: How were you able to convince
boc?

Setting a Precedent

Wang: We provided them documen-
tation showing the arms-length nego-
tiations over inputs—Iletters, faxes,
hand-written records. We also got
the suppliers of the inputs to cooper-
ate and document the dual-price
system for their products. Initially we
had difficulty getting these compa-
nies to cooperate. When we went to
the ministries overseeing steel and
chemical production in Beijing, they
were very unhelpful—they said
they'd never heard of lug nuts, and
the case had nothing to do with them.
We then went to the local level,
where there was much more coopera-
tion. Once we explained everything
to the local authorities and compa-
nies involved, they could see their
interest in helping us with this case.

CBR: What impact do you think the lug
nuts ruling will have on future dumping
cases involving China?

Wang: It has already set an important
precedent by enabling DOC to make
similar rulings in the future. Even
though DOC found that China is still
a non-market economy, it acknowl-
edged that market forces are at work.
It is now up to Chinese exporters to
show how they started producing—
i.e., whether they were established by
the State or self-initiated—the prices
they pay for their inputs, and how
they price their output.

I think this case may serve as a
deterrent against the rash of dump-
ing cases against China; there was
only one new case filed in the two
months after the lug nuts ruling.

CBR: But the lug nuts case has also
opened the door to countervailing duty
cases against China. Could the lug nuts
ruling be a Pyrrhic victory?

Wang: It’s true some people believe
we may have opened a Pandora’s
box. But my personal view is that
there is still room for legal argument
on the countervailing duty case. In
the lug nuts case, DOC found that
China is still a non-market econ-
omy—and DOC has long maintained
that it is impossible to identify or
quantify subsidies in such economies.
It would be extremely difficult for
DOC to identify a subsidy applied to
any one particular exporter or manu-
facturer in China. It will be very
interesting to see how this case turns
out.
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China, it also introduces a new,
potentially even more disruptive ele-
ment into trade relations—counter-
vailing duty cases. These cases are
based on the assumption that for-
eign-subsidized products have an
unfair price advantage over their
non-subsidized US competitors. In-
vestigation of the existence and
extent of subsidization is carried out
by the DOC's International Trade
Administration. Unlike dumping
cases, however, in which all cases are
referred to the US International
Trade Commission (ITC) to deter-
mine whether the exports in question
are causing or threatening material
injury to a US industry, only signa-
tories to the Subsidies Code of the
General Agreement on Tariffs and
Trade (GATT) are entitled to an injury
finding in countervailing duty cases.
Therefore, countries like China that
are not signatories to the code are
almost certain to have duties assessed
against them should DOC find that
their products are subsidized—even
if the goods have little or no effect on
the relevant US industry.

The US subsidy/countervailing
duty law has not been applied to non-
market economies since a 1986 rul-
ing by the US Court of Appeals for
the Federal Circuit, which upheld a
DOC decision to reject countervail-
ing duty cases against non-market
economies. The lug nuts case, how-
ever, may undercut much of the
rationale of that ruling.

The 1986 decision was based on
the premise that it is impossible to
establish what constitutes a “‘sub-
sidy” in an economy in which the
State controls prices and production
through central planning. The lug
nuts ruling, however, implicitly rec-
ognizes that central planning no
longer dominates all sectors of the
Chinese economy. DOC may thus
believe that it can sort out what is—
and is not—a subsidy in China.

DOC was well aware that in the lug
nuts case it was undercutting its
previous stance against conducting
countervailing duty cases against
non-market economies. Shortly after
the final ruling, DOC Assistant Sec-
retary for Import Administration
Eric Garfinkel told a leading US lug
nut producer ““We are willing to
consider a countervailing duty peti-
tion which alleges that subsidies on
these (steel and chemical) inputs
benefit lug nuts.” On October 17,

The countervailing
duty case could
have disastrous
effects on Chinese
exporters who use
the swap centers
for currency
conversion.

1991, a US company that had earlier
filed a dumping case against Chinese
ceiling and oscillating fans became
the first petitioner to follow up on
Garfinkel's invitation.

The bulk of the alleged subsidies in
the electric fans case derive from
China’s multiple exchange rate/cur-
rency retention programs. According
to the petitioner, the difference
between the “swap center’ exchange
rate and the administered official
rate confers a subsidy on exporters
who receive the swap center rate. The
petitioner alleges that access to the
centers is limited to firms with
foreign investment and to exporting
enterprises that earn foreign cur-
rency. The amount of foreign ex-
change that can be retained—and
hence the level of the benefit—also
varies among enterprises.

On November 6, 1991, DOC
instituted a countervailing duty in-
vestigation against Chinese fans
based on the October petition. If
DOC accepts all of the allegations in
the petition, countervailing duties of
26-52 percent could be imposed on
US imports of these products. More
importantly, the precedent set by the
case could have disastrous effects on
exporters who use the swap centers
for currency conversion. Barring any
extensions, DOC must issue a pre-
liminary determination by January
10, 1992; the final determination will
be due 75 days later.

Until the outcome of the counter-
vailing duty case is certain, it would
appear that the lug nuts ruling
should increase the predictability of
the methodology DOC employs in
dumping cases involving China, and
thus help Chinese exporters defend
themselves against such charges. But
it may yet open the door to a slew of
subsidy allegations against a broad
array of Chinese products in the

future. ]
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The Making of China Policy
Since Tiananmen

Can Congress and the Bush Administration reach a new consensus?

he weeks following China’s

1989 Tiananmen Square

crackdown ended a decade

of consensus on China pol-
icy in the United States. For the past
two and one-half years US policy on
China has been characterized by
confrontation between the legislative
and executive branches, not just over
the issues involved, but over the
respective roles of each branch in
setting US policy. The Bush Adminis-
tration has accused Congress of
being obstructionist and partisan on
China issues, while Congress has
criticized the President for ignoring
congressional initiatives and prema-
turely giving away important US
leverage without receiving conces-
sions in return.

Some of the blame for the new
contentiousness in China policy can
be laid at the door of the US
Constitution, which provides over-
lapping institutional mandates to the
two branches of government over
foreign policy decisions. The execu-
tive branch has comprehensive juris-
diction over foreign policy issues,
with the President retaining broad
powers to respond swiftly and unilat-
erally to unfolding international
events. As the US government body
that actually formulates and con-
ducts foreign policy, the executive
branch is usually motivated by prag-
matism and the pursuit of broad US
interests in its foreign policy deal-
ings. President Bush, who is confi-
dent of his judgments in the foreign
policy arena, has consistently used
these comprehensive constitutional
powers, particularly on China issues.

Congressional jurisdiction, on the
other hand, is more specifically de-

Kerry Dumbaugh

Despite evidence
that criticism—and
support—for the
President’s China
policy came from
members of both
political parties,
accusations of
political
partisanship
contributed to the
increasing rancor
of the China policy
debate.

Kerry Dumbaugh is a specialist in Asian
affairs with the Congressional Research
Service at the Library of Congress. The
views presented in this article are hers
and not necessarily those of the Congres-
stonal Research Service.

fined. When considering foreign pol-
icy issues, Congress seeks to balance
broader US foreign policy goals with
the domestic and international con-
cerns of the constituencies of individ-
ual members. For the most part,
Congress accommodates the Presi-
dent’s constitutional prerogative to
take the lead in foreign policy—
provided that it retains the right to
oppose, alter, or restrict presidential
initiatives. Although Congress lacks
the constitutional authority to par-
ticipate formally in the negotiation of
foreign policy issues with foreign
powers, it does have the ability to
influence the policy process, particu-
larly through its control of govern-
ment funding.

Operating under these very differ-
ent mandates, Congress and the Bush
Administration have clashed repeat-
edly over the conduct of US China
policy in the last two years. Although
at first glance these clashes may
appear intermittent and without pat-
tern, a closer examination of the
policy process reveals trends which
may shed light on future decisions.
Generally speaking, this period may
be divided into three phases, charac-
terized by the breakdown of consen-
sus, policy impasse, and emerging
alternatives, respectively.

Phase I: Loss of consensus, June
1989-March 1990

In the immediate aftermath of the
Tiananmen Square crackdown, Presi-
dent Bush moved quickly to seize the
initiative on China policy decisions.
Within a day of the violent
Tiananmen suppression, and again
two weeks later, the President an-
nounced a series of sanctions to
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protest Beijing's actions. These in-
cluded the suspension of defense
equipment sales to China, visits and
exchanges between military person-
nel, high-level visits between US and
Chinese officials, and new loans by
multilateral development banks. Ini-
tially, these actions were commended
by many in Congress. By late June,
however, this support had already
begun to unravel, due to a number of
factors.

First, despite the swift sanctions,
presidential rhetoric about China’s
actions was mild. Shortly after the
Tiananmen crackdown, Bush Admin-
istration officials began to temper
negative comments about Beijing’s
actions with positive references
about China's continuing impor-
tance to US interests. Many in
Congress and elsewhere were dis-
turbed by their perception that the
Administration lacked fervor in pro-
testing China’s repressive policies.
Chinese leaders’ heated defense of
their actions in Tiananmen Square
did nothing to ease congressional
concerns about the potential effec-
tiveness of the President’s actions.
These concerns grew with wide-
spread press attention to human
rights abuses in China and the
activism of human rights organiza-
tions and Chinese students in the
United States. Members of Congress
found themselves under increasing
public pressure to take a stronger
stance on China-related issues.

US domestic politics may also be
viewed as a factor contributing to the
breakdown of consensus. The Presi-
dent’s close association with China
policy prompted allegations that con-
gressional Democrats were using the
China issue as a political tool to
undermine the President and his
Republican supporters. Despite evi-
dence that criticism—and support—
for the President’s China policy came
from members of both political
parties, accusations of political parti-
sanship contributed to the increasing
rancor of the China policy debate.

In an attempt to apply more US
leverage on China without unduly
jeopardizing US interests, Congress
enacted a series of bills from June-
December 1989. Legislative provi-
sions concerning China were in-
cluded in the State Department
Authorization bill (H.R. 1487); the
Appropriations bill for the depart-
ments of Commerce, Justice, State,

Having exhausted
other legisiative
avenues by 1990,
Congress looked to
MFN as the key to
expanding
congressional
influence over the
general direction of
US China policy.

and the judiciary branch (H.R.
2991); the International Develop-
ment and Finance Act (H.R. 2494);
the Foreign Operations Appropria-
tions bill (H.R. 3743); and the
Emergency Chinese Immigration Re-
lief Act (H.R. 2712), among others.

These China-related provisions,
however, were often pre-empted or
overturned by presidential action.
The most egregious example in-
volved the immigration bill, which
would have made it possible for
Chinese students studying in the
United States to extend their stays
for up to four years rather than have
to return to possible punishment in
China. The President vetoed this bill,
but took similar measures shortly
afterward by Executive Order. To
many in Congress the message was
clear: the President was willing to
prevent legitimate congressional ini-
tiatives against which he had no
substantive objections, simply in or-
der to keep the upper hand in the
formulation of foreign policy.

At the same time as he appeared to
be foiling Congress’ desire to act on
China policy, the President engaged
in selective enforcement of the sanc-
tions he himself had imposed. Having
announced the prohibition of US
military-related sales to China on
June 5, 1989, the President waived
the prohibition in July 1989 for the
sale of Boeing jets and again in
December 1989 for the export of US
communications satellites to China.
In the latter case, the President also
waived a legislative restriction on
satellite exports which Congress had
imposed in several enacted bills. The
President’s June 20 prohibition on
high-level contact with China also
seemed permeable; by December 18,

1989, National Security Advisor
Brent Scowcroft and Deputy Secre-
tary of State Lawrence Eagleburger
had both made trips to Beijing, with
Scowcroft first visiting only one
month after the crackdown.

Though these actions made clear
that President Bush could success-
fully dominate US policy decisions on
China, he did so at a cost. By early
1990 the President had alienated
many in Congress by appearing to
prevent the legislative branch from
serving as an equal partner in the
policy process. Moreover, he had
eroded the credibility of his position
on China by having failed to mark-
edly influence Beijing’s policy direc-
ton.

Phase II: Impasse, March 1990-
March 1991

The increasingly contentious dia-
logue between the executive and
legislative branches on China policy
reached a stalemate by the beginning
of 1990. Throughout the year, the
White House, Congress, and Beijing
appeared tucked into their respective
positions and preoccupied with the
dramatic developments in the Soviet
Union and the Persian Gulf. The
result was an effective impasse in US
policy on China, during which mat-
ters neither deteriorated nor im-
proved.

By the beginning of 1990, the
dominance which the executive
branch had established on China
matters led a frustrated Congress to
turn to its chief remaining weapon
for influencing the policy process—
approval of China's Most Favored
Nation (MFN) status (see The CBR,
July-August 1991, p. 12). Renewal of
MFN does not require specific con-
gressional approval, but can be
blocked by a joint resolution of
disapproval by Congress within a
specified time frame.

Significantly, the President’s 1989
MFN request for China, coinciding
almost precisely with Beijing’s
Tiananmen Square crackdown, re-
ceived minimal congressional atten-
tion. But having exhausted other
legislative avenues by 1990, many
members of Congress looked to the
annual MFN request as the key to
expanding congressional influence
over the general direction of US
China policy.

Throughout the year and into
1991, Washington’s struggle over
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China policy was debated almost
exclusively on the question of Chi-
na’s MFN status. Congress concen-
trated on legislation which would
have made China's eligibility to re-
ceive MFN contingent on a number
of new conditions requiring presi-
dential certification. Nearly all of the
proposed conditions involved human
rights issues, such as the release of
political prisoners, recognition of
political freedoms, and elimination
of religious persecution.

The President contributed signifi-
cantly to the impasse. Confident in
his ability to dominate the process,
the President’s commitment to his
policy direction on China in 1990
appeared unshakeable. This strong
stand helped provide a larger rhetor-
ical and legislative stage for Congress
on the MFN issue. The President’s
repeated assertions that he would
veto any legislation denying or plac-
ing further conditions on China’s
MFN eligibility made any potential
congressional action on conditional-
ity appear more symbolic than sub-
stantive. The near-certainty of a veto
probably contributed to the lopsided
votes in the House of Represen-
tatives in favor of measures to deny
China's MFN status (H.J.Res. 647,
passed by a vote of 247-174) and to
condition China’s future eligibility
(H.R. 4939, passed by a vote of 384-
30). Moreover, the House acted on
these bills on October 18, too late in
the session for the Senate to act.
Thus, despite eight months of heated
debate on the MFN issue, by the end
of 1990 no legislation had been sent
to the President.

Other factors also contributed to
the policy impasse. By late summer,
the United States was preoccupied
with Iraq’s invasion of Kuwait. The
impending Gulf War distracted the
attention of the US press and the
policy community from other con-
tentious foreign policy issues. In
addition, China’s acquiescence in
critical United Nations votes on the
Persian Gulf elevated China’s imme-
diate importance to US foreign pol-
icy objectives and helped mute overt
US criticism of China’s domestic
policies. Finally, economic and politi-
cal troubles in the Soviet Union,
including declarations of sovereignty
and independence by some Soviet
republics, may have contributed to a
sense in the United States that
Beijing was becoming increasingly

The Bush
Administration
assessed the
Baker visit’s results
with a cautious

and somewhat
cynical pragmatism
that had been
missing from earlier
Administration
actions.

isolated politically and would eventu-
ally reassess its repressive policies.

Phase I11I: Broader debate, less
rancor, April 1991-present

By the spring of 1991 the Gulf War
had ended, and US attention focused
once again on China and other
important foreign policy issues. But
the character of the US policy debate
on China appeared to be changing,
leading many to speculate that per-
haps the stalemate had ended. Con-
gress began to expand on and
diversify its approach to issues involv-
ing China, while the Bush Adminis-
tration appeared to take a tougher
line on a number of new issues
arising in the bilateral relationship.

As in 1990, Congress again
reached for legislation seeking to
condition China's MFN status (H.R.
2212) as its primary vehicle to
influence US China policy in 1991.
But the conditions debated differed
in important respects from those in
the previous year’s legislation. In
addition to general human rights-
related measures, the conditions in
1991 dealt with nuclear non-prolif-
eration and missile sales issues, ster-
ilization programs, prison labor poli-
cies, and the accession of Taiwan to
the General Agreement on Tariffs
and Trade (GATT), among others.
The substantive nature of these new
issues encouraged members of Con-
gress to launch legislative efforts
separate from the MFN legislation to
ensure their passage. These efforts
included bills to strengthen the US
stand on nuclear non-proliferation,
address the export of Chinese prod-
ucts made with forced labor, and
legislate specific US policies toward

Hong Kong.

Concurrent with this new multidi-
mensional congressional effort, the
Bush Administration also took a
tougher stance toward China in
1991. For instance, the President
authorized the designation of China
under the 301 and Special 301
provisions of the Trade Act for
barriers to market access and viola-
tion of US intellectual property
rights; US Customs officials seized
Chinese textile products suspected of
having been transshipped illegally to
the United States or in violation of
quota limits; and the President stated
that the United States would drop its
hands-off approach to Taiwan’s
application for GATT membership.

Since the introduction of these
new initiatives, the two branches
appear to have resumed a tentative
dialogue on China policy. The Presi-
dent generally has seemed more
sensitive to congressional views, and
appears to have linked the Adminis-
tration's new initiatives directly to
congressional concerns, as evidenced
in a July 1991 exchange of letters
with some members of Congress. The
renewed dialogue has added a new
dimension to the policy process,
prompting many observers to won-
der whether a new US consensus on
China policy might be possible.

Moving the bilateral relationship
forward

Careful observation of US policy
toward China since Tiananmen re-
veals that contention in the policy
process has not been the result of
differing views over long-term US
policy goals; there remains wide-
spread sentiment within Congress
and throughout the US policy com-
munity that close relations with a
stable, reforming China will best
serve US interests. But views have
differed—sometimes sharply—over
the means of achieving these goals
and the role that Congress should
play in shaping them,

With this in mind, a renewed US
consensus over the future course of
policy toward China will require
flexibility, sensitivity, and realism
from both the legislative and execu-
tive branches of government. Having
established himself as the primary
actor in crafting US policy decisions
on China, President Bush bears the
greater burden. The decisive actions
that the Administration has taken
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over the past year—on trade, human
rights, and non-proliferation is-
sues—have helped reduce tensions
between the White House and Con-
gress and provide some breathing
room for both to work toward a more
cooperative approach on the future
course of US China policy. However,
the President must be willing to
follow through with promised conse-
quences if US concerns on these
contentious issues are not met, if he
is to re-establish congressional trust
in the Administration’s objectives
and reaffirm Congress’s role in the
policy process.

The consequences of Secretary of
State Baker’s November 1991 visit to
China may serve as a critical test for
this new, cooperative approach. Pre-
liminary reports on the Secretary's
trip have been mixed: on the positive
side, the Administration was open
and direct about the nature of the
Baker visit, raised the right issues
with Chinese leaders, and assessed

The two branches
appear to have
resumed a
tentative dialogue
on China policy,
prompting many
observers to
wonder whether a
new US consensus
on China policy
might be possible.

the visit’s results with a cautious and
somewhat cynical pragmatism that
had been missing from earlier Ad-
ministration actions. On the negative
side, the visit produced few immedi-
ate concessions substantive enough
to demonstrate to critics within

Congress Beijing's interest in, and
commitment to, its relations with the
United States.

For its part, Congress also has
important interests in working to-
ward a more cooperative US ap-
proach on China. To avoid the
appearance of partisanship and ob-
structionism, congressional leaders
may wish to concentrate on a legisla-
tive agenda for China which empha-
sizes near-term US objectives on
specific issues—such as non-prolif-
eration—with the longer-term US
policy goals of reducing bilateral
tensions and re-establishing benefi-
cial relations. Members of Congress
who remain deeply concerned about
the repressiveness of China’s current
regime and wish to maximize US
influence may find their purposes
best served best by supporting a
frank US dialogue with Beijing, while
continuing to apply strong legislative
pressure for significant changes on

[—4

specific contentious issues. 7T
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Interview

Appointed Hong Kong Director General of Trade in August, Donald
Tsang, @ career civil servant, has taken on the task of safeguarding Hong
Kong’s interests as relations between the territory’s two main trading part-
ners deteriorate. In Washington last fall to meet with key US trade offi-
cials, Tsang spoke with Editor Pamela Baldinger about MFN, GATT,
and other challenges to Hong Kong’s trade performance.

Caught in the Crossfire

With whom have you met in
Washington?

The purpose of my trip is to

touch base with US officials
involved in bilateral and multilateral
trade activities, either here or in
Geneva. So I've been visiting officials
in the departments of State and
Commerce and at the office of the
US Trade Representative (USTR).
I've also met a number of people
representing Hong Kong's interests
here, like the major importers. Today
I went up to Capitol Hill, and met
senators Roth and Shelby and con-
gressmen Gibbons and Archer. They
were all very sympathetic to Hong
Kong's cause. I also plan to meet with
the US Customs Service.

What did you talk about on the
Hill?

I talked about two major issues.

One was renewal of Most Fa-
vored Nation (MFN) trading status
for China, and the other was also a
China-related issue, the ongoing 301
actions against China. Both of these
are essentially bilateral issues, but the
fallout could be horrendous for
Hong Kong. For that reason we have
expressed our concern. On the MFN
side, 1 got a readout from the
legislators that they do not know how
things might proceed beyond a
House-Senate conference to come
up with a single MFN bill. The
natural course of events would be to
send the bill to the President, who we
understand will veto it, and then
Congress will vote on the override of
that veto. The timing of all of this is

‘“It seems to me
that a ‘bash China’
syndrome has
emerged in the
United States.”’

unclear, as the Congress has other
preoccupations.

The other issue I discussed is the
301 investigation of China’s trade
practices. I can see the arguments on
both sides. As a free trader, I can
appreciate the American sentiment
that China should open up her
markets more. But it’s also important

to look at the issue from the point of

view of a developing country. They
have problems making radical
changes overnight, as such changes
have enormous implications for
them. What I'm worried about is the
Chinese reaction to the rhetoric that
comes out of the American side in
regard to the 301 investigation. The
fact of the matter is that 60 percent
of China's trade with the United
States comes through Hong Kong.
So, we don't want to be hurt in the
crossfire.

Q What can Hong Kong do?

We are caught in the middle. It's
not a question of what we can or
can’t do. What we want is for people
to understand the possible conse-
quences of their actions. This is all we
ask. We are not able to defend China

because it would be unwelcome in
the United States. Nor do we wish to
defend the American initiative—that
would be totally misunderstood by
the Chinese. What we want is to
ensure that if it all boils down to
retaliatory measures, that Hong
Kong interests will not be uninten-
tionally harmed.

Is your message getting through in
Washington?

I'm a newcomer to this job, but

it seems to me that a “bash
China” syndrome has emerged in the
United States. With the changes and
reforms in Russia, attention has
focused on China. The prison labor
issue is a case in point. Again, I can
see the arguments on both sides. We
try to do what we can to help, but this
is the sort of thing where Hong Kong
can be caught in the crossfire.

What are your concerns about the

re-opening of the antidumping
case against synthetic sweaters from
Hong Kong?

This case has generated so much

attention—and resentment—in
Hong Kong, that it's something that
we, as the Trade Department, have
had to address. The issue is seen by
Hong Kong manufacturers as an
unadulterated form of protection-
ism. In this trade, Hong Kong
occupies a fraction of the US market.
We all know that Hong Kong manu-
facturers receive absolutely no subsi-
dies from the Hong Kong govern-
ment. It is well nigh impossible for
any of them to dump in the United
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States—there’d be no purpose in it.

The problem with cases like this is
that they introduce great uncertainty
into trade. The large manufacturers
are able to respond to these investi-
gations comfortably and prove be-
yond a doubt that they are not
dumping. Unfortunately, the small
ones are in serious trouble, because
they cannot afford the legal costs to
respond to the dumping charges—it
costs at least $150,000 for a company
to clear its name.

What role is the Hong Kong
government playing in this case?

We have found some structural

defects in the way the case was
originally conducted, and we have
tried to address these defects in
bilateral talks. We are not entirely
happy with the outcome of the talks,
so we may ask a GATT panel to
investigate the case.

Some months ago the Hong Kong
Exporter’s Association established

a Fair Trade Fund to solicit private-
sector donations to fight dumping cases.
It was then proposed that the government
take over adminstration of this fund.
What is the status of the Fair Trade
Fund?

The government must not forget

that it is a signatory to the
antidumping code of the GATT. For
that reason, 1 do not think it is
proper for the Hong Kong govern-
ment to help individual firms counter
properly instituted investigations.
I'm not saying that the present
proceedings are entirely proper.
What I am saying is, it would be
perceived as wrong by others if we
tried to counter antidumping activi-
ties,

It is difficult for Hong Kong
people to accept that they can be
accused of dumping anywhere, par-
ticularly in the United States, a major
market. But I think it would be
difficult for the Hong Kong legisla-
ture to sanction use of taxpayer
money for subsidizing a fund of this
SOrt.

So you don’t see the government
raising money to help fight such
charges?

Not for antidumping cases. [Edi-
tor's note: In late December the

government-mandated Hong Kong
Trade Development Council contributed
$1.3 million to the fund.]

What concerns have the US Cus-

toms raids on Chinese textile
companies in the United States raised in
Hong Kong?

I'm not concerned at all. If there
is any evidence of them shipping
illegally through Hong Kong, we will
certainly try to find out. We support
the US initiative to punish illegal
transshipment through Hong Kong.

What is the Hong Kong govern-
ment doing to prevent illegal
transshipment through the territory?

We are applying all the resources

we have at our disposal. We have
increased the volume of checks on
textile goods crossing the border; for
firms that we've blacklisted, we do
individual shipment checks. We do
what we can. Our efforts have been
recognized by the US Customs Ser-
vice as the best that can be given by
any government.

Have any companies been prose-
cuted?

Oh yes. Not only do we prose-
cute them, we take away their
quotas.

What are your goals for your term
as Hong Kong Director General of
Trade?

My goals are to see that healthy

growth in export trade contin-
ues and that the GATT Uruguay
Round is brought to a satisfactory
conclusion. I would also like to see
understanding in the United States
that some of the measures it has
adopted are not productive. In the
sweater dumping case, for example,
small Hong Kong companies may be
forced out of business, or at least out
of this line of trade. Their quotas will
go to the larger companies, who will
continue to export. Although the
total amount of exports may stay the
same, they will come from a handful
of suppliers, rather than from 300.
Prices might be less competitive than
before. At the end of the day, who
will win? The lawyers. And who will
pay? American consumers and small
manufacturers in Hong Kong.
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arking the Electronics

Industry

The technological gap between China and the
industrialized countries s still widening

ince the arrival of Alvin
Toffler’s The Third Wave into
China in the early 1980s,
China’s top leaders—regard-
less of political inclination—have
sought to promote the development
of the country’s electronics industry.
In their desire to take part in the
technological revolution, Chinese
leaders have steadily increased fund-
ing for the modernization of both
research and development and man-
ufacturing capabilities for semi-
conductors and integrated circuits,
the basic building blocks of the global
electronics industry. They realize that
if China is to achieve a strong
competitive position in the world
economy, it will have to establish a
strong foundation in a range of
informatics-linked technologies.
Current Chinese policy emphasizes
foreign investment and technology
import as the primary mechanisms
for both upgrading manufacturing
capabilities and increasing local con-
tent. While export promotion is
encouraged as a means of earning
hard currency to pay for such pur-
chases, Chinese leaders stress that
lht‘y do not want to import compo-
nents simply to export them again in
low value-added processed goods;
the thrust of the strategy is to
improve domestic capacity through
import substitution. The success of
American “‘smart weapons' in the
Gulf War has further strengthened
the Chinese government's deter-
mination to make high technology in
general, and microelectronics in par-
ticular, a serious national priority.

Past successes . . .

In both quantitative and qualita-
tive terms, China’'s electronics indus-

Denis Fred Simon

try has shown marked improvement
since the mid- to late 1980s. Total

output value in 1990 was ¥69.1

Denis Fred Simon is professor of interna-
tional business and technology at the
Fletcher School of Law and Diplomacy,
Tufts University. He is the author of
Technological Innovation in China
and is currently working on a manu-
script on the historical development of
China’s computer industry from 1950-
1991,

billion, a 7 percent increase over
1989. During the first five months of
1991, electronics output totalled
¥35.4 billion, an increase of about 35
percent over the same period the
year before. Growth in computer
production was particularly strong in
1991, with overall output exceeding
1990 levels by about 57 percent.
Microcomputer production during
the first nine months of 1991
reached 58,209 units, up 88 percent
from the same period in 1990.
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Electronics™ role in foreign trade
also expanded in the late 1980s. In
1985, electronics accounted for only
6 percent of total exports, but by
1990 its share had climbed to 18
percent. Consumer electronics,
which accounted for 57.9 percent of
total electronics production in 1990,
made up the bulk of these exports.
Computers, which accounted for
12.5 percent of total output, and
components (29.6 percent of total
output) were sold primarily on the
domestic market.

China also made considerable im-
provements in product quality dur-
ing the past six years. In 1985, for
example, only 25 percent of elec-
tronic products were classified by the
State Planning Commission as ‘‘high
quality;” by 1990, the number had
increased to 35 percent. The im-
provements in quality were achieved
concurrently with increases in local
particularly in consumer
electronic products, such as televi-
sions.

The industry has also continued to
make progress in the area of struc-
tural reform, creating a large number
of industrial conglomerates that link
together research and development,
production, and marketing and sales
(see The CBR, July-August 1988,
p.27). Perhaps the best example of
such a conglomerate is the Great Wall
Computer Group,
China’s premier producer of per-
sonal computers and related periph-
erals. All of these improvements can
be attributed in part to increases in
funding from State, local, and for-
eign sources, particularly in the area
of technical renovation. In 1990,
over ¥40 billion was invested in
upgrading electronics-manufactur-
ing facilities, accounting for 6.3
percent of all funds invested in
Chinese industry that year.

content,

which is now

. . . and failures

Despite these gains, the gap be-
tween China and the rest of the world
in electronics continues to widen.
This is primarily due to inefficient
and duplicate production, aging
equipment, low labor productivity,
and shortages of foreign exchange,
parts, and components.

Duplication of production stems
primarily from decentralization of
the industry in the mid-late 1980s. As
authority devolved from the central
to the local levels, each province

The electronics
industry suffers
from inefficient and
duplicate
production, aging
equipment, low
labor productivity,
and shortages of
foreign exchange,
parts, and
components.

strove 1o create i[.‘; Oown t’l(‘(‘ll'“lli('h
result has been the
creation of numerous factories—few
of which are able to attain economies
of scale—producing the same goods.

sector. The

types of foreign equipment, wasting
foreign exchange. In the
television sector, for instance, China
has imported 113 color-television
lines, many of which cannot be used
either because China cannot pro-
duce—or afford to import—the
components and parts needed to run
them.

Structural obstacles have also ham-
pered performance. The contract
responsibility system has created a
tendency among managers to con-
centrate on short-term revenues
rather than long-term gains in pro-
ductivity and the introduction of new
products. Accordingly, many manag-
ers are unwilling to take their present
earnings and invest in new technol-
ogy. The fact that demand usually
exceeds supply for most better-
quality consumer products in China
exacerbates this situation, as manag-
ers need only increase capacity to
increase sales. Even if managers have

scarce

Sectoral Composition of

China’s Electronics Industry, 1989

Communications
55%

Computers
6%

For example, there are about 30
factories producing integrated cir-
cuits in China, but
currently able to produce more than
10 million units per year, well below
the standard capacity of factories in
the West and Japan. The prolifera-
tion of factories, moreover, has led to
importation of

only one is

excessive certain

Source: Ministry of Machinery and Electronics

Radar
5%

Electronic
Parts 12%

Components 22%

the foresight to attempt to upgrade
their facilities and increase quality,
the weak technical foundation of
most enterprises makes it difficult for
them to embark upon even the most
modest research and development
efforts. This problem has also been
evident with respect to imported
technologies; though their applica-

January-February 1992 e The China Business Review

23



FOCUS

The central
government is
looking to
consolidate and
focus its resources
by concentrating
production in key
enterprises.

tion has increased production, there
has been very little indigenization of
the imported technologies, let alone
new technical innovations.

The behavior of managers is also
constrained by government bureau-
crats at both the national and local
levels, for whom the electronics
industry is too strategically important
to be granted too much autonomy.

Council Leading Group for Electron-
Computers, to key
decisionmaking positions in Beijing.
To help overcome structural impedi-
ments, the government is
looking to consolidate and focus its
by creating production
“pockets’ around the country, which
will concentrate production in key
enterprises (see p. 30). One of
Beijing's top priorities for the fore-
seeable future will be to boost output
and quality of critical components.

ics  and

central

resources

Overcoming component shortages

In 1989, China used some 350
million-400 million integrated cir-
cuits for production of various elec-
tronics goods. Domestic production,
however, totalled only 114 million, so
the rest had to be imported. This
dependence has limited growth of
the electronics industry not only by
absorbing large amounts of foreign
exchange that otherwise could be

China’s Semiconductor Output,

1986-90

million units
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Through their control over foreign
exchange, tax policies, and allocation
of inputs, constantly
intervene in the operations of enter-

bureaucrats

prises.

Understanding of these problems
has increased with the ascension of
Jiang Zemin, former minister of the
Ministry of Electronics Industry, and
Li Peng, former head of the State

Source: Ministry of Machinery and Electronics

1988

1989

transformation,
but by slowing innovation, as the
Chinese find adapting foreign tech-
nologies very difficult.
Quantitatively, China has achieved
some success in production of semi-
conductors, manufacturing approxi-
mately 3.1 billion semiconductor
chips (worth $1.06 billion) in 1990,
an increase of 24 percent over 1989

used for technical

output (see graph). Production of
integrated circuits, however, totalled
96.58 million pieces, a decrease of
nearly 16 percent from the previous
year (see p. 26). This decrease is
probably a one-time phenomenon,
and does not reflect improvements in
yields (the proportion of circuits that
are actually useable) achieved during
the same period.

Qualitatively, however, deep-
seeded problems plague this sector,
with the result that China’s semi-
conductor industry is at least 5-10
years behind the world leaders. The
chief problems are China’s obsolete
manufacturing facilities and inability
to utilize at the factory level techno-
logical advances made in the lab,
These factors have fostered contin-
ued dependence on foreign-made
components in most areas. China’s
rapidly growing microcomputer in-
dustry, for example, still requires
imports to meet over 60 percent of
its demand for semiconductors and
integrated circuits.

To help overcome this depen-
dence, China plans to establish two
major semiconductor bases during
the Eighth Five-Year Plan (FYP,
1991-95). One of the bases will be in
Beijing and the other will be in
Jiangsu Province, spread among
Nanjing, Wuxi, and Shanghai. The
ultimate goal is to build about 12
backbone enterprises in the zones.
Among the 12 will be Sino-foreign
joint ventures, and all will have
advanced technology and large-scale
manufacturing capability. By the end
of the plan, integrated-circuit pro-
duction is also to rise significantly, to
400 million-600 million circuits per
year. Even at this level, however,
China will still count on imports to
fulfill one-half to two-thirds of de-
mand.

Attracting foreign investment
Chinese officials are counting on a
number of foreign investment
pl'()jt‘t‘ls LO pl‘npt‘l the components
subsector during the next five years.
The most ambitious of these involves
Motorola Inc., which has agreed to
set up an integrated circuit-manufac-
turing facility in Tianjin. The
Motorola project, a wholly foreign-
owned enterprise, involves the estab-
lishment of an assembly and manu-
facturing facility for multi-purpose
integrated circuits. Motorola hopes
to use Tianjin as its main operating
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base in China; several of the compa-
ny's divisions will set up facilities
there. The company intends to grad-
ually evolve its operations from
assembly of semi- and complete-
knockdown kits to technology trans-
fer and full manufacturing opera-
tions.

Another project of considerable
importance involves NEC, which will
invest in a $62 million joint venture
with Beijing’s Shoudu Iron and Steel
Plant to produce integrated circuits
in the 2-3 micron range. The Shoudu
Iron and Steel Co. will hold 60
percent of the equity while NEC will
hold the other 40 percent. The plant
will have an annual capacity of 50
million circuits, and will supply an-
other NEC joint venture in Tianjin
that produces program-controlled
telephone exchanges. The NEC joint
venture is particularly significant as it
represents the first Japanese invest-
ment in the electronics sector outside
of television and home appliance
production.

Additional projects for integrated-
circuit production include a fabrica-
tion line for telecommunications
switching in Wuxi, using technology
transferred from Siemens. This
project will nearly double the annual
capacity of the Jiangnan #742 Fac-
tory—currently China’s largest inte-
grated-circuit  producer—to about
100 million circuits. Philips of Hol-
land also plans to establish an inte-
grated-circuit production project, a
joint venture with the Shanghai #7
Radio Factory. The venture will

manufacture five-inch  wafers for

SERVICES OFFERED

Chinese Fax Translation Service
Fast accurate translations. Chinese
letters, documents. Fax, Laser]et or
express mail. Contact 701 /239-9983

CLASSIFIED AD RATES

US$10/line with 36 characters per
line, including all spaces &
punctuation. Submit only typewritten
ads and send with payment 6 weeks
before issue date to:

Classified Advertising

1818 N Street NW #500,
Washington DC 20036 USA.

television and audio use, and will
have an annual capacity of 70 million
circuits. These two projects will join
an already up-and-running inte-
grated circuit-producing venture in
Shanghai. This project, known as
Beiling, involves ITT Belgium, and
produces circuits for digital telecom-

billion-8 billion in 1995.

Four sub-sectors are to be singled
out during the Plan to receive
preferential State treatment, includ-
ing tax exemptions and research and
development subsidies: integrated-
circuit production, computer pro-
duction, computer software develop-

China’s Output of Integrated Circuits,
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munications switching devices. An-
other important foreign investment
in the integrated circuit area is a
project in Shanghai's Caohejing
High Technology Zone involving
technology from France's Air Liquid.
The main objective of this project is
to produce super high-purity gases
for use in integrated-circuit manu-
facturing. The venture is part of a
larger effort to boost Caohejing’s
Microelectronics Research and
Development Center.

Eighth FYP goals

Though most of these projects
won’t be up and running until at least
halfway through the Eighth FYP,
Chinese leaders are counting on
them to help fulfill the Plan’s targets
for the electronics industry. These
targets include a 15 percent annual
growth rate, which would put 1995
total output at around ¥100 billion.
Exports are projected to grow at a
slightly faster pace, reaching $6

Source: Ministry of Machinery and Electronics

1988 1989

ment, and
telephone

program-controlled
Central au-
thorities are also counting on elec-
tronics to serve as the impetus for
improvements in enterprise perfor-
mance. Specifically, electronics-re-
lated technologies are to be used to:
e update existing equipment

e develop new products, such as
programmable appliances

e manage electric power utilization

e develop computer-aided manage-
ment systems and design techniques.
Approximately 300 key large- and
medium-size State enterprises from
around the country will take part in
this program, and will receive pref-
erential treatment in terms of access
to credit and foreign technology.
Shenyang has been designated the
first city to carry out these policies of
using high technology to promote
technical transformation. The pro-
gram will be overseen by the State
Planning Commission and its local
affiliates.

switching.
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As beautiful and as fleeting as the snow,
Shangri-La’s winter rates in China.
From now until March 31st 1992, Shangri-La offers
you a warm winter welcome with legendary
hospitality at special seasonal rates.*

In Beijing, the China World Hotel from US$75, the
Shangri-La Hotel from US$59 and the Traders Hotel
from US$50 are exceptionally attractive,

In Shanghai and Hangzhou, the Portman Shangri-La
and the Shangri-La Hotel, Hangzhou, are
especially inviting at US$72
Call now to book before the great value of

Shangri-La's China melts away.

*These promotional rates are per night, single or double occupancy
and include a comphimentary daily newspaper, late check-out
and other extras. All rates are subject to availability and subject
to change without prior notice

SHANCRI-LA INTERNATIONAL

HOTELS and RESORTS
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USA & Canada (1-800) 942 5050 or your travel agent ] w11(‘t‘t‘ (,’lS(‘.
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Opportunities for foreign
companies

The priority being given to the
electronics sector by the central
government, coupled with the indus-
try’s current inability to meet de-
mand and innovate technological
advances, will ensure numerous
trade and investment opportunities
for foreign firms in the coming years.
Companies exploring investment
opportunities in the four areas tar-
geted under the Eighth FYP will
likely find themselves with strong
negotiating positions. To date, how-
ever, few US companies—or other
foreign firms, for that matter—
appear to have thoroughly investi-
gated manufacturing opportunities
for higher-end products. In the
semiconductor and integrated-cir-
cuit areas in particular, US compa-
nies have been too preoccupied with
the markets in Japan and Europe to
pay much attention to China. Al-
though the Motorola and NEC
projects may herald a new stage of
higher-end foreign investment in the
electronics industry, many foreign
companies are clearly wary of intro-
ducing advanced technology into
China, a potential future competitor.

Companies disinterested in manu-
facturing-related investments may

still find good opportunities else-
industry, however,

where in the

US companies
should seek to
harness the skills
of China’s
research institutes,
working with them
to design new
technologies that
could be
manufactured in
the West.

particularly in cooperative research
and design efforts. China has several
research institutes, for instance the
Shanghai Institute of Metallurgy un-
der the Chinese Academy of Sci-
ences, which are doing excellent
work in a number of electronics-
related areas. Hong Kong and Japa-
nese companies have already begun
to establish relationships with such
institutes in the areas of CAD/CAM
and software engineering. US com-
panies should also seek to harness the
skills of such institutes, working with
them to design new technologies that
could be manufactured in the West.

Consumer electronics constitute a growing percentage of China’s exports.

Continuing dependence

Although China seeks to become a
major player in the global electronics
market, it lacks the means to be a
first-rate player in the foreseeable
future. If the pace of technological
change in Japan, the United States,
and Europe continues unabated, it is
highly unlikely that China will even
catch up to Taiwanese or South
Korean levels by the end of the
1990s.

Nevertheless, China's electronics
sector should achieve reasonable
levels of growth—5-10 percent—
during the Eighth FYP. It is improb-
able, however, that the industry will
become the catalyst sought by the
leadership, and dependence on for-
eign components will continue. This
dependence will be felt most in the
computer field, where China’s lack of
sophisticated manufacturing capabil-
ity will prevent it from attaining the
advanced technological levels it
seeks. This in turn will affect the
country’s ability to meet defense-
related electronics requirements,
which is already an obvious concern
of China’s military establishment.

Although the industry as a whole
will continue to lag far behind those
of Japan and Western countries,
facilities that stand out in terms of
research and development, software
design, and even manufacturing will
emerge. These ‘‘pockets of excel-
lence” will be created by a combina-
tion of nurture from the top and
increased local initiative from below.

Domestic enterprises that have
linked themselves to foreign firms
may also help propel the industry
forward. These firms should follow a
strategy emphasizing “‘complemen-
tarities”” with Western and Japanese
companies, whereby they produce a
certain piece of technology or equip-
ment needed by the foreign partner.
For instance, the Chinese could
produce software and peripherals for
a foreign mainframe manufacturer.
By hooking up with foreign firms,
Chinese enterprises will be forced to
produce quality goods and interact at
a higher level in the international
marketplace—prerequisites for
eventually striking out on their own.
Like South Korea and Taiwan, Chi-
na's hopes lie in a "learn by doing"
approach that seeks to create greater
economic interdependence, rather

2

than national self-reliance. ¥
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Now Reduced 40-60%

Special Offer! All Pre-1990 Council Publications

=

Guide to China’s Trade and
Investment Organizations

Easy to use, concise reference to seventy

of China's key investment and trade
organizations. Entries provide contact names,
addresses, and functional descriptions. The
book also features straightforward summaries
of the role of China’s various organizations in
trade and investment. 100 pages. June 1989.

Council members-%ﬁﬁ $30
Nonmembers--$95\ $55

US China Business Services
Directory

Directory of more than 900 US, Hong Kong,
and Chinese companies providing China
business services. Includes consultants,
agents, architectural and construction
engineers, freight forwarders, attorneys and
more. This indispensable resource will assist
in all aspects of your China business. 104
pages. January 1989.

Council members--ﬂ% $25
Nonmembers- m $35.

SPECIAL PACKAGE OFFER

Opportunities in China’s Major
Projects & ICB Report

1) Resource guide to 257 of China’s key
projects. Organized by sector and includes
location, status, and total investment.
Analysis of US sales, key factors affecting
the competitiveness of American firms.
245 pages. August 1988.

2) International Competitive Bidding Report:
Guide for American Companies in China.
98 pages. April 1990.

Councirmembers--$1‘$\ SGO
Nonmembers--$}ﬂQ $95

The Beijing Real Estate Report

Unique guide to office, apartment, and hotel
accommodations, including specifications for
all accommodations; detailed profiles of 56
facilities; China's real estate rules and
regulations; maps locating all projects and
other places of interest to expatriates.

104 pages. January 1988.

Council rnembers-ss-s\ $20
$30.

Nonmembers--

China’s Metals and Minerals:
A Comprehensive Guide

Detailed assessment of China's metals and
mineral reserves, production facilities, and
development strategies. Includes maps of
major deposits, organizational charts, and
data on productivity, investment and trade.
125 pages. November 1988.

Councilmembers--sm $70
Nonmembers--$\zﬂQ $100
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Electrical Power Development
in China

Comprehensive guide to China’s electric
power market. This study provides
information on buyers of power equipment
and related services; analysis of the
market for various types of equipment and
services;power projects planned for the
1990s. 136 pages. January 1988.

Council members——Smﬁ\ $90
Nonmembers--$2 $125
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Chinatron: Ghost of MEI?

The impact of this new, ministry-level corporation on foreign

he past few years have seen

Beijing try to reassert con-

trol over sectors of the

economy it deems critical to
economic modernization. One of the
most recent moves involves the estab-
lishment of the China Electronics
Industry Corp. (Chinatron) in June
1991.

The formation of Chinatron repre-
sents an attempt by central authori-
ties to regain control over key
enterprises in China’s electronics
industry. In Beijing’s view, decentral-
ization of this sector in 1986 led to
the growth of inefficient, small-scale
production facilities which neglected
key technologies and products in
favor of lower-technology goods (see
p- 22). Chinatron was created to
“concentrate” manufacturing and
research and development efforts to
develop larger-scale production and
boost the technological level of the
electronics industry—including
technologies for military use—to
allay concerns that China’s techno-
logical capabilities lag behind those
of other countries.

Undoing an arranged marriage

But Chinatron’s formation also
signals the re-found independence of
the electronics bureaucracy at the
central level. The 1988 merger of the
Ministry of Electronics Industry
(MEI) and the State Machine-Build-
ing Industry Commission into the
Ministry of Machine-Building and
Electronics Industries (MMEI) (see
The CBR, July-August 1988, p. 30)
was not universally supported within
those bureaucracies or the State
Council. The purpose of the merger
was to integrate electronics and
machinery engineering so that elec-
tronics could better serve what some
deemed to be its most important
application—machine building. In

compam'es is not yet clear

John Frisbie

Chinatron’s
formation signals
the re-found
independence of
the electronics
bureaucracy at the
central level.

reality, the marriage subjugated the
electronics bureaucracy to the ma-
chinery bureaucracy. The first MMEI
minister was Zou Jiahua, (now vice
premier), who has a strong back-
ground in machinery. Only two func-

Contacting
Chinatron

Foreign companies wishing to obtain
more information on the new cor-
poration or to meet with its staff
should contact:

Chinatron Department of
International Cooperation

27 Wanshou Road, Beijing 100846
Phone : (01) 8218528

Fax : (01) 8212801

Telex : 22383 MEI CN

Cable : 2193

tional MEI departments—the com-
puter and microelectronics
bureaus—were left intact in the new
ministry, and many cadre-level elec-
tronics personnel were reassigned.

John Frisbie is director of the US-China
Business Council’s Beijing office.

Chinatron’s formation has re-
versed some of the effects of the
merger. Chinatron has reclaimed 170
former MEI employees, including
former MEI and MMEI Vice Minister
Zhang Xuedong, who now heads
Chinatron. The State Council has
designated 87 of China's largest
electronics factories—including the
Great Wall Computer Corp., Panda
Electronics, Shaanxi Color Picture
Tube Factory, Changhong Television
Factory, and the Beijing Wire Com-
munications Factory—to come un-
der Chinatron supervision. The en-
terprises represent about half of the
170 factories formerly under MEI,
and produce around 25 percent of
China’s total electronics output
value.

In addition to the 87 enterprises,
Chinatron will take over most re-
search and development functions
from MMEIL. About 50 research
institutes will be reclaimed by
Chinatron, leaving only two or three
under MMEI. Although initial reports
indicated that military electronics-
production facilities would also be
grouped under Chinatron, it now
appears the corporation will only be
involved in the research and product
development of military-related elec-
tronics. Chinatron officials say that
95 percent of the corporation’s total
output value will be for civilian use.

Ambitious goals

Chinatron’s development focus in
the Eighth Five-Year Plan (FYP,
1991-95) covers a wide variety of
product areas. The top priority is the
large-scale production of integrated
circuits, principally for telecommuni-
cations applications. Systems engi-
neering in communications and in-
formation processing is also to be
emphasized, for such applications as
traffic control systems, banking, and
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information transmission and pro-
cessing for post, telecommunica-
tions, and media. Consumer elec-
tronics production will focus on
large-screen color televisions, color
picture tubes, and video-cassette re-
corders (VCRs). Communications
targets include the development and
production of telephone-switching
equipment and satellite ground sta-
tions. Computer production will con-
centrate on microcomputers; main-
frames will continue to be imported.
Military electronics research and
development will concentrate on
satellite, radar, and mobile communi-
cations technologies.

The MMEI link

Chinatron, which has established
itself in the old MEI offices in west
Beijing, has ministry-level status and
reports to the State Council. How-
ever, it will have to maintain a close
working relationship with MMEI,
which continues to fill the overall
policy, planning, and administrative
role for the industry. The creation of
Chinatron has not resulted in any
changes thus far in MMEI's bureau-
cratic structure; MMEI's computer
bureau, for example, will continue to
be responsible for computer software
policy and regulations. The State
electronics trading company, China
National Electronics Import and Ex-
port Corp., also remains under MMEI
and has not been placed under
Chinatron as originally considered.

Chinatron will nominally handle
planning and finances for itself and
the enterprises under its umbrella,
dealing directly with the State Coun-
cil, State Planning Commission, and
the Ministry of Finance for formal
approvals. However, these activities
will be closely coordinated with
MMEIL. Chinatron President Zhang
Xuedong sits on MMEI's planning
group (which includes the MMEI
minister and vice ministers), while
MMEI Vice Minister Zeng Peiyuan
sits on Chinatron’s planning group.
Materials allocations to factories un-
der Chinatron will still be handled
through Ministry of Materials and
MMEI channels. Finances, for this
year at least, will also be coordinated
with MMEI, which will designate a
block of its funds for Chinatron.
Chinatron can then re-allocate the
monies to various projects through
direct dealings with the Ministry of
Finance.

In reality Chinatron
has not achieved
complete
independence,
since many
responsibilities for
electronics still lie
within MMEI.

Uncertainties abound

Chinatron’s ability to implement
its mandate is unclear. Regaining
control over the factories that come
under its domain will prove no easy
task; many of these enterprises have
enjoyed relatively greater autonomy
since 1986 and may resist efforts at
recentralization. Local governments,
which have been the prime investors
in these factories since they were
decentralized, can also be expected
to resist Chinatron’s grasp. The new
corporation will have to negotiate
revenue-sharing schemes with local
governments to pay back local invest-
ments in each factory. It will also have
to negotiate with local governments
on such issues as taxation and utili-
ties. These negotiations have begun,
but according to Chinatron officials
progress has been slow.

Even if such negotiations are con-
cluded to the satisfaction of all
parties, it is still far from clear what
degree of control Chinatron will have
over the factories beneath it. The
current chengbao (contract) system
will be continued for the time being,
with Chinatron essentially replacing
the local electronics bureaus. This
means that Chinatron will be respon-
sible for production planning and
funding allocations to the factories,
each of which is an independent
accounting unit. Materials will be
supplied through traditional chan-
nels and at allocated prices for in-
plan production. Output levels will
be specified in the contract and
revenue-sharing will be divided ac-
cording to agreement between the
central and local governments.
Chinatron’s own operating budget
will come not from a share of total
profits, but from Ministry of Finance
allocations, just as other ministry
budgets do.

Ultimately, Chinatron has dreams

of adopting a three-tier structure
inspired by “large multinationals,
such as IBM,” according to one
Chinatron official. At the top,
Chinatron itself would be the “‘in-
vestment center,” formulating devel-
opment plans and allocating invest-
ment; underneath, ‘‘group”
companies would be formed to com-
bine similar producers (e.g., a con-
sumer electronics group company
would include television, picture
tube, and VCR producers) and act as
“profit centers;"” and finally, the
individual factories would be ‘“‘cost
centers.”’

Fine-tuning operations

Such an arrangement is clearly a
long way off. In the near term,
however, Chinatron’s position in the
central government hierarchy re-
quires further adjustment.
Chinatron’s ministry-level status the-
oretically puts it on an equal footing
with other central ministries and
allows it to deal directly with the State
Council, State Planning Commission,
and other ministry-level organiza-
tions. In reality, though, complete
independence has not been achieved,
since many responsibilities for elec-
tronics still lie within MMEIL. In key
areas—such as planning, finance,
project approvals, and materials allo-
cation—Chinatron and MMEI are
still linked in a manner that is likely to
breed contention over control, par-
ticularly since both organizations
carry ministry rank.

Some options to remedy this situa-
tion are apparently already being
considered within the government.
One proposal involves fully re-estab-
lishing the Ministry of Electronics
Industry and placing Chinatron be-
neath it with vice-ministry status to
act as the ministry’s business arm,
Another would keep Chinatron as a
ministry-level organization, but
would also create a State Informatics
Commission to coordinate the vari-
ous electronics-related central orga-
nizations, including MMEI,
Chinatron, the Ministry of Aerospace
and Astronautics, the State Science
and Technology Commission, and the
Ministry of Posts and Telecommuni-
cations. Chinatron officials hope the
situation can be resolved this year,
but any significant bureaucratic
changes may have to wait until the
spring of 1993, when the current
State Council reaches the end of its
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Chinatron Corporate Organization

Administrative Office

Director General
Huang Liman

Deputy Director General
Wang Zhongchen

Department of Planning

e

Director General Deputy Directors General
Shen Guanli Liu Zhaokun  Xiang Defang

Department of Production

Chief Engineer Director General Deputy Director General
Liao Youming Li Houbin Wang Chonglu

Deputy Chief Engineer

Su Xuezhi Department of Science, Technology, and Quality

Director General  Deputy Director General  Chief Engineer
Chen Xingxin Xu Daosong Fei Zonglian

Department of Finance

Director General Deputy Director General
wang Qinfang Huang Rongfang

Chief Economist .
Wang Dianpu Department of Defense Systems and Projects

Director General Deputy Directors General
Xia Wenxiang Zhang Jingrong  Liu Xiaoying

Department of Components, Equipment, and Instruments

i Director General Deputy Directors General
Zh:r;;s)l(ggg;ng Chen Rihua Wei Xianzhang  Ji Hengkuan

Vice Presidents Department of Basic Research

W&fg :\{f~nih¢ng Director General Deputy Director General
u Xinkur Hou Yinming Qiu Ronggin

Department of Civil Systems and Projects

. Director General Deputy Director General
Chief Accountant Wang Dianpu Li Shuxun
Yang Xianxiang

Department of International Cooperation

Director General Deputy Directors General
Xu Shequan Zhao Qi Yang Guang

Department of Capital Construction

Director General Deputy Director General
Xiao Chenghe Yu Zhonghou

Chief Supervisor

Xia Wenxiang Department of Personnel

Director General Deputy Directors General
Lu Zhiyu Li Zhixiang  Chang Yusheng

Department of Labor and Enterprise Management

Director General Deputy Directors General
Peng Shulian Zhang Guixian ~ Wei Ping

Department of Education

Deputy Directors General
Yao Zhiging  Ding Guofu
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Two-in-One
Study That
Gives You

the Facts on
US Investment in China

Unique ' Latest Report
Datafile: on Investment:
Customize information: Diskette includes more Understand investment trends: Who has invested

than 500 US investment projects in China, each
with over 30 database fields—investment
partners, equity, project location, economic
sector, contract type, and more.

in China and why? How do American investors
compare to those from other countries? What is
the outlook for foreign investment?

Assess Post-Tiananmen conditions: Get the

Know your competition: What type of contract is latest analysis of China's investment climate,

most prevalent in your sector? Which locales are | including case studies and the results of two

most popular? You'll also find brief profiles of American investor surveys conducted by the
dozens of key projects in representative sectors. | US-China Business Council in 1989 and 1990.
Generate reports, letters and mailing labels: Use | Save research time and costs: The culmination of
your favorite software to tap the datafile's three years of research, this study presents
unique collection of joint venture information— current and comprehensive business information
sort and cross reference database fields to and analysis.

create specialized reports, letters, or labels.

Hardware/Software Requirements:

The datafile is for use on PC/MS-DOS compatible computers, with a minimum of one 720kb 3.5" or 1.2 mb 5.25" disk drive
(@ hard disk drive is recommended). RAM memory required will depend on the software program used to access the

datafile. The file is approximately 700k and was created using dBASE lll+. It may be used by any software program that
works with files in the DBF format.

US $250 (§185 for members of the US-China Business Council)
International airmail orders please add $10.

Send US dollar check to: US-China Business Council

1818 N St NW, Suite 500C84
Washington, DC 20036 USA
Fax 202/775-2476
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term and an opportunity for bureau-
cratic reshuffling occurs.

Boon—or bane—for foreign
companies?

It is still too early to tell how
Chinatron will interact with foreign
companies active in the electronics
sector. The corporation certainly
presents itself as a potential partner
for foreign companies, as it is em-
powered to sign joint-venture con-
tracts and make import decisions,
and plans to boost exports in order to
purchase production equipment and
technology to upgrade facilities.
With one-quarter of electronics pro-
duction supposedly under its control,
Chinatron cannot be ignored.

Some clarification may come in the
near future, as a number of foreign
companies currently have operating
joint ventures with Chinatron-desig-
nated enterprises. The Beijing Wire
Communications Factory, for exam-
ple, has a joint venture with Siemens
to produce telephone-switching
equipment. Chinatron officials say
the joint venture will not be tangibly

Foreign companies
should closely
monitor
Chinatron’s
evolution to be on
the lookout for
cooperative
opportunities—or
competitive
disadvantages.

affected by the Chinese partner’s
relationship with Chinatron; no
changes are to be made in the
venture’s legal documents or opera-
tions. Rather, it appears likely that
Chinatron will eventually become the
joint venture’s ‘‘department in
charge," replacing the local electron-
ics bureau as the project’s bureau-
cratic “‘minder.”

For foreign companies not directly

involved with Chinatron or its enter-
prises, the new corporation may be
viewed as a potential competitor. In
the area of integrated-circuit produc-
tion, for instance, a Chinatron-desig-
nated factory in Wuxi is scheduled to
produce integrated circuits using
Siemens technology, while Motorola
Inc., NEC, and Philips are all devel-
oping projects that will not feature
Chinatron involvement. It is conceiv-
able that Chinatron’s ministry-level
status might give a competitive ad-
vantage to the Wuxi project.

At this point, foreign companies
should closely monitor Chinatron’s
evolution to be on the lookout for
cooperative opportunities—or com-
petitive disadvantages. Regardless of
new developments in either direc-
tion, however, companies must still
maintain their relationships with
MMEI. Chinatron will only be respon-
sible for what falls under its um-
brella, but MMEI maintains overall
guidance and planning authority for
the industry and will continue to play
akey role in the approval of contracts

and proposals. 7T,

Program Director:

announces

THE CHINA-EUROPE
MANAGEMENT INSTITUTE

as part of its executive development programs a one week training
course in English for senior and mid-level employees of
Joint Ventures, running both in Beijing and Shanghai:

MANAGEMENT AND LEADERSHIP
STRATEGY, STRUCTURE AND COOPERATION BETWEEN PEOPLE AND DEPARTMENTS

Prof. Andre Wierdsma, Nijenroda University,
Netherlands School of Business, Holland

May 25-30, 1992 (Beijing)
June 1-6, 1992 (Shanghai)

Venue: CEMI, Beijing, PRC

The overall objective is to expose Chinese managers to the Western insights on
management and to develop their leadership skills. This will result in insights and
practical tools to perform better within the complex business reality of a joint venture
where Western and Chinese business practices meet.

Date:

Shanghai, Management Training Centre, Shanghai PRC

For more information please contact Ms Suzy Bong at CEMI, tel no. 8418343, fax no.
8418412 or write to CEMI, P.O. Box 2835, 100044 Beijing.

Companies participating in previous CEMI executive courses include: ABB, AT&T, BASF,
Bayer, BOC, Ciba-Geigy, Henkel, Hoechst Celanese, Johnson, Lufthansa, Nestle, Philips,
Siemens, Squibb, Unilever...
Other courses for employees of joint ventures and representative offices are offered; the
next training program, which is scheduled for December 1992, is a two week General
Business Awareness course in Chinese.
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00k to Open
When You Want to Close

DOING

a Business Deal in China BUSINE}}

o doubt about it. The People’s Republic of China is a land of

business opportunity. But making the most of the opportunity is no
simple matter. Count on Matthew Bender’s DOING BUSINESS IN CHINA to
guide you through the complexities and around the pitfalls.

How to Conduct Business in the PRC

Written by authors who have dealt extensively with Chinese business
matters, DOING BUSINESS IN CHINA offers a wealth of practical guidance
that can only come from firsthand experience.

Here are the full facts on:

4 China’s political, economic, government, and business climates

¢ special preferential economic zones where foreign investment
is encouraged

4 the numerous Chinese agencies and overlapping jurisdictions

¢ insurance, labor, immigration, dispute resolution, and intellectual
property practices in the PRC

Whether you are involved in your own business in China
or you are working with local counsel there, DOING

How to Make Tax-Wise Decisions BUSINESS IN CHINA is the practical tool you need to make
all the right moves in all your PRC business ventures.

in Every PRC Transaction

DOING BUSINESS IN CHINA covers virtually every major area of Always Up to Date
business law in China — with the in-depth analysis and detailed

Your book will always keep you on top of PRC developments, thanks
to Matthew Bender's looseleaf binder format that lets you add new
pages right to your existing text. And if anv upkeep is issued within
90 days of your purchase, it is yours at no charge.

legal and tax guidance you need to make your business decisions

both safe and profitable.

Each chapter takes a transactional approach, examining the issues and
the pitfalls when you're involved in:

4 ajoint venture agreement with a Chinese company

4+ seeking PRC government permission to conduct business there 1 VOlume: $150
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t took about four years of

somewhat roundabout negotia-

tions for the Xerox Corp. to set

up its Shanghai joint venture,
but the project was apparently worth
the wait. For Xerox, China has
proved a good match, offering both
low-cost design and labor and a
growing market for copier machines
and products. Formed in late 1987,
the $30-million Xerox Shanghai joint
venture is currently number one in
China’s copier market, and has ambi-
tious plans to capture even greater
market share.

Choosing China

The copier market in China is
dominated by foreign companies,
including Ricoh, Canon, Ubix,
Minolta, and Toshiba, aside from
Xerox. Many of these companies
have a longer history of selling to
China, but Xerox is the only copier
manufacturer thus far to establish a
joint venture in the country. Though
it will take Xerox significantly longer
than its competitors (some of which
have signed technology transfer
agreements with Chinese firms) to
show a return on its $15 million
investment, the company's dominant
position in a restricted-size market
undoubtedly reflects in part greater
official support for the joint venture
than for its competitors.

Xerox also initially considered
penetrating the China market
through a technology-transfer agree-
ment, but soon decided to pursue a
joint venture instead. Negotiations
began in 1984, following establish-
ment of the company’s first represen-
tative office in China the year before.
Previously, sales efforts were orga-
nized out of Hong Kong. Numerous

¢ ¢ o

Kelly Nelson

For Xerox, China
has proved a good
match, offering
both low-cost
design and labor
and a growing
market for copier
machines and
products.

sites were considered for the venture,
but Xerox settled on Shanghai due to
the large concentration of compo-
nent suppliers in the area. Xerox's
joint-venture partners are the Bank
of Communications, which holds 5
percent of the venture, and the
Shanghai Movie and Photo Indus-
tries Co. (SMPIC), a manufacturer of
copiers and other items, which holds
44 percent of the project. The
venture is located in the Minhang
Economic and Technological Devel-
opment Zone (ETDZ), which was
selected for the tax and other bene-
fits it offers foreign-invested enter-
prises.

Xerox Shanghai has a 30-year,
renewable joint-venture contract,
and a 10-year renewable technology
license for production of desktop

Kelly Nelson regularly writes on com-
pany activities in China for The CBR.
Editor Pamela Baldinger also contrib-
uted in the preparation and writing of
this article.
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Project Notebook
A High-Tech Success

Despite high prices and market restrictions, Xerox
Shanghai is tops in the copier market—and
poised to expand

copiers and accessories and other
copier products. The license gives
Xerox Shanghai the right to use
Xerox's desktop office-copier tech-
nology.

Three-in-one

Xerox Shanghai consists of three
plants, all of which have been set up
in the Minhang ETDZ. There is no
exchange of money between plants—
all function as a single venture. The
first, a copier assembly plant, was
established in 1988 and is expected
to operate two lines and multiple
shifts once it reaches capacity, which
should occur in 1992. After a brief
delay due to the Tiananmen Square
crackdown, a $4.3 million toner
plant and $2.5 million photoreceptor
plant were also constructed. Both
became operational in April 1991.
These plants have considerably re-
duced Xerox Shanghai’s imports, as
the venture previously had to import
toner and photoreceptors.

The photoreceptor plant is capable
of producing 40,000 units annually
at full capacity, which it should reach
by 1994. The plant was designed as a
low-capacity production facility due
to rapidly changing photoreceptor
technologies, and provides chemical
treatment and vacuum coating for
the 1027-model’s photoreceptors.
The toner plant, in contrast, has an
annual capacity of over 1 million
pounds, which will probably never be
reached in China. It is the only toner
plant in the world that produces
toner for the 1027 model by an
extrusion process. This process, to-
gether with up-to-date instrument
controls and microprocessors, will
allow Xerox Shanghai the flexibility
to introduce new toner technologies
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for more sophisticated models in the | Shanghai. Aside from training the | about 25 percent more than im-

future.

The three plants currently employ
more than 600 people, six of whom
are expatriates. When all facilities are
running at full capacity, the venture
expects to employ 900 workers.

Localizing production

One of the prime components of
the Xerox Shanghai joint-venture
contract is a stipulation that 70
percent of the venture’s components
be sourced locally by 1992. Xerox
officials claim that the venture is
currently on track to achieve this
goal, though the process has been
difficult since none of the suppliers
initially had the technical expertise
or equipment necessary to produce
the quality components needed by
Xerox Shanghai.

To overcome these obstacles, Xe-
rox Corp., through the joint venture,
has either transferred technology or
provided technical support to ap-
proximately 60 suppliers, mostly in

suppliers how to use the technology
or equipment transferred, Xerox
also educates them in materials man-
agement and handling, as well as in
accounting. The Shanghai Economic
Commission has helped Xerox im-
prove the supplier base by providing
funding to local companies to enable
them to upgrade their factories and
purchase the new technology.

Xerox estimates it has spent several
million dollars in training, support,
and monitoring of Chinese suppliers
to ensure consistent quality and
delivery. Some of these costs have
been charged to the suppliers, and
Xerox Shanghai has absorbed the
rest. While the training has paid off
in improved quality of locally sup-
plied components over the past few
years, Chinese components still tend
to be produced at above world-
market prices—thereby forcing up
the final cost of Xerox Shanghai
copiers. By Xerox estimates, locally
supplied components cost on average

ported ones.

Satisfied customers

All components used by the Xerox
Shanghai venture are subject to
quality standards set by Xerox Corp.
The parent company has also insti-
tuted its corporate quality control
culture in the venture, to ensure that
Xerox Shanghai’s output is on par
with Xerox products manufactured
in other countries. According to
Frans Ryckebosch, former general
manager of the venture and current
manager of business strategy for
Xerox Americas Operations (which
includes China and Hong Kong),
Xerox attempts to reinforce the
concept of quality at all levels, not
just in interaction with the enduser.
The company’s “LUTI"—learn, use,
teach, and inspect—system is ongo-
ing, with each management level
teaching it to the level below, as well
as to new employees.

A Customer Satisfaction Review

when the question is...

€ CHow do I get the
information from Beijing? )

Consider the Solution

Research Associates, an internationally known Information Broker with experienced
research staff, will handle your requests for a variety of information needs such as:
[ Translation

L Bibliography Preparation

[ Patent Research

[ Document Retrieval
[ OnLine Research
[ Manual Research

When speed and budget are prime considerations, let
Research Associates put the power of information at your fingertips.

Contact:
RESEARCH ASSOCIATES
Suite 112 » 4949 Battery Lane ® Bethesda, Maryland 20814
Tel: (301) 986-5242 Fax: (301) 654-0782 » (301) 652-1637 MCI: MNewhouse
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Board, which meets on a monthly
basis, has also been established by the
venture to ensure the reputation of
Xerox Shanghai products. The
board, composed of representatives
from the venture's marketing, ser-
vice, distribution, management, engi-
neering, and quality control depart-
ments, examines complaints and
conducts customer surveys to deter-
mine where improvement is needed.
The results from the first post-
installation survey, conducted in Jan-
uary 1990, indicated 90 percent
customer satisfaction with the ven-
ture's products. Further proof of
Xerox Shanghai’s success in attaining
high quality comes from the Shang-
hai municipal government, which
awarded the venture the Shanghai
Quality Award for 1990, and from
Xerox China and South Pacific Oper-
ations, which awarded Xerox Shang-
hai an in-house quality award in
1990.

Capturing the market

The first Xerox Shanghai 1027
copier was produced in October
1988, little more than a year after the
joint-venture contract was signed. A
mid-range model, the 1027 does not
incorporate the latest technology,
but its “reliable, sturdy operation is
very suitable for China,” says
Ryckebosch. The copier sells for both
renminbi and foreign exchange, with
the price varying according to which
currency is used.

In order to meet demand outside
Shanghai for its copiers, Xerox
Shanghai—with help from SMPIC—
has established a nationwide distribu-
tion, sales, and service network in
China. This network includes over
100 dealers throughout China, all of
whom have been trained by Xerox
Shanghai. Three Xerox represen-
tative offices—in Beijing, Guang-
zhou, and Shanghai—provide addi-
tional dealer support in such areas as
training, inventory, advertising, and
collateral. This well-developed net-
work helped Xerox Shanghai gain 32
percent of the Chinese desktop-
copier market in 1989, and around
45 percent by late 1991. The strong
performance has led the venture to
accelerate the profitability projec-
tions made in the original feasibility
study, even though other projections
proved to be far off the mark.
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Facing reality

According to Pat Martin, president
of Xerox Americas Operations, the
original feasibility study for Xerox
Shanghai was overly optimistic in its
assumptions of production costs and
size of the copier market in China.
These miscalculations were perhaps
unavoidable, however, given the un-
foreseen nature of some of the
factors that have affected Xerox
Shanghai’s performance.

First, the devaluation of the yuan
and appreciation of the Japanese yen
resulted in higher costs to the ven-
ture, though these have been par-
tially offset by the higher prices
Xerox Shanghai has been allowed to
charge for its products. Perhaps
more important, the introduction of
government purchase controls in
1988 has led to a far smaller market
than Xerox originally envisioned.
Now, in order to purchase a copier, a
prospective buyer must first obtain
permission from several government
agencies. This system seriously inhib-
its market forces; Xerox estimates the
real market in China to be five times
its present size.

Despite these problems, Xerox
Shanghai’s balance sheet for the first
three years was about on target,
thanks to tax concessions from the
local government and the venture’s
capture of a larger percentage of the
market than originally anticipated. In
order to come up with more realistic
sales and expense projections, how-
ever, Xerox updated its feasibility
study in May 1990 to reflect current
market conditions.

Looking ahead

Problems unrelated to the macro-
economic environment have also
confronted Xerox Shanghai. For
instance, the paper feeders initially
produced by the venture malfunc-
tioned due to the poor quality of
Chinese paper. The feeders have
since been redesigned to handle the
low-grade paper used in most Chi-
nese offices, and are reportedly
functioning well.

In order to better handle such
specific technological needs and to
tap future demand, Xerox Shanghai
is currently designing two new prod-
ucts—a low-end copier for develop-
ing markets, and a more sophisti-
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cated, high-end model. Xerox
Shanghai engineers initially worked
in conjunction with Xerox Corp.
engineers to develop the prototypes
for the two models, but total design
responsibility has now been turned
over to Xerox Shanghai. The first
model of the low-end copier, which is
expected to become a major product
line in China, is scheduled to enter
the Chinese market in 1993,

Whether other new product lines
will also be manufactured by Xerox
Shanghai has not yet been deter-
mined. Says Martin, “My inclination
is to continue with Xerox Shanghai;
we have a vendor base there and have
spent a long time training people in
quality control and other areas. But
starting a new project is very tax-
ing—I wouldn’t let our joint ven-
tures in India and Brazil, for exam-
ple, even contemplate it. While there
are advantages to keeping everything
in one organization, it could be too
much for them. I want to make sure
that Xerox Shanghai continues to
operate on a sound financial footing.
This venture is already ahead of
where our first venture in Japan was
at the equivalent time. Eventually, I'd
like to see it become like Fuji Xerox,
a stand-alone operation with its own
product lines.”

Whether Xerox Shanghai can meet
such lofty aspirations depends on
several factors. First, the market will
have to expand, which will require
the abolition or liberalization of the
government purchase-control sys-
tem. Second, costs will have to come
down, which will require further
improvements in the local supplier
network. The venture is already
ahead of schedule in several areas,
however, especially exports, which
are necessary to help it balance
foreign exchange. Xerox Shanghai
exported some 2,000 products in
1991 —including a shipment to Ger-
many—compared to the 200 called
for in its feasibility study. Though
exports still account for a small
percentage of total production, Xe-
rox had not expected the venture to
be able to export to developed
nations for another two to three
years. It is perhaps no wonder,
therefore, that even as Xerox offi-
cials claim the future is “daunting,”
they also proclaim themselves “de-
lighted”” with the past three years.
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China Commercial Relations Directory 1991/92

A bilingual, English-Chinese, published biennially
This year includes 119 companies. Also includes
“statistical anatomy of China’" in the form of 18
charts or listings reprinted with permission of leading
rescarch publications on China. A **China Travel™
chapter which gives information on getting visas,
transport connections, American business contacts
in the country, and foreign exhibitions calendar. Now
in its eighth ediion. List price: HK$215/US$32 (HK$175/US$28 for
AmCham members)

PRC Business Firms in Hong Kong and Macau
A guide to over X firms compiled by a team of
US government staff members and business people
active in China
- Banking & Finance, Insurance. Oil Companies,
ﬁ Shipping Agents, Travel Services, Publishing and
News Media; Geographic listings show company
connections 1o national, provincial, urban and Special
Economic Zone corporations of China. Also
Parent/Holdings firms guide. Products & Services index and Chinese-
language company names appendices: essays surveying nature and
history of Chinese corporate presence in Hong Kong and Macau; US
Commerce Department and Hong Kong Trade Development Council
review economic impact and trends of Hong Kong/Macau/China
connection. List Price: HK$265/US$38 (HK$215/U5332 for AmCham
members)

Hong Kong Connection — Doing Business in
Guangdong Province

Comprehensive introduction 1o how business works
and where to get help on the ground in Guangzhou,
Special Economic Zones and so-called **Open
Areas”” like deltas of the three major rivers in the
province — the Pearl, Han and Jian. First book in
English w offer a simple, straghtforward and
inexpensive introduction 1o business conditions in the
province based on first-hand research. List price
HK$215/US$32 (HK$175/US$28 for AmCham members)

American Foods and Beverages in Hong Kong
American Foods and Beverages in Hong Kong is
a directory of over 200 importers, supplemented with
chapters describing the American presence in Hong
Kong's food business and giving tips on how best
1o ecnter this growing market. Published in
cooperation with the US Foreign Agncultural Service
(FAS) in Hong Kong

First edition. List price: HK$165/US$27 (HK$135/
US$22 for AmCham members)

Returning to Hong Kong — A Home Employment

Resource Guide for Graduates of Overseas Universities
A guide 10 jobs for almost 4,000 graduating Hong
Kong students returning from overseas. Distributed
free to graduating Hong Kong students at Amencan,
Australian and Canadian universities in cooperation
with the Institute for International Education (TTE)
and International Development Program in Australia
List Price: HK$165/US327 (HK$135/US$24 for

% AmCham members)

Doing Business in Today’s Hong Kong

Third edition, a compendium of investment analyses
covering the key sectors of Hong Kong's export-led
economy, authored by active and
executives in the termitory s commercial life. Written
by businessmen for businessmen, the authors of
which are drawn from the membership of Hong
Kong's largest grouping of foreign investors — The

successful

Amencan Chamber of Commerce. List price
HKS$185/US%29 (HKS$165/US$26 to AmCham members)
. . " N . . . . . .

The American Chamber of Commerce

in Hong Kong

Room 1030, Swire House, Chater Road, Central
Hong Kong

Tel: 5260165 Fax 8101289 Th: B3I664 AMCC HX
Mail Address' GPO Box 355, Hong Kong

Establishing an Office in Hong Kong
1990/91 seventh edition of this annual
Hong Kong context reviews of business services as
varied as freight forwarding, law and architectural
consulting. First-reference book for newcomers. Text
material divided into 17 brief chapters intended to
raise the right questions and offer the best references
Q supported by six appendices with referrals 10 key
organizations, AmCham business contacts and
other sources. Five maps. List price: HK$165/US$27 (HK$135/U8822
for AmCham members)
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Who's Who in Hong Kong Communications 1990
312-page book with four major categories: **Who's
Who in Hong Kong Communications™
extended paid listings of 115 companies, providing
65 categories of products & services. *'Communica-
tions in the Hong Kong Context™ includes 11 articles
reviewing themes in advertising, public relations,
publishing. desktop publishing equipment, and
printing. “*Professional Support in Hong Kong™
includes a miscellany of 10 different lists/key documents. **Quick
Contact File'' is a telephone finders” guide to about 4,400 companies
in Hong Kong, divided into 36 categories. List price: HK$215/U5$33
(HK$175/U8829 for AmCham members)

carmies

Hong Kong Electronics Handbook/Directory
T Hong Kong Electronics Handbook/Directory is
divided into three major sections. The first introduces
the manufacturing side of the industry with articles
from people who know it

“*Sourcing guide”” directory of 133 electronics
companies describes their products and services,
indicates if they do original equipment manufacturing
(OEM), describes the nature of their manufacturing
in China if any, and names their subsidiaries in Hong Kong, China
and the region

The last section of the book 1s a guide 10 Hong Kong's clectronics
services sector [t includes 10 different articles by authors active in
each sector covered. List price: HK$215/US$32 (HK$175/US828 for
AmCham members)
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Living in Hong Kong 1989/90

1989 seventh edition guide for newcomers 1o the
region. First published in 1973, Divided into 15
chapters covering topics as Living and Health,
Communications  Services, Legal Information,
Schools, Leisure Activities and even a chapter on
the best way to leave. List price: HK$165/U5%$27
(HK$135/U8$24 for AmCham members)
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AmCham Members Directory 1990/91

Over 500-page book contains four major sections,
including a guide to over 600 American private or
government  organizations concerned with US
business development in Asia-Pacific. Lists 2,570
members  from 1,079 companies. List price
HKS1,170/US$162 (HK$720/US$112 for AmCham
members)

Hong Kong's Training Services 1991
Extended profiles of 31 major training providers in
Hong Kong and nine major types of training
described are 17 educational
institutions and seven “‘in-house’” programs run by
,d specific companies or organizations. List price
HK$175/US$25 (HK$145/US$22 for AmCham
members)
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Asia’s
Telecommunications Hub
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Changes in Hong Kong’s telecom outlook could mean
new opportunities for US business

ny recent visitor to Hong

Kong can testify to the

ubiquitous sight of porta-

ble phone-toting execu-
tives conducting business while they
eat, drive, and walk. With approxi-
mately 2.3 million telephone lines,
90,000 facsimile machines, 700,000
paging units, and 120,000 mobile
telephones in use, Hong Kong main-
tains some of the highest telecom-
munications penetration and usage
rates in the world.

The territory is far more than a
showcase of the latest technology,
however. During the past decade,
Hong Kong's emergence as the prin-
cipal telecommunications center in
Asia has been instrumental in ce-
menting the territory’s key role in the
Pacific Rim. Successful telecom
development in Hong Kong has led
to significant spillover benefits for
industries as diverse as financial
services and manufacturing, and has
given Hong Kong companies a clear
competitive advantage in doing busi-
ness around the clock and around the
world. But given the territory’s un-
certain political future, it is vital that
Hong Kong create an even more
attractive telecom environment, es-
pecially in light of the growing
number of cities competing for
telecom preeminence in the region.

Singapore and Sydney, for exam-
ple, offer competitive, sophisticated
telecom facilities. Both are emerging
as viable locations for regional head-
quarters, while sites in Japan are also
strong contenders. Increasingly, mul-

Ivan H. Shefrin

HKT’s franchise is
due to expire in
1995, which could
set the stage for
increased
competition and a
greater US
presence in the
Hong Kong
telecom market.

tinational companies that need low-
cost, state-of-the-art telecommunica-
tions are diversifying their corporate
telecom operations within Asia to
keep pace with policy liberalization
and hedge their bets against the
possibility of a more restrictive
telecom environment in post-1997
Hong Kong.

For US telecom equipment and
service suppliers in particular, the
next few years will likely present
critical opportunities for active par-

fvan H. Shefrin is a trade negotiator and
policy analyst for the International
Trade Administration of the US Depart-
ment of Commerce. He is responsible for
promoting US telecommunications ex-
ports, coordinating US trade policy, and
analyzing the competitiveness of the US
telecommunications industry.

ticipation in future telecom growth
in the region. Should an Asian
trading bloc emerge, for example,

Japanese telecommunications firms

would probably gain a great advan-
tage in negotiating regional telecom
contracts. Under such a scenario, the
progress made to date by US telecom
firms in Hong Kong will be critical to
maintaining a strong US presence in
the region. The Hong Kong telecom
market will also likely grow in impor-
tance as an entry point for US
telecom firms seeking a piece of the
market on the Chinese mainland.

The Cable & Wireless role

Since 1925, domestic telephone
service in Hong Kong has been
provided exclusively by Hong Kong
Telephone Co., Ltd. (HKT). The
majority share of HKT is owned by
UK-based Cable and Wireless PLC,
one of the most aggressive players in
the international telecommunica-
tions services market. Though active
in 40 countries, including the United
Kingdom and the United States,
Cable and Wireless earns two-thirds
of its global profits from its Hong
Kong operations. HKT’s franchise,
last renewed in 1975, is due to expire
in 1995, which could set the stage for
increased competition and a greater
US presence in the Hong Kong
telecom market.

A second Cable and Wireless sub-
sidiary, Cable and Wireless (Hong
Kong) Ltd. (CWHK), has handled
Hong Kong's international commu-
nications services since 1981, includ-
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The US-Hong Kong
IVANS arrange-
ment will likely ex-
pand to allow for
full competition in
international tele-
communications

services.

ing telephone, data, telex, electronic
mail, and other services. CWHK also
operates leased circuits for private
voice and data networks. CWHK has
enhanced Hong Kong's reputation as
an Asian communications hub by
helping fund and construct subma-
rine fiber-optic systems directly
linked to countries such as Japan,
Taiwan, and South Korea. Though
CWHK’'s 25-year exclusive interna-
tional franchise extends to 2006, it
too will find itself facing tougher
competition in the years ahead, from
such sources as private satellite sys-
tems and international value-added
data networks.

Cable and Wireless has used its
monopoly profits from Hong Kong
to fund acquisitions and expansion
around the globe, thus insuring itself
against repercussions from Hong
Kong's integration with China in
1997, as well as increased compe-
tition in the Hong Kong telecom
sector. In a 1988 restructuring de-
signed to streamline operations and
meet corporate telecom demand
more efficiently, Cable and Wireless

formed a new holding company—
Hong Kong Telecom—to hold the
capital of both the domestic and
international telecommunications
operations in Hong Kong. Hong
Kong Telecom is 75 percent-owned
by Cable and Wireless, with the
remainder held by private investors
and the China International Trust
and Investment Corp. (CITIC). The
holding company’s revenues, which
were approximately $2.4 billion in
1990, will thus be of concern to
China as well as to Cable and Wireless
and the private shareholders.

Ringing up big profits

By all accounts, Cable and Wireless
has ample reason to protect its stake
in the Hong Kong telecommunica-
tions market, which is already lucra-
tive and still has room to grow. HKT
operates one of the most modern
telecommunications systems in the
world, possessing a 13,000-mile fi-
ber-optic network encompassing al-
most 2 million lines. Local telephone
revenues grew by 13 percent in 1990,
and should continue to rise as HKT

continues to modernize its network,
which will likely be all-digital by
1993. The company has also imple-
mented common-channel signalling
(see glossary), a forerunner for the
full introduction of the integrated
services digital network (ISDN),
which will provide users with a single
line to carry voice, data, and video in
digital form. In addition to local
service, HKT provides data transmis-
sion facilities, Centrex-style services
(Citinet), facsimile (Faxline), a
packet-switched public data network
(Datapak), and other services and
equipment through a number of
subsidiaries. Mobile phone service is
another strong growth area for HKT,
which saw its mobile phone revenues
grow by 32 percent in 1990. Other
competing mobile phone companies
in Hong Kong have experienced
similar growth.

Demand for long-distance tele-
phone service is also on the rise;
CWHK's revenues from international
telephone service grew by 21 percent
in 1990. Hong Kong showed its
international outlook by making 98.6
million overseas calls in 1989, an
average of 18 per person—one of
the highest rates in the world.

Chipping away the monopoly

The terms of the HKT and CWHK
franchises are broad, granting exclu-
sivity to the two firms for all domestic
and international telecommunica-
tions circuits. On paper at least, the
scope of the monopoly has made it
difficult for the Hong Kong govern-
ment to liberalize the telecom sector,
especially as the firms and their UK
parent have been protective of the
monopoly. In order to satisfy de-
mands within the telecommunica-
tions industry for greater participa-
tion, however, the Hong Kong Post
Office (the administrative body that
oversees the operation of all telecom-
munications services in the territory)
has used its authority to approve new,
more liberal tariffs and to negotiate
international agreements as a means
of getting around the monopoly
provisions. The dynamic between the
Post Office and HKT has meant a
slow but steady march to increased
competition, though no radical
breakthrough can be expected be-
fore expiration of HKT's franchise in
1995, when the Post Office may have
the flexibility to authorize a competi-
tive second network.
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Foreign companies, in the mean-
time, are already finding their slice of
the Hong Kong telecommunications
pie. In particular, value-added net-
work (VAN) services, such as elec-
tronic or voice mail, and store-and-
forward facsimile services, can be
prnvided on a competitive basis in
Hong Kong. The Post Office has
decided that such services fall beyond
the scope of the HKT and CWHK
franchises, which cover only basic
telephony and the provision of cir-
cuit infrastructure. In order for a
provider to receive a Public Non-
Exclusive Telecommunications
(PNETS) license to provide VAN
services, the new services must add a
computer-processing function to the
underlying basic transmission. To
date, the Hong Kong Post Office has
issued about 40 such licenses, along
with 17 radio licenses to suppliers of
paging services, 3 to providers of
mobile radio services, and 2 to
operators of trunked radio systems.

During the past three years, Hong
Kong, like other countries with sig-
nificant telecom interests, has pur-
sued value-added services on an
international basis through negotia-
tions for international value-added
network services (IVANS) agree-
ments. In November 1990, the
United States and Hong Kong con-
cluded an IVANS agreement negoti-
ated pursuant to regulations of the
International Telecommunications
Union (ITU). The terms of the
arrangement define the services for
which competition is permitted; al-
low the third-party resale of interna-
tional private-leased circuits for pro-
vision of value-added services; clarify
procedures for securing a PNETS
license from the Hong Kong Post
Office; clarify the bounds of govern-
ment regulation of the industry; and
establish a regime of regulatory
safeguards to ensure that CWHK
refrains from anti-competitive be-
havior in the market for value-added
services.

The specific value-added services
covered by the US-Hong Kong IVANS
arrangement include packet-switch-
ing services, store-and-forward elec-
tronic mail, database access and data
communications services, and en-
hanced facsimile services. Excluded
from the arrangement is the sale of
international voice-mail services, but
both governments have agreed to
review the accord later with a view to

including services involving voice
communications. It is also probable
that the arrangement will eventually
expand to allow full competition in
international telecommunications
services, including the resale of
private-leased circuits, which would
enable direct competition with
CWHK in voice telephony. In the
meantime, the US-Hong Kong IVANS
arrangement should increase oppor-
tunities for US firms, especially in the
data communications and electronic
messaging markets, where demand is
growing quickly.

Calling US businesses

Prior to the TVANS arrangement
with the United States, many value-
added services, in particular en-
hanced facsimile, were reserved by
franchise to monopoly provision by
HKT. Now, US value-added service
providers are able to compete more
effectively with HKT. Soon after the
arrangement was finalized, for exam-
ple, American Telephone and Tele-

Glossary

graph Co. (AT&T) concluded a tele-
communications deal to form a joint
venture with Hutchison Telecom-
munications to provide electronic
mail and facsimile services.

Such developments could be good
news for the US telecom trade deficit
with Hong Kong, which reached
$230.5 million in 1990. In the first
six months of 1991, US telecom
exports to Hong Kong were up
slightly over the same period of the
previous year, reaching $58.8 mil-
lion. Most US exports of telecom
equipment to Hong Kong consist of
components for radio communica-
tions equipment.

Hong Kong's ongoing efforts to
maintain a state-of-the-art net-
work—Hong Kong Telecom is in-
vesting about $320 million a year to
upgrade its network—should pro-
vide ample future opportunities in
telecommunications, particularly for
US producers, who are recognized in
the territory for their high-quality
products. The US Department of

of

Telecommunications Terms

e Centrex A telephone company-
provided service that gives business
customers the ability to dial direct
internally and externally without the
need for a company-specific system,
such as a private-switch or branch-
exchange system.

e Common-channel signaling A sig-
naling method that uses a separate
channel to determine whether a
connection can be made before a call
goes through, thereby reducing net-
work traffic and the level of call
blocking.

® CT2 A second-generation cordless
telephone system, now being tested,
in which power is boosted to give
mobile telephones a range of several
miles.

® Integrated services digital net-
work (ISDN) An integrated digital
network in which the same switches
and transmission paths are used to
establish a simultaneous interface for
a variety of services, including tele-
phone, data, video, telex, and facsim-
ile.

¢ Leased circuits A dedicated circuit
made available at bulk rate to users
requiring exclusive or continuous
capacity for high-speed transmission.

® Packet-switched data network An
efficient data transmission system
whereby messages are broken down
into smaller units which are then
individually addressed and routed to
users on the network. This method
improves data communications be-
cause lines are not tied up when no
data is being transmitted.

e Trunked radio system A private
radio system that shares frequencies
among many different user groups so
that each appears to have its own
independent network. Often used by
truck and taxi fleets for mobile
communications.

® Value-added network (VAN) Gen-
erally based on packet-switching
technology, VAN networks provide
services such as electronic mail, voice
mail, and store-and-forward facsim-
ile.

—Ivan H. Shefrin
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Commerce’s Foreign Commercial
Service (FCS) unit in Hong Kong has
listed telecommunications as one of
the top potential markets for Ameri-
can business in the territory. Specifi-
cally, FCS cites services and equip-
ment for mobile cellular systems and
CT2 telephone systems as the most
promising areas for US companies.
Growing demand for wide area net-
works (WAN) and local area networks
(LAN) could also prove lucrative for
US telecom firms. The number of
multinational corporations with re-
gional communications hubs in Hong
Kong should also mean opportunities
in the design, construction, and
maintenance of private corporate
telecom networks.

Communications services utilizing
satellites should also grow signifi-
cantly in the next few vyears, as
satellite usage will increase at a vearly
rate of 20 percent from 1990-93,
according to FCS estimates. FCS
asserts that US firms should have a
significant advantage in this area. A
recent study published by London-
based CIT Research supports these
projections, and indicates that the
Asia-Pacific  telecommunications
market is one of the fastest-growing
industries worldwide. By the end of
the decade, the study predicts, reve-
nues from Asia's value-added net-
work services alone could approach
$10 billion.

The picture is less clear for provid-
ers of subscription television ser-
vices. There has been great interest
on the part of telecom companies in
pay-tv as a cable-based system could
effectively provide the basis for a
second telecom franchise. In late
December, however, the government
announced it would undertake a new
six-month policy review of the sub-
scription television question. It ap-
pears that officials want to separate
the pay-tv from the telecom franchise
issue; this would enable them to
review the success or failure of pay-tv
services, which initially will rely on
microwave transmissions, before
making a decision on whether to go
ahead with a second telecom fran-
chise.

Beyond 1995

Despite liberalization at the fringes
of the industry, Hong Kong Telecom
still maintains a monopoly over most
aspects of Hong Kong's domestic and
international telecommunications

Firms providing
equipment and
services directly to
Hong Kong
Telecom may find
an indirect but
effective
marketing path to
the mainland.

services. The breadth of the original
franchise is such that the company
has been able to withstand consider-
able pressure to introduce compe-
tition, reduce prices, and liberalize
network access and interconnection
policies. Nevertheless, the Hong
Kong telecom policy environment
still ranks as one of the most liberal in
Asia, where telecommunications ser-
vices tend to be provided by govern-
ment monopolies. If Hong Kong
wishes to hold on to its top position,
however, it must introduce more
competitive telecom prices and move
toward an even more liberal policy on
access to, and use of, the public
telecom network.

The US-Hong Kong IVANS ar-
rangement is a first step, but further
opening of the telecommunications
sector will be instrumental to the
territory’s future economic success.
Especially critical will be a move
toward more competition in telecom
facilities, not just services. Given
global trends and the expanding role
of Australia and Singapore in the
Pacific region’s economic and tele-
communications infrastructure,
Hong Kong's vitality could fade
without further innovation in both
services and facilities.

Other important issues include the
renewal of HKT's franchise, which
appears likely. The terms of the
franchise, however, will probably not
be as broad, and the Hong Kong
government will probably allow a
phase-in of competing services, such
as the “simple” resale of private-
leased circuits. This would bring
more competition to international
telephone services in Hong Kong,
which would force Hong Kong long-
distance telephone charges to fall. In
the United States, for example, the

introduction of competing long-dis-
tance carriers has driven prices down
45 percent since 1984.

By some estimates, competition in
telecom facilities could force prices
down by at least 15 percent. Hong
Kong Telecom need not fear it would
lose significant revenues under such
conditions, however, as the US ex-
perience has shown that as telephone
prices fall, usage rises exponentially,
leading to strong growth in the
overall size of the market. Thus,
competition will likely increase the
size of Hong Kong's telecommunica-
tions market, enabling both Hong
Kong Telecom and its competitors to
profit.

Increased competition should
mean more opportunities for US
business to sell telecommunications
equipment and services. Moreover,
establishing a presence in Hong
Kong may also help US firms estab-
lish market share on the mainland.
With recent technical cooperation
between HKT and Guangdong Prov-
ince in the cellular telephone and
fiber optics areas, Hong Kong's
network may eventually extend into
contiguous regions in China. Firms
providing equipment and services
directly to Hong Kong providers may
thus find an indirect but effective
marketing path to supply China's
telecom demand.

China's 20 percent ownership of
Hong Kong Telecom, however, could
create resistance to further liberal-
ization of the Hong Kong market.
While Hong Kong officials appar-
ently were able to negotiate the
IVANS agreement with the United
States without having to receive
Beijing’s approval, it will probably be
impossible not to include Chinese
officials in future negotiations. The
idea that competition increases reve-
nues could be a difficult one for
Beijing to accept, which could influ-
ence events in Hong Kong.

Aside from Beijing, telecom users
will play a key role in determining the
direction of Hong Kong telecom
policy. If large corporate endusers
feel they have a stake in Hong Kong,
they should lobby hard for additional
liberalization. If, however, the over-
all investment climate deteriorates
and foreign firms lose interest in the
territory, Hong Kong’s telecom pol-
icy could end up being dictated by

conservative elements in Beijing. =%
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On October 30, the Council
hosted a senior Ministry of Machin-
ery and Electronics Industry (MMEI)
delegation visiting the United States
to discuss possibilities for coopera-
tion with US companies during the
Eighth Five-Year Plan (1991-95).
The delegation was led by Vice
Minister Bao Xuding, who is respon-
sible for basic machinery, instru-
ments, and fundamental machine
components. Bao highlighted 11 ar-
eas in which MMEI will seek foreign
equipment in the coming four years:
e Agriculture: Machinery for large-
scale irrigation, fodder production,
and processing of industrial crops, as
well as rice and corn harvesters.

e Automation: Automatic-control
systems, quality control monitoring
systems, laboratory instrumentation,
environmental equipment, medical
instrumentation, and office automa-
tion equipment.

e Basic technology: Precision cast-
ing machinery and machine tools,
and forging and pressing equipment.
e Construction: Large-scale highway
and construction equipment.

* Energy efficiency: High-speed op-
timizing control blowers, pumps,

Activities

compressors, internal combustion
engines, industrial boilers, and weld-
ing equipment.

e Hydrology: Basic hydraulic and
pneumatic components, sealing ma-
terials, bearings, and electric con-
trols.

e Metallurgy: Equipment to improve
the manufacturing of iron and steel.
® Mining: Equipment to dress, wash,
and transport output.

e Petroleum: Equipment for off-
shore and desert pruducti(m, as well
as petrochemical production.

e Power generation: Equipment to
support 300 MW and 600 MW
thermal power stations, and large

Legal Committee Reviews China’s
Draft Trade Law

The Council's Legal Committee
hosted a delegation from the treaty
and law department of the Ministry
of Foreign Economic Relations and
Trade (MOFERT) on October 22. Led
by Wang Zhenpu, the department’s
deputy director, the delegation was
in the United States to distribute and
discuss a draft foreign trade law.

The new law will define the scope
and means for regulation of China’s
international trade, and is intended,
in part, to codify the open policy and
bring Chinese trade policy more in
line with international practice. The
proposed law will address a number
of issues of major importance to
MOFERT, including the relationship

between legislation and economic
reform, the regulation of domestic
and foreign trade matters, and the
integration of international and do-
mestic law.

Legal Committee members com-
mented on several key provisions in
the draft, including the applicability
of the law to foreign-invested enter-
prises. There was further discussion
on fair competition clauses, as well as
on articles which may be incompati-
ble with the GATT. Formal comments
on the draft legislation are being
prepared by the committee and will
be presented to MOFERT upon their
completion.

hydro- and wind-power generating
units.

¢ Transmission: Super high-power
(at least 500 KV) transmission and
distribution equipment.

Importers Plan
White Paper

The Council’'s Importer Commit-
tee met in New York on November
27, 1991, to discuss organizational
plans for 1992. Committee members
agreed to canvas the general Council
membership for new members and
suggestions for future committee
attention. High on the Committee’s
list of priorities for the year is the
drafting of a Council white paper on
the mounting problems importers
face in doing business in China. The
paper, when completed, will be given
to the relevant authorities in China.
Some of the issues to be addressed
include contract fulfillment, quality
control, and claims resolution.

The committee also elected new
officers for 1992. Outgoing Chair-
man Alan Chien (Abacus Group of
America, Inc.) was replaced by for-
mer Vice Chairman Joseph Scarry
(Howard Wagman Co., Inc.), and
Pam Phipps (China Products North-
west, Inc.) was voted in as vice chair.
Glen Steinman (Monarch Import
Co.) assumed the position of secre-
tary/treasurer.
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c’? Q@ M China Business

Val Huston

The following tables contain recent press reports of business contracts and negotiations exclusive of those listed in previous
issues. For the most part, the accuracy of these reports is not independently confirmed by The CBR. Contracts denominated in
foreign currencies are converted into US dollars at the most recent monthly average rate quoted in International Financial
Statistics (IMF).

US-China Business Council member firms can contact the library to obtain a copy of news sources and other available
background information concerning the business arrangements appearing below. Moreover, 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 the Business Information Center at The US-China Business Council.

SALES AND INVESTMENT THROUGH
q:l 9'\ November 15, 1991
A5

Foreign party/Chinese party
Arrangement, value, and date reported

Agricultural Technology

Investments in China

European Community (EC)/Ministry of Agriculture
Began construction of the China-European Community Agricul-
tural Technology (CECAT) building in Beijing, a jointly managed
organization designed to promote agricultural technology trans-
fer and to provide training and information services. $7.6 million
(ecu5.9 million) and ¥30 million. 9/91,

Other

European Community (EC)
Will provide loan to foster production of wheat, maize, and sun-
flower seeds in the Xinjiang Autonomous Region. $4.32 million.
11/91.

World Food Programme (WFP)
Will provide aid for grain production in Hunan, Hubei, and Hebei
provinces by improving agricultural infrastructure. $40 million.
10/91.

Abbreviations used throughout text: BOC: Bank of China; CAAC: Civil Aviation
Administration of China; CAIEC: China National Automotive Impor-Export Corp.;
CATIC: China National Aero-Technology Import-Export Corp.; CCTV: China Central
Television; CEIEC: China Electronic Import-Export Corp.; CEROILFOODS: China
National Cereals, Qil, and Foodstuffs Import-Export Corp.; CHINALIGHT: China
National Light Industrial Products Import-Export Corp.; CHINAPACK: China National
Packaging Import-Export Corp.; CHINATEX: China National Textiles Import-Export
Corp.; CHINATUHSU: China National Native Produce and Byproducts Import-Export
Corp.; CITIC: China International Trust and Investment Corp.; CITS: China
International Travel Service; CMC: China National Machinery Import-Export Corp.;
CNCCC: China National Chemical Construction Co.; CNOOC: China National Offshore
Oil Corp.; CTIEC: China National Technical Import-Export Corp.; ETDZ: Economic
Technological Development Zone; ICBC: Industrial and Commercial Bank of China;
INSTRIMPEX: China National Instruments Import-Export Corp.; MLI: Ministry of Light
Industry; MMEI: Ministry of Machinery and Electronics Industry; MOE: Ministry

of Energy. MOTI: Ministry of Textile Industry; MPT: Ministry of Posts and
Telecommunications; NA: Not Available; NDSTIC: National Defense, Science,
Technology. and Industry Commission; NORINCO: China North Industries Corp.; SEZ
Special Economic Zone. SINOCHEM: China National Chemicals Import-Export Corp.;
SINOPEC: China National Petrochemical Corp.; SINOTRANS: China National Foreign
Trade Transportation Corp.; : Shanghai Investment and Trust Corp.; SPC: State
Planning Commission

Automobiles

Investments in China

NA (HK)/Beijing Automobile Furnishing Plant
Beijing Dongwei Automobile Furnishing Co. Ltd. joint venture
began production of bolstered armchairs. $12.5 million. 9/91.

Other

Chrysler Corp. (US)/NA
Will develop new generation of the Cherokee jeep at the Beijing
Jeep Corp. joint venture. 11/91.

Italy
Will provide loan to assist production of lveco cooperatively pro-
duced light-duty vehicles. $210 million. 11/91.

: Bfan-king and Finance

Investments in China

ChinTung Ltd., the Hong Kong stockbroker for Standard Char-

tered Bank (UK)/China Venturetech Investment Corp.
Established research joint venture in Shenzhen to gather infor-
mation on stock markets and business opportunities in China.
10/91.

Other

Hong Kong Overseas Chinese Commercial Bank
Opened a branch office in Shantou. 11/91,

Nomura Securities Co. and the Industrial Bank of Japan
(Japan)/CITIC
Issued CITIC floating-rate bonds in the Tokyo capital market
from Oct. 30-Nov. 8, 1991. $114 million. 10/91.

Compagnie Financiere De CIC et de I'Union (France)/ICBC and
the Chinese Trade Promotion Organization
Signed agreements to finance cooperation between Chinese and
French small- and medium-sized firms. 10/91.

Asian Development Bank (ADB)
Will provide a loan and grant package to enable the ICBC to re-
lend to commercially-run State enterprises, collectives, and joint
ventures. $100.8 million. 10/91

Asian Development Bank (ADB)
Approved grant to develop a system of national accounts in line
with the UN system for the State Statistical Bureau. $600,000.
10/91.

First Interstate Bank (US)
Opened a branch office in Shanghai. 10/91.
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Banque Indosuez (France)
Opened a branch office in Shanghai. 10/91.

Barclays Bank (UK)
Opened a representative office in Shanghai. 9/91.

ABN AMRO Bank (Netherlands)
Opened representative office in Shanghai. 9/91.

International Monetary Fund (IMF)
Signed agreement to open representative office in Beijing. 10/91.

Chemicals and Petrochemicals

China's Imports

Snamprogetti Corp. (Italy)/CTIEC
Will sell equipment for production of EVA resin to be used in the
Beijing ethylene project. $50 million. 11/91.

Tecnimont, a subsidiary of Ferruzzi-Montedison Group (ltaly)
and Intecsa Unde Industrial (Spain)/NA
Awarded contract to build 40,000 tonne/year polypropylene plant
in Tianjin. $40 million. 10/91,

Tecnimont Engineering Co. (Italy)/SINOCHEM
Signed contract to supply Dalian West Pacific Petrochemical Co.
with technology and equipment capable of producing 6,000
tonnes of polypropylene a year. 11/91.

Investments in China

Beston Petrochemical Co., a subsidiary of Chia Tai Co. Ltd.
(Thalland)
Will establish Ningbo Beston Petrochemical Co., a wholly foreign-
owned enterprise, to produce polyvinyl chloride powder. $11.25
million. 11/91.

Ciba-Gelgy Ltd. Co. (Switzerland)/Ministry of Chemical Industry
Signed accord to establish joint venture with the Beijing No. 3
Chemical Plant to produce anti-oxidant agents. $45 million.
10/91.

BASF (Germany)/Shanghal Gao Qiao Petrochemical Corp.
Established joint venture to produce polymer dispersions for use
in the paper, textile, and leather industries. 10/91.

Construction Materials and Equipment

Investments in China

Morgan Crucible Co. (UK)/Dalian Refractories
Opened the Dalian Morgan Refractories joint venture in Liaoning
Province to produce high-resistance monolithic concrete. $8 mil-
lion. (UK:40% - PRC:60%). 10/91.

Other

Denmark/Beljing Heat-Supply Co.
Will provide concessionary loan for the BHR-COWI Energy Co.
to provide second-phase consulting services and sell computer-
controlled facilities. $1.3 million (Kr 8.4 million). 9/81.

Consumer Goods

Investments in China

Benetton Japan, a subsidiary of the Benetton Group (ltaly)/Hong
Du Fashion Co.
Opened the Beijing Benetton Fashion Co. joint venture to pro-
duce and sell Benetton products. $400,000. (Japan:50% -
PRC:50%). 10/91.

PepsiCo. (US)/NA
Established two assembly lines to produce Pepsi-brand
sneakers in Guangdong Province. 10/91.

Other

The Upla Co. (Japan)
Opened a representative office in Beijing for cosmetics and
health food. 10/91.

Computers and Computer Software

Investments in China

Apple Computer Co. (US)/Torch High-Tech Industrial Develop-
ment Corp.
Signed agreement to co-produce Macintosh computers in Xia-
men. 10/91.

Other

Shinkoh Software Inc., a subsidiary of the Shinkoh Group
(Japan)
Opened representative office in Beijing to offer software services
and consultations on electrical, telecommunications, and
mechanical services. 10/91.

Consumer Electronics

Investments in China

Toshiba Corp. (Japan)/NA
Will establish Toshiba Dalian Co. in Liaoning Province to manu-
facture color TV picture-tube components, printed circuit boards,
and VCRs. $18.8 million (J¥2.5 billion). 10/91.

Environmental Technology and Equipment

Other

Germany
Will provide concessionary loans and grant for environmental
protection and afforestation projects. $120 million. 10/91.

Aslan Development Bank (ADB)
Will provide grant for project to reduce environmental pollution in
Qingdao, Shandong Province. $100,000. 10/91.

Food and Food Processing

Investments in China

Leaf Inc. (US)/NA
Will expand production of the Hua Mei Confectionary Co. chew-
ing gum joint venture in Jiangsu Province. $3.5 million. 11/91.

Coca-Cola Inc. (US)/Hainan Cereals, Olls, and Foodstuffs Import-
Export Corp.
Started production of 100,000 sq m Hainan Beverage and Food
Co. Ltd. bottling joint venture in Hainan Province. $12 million.
(US:25% - PRC:75%). 10/91.

Tokyo Maruichi Shoji Co. (Japan)/Kangle Dairy Factory (Fujian)
Established the Fuying Fuzhou Development Co. joint venture to
produce and sell soybean milk. $1.15 million. (Japan:47.5% -
PRC:52.5%). 9/91.
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Other

Finland
Will provide soft loans for Finland's Algol Corp. to install water
plant equipment in Guangdong Province. $4.6 million. 10/91.

China's Investments Abroad

The Republic of Trindad and Tobago/China
Signed technical cooperation pact 1o provide guidance and per-
sonnel training in fresh water shrimp farming and bamboo pro-
duction. 9/91.

Foreign Assistance

Japan
Will provide part of J¥810 billion package for fiscal years 1990-
95 for construction of a dam, several fertilizer plants, and a high-
way. $965 million (J¥130 billion). 10/91.

NA (Japan)
Will provide syndicated loan to CITIC for support of China's
petrochemical and electrical power projects. $35 million. 10/91.

Italy
Will provide export credits for development of the Pudong New
Area and to sell Italian technology and equipment for petrochem-
ical, telecommunications, and energy projects. $450 million.
10/91.

Italy
Will provide grant for construction of hospital and agricultural,
energy, and telecommunications projects. $100 million. 10/91.

Germany
Will provide concessionary loans for telephone projects in
Guangxi Autonomous Region and for further development of a
tire factory in Guizhou Province. $17 million. 10/91.

United Nations Development Programme (UNDP)/MOFERT
Will provide grant to help in the structural reform of the Chinese
public sector. $2.14 million. 10/91.

Machinery and Machine Tools

China's Imports

Denmark/Dalian Freezer Factory
Will provide concessionary loan for The Disa Co. to sell a cost-
ing line. $4.2 million (Kr 27.9 million). 9/91.

Komrowski Ltd. (HK), a subsidiary of Ernst Komrowski & Co.
(Germany)/Shanghai Volkswagen
Will sell 10 600-MT heavy-car body presses. $35.7 million
(DM60 million). 9/91.

Investments in China

Hitachi Corp. (Japan)/NA
Opened the Shanghai Hitachi Electric Tools Co. Ltd. joint ven-
ture which will produce and sell electric tools, coal-mining equip-
ment, electric motors, and appliances. $24 million. (Japan:25% -
PRC:75%). 11/91.

Process Automation International (HK)/Beijing Electroplating
Corp. and Ministry of Aerospace No. 14 Research Institute
Will establish joint venture to produce pollution-control systems
and electroplating machines. $500,000. (HK:52% - PRC:48%).
10/91.

Ebara Corp. (Japan)/Wuhan Blower Works
Will establish joint venture to produce industrial fans. $31 mil-
lion. (Japan:60% - PRC:40%). 10/91.

Other

Mannesmann Demag Baumanchinen (Germany)/Talyuan Heavy
Machinery Plant
Signed technology transfer contract for new model CC2000
crawler crane and is finalizing 10-year contract extension for pro-
duction of the CC600 and CC1000 crawler crane. 10/91.

Medical Equipment

China's Imports

Philips Electronics N.V. (Netherlands)/Wuhai Union Hospital
(Hubei Province)
Will sell magnetic resonance imaging system. $1.67 million
(¥9 million). 10/91.

Investments in China

Medical Systems of Asia, a subsidiary of General Electric Corp.
(US)/Beljing Changfeng Industrial Co., and China National Medi-
cal Equipment and Supplies Import-Export Corp.
Established Ge Hangwei Systems Co. Ltd. joint venture to pro-
duce and develop computerized- tomography and ultrasound
scanners. $5 million. 11/91.

Metals, Minerals, and
Processing Equipment

China's Imports

AEG Westinghouse Co. (US-Germany)/Beijing Cetic Computing
and Engineering Corp.
Signed two contracts for equipment and computerization of the
Taiyuan Iron and Steel Co.'s steel hot-rolling mill. $10 million.
10/91.

Denmark/China Non-Ferrous Import-Export Co.
Will provide concessionary loan for the Smidth Co. to sell a
1,200-tonne capacity aluminium roasting furnance to the
Guangxi Pingguo Aluminium Factory. $4.6 million (Kr 30.5 mil-
lion). 9/91.

China's Investments Abroad

Pakistan/China Metallurgical Construction Corp.
Will build copper-ore mining, dressing, and smelting facilities in
the Saindak Area. $285 million. 11/91.

Chile/Shanghai Huada Electrical Co.
Established joint venture to use raw Chilean copper to produce
cores and wires. $700,000. 10/91.

Cameroon/China
Will cooperate in the mining of Cameroon's mineral resources.
10/91.

Packaging, Pulp, and Paper

Other

Canada
Will provide concessionary loan to sell pulp equipment and Cana-
dian technology to the Ya'an Paper Mill. $35.5 million. 11/91.

Sanwa Bank (Japan)
Will provide loan to Qingzhou Paper Mill in Fujian Province for
construction of 150,000-tonne wood pulp installation. $10 mil-
lion. 11/91.
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Petroleum and Natural Gas

Other

France/Beijing Public Facilities Bureau
Will provide concessionary loan for French companies to sell
computer-controlled gas coordinate system to improve natural
gas supplies in Beijing. $4 million. 10/91.

Energy Development Corp. (US)/CNODC
Signed contract for oil exploration, to lay 1,500 km of seismic
lines, and to drill at least four test wells in the Boyang Basin,
Jiangxi Province. 10/91.

Anadarko Petroleum Corp. and Pecten Orient Co., a subsidiary
of Shell Oil Co. (US)/CNOOC
Signed agreement for oil exploration and development in the
27/10 block off the Pearl River. 10/91.

Applied Automation Inc. (US)/CNTIMC and China Oil Geophysi-
cal Exploration Technique Import and Service Co.
Established a spare parts and technical service center in Beijing
to promote the Opseis Radio Telemetry Digital Seismic Data Re-
cording System. 10/91.

_Pharmaceuticalé

Investments in China
Glaxo Co. (UK)/China National Pharmaceutical Foreign Trade
Corp. and the Southwest No. 3 Pharmaceutical Factory

Opened the Chongging Glaxo Pharmaceuticals Ltd. joint venture
to produce anti-asthma inhalers. $10 million. 10/91.

Other

NA (Spain)/Shanghai No. 3 and 4 Pharmaceutical Factories

Will provide Spanish technology to restructure pharmaceutical in-

dustry and to produce semi-synthetic penicillin. $8 million. 9/91.

Power Plants

China' Imports

Denmark/CNIEC
Will provide grant for the Smidth Co. to sell power generation
equipment, parts, and technical services to the Guangzhou Light
Haydite Factory. $620,000 (Kr 4.1 million). 9/91,

Investments in China

NA (US)/SEIC, Shenneng Electricity Development Corp., and
Shanghai Municipal Electricity Corp.
Signed letter of intent to establish the Pudong Electricity Devel-
opment Co. joint venture to supply foreign-invested firms in
Pudong. $391 million. (US:50% - PRC:50%). 10/91.

Shipé_and Shipping

Investments in China

Jindo Corp. (ROK)/CCPIT
Established joint venture to manufacture 20-TEU maritime con-
tainers in Guangdong Province. $20 million. (ROK:51% -
PRC:49%). 10/91.

Gearbulk Ltd. (Norway)/Tianjin Port Co.
The Tianjin Xingang Sinor Terminal Co. joint venture opened
new wharf with handling capacity of 600,000 tonnes. $10 million.
10/91.

\ Other

New Sulzer Diesel (Switzerland)/China Ocean Shipping Co.
(COSCO)
Signed contract to co-manufacture 22,380 hp marine diesel en-
gine at the Dalian Marine Diesel Engine Plant in Liaoning Prov-
ince. 9/91.

Telecommunications

China's Imports

France/NA
Will provide concessionary loan and export credits for Alcatel Cit
| Co. to sell 200,000 program-controlled telephone lines and micro-
wave telecommunications facilities to Changsha, Hunan Prov-
ince. $74.6 million (Ffr 440 million). 10/91.

Investments in China

Established the China American Telephone & Telegraph
Communications Equipment Corp. joint venture to produce
digital subscriber-loop carrier systems (SLC). $9.82 million.
(US:50% - PRC:50%). 10/91.

‘ AT&T (US)/Shanghai Telecommunications Equipment Factory

| Seimens AG (Germany)/NA

‘ Opened the Beijing International Switching System Corp. Ltd.

I joint venture to produce digital telephone switching systems.
$25.5 million. 10/91.

Other

Switzerland
Will provide loan to install 80,000 telephone lines in Nanchang,
Jiangxi Province. $20 million. 11/91.

Textiles

Investments in China

Taejon Leather Industry Co. (ROK)
Will build leather-processing plant in either Shanghai or Tianjin
to be used for the manufacture of footwear and clothes. $3.5 mil-
lion. 10/91.

Transportation

China's Imports

The Boeing Co. (US)/CAAC
Will sell 13 737-300 jetliners to the PRC. $500 million. 10/91.

Saab Aircraft (Sweden)/China Southern Airlines
Received order for 4 340B, 36-seater passenger aircraft. $50 mil-
lion. 10/91.

Other

Asian Development Bank (ADB)
Will provide grant to railway project connecting Guangzhou and
Shantou via Meizhou. $100,000. 10/91.

American Express Corp. (US)/Air China
Signed agreement to allow use of American Express credit cards
for airline ticket purchases in Guangzhou, Shanghai, and
Beijing. 9/91.
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Miscellaneous

Other

Canadian Standards Association (CSA)/China National Import-

Export Commodities Inspection Corp.

Opened trade standards coordination office in Shenzhen to as-
sist Chinese manufacturers to obtain CSA quality approval for ex-

port goods. 10/91.

Malta/China

Signed maritime agreement providing for port access, most fa-
vored nation treatment in vessel loading/unloading fees, and ex-

Ethopia/China
10/91.

Portugal/Tianjin

change of technical assistance. 10/91.

Signed an economic and technical cooperation agreement.

Signed trade agreements. 9/91.
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