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BUSINESS PICKS UP

Although the era of “readjust-
ment’ has not been ofthcially closed,
the steam has gone out of the auster-
ity policies that slowed business in
1981 and 1982,

A sign of the times is the number
of long-delayed deals that have been
signed recently, including the $51
million "American Motors j:)inl vern-
ture to produce jeeps in Beijing: Mc-
Donnell Douglas’ approximately $50
million sale of its first two jets to
China, on top of Boeing’s sale of 10
planes in December: "Honeywell's
more than $15 million computer sale
under the World Bank education
loan: Scientific Design’s $10 million
deal for the design of an ethylene
glycol plant (in cooperation with
Toyo Engineering of Japan): and
Fluor's and~Bechtel’s agreements to
conduct feasibility studies and design
work for two major coal mines.

The upturn has been dramatic i
the area of modernization of e .\l.\lmg
enterprises in basic heavy industries.
US firms have signed contracts or are
in the process of negotiating invest-
ment or licensing agreements lor pe-
troleum drilling parts and electrical
controls, mining shovels, special-pur-
pose power generators,
aircraft, and coal gasification tech-
niques for fertilizer plants, to name a
few. And, as individual plants gain
access to modest sums of foreign ex-
change, US firms are increasing their
sales of individual picces of equip-
ment, such as testing machinery,
quality control instrumentation, and
industrial computers. Even US ma-
chine tool manufacturers are making
their most significant sales in five
years, —MW
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LONG-TERM PROSPECTS
ALSO IMPROVE

China's current economic expan-
sion looks promising precisely be-
cause it 1s being held in check. In the
past, efforts to “fine tune” the econ-
omy generally failed. All too often,
there were convulsive surges and

TRENDS & ISSUES

equally dramatic leaps backward. In
1981 and 1982, for example, central
leaders found that to cut back certain
sectors like steel and chemicals, it was
politically necessary to cut back al-
most everything, the good with the
bad, high-priority and marginal
projects alike.

Today the Chinese are concentrat-
ing on priority areas, and emphasiz-
ing technical renovation rather than
new plant construction.

Other promising signs that growth
in the cconomy and in trade will be
sustained this tme, include the fol-
lowing:

P The 12th Communist Party Con-
gress in September 1982 seems 1o
have ushered in a period of greater
political stability that may have trig-
gered the new activity,
More than was appreciated at the
time, the congress achieved a consen-
sus favoring faster growth, more in-
ternal economic reforms, and a more
liberal attitude toward foreign busi-

economic

ness in general.

P Soon after the party congress, the
Sixth Five-Year Plan was issued to-
gether with increased (central gov-
ernment) investment figures for the
last three years ol the plan, 1983
19856, A I\t\ reason for the suspen-
sion ol projects in 1981-82 was the
abscnee of an operative long-range
plan, as only such a plan authorizes
the initiation of large-scale projects.
A seventh five-year plan is currently
m the mitial dmllmn stage which, h\
all available |:1(l|(‘m(:ns. will call for
more rapid expansion than the sixth.
T'he threat ui' cut-backs seems di-
rected only at runaway spending on
smaller [JIH]((I% at the local level,

P More mone v is available. China's
total reserves have risen $6 billion in
the last 2 years to $16 billion. Im-
ports are rising (h\ an anticipated 20
percent or more in 1983 and 1984),
but no buying spree like that of 1978
seems in the UIImL, The Chinese are
buving key pieces of equipment
rather than complete plants, and
emphasizing the transfer of manutac-

turing technology. While this does
not always make the foreigners’ ne-
gotiating job easy, it significantly re-
duces the likelihood of another back-
lash.
P lhe key energy and transport sec-
tors have the most foreign exchange.
One source told The CBR that the
=Coal Ministry has $500 million for
1983-85, and the=Rail Ministry is
making purchase inquiries for up to
200 high-horsepower diesel locomo-
tives.
P Recognition is growing that, as a
recent I’;:J/»I: s Daily editorial noted,
‘Capital v the international markets
always goes after profits. Tt will not
come if it has no prospects of gain, or
will gain a lower profit than the inter-
national average.” Foreign investors
are being offered stronger financial
imcentives: a reduction in
and royalty taxes from 20 to 10 per-
cent, an extension of the joint ven-
ture tax holiday from 2 10 3 pruill-
m; nl\ms1 years, and the elimination of
equipment import joint
equity ventures. Moreover, the gov-
ernment has relaxed its rigid rule
that cach individual enterprise must
balance its own foreign exchange ac-
count, probably the
incentive to foreign imvestment. Al-
though waivers must still be granted

interest

duties fon

strongest dis-

on a case-by-case basis, the evidence
far is that cooperative ventures

will fid 1t casier to sell 1o China's

domestic market.

P Ihe greater

has diminished the

availabihty of cash
importance of
compensation trade. The unvielding
insistence on pavment in goods
doomed last June's UNIDO-spon-
sored mvestment
Guangzhou, which failed to result in
This may
have prompted the Chinese to relent
somewhat on countertrade demands,
Ot course China still wants foreign-

conference 1n

even one solid contract.

ers toaccept payment in goods where
conditions permit. McDonnell Doug-
las, for example, was reportedly per-
suaded 1o make a good-taith commit-
ment to take awrplane parts worth
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about 10-20 percent of the price of
1S two Jets.

P Greater foreign trade authority
has been granted the important
trade centers of Shanghai and "Than-
jin. Chinese sources report that there
is no longer a limit on the size of deals
Shanghai can negotiate on its own
without central government ap-
prt)\';tl ($5 million was the |)rv\'im|h
limit), provided that Shanghai does
not take action that disrupts the state
plan. Also, Shanghai reportedly is
permitted to retain a larger share of
the foreign exchange earned from its

€XPOTts, —MW and |BS

US-CHINA TRADE IS DOWN
Despite the general upturn in the
China trade, total US=China trade is
expected o fall to $4.6 billion in
1983, a 12 percent drop from 1982,
Our nonagricultural exports 1o
China have increased during the first
tour months of 1983 by a healthy 15
percent, and may ac hieve $1,270 mil-
lion by vear-end. But this favorable
trend cannot offset the larger decline
in US exports of wheat, cotton, and
sovbeans. Overall, agricultural ex-
ports are expected to fall by more
than 50 percent, or from $1,800 mil-
lion in 1982 1o $800 million this vear,
The trend concerns US Agricul-
tural Department othcials who nego-
tated the October 1980 US-PRC
grain agreement, under which China
agreed “to purchase for shipment for
cach 12-month period™ a minimum
ol 6 million tons of gram. So far
China has purchased only 2.6 million
tons (1.2 of wheat and 1.4 of corn).
Not only must China place orders
totaling another 3.4 million tons to
meet the terms ol the agreement, but
it must do so no later than September
it shipments are to occur this calen-
dar year.
Despite
some product categories, our textile
imports from China grew in excess of
10 percent in the first four months.

unilateral US quotas on

This buying surge is likely o fall off

as imports approach quota ceilings,
probably leaving total US textile im-
ports for 1983 at around $972 mil-
lion. The small 10 percent increase is
well below the average annual
growth rate of PRC texule and ap-
parel imports achieved during the
previous four vears.

Our non-textile imports from
China—mainly gasoline ($101 mil-
lion during January=April), crude oil
(just ST10 million), tin, fireworks,
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wool rugs, baskets, and other light
manufactures—are expected to in-
crease by 10 percent, or by about half
the rate of last year's increase. —|BS

WHY THE DOWNTURN?

The decline in overall US—China
trade largely reflects China’s retalia-
tion for perceived US intransigence
during the last seven rounds of tex-
tile negotiations that began in Au-
gust 1982, Textiles constituted a 39
percent share of China’s exports to
the US last year, and in normal years
provide a major source of revenue
that helps China pay for even larger
imports (though not this year) of US
cotton, fiber, and textile machinery.

The dispute provides a revealing
lesson on how the Chinese mix poli-
tics and trade. When Beijing an-
nounced on January 19 that no new
contracts would be signed for Ameri-
can cotton, sovbeans, and synthetic
hbers—three items that were declin-
ing anvway—it carefully avoided an
across-the-board cutback in favor of
aselective response. US=China trade
took a nose dive when that response
included buyving wheat in countries
other than the US.

Individual deals in other sectors
were not affected. Indeed, some ad-
vanced technology sales may have
gone through faster as Beijing
moved to reassure foreigners that its
“open door’ policies had not
changed. In short, China limited its
action to lowe r-pr 1or |I\ (o IHII\ substi-
tuted commodities that did not jeop-
ardize its access to foreign technol-
Ogy.

Y\1;|uy observers believe that the
CUTTeNt Impisse can be resolved af
the textile talks achieve a break-
through this summer, and President
Reagan’s offer liberalize export
controls, which may have caught the
pro-US faction in the Chinese gov-
crnment by surprise, begins to pro-
duce a more positive attitude in Bei-
jmg toward our bilateral commercial

—IBS

relations.,

USING “‘GUANXI"’

The National Council staff is often
asked for advice about “contact bro-
kers.,”” Can oa firm do business
China without such peaple, or should
a company hire someone who claims
to have high-level contacts in the
Chmese government?

I'he short answer seems to be:
“Contacts are mdeed mmportant—

but watch out.”

People with good contacts are said
to have guanxi, meaning strong per-
sonal ties that might or might not be
useful in certain business situations.
According to Nike Vice-President
David Chang, “Everyone has heard
of guanxi, but its value is overstated.
A company in the embryonic state of
its relations with China probably
needs assistance to avoid spinning
wheels tor six months. But once con-
tacts have been made, a firm should
work on its own. Guanxi has been of
little substantive value to us,” he said.

“For a company new to the field,”
adds Randall Chang, vice-president
of Union Bank in Los Angeles,
“someone with good contacts can
provide a valuable escort service
through the Chinese bureaucracy.
Making the right appointments is an
important first step in doing business
i China.”

“Let’s face it, only a few people
make the decisions in any area, and it
is important to reach them,” says
Walter Keats, president of Middle
West Consultants, Ltd. in Chicago.

“But any bona fide company with
something solid to offer should have
no ]nnhlﬂn reaching the right peo-
ple. It is much easier getting your
message through today than five
years ago because there are so many
new avenues for doing business.
Also, more technically oriented Chi-
nese have been promoted to posi-
tions of responsibility, and that
makes it easier to sell vour product
on its merits,” Keats said.

On the other hand, a go-between
could set back a company’s chances
in China, one New York executive
argued. “Take just one example—
suppose you hire someone whose
friends in China happen to be in an
organization that s a rival of the
bureau or ministry vou want to do
business with. It's easy to imagine a
situation in which you are spending
lots of money in u:mu!tmg fees and
only hurting vour efforts.”™  —]BS

CHINA BEATS THE ODDS

The World Bank predicted more
than two vears ago that China's en-
ergy shortage would limit future eco-
nomic growth to less than 6 percent
per vear. Under the best scenario,
the World Bank argued, the growth
rate of energy production would be
about 2 percent per vear, and the
rate of energy conservation (the rate
of decrease in the number of kilo-
grams of energy required to fuel



each ¥ 1,000 of real GNP per year)
would fall by no more than 2.2 per-
cent.

But in the last two years the Chi-
nese have far surpassed both “best
case’ scenarios. Energy production
mereased at an average annual rate
of 4.3 percent m 1981 and 1982,
while during the same two-vear pe-
riod the annual rate of energy sav-
ings achieved 3.5 percent, according
to data released by China’$State Sta-
tistical Bureau on April 29. More-
over, real GNP grew by 3 percent in
1981, by more than
1982, and is headed for about 6 per-
cent again in 1983,

Of course the World Bank was pro-
jecting energy trends through 1985
and 1990. It did not rule out the
possibility that in any given year, or
short space of two or three vears,
China might do better than was pre-
dicted for the long term. In fact, the
World Bank’s June 1, 1981 report
argued that substantal energy con-
servation was not only possible, but
represented China’s best hope in the
near term. The reason: China's per
capita consumption ol commercial
energy times the aver-
age of other low-imcome developing
countries.” In short, China wastes
energy. However, in the last two
vears, at least, China seems to have
made a real effort to correct its prof-
ligate energy habits. —|BS

FAST-TRACK FOREIGN HOTEL

As part of China's sudden drive to
add at least 1,350 hotel rooms by
1985, the historic city of Xi'an has
offered one US developer some un-
usually attractive terms.
=Kowin Development Corporation
of California recently signed a
HK$280 million ($40 million) deal to
construct the first Western-style ho-
tel i Xi'an, The joint cooperative
contract with the* Xi'an Tourist Ser-
vice Company gives Kowin full man-
agement responsibility for the hrst
15 vears, plus the majority share of
the profit. Kowin Vice-President
Dorothy Ko revealed the sphic as 90
perce nt Kowin, 10 percent Xi‘an.

T h(‘_ll nhua (Golden Flower) Ho-
tel is thehirst Xitan project involving
foreign capital, according to Ko.
Kowin is the sole financer.

Even lhc)usﬂ) this 1s the real estate
company’s first China project, Kowin
needed only 12 working days in three
trips to conclude the deal. Plans call
for Kowin to design the eight-story

percent in

“is about 3.5

modern hotel, and Xitan to supply
the labor, Phase T ol the 600-room
project should be completed by
1985, —CSG

QUALITY CONTROL IS KEY

Sourcing consumer goods in China
for export 1o discerning Western
consumers has proved dithcult for
many American compgnies, but Na-
tional Council |n<-mln-r\Fuqu;t World
Trade of Secaucus, New Jersey, has

chalked up a daszling array of suc-
cesses. In hive and a half vears, Fuqua
has manufactured m China items
such as: knock-down wooden furni-
ture, camping lanterns, gun racks,
sports garments, garden tools, and
plastic garbage bags.

According to Michael De Clereg,
vice-president for China operations,
Fuqua's kev to success is its Western,
Mandarin-speaking staft in Beijing,
which works closely with Chinese fac-
tories to produce high-quality prod-
ucts according to buyers’ specifica-
tions and samples.
regularly visits suppliers to make in-
spections and ensure quality control,

Fuqua's tenacity in the China mar-
ket has enabled it to overcome prob-
lems that other firms might have
considered msurmountable. Produc-
ing a sports garment made of cotton,
leather, and rubber once seemed 1m-
possible, as the raw materials had o
be supphied in a coordimated manner
by three separate state trading cor-
porations, =8INOCHEM, THINA-
TUHSU, and™EHINATEX. The inh
was fially accomplished whenSIN-
DUSTRY agreed to oversee produc-
tion and ¢ xXport. tion ol the garments
m coordination with CHINATEX,
which turnished the export visas,
Farly this year, ]"uqu't mitiated agent
and consult: ey services for compa-
nies outside the Fuqua conglomer-
ate. —CLB

NEW FACES AT THE NPC

Among Deng Xiaoping's most re-
markable achievements since his re-
turn to power in July 1977 has been
bringing in vounger, more techni-
callv competent leaders. The average
age of China'sState Council leader-
ship at the time of the Fifth National
People’s Congress in February 1978
was 66, and its members included
many “reds™ along with a few “ex-
perts.” With each vearly session of
the Fifth NPC i June 1979, August
1980, November 1981, and Novem-
ber 1982, Deng and his followers

I'he Fuqua staff

recruited yvounger leaders, in the
process weeding out most of those
without technical qualifications. B\
the first session of the Sixth NPC

June 1983, the average age of (,h|~
na’s four vice-premiers had fallen to
61, while the average age of China's
34 ministers had dropped 1o 62. To-
day at least four ministers are voun-
ger than H8-vear-old™Finance Minis-
ter Wang Bingqian (hailed as the
country’s youngest minister when ap-
pointed two vears ago). Well over
hall of China’s ministers and vice-
ministers are college educated. As
recently as carly 1982 only 37 per-
—CMC

cent were college tramed.

BUT NO MAJOR POLICY
CHANGES

As expected, the Sixth NPC made
a number of personnel changes dur-
ing s June 6-21 meetings which
seem designed 1o continue and
strengthen current economic poli-
cies. Veteran economic planner, Li
Niannian, was named president of
the PRC. The 78-year-old member
ot the Party’s Polithuro Standing
Committee has opposed many of
Deng's reforms, though his new cere-
monial post 1s not expected to in-
crease his ability to obstruct further
reforms. The new vice-president was
to have been Liao Chengzhi, who
died just 10 davs betore his prear-
ranged nomination. His replacement
was 77-year-old Ulanhu, a Chinese of
Mongol descent, who has been a
Party member tor more than half a
century and a member of the Polit-
buro since 1977,

Ignoring his own promises to re-
tire, Deng Xiaoping chose to become
the chairman of the nev=Gentral Mil-
itary Commission, a largely honorific
entity.

A new=Ministry of State Security
was created to “ensure China's secu-
rity and strengthen the struggle
against espionage,” according to the
official Chinese announcement. Ling
Yun, the new minister, had been a
vice-minister of public security for at
least two decades. Upon his appoint-
ment, he e \])i( ssed concern that the
: upc ndoor” pc)li('\ has led to greater
espionage activity in China.

Rather unc\])e(tvd was Premier
Zhao's announcement of cabinet
reshutfle. Two new vice-premiers
were named: bh-year-old Li Pvng
and 54-year-old Tian Jivun. Liis an
electric power expert who served
briefly as minister of electric power
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in 198 1-82, before stepping down to
become vice-minister in the ex-
panded=Ministery of Water Conser-
vancy and Electric Power. Tan Jivun
served as a fimancial and economic
expert in Guizhou and Sichuan, and
later as the State Council’s depury
secretary general. He will hold the
dual appomtment of vice-premier
and State Council secretary general.
The appomtment of two new vice-
premiers will take the load off the
State Council’s current vice-pre-
miers, Wan Li and Yao Yilin, both
fully 10 vears older than their new

colleagues. —CMC

WHO'S WHO AS OF JULY 1983

Presiddent of the PRCT: Li Xiannian*®
(Age: 78)

Viee President of the PRCT: Ulanhu*
(77)

Charmean of the NPC Standing Comnnt-
tee: Peng Zhen* (81)

~Aupreme Cowrt Clief fustice: Zheng

Tranxiang® (69)

Chief Procurator of the Supreme People’s
Procuratorate: Yang Yichen® (69)

State Council

Prewier: Zhao Zivang (64)

Viee-Preniers (4): Wan La (67), Yao
Yilin (66), Li Peng® (55), Tian
Jivun® (54)

State Cowncidors (10): Fang Y1 (67), Gu
Mu (69), Kang Shien (68), Chen
Muhua (1) (62), i Pengler (72),
Zhang Jingtu (69), Zhang Aiping
(72), Wu Xueqian* (62), Wang
Bingqian® (58), Song Ping* (66)

Commissions (8) and Ministries (34)
=State Plawnmg Commission: Song Ping*®
(66)
=State Econonic Commission: Zhang Jing-
fu (69)
—State Family Planwing Comniission:
Qian Xinzhong (72)
=HKtate National Defense, Science, Technol-
ogy and Industry Commission: Chen
Bin (NA)
State Nationalities Affairs Commission:
Yang Jingren (65)
=Htate Physical Culture and Sports Con-
mission: Li Menghua (61)
Dtate Comnmission for Restructuring the
Economic System: Zhao Zivang (64)
“State Saence and Technology Commission:
Fang Y1 (67)
People’s Bank of China: Lu Peijian (55)
~htate Awditing Admonstrationt: Yu
Mingtao* (NA)
\".Umr\!r_\' of Agriculture, Aninal Hus-
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handyy, and Fisheries: He
(60)

Moty of Aviation Iidustry: Mo Wen-
xtang (60)

<inistry of Chemical Didustry: Qin
Zhongda (59)

=Muuistry of Crenl Affarrs: Cui Naifu (54)

=Almustry of Coal Industry: Gao Yang-
wen (60)

=Ministry of Commerce: Lin Yi (52)

—Alinistry of Commuwnications: L Qing
(63)

=Munistry of Cultwre: Zha Muzhi (67)

~\nistry of Education: He Dongchang
(60)

—Alinistiy of Electronies Industry: Jiang
Zemin (NA)

=Mumistiy of Finance: Wang Bingqian
(58)

Mty of Forewgn Affairs: Wu Xue-
quan (62)

"ﬂhlff\[l:\‘ n/ ]'}Jr'f'ig'rl I‘.'mmnu.'r Rr':’lrii’m.ﬁls
and Traee: Chen Muhua (H(62)
“Ministry of Forestry: Yang Zhong (51)
=\Minisiry of Geology and Minerals: Sun

Daguang (66)
“Muustry of Justice: Zou Yu* (NA)
=Ministry of Labor and Personnel: Zhao
Shouvi (66)

=—Munistry of Light ndustry: Yang Bo (62)

=Alonstry of Machine Buildimg: Zhou
Jrannan (66)

= Ministry of Metallurgical Industry: Li
Dongye (65)

=Mnstry of Natwnal Defense: Zhang Ai-
ping (72)

Alinistry of Nuclear Industry: Jiang Xin-
xiong* (52)

=Alenistry of Ovdnance Industiy: Yu Yi
(58)

=Ministry of Petvolewom Industry: Tang Ke
(65)

=Mnistry of Posts and  Telecommunica-
tions: Wen Minsheng (67)

=Ministry of Public Health: Cui Yueli
(63)

=Aliisty of Public Secirity: Liu Fuzhi*
(66)

=—Muustry of Radio and Television: Wu
Lengxi (63)

=Alnistry of Realvoads: Chen Pura (65)

=Muoustry of Space Industry: Zhang Jun
(64)

“Muistry of State Securityt: Ling Yun®

=Mumistry of Textile Indusiry: Wu Wen-
ving (1)(50)

“Ministry of Urban and Rural Construc-
tion and Evvivonmental Protection: Li
Ximing (h7)

=Mauistry of Water Conservancy and Elec-
tric Power: Qian Zhenying (H)(61)

Kang*

¥ New appointment
+ New position

{ Female —CMC
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THIS CENTURY OLD ART IS OF GREAT COMMERCIAL VALUE TO YOU

Our rang of embroidered garments, regarded as art pieces by many, includes shirts, blouses, and gowns. The embroidery is an
art derived from drawn work — a technique which can be applied to all garments and most fabrics, including silk, artificial
silk, cotton, jute, polyester, and cotton, For more than a century the people of Guangdong have manufactured and exported
these sought after embroidered garments-hot-selling, profit-making items which just can’t be passed up.
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EXPORT CONTROLS

The mmning behind China’s new status as a
“friendly” but non-allied country.

resident Reagan’s recent deci-
ston to change China’s status
under Export Administration
Regulations could be the most im-
portant move in America’s policy to-
ward China since the opening of dip-
lomatic relations in 1979, Not only
does the policy take the definitive
step in treating China as a friendly
country, but it should also remove
one of the greatest constraints on
trade in a number of key sectors.
Based on recent experience, ob-
servers question whether the spirit of
the policy will survive the process of
drafting guidelines. This time, how-
ever, indications are that the presi-
dent means business and that deci-
sion-making procedures have been
engincered for results. “We have a
clear presidental directive, and the
people working on it want it to
said one high-level adminis-
“It's going to be a

work,”
tration source,
major step.”
The recently announced adminis-
trative change culminates an evolu-
tion that began with Nixon's open
door policy in 1972 and spans four
administrations. “'T'he
Country Group P to Group V' says
the June 21 Commerce Department
release, “is intended to emphasize
that sales to China should take place
on a similar basis as to most other

move from

friendly countries.”

China has been classified in Coun-
try Group P since the spring of 1980
when the Carter admimstration re-
moved it from Group Y, which con-
tains the USSR and its Fast-Bloc al-
lies. As the sole member of Group P,
China was designated a
enemy’ but not a friend. Under this
classification, interagency differ-
ences of opinion resulted ina failure
to implement new, more liberal

non-

guidelines,

The present policy change places
China among a group of countries
that includes our Nato allies as well as
other countries such as India, Egypt,
and Yugoslavia. But there is an im-
portant qualification to China’s sta-

The China Business Review /July-August 1983

Chris Brown

tus as a V group country. After ex-
plaining that China should be treated
roughly as other friendly nations, the
Commerce Department announce-
ment states: “However, the change
will allow for restrictions on certain
products and technologies which
present a national security concern
to the United States.” Furthermore,
“Export license applications for
China will continue to be reviewed
under national security procedures.”

Here, the prospects for the policy
become conditional. "The adminis-
trative move could be a decisive step
to improve relations with China of
“national security concerns to the
United States' are not defined under
the rules for China as they would be
for a pote ntial enemy. Some observ-
ers fear that this condition will allow
the Defense Department to maintain
restrictions even on current technol-
ogies needed for commercial applica-
tions in China.

Suspense over whether o
new regs will follow the spirit of the
president’s policy should end with
the summer if the government’s plan
proceeds according to schedule. An
interagency*Export Control Steering

r not the

Committee, composed of represen-
tatives from the NNational Security
Council and the MState, Eommerce,
andMDefense departments, is laving
the groundwork now lor the policy's
implﬂm-nt;atinn.()n('(-rrilt'ria ATe O5-
tablished defining risks to US na-
tional security, interagency technical
working groups will draft guidelines
for specific product arcas.

Cynies contend that the intent of
the policy is hikely to dissipate in the
steering committee as Defense stakes
out its claim.
committee, however, supports a
more optimistic view. The commit-
tee is reportedly chaired by a mem-
ber of the National Security Council
who will work concert with the

“office of the White
Advisor. This would suggest that De-
fense representatives will not be able
to dictate policy by applving their

The makeup of the

House Science

own definitions of “national security
concerns.” Instead, they will bear the
burden ol proot in recommending
restrictions before a committee that
includes technically competent mem-
bers charged with seeing that the
regulations embody the spirit of the
president’s policy.

The question remains, however, of
how the committee will define US
security concerns vis-a-vis China.
One criterion,
mended in a paper prepared by the
Export Controls Working Glnup ol
the National Council for US-China
Trade, would be to base export con-
trol decisions on a comparison of the
relative risk ot exporting to China
against the risk of making the same
sale to other friendly countries. In
other words, exports would only be
restricted for China it they th'.ul\
|)<)s((l a greater risk to our national
security in the hands of the Chinese
than in the possession of other Group
V' countries. By this criterion, risk of
diversion to Fast Bloc destinations
would not be an acceptable argument
for restrictions, since the equipment
is more likely to be diverted to the
Fast Bloc from, say, France or India.
Similarly, the argument that an ex-
port is likely to be used for military
applications would not be an accept-
able basis for restricting its sale un-
less it could be demonstrated that it
was likely to be used to significantly
Chima’s capability in the

which was recom-

enhance
area of strategic weaponry.

The commercial effects of the pol-
iy change are impossible to gauge
antil final regulations are released,
The projections cited by Commerce
Department officials of $1 billion to
$2 billion in annual exports are con-
jectural and highly optimistic. But if
the policy s to be “evolutionary™
with restrictions reviewed each year,
as high-level othaals have suggested,
and if the criteria for imposing re-
strictions resemble those suggested
by the National Council, the Com-
merce hgures may not be unrealistic
in the coming vears.



China’s worsening water crisis is forcing different monistries and adminis-
tratroe units to do what they most abhor—to work fog()t/u’r.

WATER POLITICS

ome Chinese already are argu-

ing that the “water crisis™ s

bigger than the country’s
widely acknowledged energy and
transport problems. The North
China Plain, a semi-arid region i the
best of times, is facing alarming wa-
ter shortages. The flow on the Yel-
low River has been cut eight times in
the last
nearly 20 davs, In some areas Cdny”

10 vears, In one case for

factories have had to buy water from
other enterprises at prices as much as
30 1imes above the ofthaal price. Soil
erosion is clogging rivers in both
north and south China with accu-
mulations of silt that pose a growing
menace in times of Hood. My archival
research and extensive interviews
and field work in China in 1982 con-
vinced me that the erisis s real—and
growing.

Behind these ditheulties lies a curi-
ous combination of burcaucratic in-
ertia and some truly outstanding
achievements i the area of water
management. To mention a few ol
the successes: There have been no
dike breaches along the Yellow River
since 1949 (though there have beena
few intentional diversions). The
damage caused by the Yangzi River
(Changpang) floods of 1954 and
1981 was reduced by the many diver-
sions, storage, and drainage projects
that have been constructed. (It re-
mains to be seen if the current flood-
ing at Wuhan can be as easily con-
trolled.) Across the country
water-logged land has been signih-
cantly reduced since 1949, and irri-
gated acreage now embraces about
48 percent of all cultivated land. Be-
tween 1949 and 1980, more than
86,000 small, medium, and large res-
ervoirs, and 160,000 kilometers of
dikes, embankments, and seawalls,
have been built or renovated, accord-
ing to a recent issue of the authorita-
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David M. Lampton

tive Clana Water Conservaney.

I'he Chimese have reason to be
proud ol these gaims. But the coun-
try’s water problems today are i
some respects graver. What is worse,
the burcaucratic consensus necded
to deal with them has vet to matenal-
ize, Given the long lead times neces-
sary for criical water projects, the
failure to act will postpone their com-
pletion to the turn of the century,
I'he torces of nature might not hold
off that long.

FLOOD CONTROL
The river beds keep rising

The 1981 Yangsi Hood reminded
both outside observers and Chinese
officials what the peasant who lives
along major rivers never forgets:
Floods can inflict staggering losses.
Iromecally, Hood control efforts are
parthy responsible for these Tosses. As
rivers become “safer™ people build
houses and factories in more exposed
areas, and the potential for Hoaod
damage increases. Land-use rules
must accompany Hood control devel-
opment and, as we shall see, they
have not. The Hoods of the future
could iflict economic losses far in
excess of those of the past.

Morcover, the Hood control stan-
dard along China’s main inland wa-
ter system, the Yangz, is sull com-
paratively low. Most stretches can
withstand Hoods of only a 10-20 year
frequency, China Water Conserveiey
reports. 1t a flood such as that of
1954 were to hit the Yangzi Basin
today, Chinese planners estimate
that as many as 7 million persons
could be displaced, and  economic
losses could reach ¥20 billion. The
much smaller and regionally local-
ized 1981 Yangzi Hood, according to
Chinese hgures, caused ¥2 billion in
direct economice losses, lett 1.13 mil-
lion persons homeless, 2,600 fac-

tories destroved, 98,000 hectares of
farmland covered with debris, and
22 678 hectares of reclaimed  land
washed out.

Along the Yellow River, the situa-
tion is equally worrisome. Intermina-
ble and costly dike-raising projects
are required just to keep up with the
rising river bed. During the 1950-78
period, accumulations of silt raised
the streambed about two meters in
the river’s lower reaches. The river
will continue 1o rise unnl upstream
water and soil conservation projects
are completed. Chinese hyvdrologists
even now predict that a Hood like
that of 1958 would create “a grave
situation.” China's other principal
rivers also present problems. Major
Hloods have occurred along the Song
and Liao rivers v 1960, the Hair in
1963, and the Huar i 1954 and
1975, Bluntly, the meteorological
clock v nickimg, while the potential
remedies are enormously costly and
require long lead times to complete,

Many of China’s flood control
planners argue that the most cost-
effective way to control the Yangz
Basin is to build a high storage dam
at the lower reaches of the famous
Three Gorges, located in western
Hubei Provinee. This would back up
water to Sichuan’s major city ol
Chongging. a project so grand that it
even caught Mao Zedong's poetic
sense o 1956, when he wrote the
poem USwimming.” Cost estimates
by different Chinese authorities vary
wildly, ranging from a high estimate
ol between ¥40 and ¥50 billion
down to a low of ¥12.5 billion, in-
cluding population displacement
costs. Othcaals admitted to me that
the high estimates are produced by
organizations opposing the project.
No matter what the figure, it would
constitute a very large chunk of Chi-
na's capital construction budget. To
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provide some perspective, planned
budgetary allocations for capital con-
struction in the draft 1983 national
budget are ¥36.18 billion. Every day
that the Three Gorges project is de-
laved, its costs and population dis-
placement presumably grow.

Because of the monumental sums
involved, some people in the =State
Planning Commission’s Office of Ag-
riculture, Forestry, and Water Con-
servancy argue that mstead of the
Three Gorges project, emphasis
should be placed on dikes. They as-
sert that dikes would be cheaper,
would occupy less agricultural land,
and would employ China’s abundant
labor power. The view is shared by
officials in a number of ministries,
who fear such a large project might
take away money trom their priority
projects.

The>Yangzi River Valley Plan-
ning Ofhice. on the other hand, vig-
orously disputes this viewpoint. Its
planners point to the increasing dan-
ger of ever higher dikes, the mam-
moth quantities of earth and stone
that would have to be moved in order
to appreciably enhance flood control
standards, and the structural weak-
ness of the foundations of some
of the basin’s most strategic dikes.
Sichuan Province prefers a third ap-
proach, arguing that it would be bet-
ter to build a series of smaller storage
dams upstream rather than one gi-
gantic project at its castern border

that would inundate large tracts of

the province’s most valuable real es-
tate.

Information 1 have indicates that
Beijing recently decided to launch
the Three Gorges project, three
vears from now, despite the fact that
major design and financial details still
have not been resolved. Tt remains to
be seen if the project is launched. If it
is, the dam’s Ib-vear construction
schedule is not likely to be even ap-
proximated. China's experience of
long construction times at other big
projects suggests that a 15-year plan
is exceedingly optimistic.

THE PROBLEM OF LANDFILL
Lakes and waterways are
disappearing

Land is arguably China's most pre-
cious resource. An expanding popu-
lation, increasing industrial and ur-
bhan sprawl, a housing boom in the
countryside, erosion and desertifica-
tion, and the inundation of large
tracts of tarmland by reservoir proj-
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ects all have produced a decline in
China’s net stock of agricultural
land. Though some outside observ-
ers assert that peasants are “hiding”
land from the authorities, as peasants
have done for cons, the government
genuinely is alarmed. An article in
the July 19, 1982 Beijing Review
noted:

China's farmland covered 111.33 mil-
lon: hectares in 1957, but it dropped to
Y9.33 hectares in 1977, However, this
Jrigure includes 17 wallion hectares of
Jarmland veclaimed from wasteland dur-
mg this p(’)‘.'.f!rn". so the country (H'H.'HH.\‘ lost
29 mllion hectares of farmland during
those 20) years, an area equal to the total
area of farmland of Shandong, Heber,
Henan, and Helongjiang provinces in
1979,

Now that mcomes are more di-
rectly linked to individual entrepre-
neurship, peasants are tying 1o se-
cure land wherever, and however,
possible. Rising peasant incomes
have set off a housing boom that
requires land. In river valleys and
lake areas, this land hunger takes the
form ol filling, or otherwise en-
croaching upon, lakes, ponds, and
rivers, as well as building on dikes
and i diversion areas. Factories and
enterprises, anxious to expand, have
built in areas that are vulnerable 1o
Hash floods and inundation. Con-
struction on exposed sites such as
islands and shoals has been cited as
an illustration of the problem. This
obviously escalates potential flood
losses.

In the central Yangzi River Basin,
the surface area of Hunan's Dong-
ting Lake has declhined from 4,350 to
2,740 square kilometers during the
last three decades, China Water Con-
servancy reported  fast vear. While
admittedly not all of this s due 10
peasant encroachment (siltation
from upstream erosion also is very
important), this decline is indeed se-
rious. It reduces aquatic production,
further constricts inland navigation
and, most importantly, it diminishes
the capacity of the middle reaches of
the Yangzi River to safely store flood
waters. 'This eritical equalizing fune-
tion of the middle reaches lakes has
been recognized at least since the
Ming Dynasty. As the surface area ol
the Chinese lakes diminishes, more
diversion or storage capacity must be
built simply to replace what nature
initially provided. Responding to this
problem, the State Council recently

declared that it is necessary to “'pro-
tect lakes in order to regulate surface
runofts and achieve an ecological bal-
ance. ... No unit is allowed to seize
land or water surface area ...
Clearly, though, this policy is work-
ing against the combined momentum
of an expanding rural population
and new economic incentives that are
motivating peasants to increase pro-
duction.

Effective zoning is almost non-
existent. One Hubei expert related
how local peasants had filled in about
70 percent of their ponds to expand
farm land after the state built a new
reservoir, thinking that they could
now depend on the state reservoir
for water.

A similar perverse process is en-
dangering commercial waterways.
Though Chinese planners tend to
believe that inland waterway trans-
port is the best way to move bulk
freight, the government has con-
ceded that the total length of China's
navigable waterways dropped from
170,000 kilometers in 1961 to
108,000 kilometers in 1982—a 37
percent decline. As a result, “the
share of freight volume carried on
inland waters dropped from 14 per-
centin 1957 10 7 percent in 1981, a

January 1983 report said. Another

government study revealed that in
central China's Hubei Province,
which straddles the Yangzi River and
some ol its largest tributaries, the
length of navigable waterways has
declined annually, while water-borne
freight volume dropped trom 56 per-
cent of the provinee's total road and
water freight volume in 1957, to 37
percent i 1979,

Why is this occurring? My inter-
views and field research point to the
lollowing factors: Dam construction
has paid isufhaent attention 1o the
needs of navigation: new factories
have trequently obstructed smaller
rivers: erosion has silted up stream-
beds: and msufficient funds have
been provided for channel mainte-
nance, much less improvement.

Railroads have received a much
larger share of capital construction
mvestment than has mland river de-
velopment, despite the fact that in-
vestment per unit ol water-borne
freight capacity is less than one-halt
that needed to create cquivalent rail
capacity. Moreover, railroads occupy
extensive tracts of farmland. In
short, a process of river deterioration
is underway, in no small part due to
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poor land-use pohicies, weak enforce-
ment of what guidelines there are,
and suboptimal investment patterns.
I'hese problems are political in ori-
gin, and the politics of water manage-
ment must shape their solution.

SOIL EROSION
Agricultural output takes precedence

The carrent drive to accelerate
cconomic growth has created tre-
mendous pressure on China's forests
and water quality. Present policies
that increase household incentives to
produce new sources of income have
created additional pressures de-
scribed in the June 21, 1982 Beijng
Review as the “wanton felling of for-
ests and destruction of other natural
resources.”” China’s former minister
ol torestry, Yong Wentao, made the
1981 that
“The degree of destruction |of for-
ests in the upper reaches of the
Yangzi Basin| became more serious
since the founding of new China.” In
1979, by its own account, China
ranked 120th in the world in the
percentage of its land covered by for-
ests. Immediately after 1949, ap-
proximately 19 percent of Sichuan’s
land area was torested: by 1982 this
figure had declined to 13.3 percent.

A case n point: Sichuan's Wus-
heng (nunl\ hard hit by the 1981
Hoods, had 10,000 hectares of for-
ested area in the 1950s: this was re-
duced to just 56 hectares by 1976,
Situated upstream, these problems in
Sichuan mevitably will affect the en-
tire Yangzi River Basin,

loday the river's heavy silt load
(there s some debate about whether
or not the silt load is increasing) re-

surprising admission

duces lake surface areas, obstructs
mland navigation, shortens the use-
ful lite ot hydraulic projects, and
further diminishes the absorptive ca-
pacity of upstream areas.
being washed from where it is
needed 1o where it is a problem.
Against this background, Sichuan’s
then first Party secretary, Tan
()llnn;1 stated Hlltl\ in the January
1983 issue of the Party’s theoretical
journal Red Flag that: “the 1981 Si-
chuan flood, which caused disastrous
damage to vast areas of the province,
was brought about by the drastic re-
duction of forest land in northern
Sichuan.” (Sichuan Province and the
“Ministry of Forestry attributed the
damage 1o deforestation, while the
“Ministry of Water Conservancy and
Electric Power blamed the lack of

Topsoil is
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storage and water conservation.) To
seriously tackle the erosion problem,
Beljing must increase s forestry
budget, import more lumber, and
take steps to ensure that forests are,
in the words of Tan Qilong, closed
oft tor a tew years to give them a
l'(‘\})i!(' from cutting.

Though equally serious, less is
known about China’s pollution prob-
lem. According to the Ministry of
Water Conservancy and FElectric
the country discharged 40

Power,

Effective zoning in China is
almost nonexistent. In one
perverse case some peasants i
Huber Province fulled in most
of thetr ponds to increase farm
land after the state built a new
reservolr. They obviously
thought they could depend on
the state reservoir for water.

million tons of polluted water daily in
the early 1970s: by 1979, that daily
discharge rate had exceeded 72 mil-
lion tons, an 80 percent increase, In-
dustrial waste accounted for about
four-fifths of the 1979 discharge. A
recent scientific gathering on the
subject of Lake "Tai (located 90 kilo-
meters west of Shanghai) concluded
that: ““T'he irrational distribution of
industry,
mental pollution and damage to s
7 In ralking about
Huber's Lake Hong, a recent survey
showed it to be “one of the few un-
polluted large inland lakes on the
middle and lower reaches of the
Changjiang | Yangzi| River.” Ground
water purity also has become a prob-
lem, with the Chinese acknowle dging
that ground water in some urban
areas already is being contaminated,
i” SOIME Cases st'\.‘t‘l‘(‘!}‘ S0,

In China as in other countries, in-
cludmg the US, one set of |m]i("\‘
objectives frequently conflicts with
another. The drive 1o increase coal
and other industrial output, for in-
stance, has led to mining and refining
practices that poison the water. This
is how the people of Yuxian County,
Shanxi, described the effects of a

. has resulted in environ-

AQUALIC TEsOUTCes.

nearby ore-dressing plant on their
reservolr:

It disc ih‘”"'\'l'\ 70-80) tons of frlil'f))l["_\ a
day and contaminates the mountain
spring floveing into the reservorr. In the
past few years, over two-thirds of the stor-
age capacity has been flled with silt. Fur-
ther, the 200,000 fush we stocked the veser-
voir with all died becavse of pollution.

Another recent Chinese press re-
port had this complaint: “for the
sake of temporary or local benefit,
the people would not hesitate to
build obstructions in rivers and
streams, disrupt the water system,
reclaim land from rivers to build
farms, Jand| indiscriminately  dis-
charge mining waste These
practices can only be reversed if the
political system allocates the capital
and, what is harder, enforces the nec-
essary controls,

MOVING WATER NORTH
Three routes are under study

China’s northern and northwest-
ern provinces receive less than 500
millimeters of rain annually on the
average, well below the mean annual
precipitation of 1,100 millimeters
that talls on the Yangzi River Basin.
Stated differently, the water avail-
able per capita in the Yangzi valley is
more than four times greater than
that available per capita o residents
of the Yellow River Basin. A 1982
issue of China Water Conservaney also
shows that each mu of cultivated land
in the Yangzi Basin has more than
nine times as much water available to
it as does each mu of cultivated land
along the Yellow River valley (one
mu equals 0667 hectares). More-
over, a much greater percentage of
the Yellow River's runoff is diverted
to large and medium reservoirs (84
percent) than is the case in the
Yangzi Basin, where only 9.1 percent
of the runoff is captured. At times so
much water is removed from the Yel-
low River that it reportedly runs dry.

Available ground water estimates,
though imprecise, nevertheless sug-
gest that north China's Huai, Yellow,
and Hai river basins only have about
10 percent of China’s total primary
reserves of ground water. The water
table is dropping throughout north
China and more wells frequently do
not produce more water, During the
repeated droughts of the 1970s and
carly 1980s some northern factories
had to operate well below capacity
for lack of water. Irrigated acreage is
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below planned levels in many areas.
And yet, despite these present short-
ages, the government is counting on
north and west China’s economic
muscle to help meet the country’s

trapped in a vicious cycle of drought,
leading to overcultivation and pro-
gressive desertification. In one
county, the average annual per capita
water supply was 1,360 cubic meters

Water, like grain and housing, is sold at prices below its cost of

production. C hina’s entire economic system is a web of subsidies
that give large segments of the population a percerved self-
interest in perpetuating the inefficiencies of the present system.

ambitious production targets for the
yvear 2000,

T'here has been, and continues to
be, some debate as to whether there
is really a water shortage in north
China. Some geologists argue that
more ground water may be available
than estimates indicate. Some agri-
culturalists assert that new irrigation
techniques would save a great deal of
water. Both foreign and domestic ex-
perts agree that more water could be
recycled. Nonetheless, in light of the
basic meteorological facts of life
the north, experts in the Ministry of
Witer Conservancy and FElectric
Power believe that the only long-
term solution to the north—south im-
balance in water supplies is to move
water northward from the Yanga
Basin. Officials in some other minis-
tries think they hear an echo of the
Three Gorges, and oppose siphoning
(i” maoney 1o suc h a .\('h(’]"('.

But if additional water is not -
jected into the arid north and north-
west, intraregional conflict between
the upstream and the heavily indus-
trialized downstream arcas of the
Yellow River Basin will increase. Ar-
cas i the west, such as Gansu Prov-
ince, desperately need to pump more
water from the Yellow River system,
while growing arcas downstream
(‘Tianjm s already dependent 1o
some degree on Yellow River water)
want to minimize the upstream
“take’ so that they have as much left
for themselves as possible. Even in
1958, the “contradiction™ was clear
to the old Ministry of Water Conser-
vancy, which attempted to mediate
between a growing upstream  west
and a growing downstream east, be-
cause the water take ol each lessened
the growth possibilities of the other.
Today, the problems of China's west
are serious, but not widely recog-
nized abroad. Areas ol Gansu are
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during 1951-55. That figure tell 1o
238 cubic meters per capita during
197 1-75, Cluna Water Conservancy re-
l)nl'n'(l i 1981.

Beijing has been considering two
possible routes to move Yangzi water
northward (see page 1), A third
route, the “Western Route”™ along
the Yalong River, is a less likely
choice. The proposed “Central
Route™
jlangkou Reservoir i northwest Hu-
ber Provincee (and ultimately the
Three Gorges it the high dam s
built) past Zhengzhou, across the
Yellow River, and up to the vicinity
of Beijing. As envisioned, this project

would run from the Dan-

would be entirely gravity How, with
no pumping required. Substantial
tunneling would be needed, how-
ever. 'The proposed “Fastern Route™
would run from the Yangzi River
near Yangzhou up through portions
of the Grand Canal to Jining, in
Shandong Province, and up to Tian-
jin when phase two is completed.
The authorities recently settled on
the Grand Canal route, though the
matter s probably still being hotly
debated.

The Yangzi River Valley Planning
Oftice believes that the Central
Route is preferable because long-
term operating costs would be lower,
and the route fits in with its plans (or
hopes) to raise the height of the Dan-
pangkou Dam and build the Three
Gorges Project. In this case water
would How northward into the en-
larged Danjiangkou Reservoir and
ultimately to the North China Plain.
Provinces along the way support the
Planning Ofhee’s proposed Central
Route, since it will boost their irri-
gated acreage.

However, Fastern Route advocates
have a case that even the Yangzi
River Valley Planning Ofhice cannot
shake. Its initial cost would be about

one-third less than for a Central
Route, it would be somewhat taster
to build, move more water, and
occupy less agricultural land. More-
over, the powerfukMinistry of Com-
munications (responsible for ship-
ping) prefers the Eastern Route, as
do the provinces along the Grand
Canal. On the minus side, however,
the Fastern Route would require ex-
tensive pumping and would, there-
fore, consume a large quantity of
electricity, producing permanently
higher operating costs, a fact the
Yangzi River Planning Office readily
brought to my attention.

Some localities along the Fastern
Route are also concerned that the
transmission of water-borne parasites
(schistosomiasis) could occur as it did
in Egypt with the Aswan Dam. The
Ministry of Water Conservancy ex-
perts with whom 1 spoke, dismissed
this as an unjustified fear,

SUBSIDIZING WASTE
The price of water is set too low

The one cheering note in China's
water difhculuies is that since waste 1s
substantial, conservation could make
a real difference. Water, whether ut
be for agricultural, industrial, or
household use, 1s underpriced. Like
grain, housing, and urban medical
care, water is sold ar prices below its
cost ol production. China’s entire
ceonomic system is a web ol subsidies
and multtiered prices that gives
large sectors of the populace a per-
ceived self-interest i perpetuating
the inethiciencies of the present sys-
tem. Agricultural water is priced low-
est, industrial water is i the middle,
and houschold water is priced dear-
est. Many consumers still do not have
metered service: it is not even known
how much water they use. Under-
pricing water, like underpricing any
commadity, encourages utilization
that would not occur il the prices
were higher. For mstance, a 1982
Prople’s Daily report asserts that Chi-
nese industry reuses only 10 percent
ol its water, while the comparative
figure for industries in the developed
countries is 70 percent."Beijing's
Municipal Water Bureau estimates
that 1t receved two /i (one i equals
[/ 1000th yuan) per cubic meter of
water during the period ol 196681,
when the true cost of production was
21 1i per cubic meter. In turn, since
water revenues have been low, the
maintenance ol pipes, water treat-
ment  facilities, and reservoirs has
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been neglected. Major maimtenance
projects require separate capital con-
struction appropriations that may, or
may not, be forthcoming. Given the
slowness and Byzantine complexity
of the budgetary process, such appro-
priations almost ce rtainly are not
made in a timely fashion,
But waste and low water
likely to continue as long as enter-
prises are under pressure to make
larger profits and pay higher taxes to
the state—while not raising their
prices. Until the prices of goods can
be changed, Factories and other en-
terprises do not want higher costs.

rates are

Morcover, water dc*p;n'llm-nrs al-
ready have serious dithiculty collect-
ing bills from delinquent enterprises,
It one enterprise were permitted to
pass along its costs by raising prices,
all might want to. Changing the price
of any commodity, including water,
would set off a chain reaction
throughout the economy. Once
again, policies designed to accelerate
economic growth (by encouraging
enterprise profitability) clash with
the objectives and needs of a sound
water price policy.

Waste is also evident in foregone
opportunities due to mismanage-
ment. For istance, annual fish pro-
duction in one large-scale reservorr |
visited was 2,721 jin (1 jin equals one-
halt kilogram) per square kilometer
of like surface. In another smaller
county-run reservoir that I visited in
southern Huber Province, annual
fish production was about 20,000 jin
for each square kilometer. The rea-
sons for this wide disparity in pro-
ductivity are many. Larger reservoirs
with hydroelectric plants lose fish
through escape, and security tends 1o
be poor. Hlegal fishing, “bombing,”
“shooting,” and “poisoning’ are
problems repeatedly mentioned in
both ministry publications and con-
versations with reservoir managers.
However, another important reason
for the low productivity in big reser-
voirs is that they tend to straddle a
multitude of local jurisdictions. Fach
Jurisdiction is reluctant to stock fish
that another jurisdiction might take.
When I suggested to interviewees
that unified management of these
large reservoirs might be a way to
deal with this “free rider™ problem,
they thought it would be very hard to
reach a workable and enforceable
agreement. Consequently, a large
potential resource remains underuti-
lized because of the lack of invest-
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China’s total surface water runoff of 2,6 14 cubic kilometers
per year is 5.5 pevcent of the world’s total, or less than that
of Brazil, the USSR, Canada, and the US.

Other rivers
756 km?
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Chart by Eve Rodler based
on State Statistical Bureau
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28 km'  Huai Yellow 76 km?
(1%) 53 km® 56 km* (3%)
(2%) (2%)

ment incentive, the inability 1o se-
CUre cooperation among competing
local jurisdictions, and dithculties in
cnforcement.

FINDING A SOLUTION
Can the bureaucracy meet the
challenge?

The politics of water is not only the
“source” China’s water
problems, but is also the mechanism
from which a “solution”™ must be
fashioned. A number of fundamental
attributes of the political system are
working against the r 1])"1 develop-
ment and effective implementation
of long-range water (and other) poli-
cies. First, the political process, with

ol some ol

respect to these types of issues, relies
on consensus building. Images of

“centralized”™ China nnl\«'illm;md-
ing, the process is not one in which
the top leaders unilaterally impose
their will on the burcaucracy and
territorial units, Instead, there is an
claborate process of consultation and
negotiation among bureaucratic and
territorial units and between admin-
istrative levels. "This process can last
tor decades, literally. Those at the
top frequently lack sufficient in-
formation to make decisions, hence
they request input from below. The
various bureaucracies respond with
what Mao Zedong called “washouts,”
or deluges of mformation, multiply-
ing the options to such an extent that
the country’s leadership is immaobi-
lized, Fven when a decision 1s made,
Berjing knows that a consensus is re-

quired to carry it out, hence subordi-
nates may be called upon to achieve a
consensus among themselves.
Consensus politics seems 1o have
produced the expectation at all levels
that each territorial and bureaucratic
unit should receive a share ol the
budgetary pie roughly the same as it
received previously, The absolute
monetary amount may change with
economic and budgetary circum-
stances, but as one ofhcal explained
to me, there is a baseline expectation
that relative shares of the budget
should not change dramatically.
Fach superior unit allocates budget
shares to subordinate units on a pre-
determined and apparently stable
tormula. T'here is an ethic of budget-
ary “hve and let live™ that makes it
hard to change priorities. While
some changes in budgetary priorities
have occurred (as between heavy and
light industry), these exceptions to
the rule require the expenditure of
enormous political capital. Most bud-
getary hghting occurs at the margin
under the assumption that basic ex-
penditure categories will remain in a
rather stable relationship to one an-
other. Assuming that this is an accu-
rate reflection of how resources are
divided, it suggests that any signifi-
cant reorientation of the budget in
favor of water conservancy will be
most dithcult to achieve, even if wa-
ter problems assume more impor-
tance on the government’s agenda.
The Chinese system is a complex
hierarchy ol territorial units. Fach
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unit is understandably reluctant to
IMPOSE SEVEre costs o its subordi-
nate levels. (‘,:)lm-qm'nlly, n water
policy, where the effect of any deci-
sion to take, divert, impound, or allo-
cate water inevitably affects many
units, the decisionmaking process
casily gets bogged down m an effort

to build a consensus. In the case of

the large-scale Three Gorges or Dan-
jiangkou Reservoir projects, for in-
stance, these consensus-building ef-

forts become protracted negotiations
over how many displaced persons
ecach unit takes, how much water,
electrical power, and flood protec-
tion each receives, and how net bene-
ficiaries are to compensate net losers.
Generally, the larger the project, the
more complicated the negotiation
process. The proposed Three
Gorges Dam, if built to the 200 me-
ter level, would partially mundate
about 22 counties.

Field work on water management
provides a healthy antidote 1o any
exaggerated sense one might have
regarding Beijing’s authority. Fxas-
perated water planners and project
managers often recounted instances
of projects that had been stalled ow-
ing to the opposition of this or that
county, special district, or province.
And as negotiations lengthened so
did a project’s bill, making it even
harder to achieve a consensus on cost
and the displacement of people. Mao
Zedong's impatience with the pro
cess was well-founded and that is why
several of China’s biggest water proj-
ects were launched as a result of the
chairman’s circumvention ol the bu-
FeAuCTacy.

What one finds i China, 1 beheve,
is a system in which every territorial
unit, bureaucratic organization, and
individual has inadequate resources
to accomplish assigned tasks. Conse-
quently, it simply is not seen as “just”
or “tair” o take resources away from
already impoverished entities. You
could call this the budgetary
rice bow!l™ ethic.

In the end, achieving a consensus

“iron

WO NONCoOeTrcive
mechanisms: money and crises. As
Lester Ross recently pointed out in
his cogent analysis of the 1981 Yangyi
Hlood, that crisis brought forestry and

seems Lo rely on

soil conservation work to Beijing’s
attention in i way that mere entreat-
ies could not. Disaster in China, as
clsewhere, commands the govern-
ment’s attention. However, to assert
that problems must be grave before
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Artwork by Susan 5. Lampton

Too many hands on the spigot.

they elicit a response is not entirely
reassuring, considering that the re-
sponse time is measured in decades,
Money may be even scarcer than
crises. Those mimstries and enter-
prises that generate large profits for
the state treasury generally receive
1'()I]l])il|'il| i\'('l'\' monre il]\‘("\“ﬂ("l'" lhﬁn
do ministries and enterprises  that
generate fewer revenues and have a
lower rate ol “capital circulation.”
The result has been that water
projects tend to be less favored by
central planners, despite their con-
tributions to the economy. It remains
to be seen whether or not the 1982

merger ol the former ¥linistry of

Water Conservancy with the big rev-
enue-producing=inistry of Flectric
Power will enhance the attractive-
ness of investment in this area.

THE PLANNING PROCESS
Institutional loyalties come first

An important element in the politi-
cal system is the planning apparatus.
Water planners in the Ministry of
Water and Electric
Power, and in organs such as the

~Yangzi River Valley Planning Othce,
frequently are viewed as flood con-
trol advocates by other ministries
and, indeed, by the electric power
interests within the ministry iself.
Although water planners claim to
represent the general social nterest,

Conservancy

they are distrusted by the-Ministry of

Communications and electrical
power interests, particularly  those

committed to thermal power. These

other organizations believe that their
work is continually subordinated to
the priorities of the flood-control
people. This leads to protracted dis-
cussions between the Ministry of Wa-
ter Conservancy and Flectric Power
and other agencies and territorial
units about what priorities ought to
be and, indeed, even what standards
of comparison should be employed in
establishing project priorities.

Fach organization and unit has its
own ideology, sense of mission, and
priorities that are sacred to 1t. Each
believes that its objectives truly em-
body the general welfare. Fach orga-
nization is atraid that it will not be
adequately consulted and that its in-
terests will be ignored. In this situa-
tion, my sense is that it would be
more effective to have an interminis-
terial water planning agency, with
representatives of all affected organs,
reporting directly to the-&tate Plan-
ning Commission. Something along
these lines occurs cach time Beijing
tries to overcome burcaucratic log

jams and creates ad hoc intermin-

isterial groups to forge compromises,
Such organs were established to
build Gezhouba Dam, and to study
the proposals for diverting the
Yangzi River water northward.

Poor planning practices, such as
s bian, or Usimultaneous surveying,
designing, and construction,” have
resulted in abandoned or suspended
projects. This, in turn, has resulted in
protracted construction times, cost
overruns, and projects which, once
finished, are not up to nital speci-
fications. For instance, the Danjiang-
kou Dam in northwest Huber Prov-
ince originally was designed to reach
a height of 175 meters: in fact, it was
built only to a height of 162 meters
because of higher-than-expected
costs, local opposition, and uncer-
tainties about construction quality.
I'he lower dam cost more than the
higher dam was initially expected to
cost, and now, almost 10 years after
the 162-meter dam was completed,
the Yangzi River Valley Planning Of-
fice wants to raise the dam to is
initially designed height at consider-
able expense. Similar problems have
been encountered at the Gezhouba
Dam on the Yangzi near Yichang,
Both Gezhouba and Danjiangkou
had to be halted (in each case for two
years) once construction had been
started because of inadequate plan-
ning, insufhcient preparation, and
unforeseen problems. This, one sup-
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poses, makes Betjing leery of quickly
.||)p|u\|n;_| large-scale projects.

The planning process is defective
in other respects., Capital stll is not
seen as just another commodity.
Planners. thercfore, are reluctant to
calculate the “interest cost™ ol ivest -
ment. The Ministry of Water Con-
servancy and Electric Power s per-
haps reluctant to calculate interest
because the capital requirements of
its projects are large and because
construction times tend to be ex-
tremely long. Gezhouba will have
taken about 20 years to build when it
is completed, for mstance. The result
of not attaching a price to capital is
wiste. water planners
tend 1o be construction-oriented en-
gimeers. There has been less concern
with financial planning than design
planning. The mimistry itsell ac-
knowledges that the engineers’ men-
tality and the absence of social sci-
ence and managerial experts has
been a problem. Simply put, few per-
sons in the planning process have
been traimed 1o ask: How can we
extract maximum financal return
from every project that we design
;uulhuild}(fmuprt-h(-nsi\vtn\l—h:'n('
fit analysis is seldom emploved.
Skewed domestic prices tor such ba-
sic commodities as coal make bal-
anced cost-benefit analysis difheulr.
For example, how does one compare
the “cost™ of thermal and hydroelee-
tric power plants if the principal fuel
for thermal plants, coal, is selling way
below the world price? (Only at the
Yangzi River Valley Planning Ofhice
was | told that economic analysis s

Moreover,

based on iternational prices.) The
Chimese T interviewed were VeTy re-
luctant 1o even ALtempt 1o assess
broader such as coal
emissions and mining accidents, as
part ol a comprehensive cost-benefit
analysis process. Moreover,
steel, conerete, and other basic con-
struction materials are usually allo-
cated to projects according to set ra-
tios, so that a hxed quantity of each
material accompanies cach incre-
ment of mvestment. Obviously, this
creates shortages and surpluses since
different projects may need quite dif-
ferent proportions of materials,

Such questionable planning prac-
tices inevitably lead to bureaucratic
wrangling, with each unit advancing
partial arguments consistent with its
preferred policy. 'This makes it hard
for the government to choose be-
tween investment options,

“social costs,”

wood,
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SUBSIDIES
They hold the status quo together

The web of subsidies and differen-
tal prices creates constituencies that
SECm 1O Tesisl any change ol the sta-
tus quo derrime ntal to their interests.
The Chinese are just beginning to
reveal the enormity of the subsidy
system that they have created. A sig-
nificant portion of China’s budgetary
expenditure is being consumed by
these subsidies. The graim and cook-
ing oil subsidy (¥28.8 billion during
1979-81 alone) is just the best-
known example. Recently, Vice-Pre-
mier Yao Yilin announced that in
order to compensate for imcreases in
cotton textile prices, “subsidies of
¥ 100 milhon will be granted to Chi-
na’s poorest areas inan effort to bal-
ance the adverse eflects scheduled
increases for cotton textiles might
produce on hving standards.™

And so it s with water, which s
selling far below s cost of produc-
tion, as noted earlier. Consequently,
existing water systems decay, water is
wasted amidst a shortage in the
north, and capital is not accumulated
to meet future repair and expansion
needs. Yer, to raise the price to indus-
try and agriculture would set off
domino etfect of price changes
throughout the economy.

Electricity subsidies are just as
complex. In Gansu Province, for in-
stance, some particularly arid regions
at high elevations use large quantities
of electnicity to drive their irrigation
pumps. These areas purchase power
at a highly subsidized ])1'i('('—('l('('-
tric |I\ COSUS per mu constitute about
5 percent of the farmer’s per-mu out-
put value. If the price were raised to
a nonsubsidized level, electricity
costs per mu would jump to about 30
percent of the output value per mu.
The price of clectricity is a critical
matter for these arcas which, predict-
ably, resist efforts to change it. Simi-
larly, small hydroelectric plants have
receved political guarantees that the
power grids will purchase their ex-
cess electricity at comparatively high
prices, even when the grid does not
need the power.
that the grids (particularly in the
south) have had to occasionally cur-
tail production at larger and more
ethcient generating plants so that
they can purchase the output from
the smaller, less efhicient generators.
These electricity revenues provide
resources the localities can control.

I'he result has been

They hight 1o keep these funds be-
cause they offer a small degree of
autonomy, and the capability to ac-
complish their own objectives.

Such widespread subsidization
means, first, leaders who are trying
to improve cconomic efhe 1ENCy are
treading on a political mine field. To
change the subsidy patterns would be
1o redistribute the benefits of society.
Second, it means that gradual change
will be difticult 1o carry out because
changing the price of one commodity
will cause a reverberation lhl'nugh-
out the economy. Moreover, price
changes will |)|n(|un' both wage de-
mands and budgetary demands.

Water politics in China basically
centers on the twin issues of who
receives and who is demed water and
its derivative resources when there is
not enough to go around. As else-
where, the crises of the present tend
to divert attention from the needs of
the future. Moreover, because it
crosses administrative  boundaries,
water forces different organizations
and administrative units to do what
they most abhor—to deal with each
other. In the end, though, only
through closer cooperation can
China remove some of the political
barriers that hinder the development
ol its water resources, ¥

David M. Lampton 1s associate profes-
sor of political saience and research asso-
aate al the Meyshon Center at Ohio State
University in Columbus, Ohio. In 1982
Lampton conducted mterviews and field
research in centval China on the planning
and management of the Yangzi River Ba-
sin. His work was sponsored by the Com-
mittee on Scholarly Commivnication with
the PRC and Ohio State University. These
mstitutions are not responsible for the
views expressed herein, though the author
is grateful for their support.

17



Dangerously high levels of industrial waste in-
cluding cyanide, arsenic, and mercury pollute
almost all of China’s major rrvers.

vers of

Waste

Vaclav Smil

othing describes the state of

Chinese urban wastewater

treatment better than these
facts: i 1980, m a country of some
200 million city dwellers, there were
only 35 small municipal treatment
pl;mh. and over 90 percent of Chi-
na's urban wastewater is discharged
untreated.

It is not surprising that China has
water pollution problems. Even rich
industrialized countries have serious
pollution problems despite decades
of investment in treatment facilities
and the enactment of stringent anti-
pollution laws, Nevertheless, the sta-
tistics are awesome: China dis-
charged 77.8 million cubic meters ol
polluted water daily, or 28.4 billion
cubic meters per vear, according to
an official 1979 survey. Thus, for
every 14 cubic meters of natural wi-
ter available to China, one cubic me-
ter was untreated wastewater, The
annual economic loss caused by such
massive pollution was put atabout ¥5

change rate). The study found that of
78 rivers monitored, 54 were pol-
luted: 14 of these were classed as
seriously polluted, mcluding all ma-
jor rivers in the country.

China’s first big wastewater treat-
ment facility was put into operation
in Beijing’s eastern suburb only in
the fall of 1980, In the same vear a
new secondary treatment plant was
completed near the capital’s interna-
tional airport, with a daily capac iy ol
15.000 tons and the eMuent destined
for irrigation. But these measures are
mere beginnings, Beijing’s sewage
flow rose rom 66,000 tons a day in
1954 1o 1.8 million tons by 1980,
The ciy's sewers, though extended
to 1,270 kilometers, cannot keep
pace with the inflow.

Shanghai’s situation appears even

18

more critical. The daily discharge ot
polluted water now surpasses 5 omil-
lion tons, but only 200,000 are
treated. The ity 1s worse off today
than in the mid-1970s because new
sources of polluted water have nearly
doubled—far in excess of new waste-
water treatment capacity. Four mil-
lion cubic meters of unprocessed
sewage s dumped daily mto the
Huangpu River and its branches,
making the river one of the world's
largest sewers. Yet it is Shanghai's
principal water source. Raw sewer
outlets are mterspersed among the
city's eight water pumping plants,
One intake, for the Zhaber ward, is a
mere 10 meters downstream from a
large sewer opening.

A similar situation can be found m
most large Chinese cities. Tanjin re-
portedly dumps 1.26 million tons of
untreated waste into the Har River
daily, which contains not only the
usual urban and industrial wastes but
also sea water lln\\iuy_" ll])-\[l':';nn. Lot
pecially during dry years when the
Hai He's volume s so low that inter-
hasin transters are necessary to pro-
vide the ciy’s water, Tianpn’s drink-
ing water also contaims excessive con-
centrations ol heavy metals, arsenic,
and phenol, as do the underground
aquilers of most Chinese cites.,

A recent environmental study
shows that 41 out of the 44 major
Chinese cities relying heavily on un-
derground water drawn on contami-
nated supplies. Innine cases (Betjing,
Nitan, Shenvang, Taiyuan, Baotou,

Jinzhen, Baoding, Changchun, and
Jilin) the level of pollution is serious.

The danger of groundwater pollu-
tion is greater i shallow, sandy, or
|)(‘|)I>l)' aquifers where percolation is
casy: unfortunately Beijing, Shen-
vang, and Baotou have precisely this
hwpe ol \\‘;1[('!—'):';1[111;_; strata.

he most frequent pollutants

endangering both under-

ground and surface water
supplies are oil products, phenolic
compounds, cyamide, arsenic, heavy
metals (lead, chromium, cadmium,
mercury), chlorinated hvdrocarbons,
nitrates, and sulfates. The heaviest
concentration of industrial water pol-
lutants is, of course, in large cities,
and especially in the highly industri-
alized cities of the North and North-
cast. However, as the sad example of
Guilin shows, industrial water pollu-
tion is now worrisome in just about
any large stream, save the remote
rivers of Tibet.

Guilin possesses the most famous
picturesque landscape in China. To
many Chinese, and to an increasing
number of foreigners who fly in, this
northern corner of Guangxi Prov-
ince is the most beautiful scenery the
country can offer: wondroush
shaped hills carved by water and
wind in the karst region of the Li
River, known for the surprising
shapes and colors of vertical rocks
protruding from lush paddy fields
and meandering streams. [is a badly
Hawed fairy tale, though few tourists
seem to notice anything awry.

The first public disclosures came
in February 1979, telling about the
Li River being so heavily polluted by
phenol, arsenic, chlondes, and cva-
mide that three factories had to be
closed down and operation of an-
other suspended. But these measures
came too late for most of the cormo-
rants traditionally used for fishing on
the river. In the past, these remark-
able diving birds could catch over
five kilos of hish a day, and a hshing
team could bring in 50 kilos. Now
three out of four hshing teams i a
small town near Guilin have had to
take up other occupations s their
cormorants have died, a sad but mev-
itable result ol accumulated  toxic
materials moving up the tood chain,

Another tourist attraction marred
by water pollution s the ancient
Grand Canal. For example, in

Jrangsu’s Wajin County an oil refin-

ery, some chemical factories, a paper
mill, and a prine and dyeing plant
discharge all their wastes without
treatment. Quantities ol kerosene
and, above all, phenol. became so
high that local fishermen had 1o
abandon the canal, Desperate, they
“marched collectively on the fac-
tories to protest and 1o demand
food,” according to one report. The
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million was far from an inconsider-
Yet only ¥2.077 million
was actually spent, just a bit over one
quarter of the available sum—as if
the improvements were not urgently
needed. Just one more of many simi-
lar ex: lmpiu A mill in South China

able sum.

released tons of wastewater that re-
portedly turned a local river mto a
“huge polluted ditch with purplish-
black water over which Hoats yellow
froth and under which lies heavily
l)nllult'(l sediments.” Some 10,000
people living along this smelly stretch
had to close their doors and windows
in the summer, and eat vegetables
irrigated by the water. Beginning in
1973, pressure to control the mill's
effluents led 1o a state grant to the
mill of ¥190,000, in addition to 23
tons of steel, 20 tons of cement, and
36 cubic meters of wood—expressly
to establish a waste treatment facihity.
The plant’s technicians were also
sent to other provinces to study the
installation and operation of pollu-
tion controls. Sull, these measures
have been without result.

The problem, according to some
Chinese authorities, goes right to the
heart of China’s management struc-
ture. Writes one PRC official:
“There are some plants which are
not evaluated as Daqing-style
[model] enterprises because of non-
completion of one of the eight eco-
nomic indicators . . . while there are
some enterprises which have pol-
luted whole rivers and endangered
the health of millions of people, yet
this has not affected their placing as a
Daqging-style unit.”

Anything that does not contribute
to higher production and early plan
fulfillment (hence to special bonuses)
apparently is neglected. Upper eche-
lons of the bureaucracy reportedly
cover up the mistakes of their subor-
dinates to maintain the aura of suc-
cesstul supervisors. Understandably,
such practices do not generate much
fear of the new laws and regulations
and may engender an attitude of ar-
rogant nonchalance. When a fishing
village at the entrance of the
Hangzhou Bay complained in a letter
to Guangming Ribao that yellow
croakers had disappeared, that shark
catches were down by 60 percent,
and that in just four years jellyfisk
landings declined by 80 percent,
Shanghai’s main petrochemical
plant, one of the principal polluter:
of the bay, extended in a letter “'pro-
found sympathy” to the fishermen.

20

That is where the matter rests.

Because pollution controlis largely
neglected despite strong ofhcial sup-
port, successful examples are few.
Unfortunately, one of the greatest
water pollution ™
recent past is a cruel fake. A shallow
lake about 60 kilometers east of Wu-
han was once one of Hubei’s major
fishery areas, and the source of
drinking and irrigation water tor
300,000 people living on its shores.
Untreated discharges of three chemi-
cal plants built on the lake 1 1959
led to heavy pollution, particularly
the high accumulation of organic
phosphates. The lake's fish and
shrimps died out, and the water be-
came unfit for drinking and irriga-
tion. After 1976 four oxidation
ponds were set up and, according to
Xinhua News Agency, “pipes were
installed to drain the effluent ...
thus avoiding the use of water-con-
trol channels.”

The whole project cost ¥6.53 mil-
lion, and 6 million work units of “vol-
unteer” labor. A model of the install-
ment even toured science and
technology exhibits around the
country. In 1978 broadcasts and arti-
cles began portraying the lake as pris-
tine again, with fish catches surpass-
ing the previous record levels. One
news item claimed that the “physical
health of the masses around the lake
has been assured.” Then a People’s
Daily correspondent visited the re-
gion in the summer of 1980, and
came away with a shocking twist to
the success story.

He heard “peasants incessantly be-
sceching high heaven: Hurry and
save us! Save our children and
grandchildren!” All sewage trom the
three large factories, the correspon-
dent discovered, no longer went
through pipes. App;lrcntly one
month after work was completed the
pipes that were supposed to carry
sewage nine kilometers from the
plants to oxidation ponds ceased to
function. Instead the untreated sew-
age Hlowed through an open canal
along the pipes, a canal that was the
only source of drinking and irriga-
tion water for several tens of thou-
sands of peasants. All food and water
for these peasants was thus contami-
nated and the People’s Daily cor-
respondent did not see any solution
in sight.

China’s water pollution controls,
both quantitatively and qualitatively,
are akin to those of rich Western

successes” of the

countries of several generations ago.,
Progress to date represents just the
start of a long effort that is far from
being completed even in the United
States, West Germany.
The costs are, without exaggeration,
enormous. Some exacting technol-
ogies and good management are
called for. The rewards are many,
and more so in China than in a typi-
cal rich Western country for a num-
ber of reasons,

In the Chinese countryside, hun-
dreds of millions of peasants draw
their drinking and cooking water di-
rectly from rivers, lakes, and ponds.
Boiling this water kills bacteria, but
does not affect the concentrations of
heavy metals and numerous other
toxic substances. Proper wastewater
treatment before release would con-
tribute immensely to rural health.

If China’s wastewater were prop-
erly treated, more could be used for
irrigation. Some 270,000 hectares of
tarmland is now irrigated by sewage
in China, and the area is expanding.
However, the potential for using
treated sewage for irrigation is large.
Calculations idicate that if all
municipal wastes would be so used
about 80 percent of all water con-
sumed by cities could be reused in
farming, at considerable savings. Of
course, treated sewage is not particu-
larly high in essential nutrients and
hence very large volumes must be
applied if it is the only, or prinicipal,
fertilizer. "Technically, this is not an
insurmountable problem if the liquid
can be used within a short distance of
the treatment plant. Finally, by recy-
cling more water, China could go a
long way toward overcoming watel
shortages in China'’s capital and
throughout North China. #

France, or

Vaclav Smul is in the departiment of geog-
raphy at the University of Manitoba,
Winnepeg, Canada. He is the author of
China’s Energy (1976), and editor of
Energy in the Developing World
(1980). This article is based on material
from the author's book, "The Bad Farth:
Environmental Degradation in
China, to be published this fall by M.E.
Sharpe.
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China is about to become a pioneer in a technol-
ogy developed in the USA.

Coal Slurry
in China

Martin Weil

hina 1s eagerly embracing

new technology thatis sull the

subject of controversy in the
US—the transportation ol coal by
pipeline. In response to the nation's
transport bottlenecks, and embold-
ened by the prospect ol increased
funding, the=Ministry of Coal Indus-
try has put forth a prelimimary out-
line for the construction ol seven
“coal slurry™
a mixture of water and pulverized
coal) by the turn of the century.

The proposed pipeline would link
major coal-producing areas in Shan-
x1, Inner Mongolia, and Henan with
MAajor consumpLon centers i east

pipelines (which pump

and central China. Other lines would
be located
WwWest.

im the south and south-

Two lines, according to the minis-
try, have already rec cived=State
Council approval. "The first is a 700
kilometer line capable of carrying
30 million tons of coal per year from
the proposed Junggar open-pit min-
ing area in Inner Mongolia to the
Heber port ol Qinhuangdao, for
which Bechtel is participating in the
feasibility study. The second 1s a 15
w30 million ton line connecting the
already developed and expanding
mines in southeast Shanxi to the port
of Nantong near the mouth of the
Yangzi River. Both of these
would have greater length and capac-
ity than any other slurry lime in the
world.

The 440 kilometer, 4.4 million ton
Black Mesa line in northern Arizona
is the world’s only operating coal
slurry pipeline. Attempts by US coal
companies and utihities to build up to
nime additional lines around the US
have been thwarted by local govern-
ments concerned about their water
by environmentalists, and
above all, by the which
have refused to sell their right-of-way

lines

hu])|)|.\‘
railroads,

The China Business Review /July-August 1983

to such formidable potential compet-
1Hors.

The Chinese Coal Ministry argues
that in socialist China such adminis-
trative difficulties will not arise. But
in reality, few major projects in
China escape opposition from those
who are hurt, or simply teel they are
not adequately helped, by proposed
projects. Moreover, the roughly 80
million cubic meters per year of wa-
ter needed by the lines in north
China could strain the water re-
sources of the region.

Cost is another formidable prob-
lem. It 1s not mmu(lml(ly obvious,
even with the Coal Ministry's en-
larged budget for 1983-85 under
the remainder of the Sixth Five-Year
Plan, how China will come up with
the billlons needed to build its first
two slurry lines.

Nonetheless, coal slurry has ac-
quired such bureaucratic momentum
in the last nine months that pipelines
might be operational by the late
1980s—the Coal Ministry’s current
target—which would make China a
pioneer in this technology.

THE US EXPERIENCE

Slurry technology has developed
overa b0 year period, first as a means
to move waste tailings short dis-
tances, and later to transport concen-
trates longer distances where rail
transport was uneconomical. “Today
there are 13 long-distance, non-coal
slurry pipelines in operation
throughout the non-Communist
world, according to the Bechtel Cor-
|m|.lllun. 7 for iron concentrates, 3
for copper, 2 tor hmestone, and 1 for
phosphates.

Coal slurry is essentially the same
technology, but did not deve lop until
the 1950s, when US power plants
began to burn fine coal, and most
important, rail freight rates started

climbing. In 1957 ‘Ennsnli(latinn
Coal built a 440 kilometer mine-to-
power plant line in Ohio with a 1.2
million tons-per-year coal through-
put, but it closed down six years later
when the railroad cut its rates by 47
percent. Proponents of slurry credit
the pipeline with pushing the rail-
road industry into the age of the
efhcient unit-train, a coal-only haul-
ing system with substantially higher
capacity.

Interest in coal slurry rebounded
with the Western coal boom of the
1970s, which increased the demand
for large volumes of mountain states’
coal m the distant Midwest and
South. Slurry seemed the logical an-
swer, since it s more economical the
longer the distance. US experts be-
lieve that in the continental US, mov-
ing roughly 10 million tons over 800
kilometers is coal slurry’s break-even
point. The ethciency of a slurry pipe-
line further improves if it serves just
a few large customers, such as power
plants,

Since 1970 at least 10 pipelines
have been proposed, but only the
Black Mesa line, completed in 1970,
ever entered service. And only one
other is in the advanced planning
stage: the giant 2,200 kilometer, 27
million tons-per-year line (known as
“ETSLT for™Energy ‘Transportation
Systems, Inc.) from \A\.umlng s Pow-
der River Basin to Arkansas, None of
these schemes, however, is likely to
be built until some way is found
around the opposition of railroads,
water interests, and other coal slurry
foes.

THE CHINESE RATIONALE

Burcaucratic realities largely ex-
plain coal slurry’s current popularity
in China. Railway service is unpre-
dictable, loading times excessive, and
local railway bureaus tend 1o behave
like mini-empires, according to Chi-
nese ofhicial sources. As a People’s
Deily commentator put it in 1982:
“Some railway and mining units do
not have suthcient understanding of
the importance of cooperating
among themselves.” Teis hard o es-
cape the conclusion that the alacrity
with which the Coal Ministry has
adopted the coal slurry idea s related
to its documented history of trouble
with the railroads.

Cost does not seem to be a factor.
The=Railroad Ministry levies a rate of
about ¥.01 per ton kilometer o
transport coal, which at current ex-

n



change rates is only roughly one-
quarter ol rates.

But even if service were better, it
might not help the situation in
Shanxi, China’s largest coal-produc-

mention a few of the pro arguments.
Fven a researcher at the Railroad
Mimistry admitted in the June 1982
issue ol Journal of Energy that slurry
could be an alternative to rail in cer-

1t is hard to escape the conclusion that part of coal slurry’s ap-
pealto the Coal Ministryis thatit represents an alternatie to the
poor service offered by the Railroad Ministry.

g province, where 10-20 million
tons of coal sits unmoved each vear
due to the lack of rail capacity. For-
eign visitors often see piles of coal at
railway sidings throughout the prov-
mainly from the mines under
control that are

mce,
local government
given lower priority by the ratlroads.
Other interior provinces—=Shaanxi,
Henan, and Guizhou—also suftfer
from lack of capacity. Although the
government s \liplilllL\ up invest-
ment in coal-carrying railroads (ca-
pacity out of Shanxi is expected to
rise from about 72 million tons in
1980 to 120 million by 1985), the
situation will take time to remedy.
The introduction of special unit
trains could case this problem. But
the TRailroad
unit trains, preferrng general use
cars that can carry a variety of cargo
and run on any hine. Ministry ofhicials
have explained that the rails, sidings,
and radii of curvature on most Chi-
nese lines are
trains. However, the central govern-
ment reportedly has decided to im-

Ministry  has resisted

unsuitable to unit

portas many as 200 high-horsepower

diesel locomotives for unit trains,
and to begim constructing a special
northern

line for unit trains from

Shanxi to the coast within a few
Veurs.,

Though coal slurry’s primary ap-
peal seems to be that it represents an
alternative to the railroads, this does
not mean that there are no cconomic
arguments for slurey i Chinas s
advocates point to the anticipated in-
creases i coal shipments out ol key
producing arcas—maimly Shanxi-
which rail will be hard-pressed 1o
handle. This will exacerbate the al-
ready severe situation of rail cars re-
turning to Shanxi empty. Moreover,
coal slurry uses less land and frees up
commuodities, to

rail cars for other

22

tain cases. Many both in
China and out, see a case to be made
for selected long-distance slurry lines
as a complement to a rail system,
though would sull carry
most of China’s coal.

Stll missing, however, is a system-
atic study of the slurryv-rail tr wle-off,
What disturbs m: my forei ign observ-
ersis that China may be jumping into
slurry without carefully evaluating its
merits against other transport op-
tions. In Chima'’s each-ministry-for-
such multisector

l'Xl)('l s,

railroads

itselt environment,
feasibility studies are seldom carried
out. Some proposed slurry lines, for
example, run parallel to existing rail
lines and, in one case, to a line that s
in the being double-
tracked and expanded. One would
expect this to prompt some hard
thinking about the suitability of
slurrv. Meanwhile, there are
tively inexpensive ways rail transport
could be improved, such as by wash-
ing more coal and transporting less
upgrading load-out and un-
cars

]J]‘n( ess of

rela-

waste,
loading facilities, using larger
(30=0H0 rtons cars seem to be the
norm,
cars, and the US uses 100-ton cars),

and by running more unit traimns,

though China makes 60-ton

SLURRY PLANNING

The Chinese reportedly first gave
serious consideration to coal slurry
1979, when several US engineering
firms made presentations in China,
Later in the year, a Chinese delega-
tion traveled for a firsthand look at
the US experience,
gans involved were the Coal Minis-
try’s Central Design Institute and the
former=lectric Ministry,
which has an obvious interest in ob-

The two key or-

Power

taining a rehable coal supply.
Momentum for slurry
quicklyv. By September T980, it was

generated

being taken seriously enough for the
othcal Communist Party newspaper
People’s Dealy 10 publish an educa-
tional article in s favor, drawing
heavily on information and argu-
ments from the Black Mesa hine,

As the made clear, Coal
Ministry planners were immediately
attracted to the idea of a 700 kilome-

article

ter line to the coast capable of trans-
porting coal from the massive Jung-
gar depositin Inner Mongoha, which
the Coal Ministry plans to turn into a
30 mulhion ton u|1('ll-|)il (unlllh'\ by
1990, The plan bears remarkable
similarity to the proposed ETSI line
i the US, both in its capacity and
How design, which involves siphon-
ing coal oft for a number of large
power plants en route. The parallels
do not end there, The scheme 1o
build an open-pit mining base
Pingshuo and Junggar in the dry
highlands ol Shanxi and Inner Mon-
volia bears a strong resemblance to
the actual development of the Wyo-
ming-Montana coal region,
the FETSHline would originate.

Slurry's grand plans were tempo-

where

rarily cut short by hiscal retrench-
1981,
large-scale capital investments were
|
put on hold. But the Coal Ministry
pushed steadily ahead with s slurry
R&D work., Attention shifted to a
proposed 150 kilometer, 1 million

from Meixian to

ment in when virtually all

tons-per-vear line
Shantou i Guangdong Province, a
project enthusiastically promoted by
provincial authorities for an area
This hine
not require a large imvestment, and
experience for the
larger lines later on. Test work for
the line was
1981-82 by a research institute un-
der the
The thivd loop, which is reported 1o

without a ralroad. would

would provide

carried out during

Coal Ministry in Tangshan.
have operated satstactorily, was over
one mile long.

I'he promulgation ol the Sixth
Five-Year Plan i e 1982 created
another abrupt change,
came out the undisputed  winner,
The Coal Ministry quickly revived its
nujor slurey plans and began looking
forv support at the top. Sometime in
1982, an
planning ofhee was formed in the

=State Council headed by the Ministry
of Coal Industry, theState P IIIIIIHIL‘

and the=State Science
and Technology Commission. ((The
=*linistry ol Railroads is conspicu-
ously absent from this group.) Later,

and  coal

mterigency  coal slurm

Commission,
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the \Chint-st' Academy of Sciences,
under. the Science and Technology
Commission, became actively in-
volved m slurry R&D, a sign of how
accepted coal slurry has become n
top planning circles,

A new interagency delegation trav-
eled to the US in the fall of 1982,
Upon its return, reports began to
filter out about China's seven pro-
posed slurry projects. They are:

P “Great Wall” line. Fxtending 700
kilometers from Junggar in north
central China 1o the Bohai port of
(_linhuung(l;m. this line is designed to
carry 30 million tons of steaming coal
annually (see page 11). The line
would pass near the site of the pro-
posed Pingshuo coal complex, and
might transport coal trom some
planned mines in the area, though
plans do not ine lude transporting
coal trom the Antaibao mine under
discussion with ™ccidental Petro-
leum. Most of the coal would be de-
livered to power plants in Hebei
Province en route, with a portion
shipped to other parts of China from
Qinhuangdao,

P “Yangzi River” route. Beginning
in Luan and Jincheng, two miming
areas i southeast Shanxi that are
separated by about 120 kilometers,
this line would transport 15 million
tons of coal annually, ending at the
port of Nantong near the mouth of
the Yangzi River. Later, the 964
kilometer line might be expanded to
carry 30 million tons. At least ini-
tially, most of the anthracite and bi-
tuminous coal transported is ex-
pected to come from mines under
local control. Coal would be si-
])hnncd oft at locations along the
Yangzi River for power plants and
other local uses, with a portion
shipped to Shanghai and Zhejiang
from Nantong. Because the users are
scattered over a wide area, consider-
able handling and shipping of the
coal will be required after the slurry
is dewatered. This would not be con-
sidered economically sound in the
Us.

P Yuxian-Wuhan. The 8-12 mil-
lion-ton-capacity line would extend
500 kilometers from Henan Prov-
ince to central Hubei Province.

W Luipanshui-Zhanjiang. The 850
kilometer line from Guizhou Prov-
ince to the coast would transport 25
million tons per year.

P Meixian—Shantou. The smallest
proposed line, this would transport 1
million tons 150 kilometers to the
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Guangdong port of Shantou. In mid-
1983 interest in the line was eclipsed
by the growing attention focused on
the Great Wall and Yangs River
lines.

P junggar-Baotou. "1'his 100 kilo-
meter lne would run uphill, requir-
ing large pumping facilities.

P Jixian County, Hebei-Tianjin. As
with six out of seven proposed lines,
this 200 kilometer, 5 million ton line
rerminates at a major port.

Maost pipehnes are in the concep-
tual phase, although the Grear Wall
and Yangzi River lines have the high-
est priority and have received=State
Council approval, the=Coal Ministry
claims. Planning on the Great Wall
line is further advanced, probably be-
cause 1t has been under consideration
for a longer time. In April 1983 a
contract was signed with™Bechiel 10
participate ina feasibility study of the
pipeline, washing plant, and associ-
ated coal mines. (Perhaps not comei-
dentally, Bechtel has led the design
work on the TSI line.)

The Yangsi River line faces more
uncertaimties. Fven its route is not
completely settled. Some thought is
still being given to running the line to
Shandong, and then shipping the
coal down the Grand Canal, an op-
tion that does not seem to be favored
by Coal Ministry planners. Exactly
who will use the coal has not been
determimed either. Despite these un-
certainties, the Ministry ol Coal
wants to build the Yangzi River line
before the Great Wall line because
there already is surplus coal produc-
tion in Lu’an and Jincheng that can-
not be shipped. Both pipelines are
targeted to be completed by the late
1980s.

SLURRY'S THIRST FOR
WATER

China’s slurry pipelines will use
about 1 ton of water for each ton of
pulverized coal. In other words, the
arid North China Plain will lose
about 80 million cubic meters of wa-
ter annually if the b proposed lines
for north China are built. This repre-
sents an amount of water equal to
one-eighth of Beijing's total annual
water supply.

In Shanxi Province, the source of
most of the coal, the average annual
rainfall is only about 600 millimeters.
Ground water acquifers are about
450-500 meters below the surface,
and surface water is not abundant.
The provincial government recently

promulgated “Regulations on the
Management ol Water Resources in
Shanxi™ m order to control water
use. Although the ftull content ol
these regulations is not known, they
are believed to prohibit the drilling
of deep wells without provincial gov-
crnment  permission. Informed
sources indicate that any pipeline
project Shanxi will need to obtaim
some sort of water-use permit from
the proving il Water Conservancy
Bureau. The Ministry of Coal al-
ready claims 1o have received intor-
mal approval to use FOSCTVOIT near
the Lu'an mines, and a small river
(with a 7=10 cubic nlt'u'l'ﬂu-r-st-('(nul
average fHlowrate) near Jincheng for
the Yangzi River line,

The Great Wall Tme will rely on
the Yellow River about 50 kilometers
from Junggar. The approximately
I meter-per-second How required for
the line is less than 0.1 percent of the
Yellow River's annual average flow.
But water disputes with downstream
arcas could occur during the very dry
vears.

LAND RIGHTS

Although the=Ministry of Rail-
roads cannot prevent the pipelines
from obtaining the right-of-way to
cross rail lines, as in the US, local
agricultural interests could make it
dithcult for the Coal Ministry to ob-
tain the land to build its lines. Local
governments in China have been
known to demand route changes, ex-
tort high rates of compensation, de-
lay construction, or even force the
cancellation of construction projects
over the issue of land. A Coal Minis-
try official recently said that it often
takes three years just to acquire Jand
for a new mine,

The State Council issued national
regulations on land acquisition in
mid-1982, to bring some order to the
situation. Among other things, these
set standards for monetary com-
pensation (not exceeding 16 times
the average annual output value of
the cultivated land), and seem to give
provincial-level authorities the
power 1o approve land purchases,
even land requisitioned by central
government ministries in Beijing. In
view of this stipulation, it 1s not sur-
prising that the regulations have not
completely solved the problem. As
recently as May, Premier Zhao pub-
licly denounced a county in Shanxi
for making extortionate demands on
the government for land needed by
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an aluminum plant.

Fortunately for the slurry pipeline
mterests, the amount of land to be
requisitioned s small, as pipelines
can be buried underground where
land is tilled. Under the 1982 land-
use regulations, farming units must
be compensated only for what would
have been produced during pipeline
construction. All construction work
could be done in the slack season
anyway, US experts believe. Only the
slurry preparation plants, the pump-
ing stations, and the dewatering
plants will remove land from cultiva-
[on.

FINANCING

Both the Great Wall and the
Yangzi River pipelines would cost
well over $1 bilhon if built in the US.
Given China’s high machinery and
steel prices, the total bill in Chinese
yuan could be just as big. ‘T'he foreign
exchange expenditure for mainline
items such as pumps, valves, and de-
watering centrifuges could easily run
imto the hundreds of millions of dol-
lars for each project. As the™Coal
Ministry's annual construction bud-
get is probably only about ¥4-¥5
billion at present, and its rumored
exchange allocation about $500 mil-
lion between now and 1985, it is ob-
vious that financing will be a prob-
lem.

Chinese  planners probably have
not come to grips with the true di-
mensions of the cost. A Chinese pro-
slurry magazine article, for example,
mentioned the $39 million cost of
the Black Mesa line in the late 1960s
without adding that the cost for such
aline would be higher now by several
orders of magnitude.

Apart from central government
grants, the Coal Ministry hopes to
tap the budget surpluses, and extra-
budgetary funds of areas and units
that would benefit from the pipe-
lines. There is more than ¥50 billion
in extrabudgetary funds in China—
funds outside the control of the state
budget—rthat ministries have in-
creasingly relied on for major
projects: lenders and investors are
normally repaid in the form of out-
put from the project.

Finally, there is the possibility of
foreign loans or direct foreign invest-
ments, This was discussed over a long
period with™Bechiel for the Great
Wall line. What the Chinese have
Latled to do so tar, however, is indi-
cate a willingness 1o make the ven-
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ture attractive to foreign investors.

BUCKING THE OPPOSITION

As is usual with large Chinese con-
struction projects, the pipelines in-
volve a coalition of entities with
sometimes  different interests: the
Coal Ministry itself, theMinmistry of
Water Conservancy and Electric
Power, the™Ministry of Petroleum In-
dustry (which will actually build the
lines because of its oil pipeline ex-
perience), lh(-ﬁlinisn‘,\' of Communi-
cations (responsible for shipping of
dewatered slurry coal), and the vari-
ous provinces en route, which are
fighting for larger shares of the coal.
One obvious example of the pushes
and pulls within the group is the un-
certainty over the route of the
Yangz River pipeline. The number
and location of dewatering plants is
another issue that seems to divide the
coalition. "These kinds of disagree-
ments stand to delay the Coal Minis-
tryv’'s ambitious construction sched-
ule.

These are just the differences
among friends that must be resolved.
The Coal Ministry’s differences with
the Ministry of Railroads are far
more serious. There s also opposi-
tion from Inner Mongolia, which be-
lieves that a new railroad would pro-
vide greater benefit to the provinee's
cconomy. Shanxi’s attitude is not
known, but Coal Ministry officials
claim that the desire to move stock-
piled coal from locally controlled
mines will lead to provincial support
for the Yangzi River hine.

The politicization of coal slurry is
one of the most striking similarities
between the Chinese and US experi-
ences to date. I in the end the Chi-
nese succeed i building large coal
slurry pipelines before the US does,
one of the main reasons will un-
doubtedly be a more ac commodating
political environment. #

The avthor participated in o National
Cowicil delegation to China which investi-
gated the possibilities for US business in-
volvement i the proposed Yangzi River
pipeline project on behalf of the US gov-
ermment’s Trade and Development Pro-
gram. Pavticipating Council member com-
panies icluded Bechtel, Drave, Fluor,
Movrisson-Knudson, Pichands Mather,
and Texas Eastern. The author takes sole
vesponsibility for this article’s contents.

SLURRY’S BUSINESS
PROSPECTS
Millions of dollars of business are
riding on the Coal Ministry's gamble to
court Western companies.

he Coal Ministry considers

foreign assistance crucial to
the success of its first two slurry
pipelines. Its equipment shopping
list consists mainly of critical
pieces of machinery never made
before in China: large pumping-
station pumps, pipeline valves,
and large centrifuges for dewater-
ing plants at the termination of
the lines. ‘The value of the equip-
ment for these two priority slurry
projects could run into the hun-
dreds of millions of dollars. Most
other equipment would be made
domestically, including the pipe,
although the steel for pipe-rolling
might be imported. The ministry
hints that equipment for its five
other proposed pipelines would be
made in China under license.

More far-reaching than the
equipment import lists, at least on
paper, is the ministry’s request for
“all-around™ assistance from
abroad in conceptual engineering,
coal sample testing, construction
management, personnel training,
and pipeline startup and opera-
tion.

China is turning first to the US,
as the US has by far the most
experience in slurry design and
operation. After many years of
discussion, Bechtel signed a con-
tract in April to participate in the
Great Wall line feasibility study,
and at the same time, the US gov-
ernment’s ‘Trade and Develop-
ment Program was asked to fund a
feasibility study of the Yangzi line
by a US firm.

Paradoxically, the Coal Minis-
try may have to adopt a tough
bargaining position precisely be-
cause it wants to work so closely
with foreign firms. Coal slurry is
already a controversial program,
and as theé™Baoshan Steel Mill ex-
perience shows, controversial
projects that also are perceived as
overly dependent on foreigners
are in double jeopardy. The fu-
ture of coal slurry in China could
be riding on the ministry’s skill in
pacitying the critics while at the
same time offering something of
value to the foreigners,
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RETHINKING R&D

The Chinese apparently have decided that new ideas can best be
encouraged through profit incentives.

v the year 2000 China hopes

to be at the same level techno-

logically as Japan and the
West were o the 19708 and carly
1980s. This announcement appeared
at the same time that Beijing called
for a fourfold merease in the coun-
try’s gross value of industrial and ag-
ricultural output by the end of the
century. Both goals are impossible
without rapid technological prog-
ress, which raises an interesting ques-
tion: Does China have the research
and development capability 1o con-
ceive, coordmate, and implement
such a stupendous achievement in
Just 17 vears?

China’s top leadership seems
aware of what such an effort will cost,
and has voiced its support, in both
financial and pohtical terms, for the
expansion ol the country’s R&D
establishment. An important expres-
sion of this support came in October
1982 at the National Science Awards
meeting, where Premier Zhao
Zivang emphasized the role of tech-
nology in development, and criti-
cized those who continued o pay lip
service to the reform of China's re-
search sector,

The announcement ol the Sixth
Five-Year Plan last December
marked a further expression of the
high-level attention being given to
science and technology. According
to provisions of the plan, 15.9 per-
cent of state expenditures (reaching
16.8 percent im 1985) will be allo-
cated for science, technology, and
education—an appreciably larger
percentage than the 11 percent that
had been allocated during the previ-
ous five-year plan. Thirty-eight
fields, and 100 key ]n()]((ts were
identified. Moreover, a special fund
of ¥130 billion was allocated for the
“technical transtormation™ of Chi-
na’s more than 400,000 enterprises,
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Denis Fred Simon

in an effort o give first priority to
the modernization of existing enter-
p!'i\('\

The culmination of Beijing’s con-
cerns about the need for more rapid
t('('lmulngu'nl progress was the for-
mation, m January 1983, of a \Plllll
supraministerial “leading group™ di-
rectly under the=State Council. The
group. which is headed by Premier
Zhao, contains representatives from
all the leadimg economic, education,
research, and defense R&D sectors,
Its major function is to oversee na-
tional technology development pro-
grams. The decision to establish such
a high-level body has added the
authoritative stamp of the premier’s
ofhice to lower-level restructuring in
ministries and provinces.

Important changes are also evi-
dent on the foreign trade front.
China has decided to forgo its prior
effort to import only the latest, state-
of-the-art luhnnln;_,lu As in the
case of many developing nations,
China has found that the successtul
assimilation ol foreign technology
depends on the existence of anindig-
enous R&D base, a realization that
dovetails with the leadership’s stll-
strong ideological preference for
self-rehance. As a result, Beijing has
been de-emphasizing the importa-
tion of whole plants, and is placing an
cver-increasing stress on the acqui-
sition of technology and managerial
know-how. According to one report,
over 8 million patent documents
have been secured from overseas
during the last several years.

In the belief that little actual “'tech-
nology transter™ took place in the
past when the emphasis was on whole
plant purchases, China's leaders now
want to make sure that their own
R&D institutions reap the benehits of
all foreign acquisitions. This has led
to the creation of new “special

groups,” commissions, and other
bodies to screen technology pur-
chases and pass judgment on what
may or may not be imported. Mean-
while, pressure has mounted to dis-
seminate foreign technology among
research institutes and factories as
soon as 1t enters China. "This will
undoubtedly heighten the wariness
of some high-tech foreign vendors,
These and other goals are set forth
ina Ih-year technology development
plan that replaces the plan an-
nounced in March 1978, The plan
specifies agriculture, energy, trans-
portation and communication, com-
puters and electronics, and medicine
and health as major target areas. Six
objectives are outlined, which focus
on improving the research system
and procedures for managing R&D
personnel. The plan also advocates
the formation of “technical service
centers” throughout the country to
consohdate local R&D resources. In
addition, the plan emphasizes tour
types of transters: laboratory to pro-
duction, military to civilian and mili-
tary, coast to mterior, and from for-
eign nations to China, Most impor-
tantly, the plan sets in motion policies
designed to increase the rewards for
technical innovation, and to improve
the evaluation of such innovations.

CHINA’S R&D SYSTEM

China's research and development
system is composed of five major ele-
ments: the Chinese Academy of Sci-
ences and its athhiated institutes: the
institutes under the direction of the

=Ministry of Education: the institutes

under the control of the various min-
istries: the national defense research
units: and the local research sector.
All together, as of 1982, there were
close to 8,000 research units
throughout China, with approxi-
mately 4,600 of these above the
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level, The rest,
which are mvolved in agricultural
work, county level.
The situation in Shanghai reflects
the complexity of the system. Shang-

county many ol

are below the

hat claims 561 rescarch istitutes: of

under the Chinese
79 are run by

these, 14 are
Academy of Sciences, \
ministries, 49 by municipal burcaus,
55 belong to enterprises, and 22 are
under the jurisdiction of county gov-
crnments.

According o the State Statistical
Burcau, China had 5.7 million scien-
tists and techmcians in 1981, Of this
total, 338,000 were engaged
search, while 2.07 million were in-
volved 1n
jobs. Only 10 percent of those
engaged m rescarch are described as
" or scientists with

“engimeerimg and tech-
nical”

senior scientists,’
advanced degrees and training equiv-
alent
West.

The major tunding for research in
science and technology comes trom
three sources: central or local gov-
crnments, h})l‘(‘i.’” I)H:ju't funds, and
enterprises. In 1981, ('hin:l allocated
¥ 6.6 billion for R&D, or 1.5 percent
ol GNP Special IIIHII\ are dispersed
by either theé™State Science and Tech-

to their counterparts in the

nology Commission, or its subordi-
nate organizations at the provincial
level. Fach year, the SSTC has 500 or
so national priority projects that it
funds either jointly or indepen-
dently. Enterprise funds come from
the operating budgets, or retained
carnmgs, of mdividual firms.
cent months, new sources and types
of tunding have become available
from enterprise profits, tax credits,
more rapid depreciation, and bank
loans.

In re-

STATE SCIENCE AND
TECHNOLOGY COMMISSION

Prior to the formaton of the
“leading group™ tor science and
technology in January, the primary
organization for managing and over-
seeing research activities in China
was the State Science and Technol-
ogy Commission, headed by Fang Yi.
The SSTC sull has a pull(\m.ikmg,.
role, though it is most active in imple-
menting policy. Some ol the SSTC's
policy and planning functions are
now shared with both thé State Plan-
ning Commission (in charge of long-
range planning), and the™State Eco-

nomic Commission (in charge of

annual plans). The change reflects
the desire to more closely link re-
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search and production. In 1982, a
new ofthce within the State Planning
Commission was established to facili-
tate close cooperation and improved
planning with the SSTC. Zhao Dong-
wan, who holds a vice-ministerial ap-
pointment in both SSTC and SPC,
serves as the executive secretary for
the new othee.

The counterpart to,the SSTC on
the military side is |h(-\|':1|innul De-
fense Science, ‘Technology, and In-
dustry Commission, he aded by Chen
Bin. ‘The Defense Commission was
established in 1982 as part of
Beijing's massive burcaucratic re-
organization effort. 1t s composed of
the former™>National Defense S& T
Commission and the=National De-
fense Industries Office. 'The purpose
of setting up a unihed body was to
stabilize the previously erratic rela-
tionship between research and man-
ufacturing units in the defense sec-
Lor.

Western analysts know little about
the actual size and capabilities of Chi-
na's defense sector, since few have
been allowed 1o visit defense-related
laboratories or research institutes, A

=Ministry ol Ordinance Industry re-
port recently revealed, however, that
the defense sector has three advan-
tages over the civilian R&D sector:
the quality and number of its scien-
tific and technical personnel is appre-
ciably higher: it has more and better
equipment, especially sophisticated
mstrumentation and testing equip-
ment: and it enjoys greater financial
and political support, which has con-
tributed to China's successes in the
development ol nuclear weapons and
missiles. In addition, strong political
muscle has come to the aid of large-
scale defense projects requiring the
mobilization and orchestration of
units that otherwise would not co-
:)|)('I';ll(‘.

Because of the past and present
advantages it has enjoyed, the de-
fense sector is now being called upon
to provide technical assistance to the
civilian R&D effort. Ever since China
began to emphasize light industry in
1979, tor example, military research
institutes have supported the expan-
sion of consumer goods production.
The proctoscope and microscope in-
dustry in Jiangsu Province has bene-
fited from military optics know-how,
and military experts reportedly
helped an artificial rain-making fac-
tory in Sichuan design better aerial
explosives, to cite just two cases. Of

“Center for

course, the movement of technology
from the military 1o
the civilian sector can also move in
the other direction, particularly in

“dual-use™ hields such as electronics
and computers,

Along with the SSTC and the De-
fense Commission, the State Council
has set up a think tank called the
Techno-Economic Re-
scarch, headed by Ma Hong, the cur-

and assistance

rent u esident of the prestigious Chi-
nese Academy of Social Sciences.
The purpose ol the center is to assess
the feasibility of new policies and
projects that involve a significant
commitment of
and technical resources. Social scien-

national financial

tists, as well as natural scientists and
engineers, will participate i these
assessment efforts. Recently, experts
from the fields of coal science, trans-
portation, environmental science,
clectric power, and economics were
brought together to conduct a
project appraisal of a Shanxi coal
project.

CHINESE ACADEMY OF
SCIENCES
The CAS is the most prestigious,

and as far as one can tell, most pro-

ductive rescarch organization in
China. It is obstensibly the focal
point tor all basic research. As a re-

sult ol the
basic rescarch, however, it 1s not un-
common to Imd CAS institutes or

recent shift away from

researchers engaged in cooperative
projects with universities, the de-
fense sector, or industrial ministries.
For example, more than 10 CAS -
stitutes recently signed an agreement
with the Ministry of Petroleum In-
dustry to conduct research on new
technology for sea-bed exploration.
The CAS also may serve in a review
capacity, helping other units evaluate
their research programs. In the sum-
mer of 1982, the CAS’s mathematics
and physics departments assessed the
work of theSonar Research Institute
at Donghai, and contributed 1o the
development of a multiple beam so-
nar for fishing, and mstrumentation
for preparing topographic profiles in
underwater strata.

The CAS supports 117 institutes
and nearly 80,000 employees, ol
whom approximately one-third are
engaged in research work. Most of
the Chinese scientists trained in the
West prior to the Communist take-
over in 1949 work at CAS facilities.
The CAS also has several branch
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academies in such cities as Shanghai
and Guangzhou. These local
branches administer, independently
or jointly, their own research insti-
tutes. TheEhinese University of Sci-
ence and Technology in Hefer also is
administered by the CAS. The cur-
rent president of the CAS is a West-
ern-trained chemist, Dr. Lu Jiaxi,
who is supported by a “scientific
council” composed of 400 members
of China’s scientific community.

MINISTRY OF EDUCATION

For the most part, the research
system within China’s higher educa-
tion sector remains undeveloped.
I'his is due, in large part, to China's
decision in the early 1950s to adopt
the Soviet R&D model and make uni-
versities the center of teaching, not
research. Since 1978, a major eftort
has been underway to strengthen the

research capabilities within many ol

China’s 715 colleges and universities,
The™World Bank’s November 1981
loan to China for $200 million, the
bank's first credit to the PRC, was for
instruments, computer equipment,
and training at 26 key Chinese uni-
versities.,

Funds for university research will
continue to be in short supply, even
with Beiping's increased allocations
under the Sixth Five-Year Plan. In
the meantime, some of China's more
entrepreneurial universities have set
up consulting relationships with local
enterprises or government offices.

Jigotong University in Shanghai, for
example, earned over ¥ 1.5 million in
1982 from consulting through its De-
partment of ‘Technical Services.

MINISTRY RESEARCH
INSTITUTES

Every ministry in China maintains
institutes and research support staffs,
These mstitutes tend 1o engage in
applicd rescarch, and are adminms-
tered either directly by a ministry’s
headquarters in Beijing, or by the
ministry’s local bureau at the provin-
cial or municipal level. In some cases,
such as the=Ministry of Chemical In-
dustry, there exists a large and well-
defined research structure composed
of engineering and design institutes,
colleges, and technical schools. Ac-
cording to the Chemical Ministry’s
Rescarch Ofhee, these include 180
chemical research institutes, ol
which 23 are run by the ministry, and
8 by state-owned chemical com-
plexes. The remainder, for the most
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CHINA’S R&D ESTABLISHMENT

About 1.5 percent of China’s GNP is allocated
to R&D. This supports 338,000 research scientists at 3,400 local,
and 4,600 provincial or central government

research institutes.
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® LEADING GROUP FOR
COMPUTERS AND
ELECTRONICS

Chairman: Vice Premier Wan Li

® SCIENCE AND
TECHNOLOGY LEADING
GROUP
Chairman: Premier Zhao Ziyang

® CENTER FOR TECHO-

ECONOMICS
Chairman: Ma Hong
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I\TATE PLANNING
COMMISSION
Chairman:

Vice Premier Song Ping

\l STATE SCIENCE AND
TECHNOLOGY COMMISSION
Chairman:

State Councilor Fang Yi
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COMMISSION
Chairman:

State Counselor Zhang Jingfu

[

I\SCIENC[ AND
TECHNOLOGY PLANNING
OFFICE
Executive Secretary:
Zhao Dongwan

\ NATIONAL DEFENSE,
SCIENCE, TECHNOLOGY, AND
INDUSTRY COMMISSION®
Chairman: Chen Bin

[

& CHINESE
ACADEMY OF
SCIENCES
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President: Lu Jiaxi

"~ CHINESE
ACADEMY OF
SOCIAL SCIENCES
(30 institutes)
President: Ma Hong

“t= 8 MINISTRY OF EDUCATION
(715 colleges and universities)
Minister: He Dongchang

R&D Institutes Under Industrial Ministries

—==MINISTRY OF
ORDINANCE
INDUSTRY

—= MINISTRY OF
MACHINE
BUILDING
INDUSTRY

=“MINISTRY OF
SPACE INDUSTRY

"= MINISTRY OF ——MINISTRY OF m'glrs;;:‘gs
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MILITARY
SNCHINA STATE o d':iﬂwtf:r A COMPONENT
Gl il (in‘iu I:I;| ministriee: nd 15
SEEFARATION ‘Sl;{(‘ Council Bureaaus] CIVILIAN
= COMPONENT

\'(HINA ASSOCIATION FOR SCIENCE AND TECHNOLOGY
CAST oversees 105 professional societies, mostly devoted to R&D. Through its conferences, projects, and other
activities, CAST brings together scientists and researchers from all of the above organizations who might otherwise lack
professional channels of communication. CAST is a “mass organization” under the State Science and Technology
Commission and the Central Committee of the Chinese Communist Party.

‘ CHINA SCIENCE AND TECHNOLOGY CONSULTATIVE SERVICE CENTER
Composed of around 500 separate consulting organizations, CSTCSC was established by, and draws upon, CAsT
member organizations and personnel to carry out multdisciplinary studies on a fee basis.

Chairman: Zhou Peiyuan

President: Lin Bomin

*Established in August 1982 combining former National Defense Science and Technology Commission and National Defense

Industries Office

Sources: Chinese press reports, National Council files, and Christopher M. Clarke (ed.) China Business Manual 1982 Supplement, National Council for

US-China Trade, July, 1982,
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A Question of Confidentiality

oreign firms frequently ask

how they can protect them-

selves against unauthorized
transfer or use of technology by Chi-
nese domestic entities.

T'he problem of protecting propri-
etary information in China is a legiti-
mate concern I()I' ill]}' (‘()l]]pill]) Con-
sidering transactions involving
technology transfer, as in a license or
as part of a joint venture, co-produc-
tion, or compensation trade arrange-
ment.

A confidentiality
('];lll\(' tf’(‘(lllt'nli{\'
used by the=€hina
National Technical
Import Corporation,
or TECHIMPOR'T,
the state trading
agency handling the
bulk of China’s turn-
key imports, provides
that “within the va-
lidity time of the con-
tract the Buyer shall
not disclose or pub-
lish in any form to
any third party out-
side. China the con-
tents of the know-
how supplied by the
Seller to the Buyer.”
(;t'lling TECHIM-
PORT to accept non-
disclosure to entities inside China may
be somewhat more difficult.

Curiously, when foreign negoti-
ators have tried to limit disclosure
within China to the end-user with
whom negotiations have been car-
ried out, some TECHIMPORT nego-
tiators have been willing to state (in
private) that any Chinese organiza-
tion other than TECHIMPORT or the
end-user would constitute a “third
party” to whom disclosure would be
unauthorized. Yet some of these
same TECHIMPORT negotiators
have also been unwilling to express
this interpretation in the contract. In
one recent negotiation, the TECH-

00

00
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IMPORT representative agreed to
add language preventing disclosure
by the Buyer “to any person without
connections with the present con-
tract,” which is still not completely
satisfactory. Fortunately, other im-
porting organizations and end-users
in China are increasingly willing to
limit disclosure or use of the licensed
know-how to a named manufactur-
ing facility, a hopeful sign that the
need for more explicit protection is

How can foreign firms
protect their technical
know-how in China?

Know the limits of your
Chinese partner’s author-
ity. But don’t forget to in-
sist on the right contract

clauses.

gaining wider recognition in the
PRC.

A brief perusal of a typical Chinese
contract helps explain why US tech-
nology sold to China may need pro-
tection. The standard TECH-
IMPORT contract, for v.\;;unplv.
states that the Seller (the foreign li-
censor in this case) must guarantee
that the technology “shall be the lat-
est technical achievement possessed
by the Seller.” It may further stipu-
late that the Buyer be supplied with
“all relevant technical documenta-
tion including design, calculations
and research reports, quality control,
product drawings, manufacturing

technology, inspection, installation,
operation, and maintenance” of the
product. References to “‘assembly
drawings,” “'process instructions,”
“equipment operation instructions,”
“tooldrawings,”” and “parts and ma-
terial spv(‘ili(';ilinns" are also com-
mon.

Assuming that the Chinese end-
user agrees to treat other Chinese
entities as third parties, the foreign
company still has the difhcult task of
figuring out what is a
“third party” in Chi-
na’s labyrinthian bu-
reaucracy. The lines
of jurisdiction be-
tween organizations
are often unclear,
and a stable equilib-
rium between cen-
tralization and de-
centralization has yet
to be found. More-
over, the number of
Chinese agencies au-
thorized to negotiate
technology transfer
agreements has in-
creased dramatically
in the last four years.
No longer are TECH-
IMPORT and the
other central govern-
ment trading cor-
porations the only entities autho-
rized to sign such agreements. Most
ministries have launched their own
competing agencies. Even individual
enterprises are sometimes autho-
rized to sign foreign trade contracts.
The picture is even more confused
when one includes the Special Eco-
nomic Zones in Guangdong and Fu-

jian, and the cities of Shanghai and

Tianjin, all of which have gained
greater autonomy,

Given the blurred lines of author-
ity that exist, a foreign firm may have
to discount assurances of Chinese
organizations that claim to possess
authority not only to enter into tech-
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nology transfer agreements, but to
protect the foreign firm in certain
necessary ways. Consider, for exam-
ple, a promise to a US firm Ly a
provincial bureau of chemical indus-
try that factories in other provinces
will not export to the US. Does the
provincial bureau really have the
means to prevent its parent body, the
—Ministry of Chemical Industry, from
transterring the necessary know-how
to subordinate plants in other prov-
inces, or to prevent their provincial
bureaus from negotiating with com-
peting licensors? The US company
would do well 1o be skeptical. Sup-
pose, too, that the bureau cautions
the foreigner not to go elsewhere,
ch as Beijing, for assurances. If the
foreign company is confronted with a
choice between accepting a local
organization’s assurances at face
value, or seeming to be impolite or
mistrustful, 1 would advise trying to
obtain fuller assurances and support
at the central level, taking care to ell
the local Chinese organization that
such action is being taken. It He-
hooves the foreigner to risk embar-
rassment in order to avoid some mo-
mentous problems.

Finally, what happens when a com-
pany suspects or discovers that its
technology has been improperly dis-
closed? What remedies are available?

China’s draft patent law provides
for damages for infringement,
though the law is not expected to be
promulgated for some time. This in-
creases the importance of the con-
tract, which Chinese legal specialists
consistently assure foreigners will al-
ways be honored. It is important that
foreign companies obtain clear con-
tractual expression of the obligations
of the Chinese partner not to disclose
or duplicate licensed technology or
other proprietary information with-
out the licensor’s consent. In licens-
ing, and almost any other trade or
investment agreement | can conceive
of, a satistactory third-country ar-
bitration clause should be included
as well,

The need for stronger guarantess
has led some to ask whether Chinese
courts can enforce contractual stip a-
lations prohibiting technology trans-
fer. In practice, Chinese courts still
operate outside the purview of the
state bureaucracy, and judicial re-
view of administrative acts does not
yet exist. (But recent legislation has
made Chinese courts the appropriate
forums in tax and labor disputes in-
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volving foreigners.)

Foreigners would be well advised
to look first to extrajudicial reme-
dies. They should first contact the
Chinese party to the contract that
they suspect is committing violations,
Restrained, tactful, nevertheless un-
ambiguous expressions of concern
that duplication of the company’s
technology would violate a prior

agreement (perhaps in the context of

technmical seminars and an offer 1o
enter into discussions about addi-
tional license agreements) should
carry the company’s message con-
vincingly. If such discussions do not
succeed, the company should bring
the violations to the attention of
high-level agency, such as a ministry,
whose authority runs vertically down-
ard to the organization that has
violated the contract or is duplicating
the technology. Other routes would
be 1o seek out other organizations,
but of equal or greater political clout,
that can approach the bureaucratic
hierarchy involved horizontally. These
choices are not mutually exclusive.
For example, if a licensor believes
that a provincial chemical enterprise
is wrongfully duplicating its technol-
ogy, not only should a licensor com-
plain to the enterprise’s superiors,
such as the provincial chemical indus-
try bureau and the ministry itself, but
also to the local government (the
horizontal route), and to the Ministry
ol Foreign Economic Relations and
I'rade.

Regardless of how much progress
is made toward regularizing Chinese
law, the settlement of disputes involv-
ing foreigners, in the near future at
least, is more likely to be through
negotiations than any form of third-
party adjudication. 1:_.2@_:.? who
encounter problems arising out of
alleged contract violations should
take the system as it is—highly in-
complete—and try to gain access to,
and seek the assistance of, nonju-
dicial Chinese agencies that have a
big stake in China's commercial
credibility abroad. #

Stanley Lubman, a partner in the law
firm of Heller, Elhrman, White &
McAuliffe of San Francisco and Hong
Kong, has been advising foreign compa-
nies on trade and investment in China
since 1972,

part, are run by large, collectively
owned enterprises. Of the 17 major
chemical engineering and design
units in China, 13 belong to the min-
istry. Provinces and cities with large
chemical enterprises usually fund
and operate their own R&D units.
There are 40 chemical colleges and
colleges with chemical specialization.
Similar
the metallurgical sector (with 66 re-
search units and 61 colleges), and in
the textile industry (which boasts 83
research units and 14 textle col-

research networks exist in

leges)
Contrary to the “application-ori-
ented” image of China’s research

units, most lack close ties with enter-
prises and, for the most part, have
failed 1o tackle practical production
problems. Morcover, research per-
sonnel are badly scattered and there
are simply too many research insti-
tutes, according to China’s top R&D
administrator, Fang Yi. Many of
these problems can be traced to the
introduction of Soviet-style planning
in the 1950s, when factory managers
were told to pay atte non to output
quotas above all else. With few, if
any, rewards for technical innova-
tion, factory managers had little in-
centive to develop close ties with re-
search units. Those links that did
develop were usually conducted
through “back-door”™ methods, and
were aimed at maintaining the exist-
ing level of production rather than
developig new products or more ef-
ficient manutacturing methods.

RESEARCH FOR PROFIT:
THE TIME HAs COME

several changes
have been introduced to provide
stronger incentives for both the re-
search units and the enterprise man-
ager to establish closer and more sus-
tained working relations. One is the
newly instituted “production respon-
sibility system,’
prises more on a profit-and-loss basis.
This has opened the door to mutual
profit-making opportunities for both
the enterprise and laboratory. An-
other change has been the emphasis
on “intensive”’ rather than “exten-
sive” development, which refers to
upgrading existing enterprises in-
stead of building or importing new
ones. ‘T'hese factors have spurred the
development of several new orga-
nizational forms called “alliances,”
“brain-trusts,” “research-production

unions,” and “coalitions.” In Liao-

In rec ent /..n..:.f

which places enter-

“e
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ning Province, for example, 31 re-
search and design institutes, 6 uni-
versities, 76 enterprises, and 20 units
outside the province have been in-
volved in numerous “‘research-
production™ unions since 1979,
These engage in joint planning,
product development, and produc-
tion-related research. They have re-
portedly helped exploit untapped re-
sources, develop new products, and
upgrade equipment design,

In cases where formal and sus-
tained ties are impossible or not de-
sirable, enterprises have simply paid
rescarch units for their services.
Three forms of contracts appear to
predominate: The institute sells s
rights to a new technology directly to
the factory and receives a fee: the
institute signs a contract with a fac-
tory to ])r'u\'i(lt- technical assistance,
and after the product is marketed,
the institute receives a percentage of
the profic at an annually decreasing
rate, such as 20 percent the first year,
10 percent the second year, and so
on: or an institute prm'id(-s technol-
ogy to a factory and receives a per-
centage of the sales as compensation,
once again at a decreasing rate, such
as b percent during the first year and
4 percent during the second year, An
example of the first case is provided
by the™Chongqging Nonferrous Met-
als Rescarch Institute and the
—Jiangbei Electronics Equipment
Plant, which signed a contract in
1981 to jointly test several new prod-
ucts, Under the agreement, the insti-
tute developed and supplied compo-
nents that the factory assembled. As
a fee for its services, the sttute
received 45 percent of the produc-
tion value of the units sold. The fac-
tory received 50 percent, and 5 per-
cent was alloted for administrative
overhead. In the same city the
—Chongqing Machinery Resc arch In-
stitute,Chongqing SpnI\ Plugs Fac-
tory, and CThongging Low-pressure
Container Factory agreed to jointly
design an automatic welding ma-
chine for spark plug production. Un-
der their three-way agreement, 4
percent of the sales value ol each unit
went to the research institute until
100 units were sold.

Closer cooperation between re-
search and production units is by no
means geographically confined.
Shanghai plants, for example, have
received requests for technical assis-
tance from all parts of China. Ac-
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cording to Wang Daohan, Shang-
hai’s mayor, the city received 106
technical delegations in 1982, "Today
17 of China’s provinces have some
form of technical cooperation with
research or production units in
Shanghai. Last year the city earned
more than ¥20 million through such
activites.

The value of these activities to the
|'(~\'])vcli\'(' production units is quite
clear, but one should not overlook
their contribution to a healthy re-
search climate in C |Hll.i By injecting
more money into the R&D sector,
enterprises have increased the
demand for new technology and
technical assistance. Under China’s
|n('-|(iJHun||nml( system, “technol-
ogy'asa :nmmn(ht\ had little or no
value. Without adequate compensa-
tion, research institutes had no real
motivation to help enterprises. To-
day, as research units and their man-
agers attempt to upgrade facilities
and purchase new cequipment, they
see new carning opportunities that
were unavailable in the past. One
Tianjin organization has launched
the newspaper, Teciology News, that
carries the ads of local research units
publicizing their services and most
recent technological feats.

This so-called ““commercializa-
tion” of rescarch, however, has had
some undesirable
Some firms have been accused of

consequences
establishing  “technological block-
ades” and refusing to share newly
developed or acquired information.
Contributing to this problem is the
lack of any laws in China to protect
proprietary information. As technol-
ogy develops an economic value,
some units have felt threatened by
requests from above and below 1o
share their know-how with other
Lits.

T'he research-for-hire concept has
other problems, 1oo. In Shanghai a

researcher was recently accused of

“accepting a bribe”™ and arrested.
The controversy involved an engi-
neer at thé™$hanghai Rubber Prod-
ucts Research Institute, who worked
in his spare tme to help the Qingiao
Rubber Factory develop a better
sealant. His assistance greatly bene-
fited the factory, which was happy to
pay his ¥88 per month consulting
fee, Though eventually acquitted of
“bribery,” his example could make
other researchers think twice betore
charging for technical assistance.

LocALLY CONTROLLED
RESEARCH UNITS

The number of research units un-
der the control of local government
authorities and  collectively owned
enterprises has |)|'n|ifvral<'(| n recent
vears. In some cases, as in the major
municipalities, these units possess
some highly trained individuals and a
respectable level of technical compe-
tence. Others can be quite small,
have less than 10 staff members, and
represent no more than paper orga-
nizations,

Provincially controlled  research
units are generally coordinated
through pm\uu ial science and tech-
nology commissions, the local repre-
sentatives of the State Science and
Technology \(‘nnnnmmn in Beijing.
Overall, the local S&T commissions
perform three functions. "They help
coordinate national projects, make
sure that national priorities and poli-
cies are followed, and support pilot
or experimental projects. In practice,
however, projects and institutes in
China generally come under so many
overlapping hnes of authority that
the local S&T commissions fre-
quently manage activities jointly with
other organizations. There also is a
lack of clarity with respect to funding
channels and control over personnel.
As a result, the vertical chaim ol com-
mand is often unclear, leaving the
local S&T commission in a rather
ambiguous position.

CHINESE ASSOCIATION FOR

SCIENCE AND TECHNOLOGY

In theory, CAST is a nongovern-
mental organization directly under
Party control. Nevertheless it plays a
vital role in bringing people and insti-
tutions together that otherwise
might never meet. CAST s princi-
pally an administrative body  that
oversees 105 prolessional societies,
both national and local, the majoriny
ot which are concerned with R&D
matters. These societies are com-
posed of the leading administrators,
scientists, and rescarchers inoany
given sector. As is so often the case,
these individuals work i isolation
from their pecrs in other units that
tall under different chains ol com-
mand. The societies bring them to-
gether on projects, conferences, and
on other occasions that greatly pro-
mote the cross-lertlization of ideas
and mformation.

But CAST i1s more than an aca-
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demic association. In recent years, it
has assumed an important role n
developing a network of technical
advisory groups and consultative
bodies supporting factory managers,
and even China's top policymakers.
In early 1983, CAST played a major
role m the formation of the China
=Science and Technology Consulta-
tive Service Center in Beijing. The
center, composed of more than 500
separate consulting organizations,
serves as a vehicle for bringing to-
gether multidisciplinary teams of ex-
perts to advise on economic and tech-
nical matters. Where appropriate,
advice reportedly will be rendered
ona fee basis. The appearance of this
body reflects the government’s in-
creasing efforts to marshal technical
talent and put it to work on feasibility
studies and project appraisals to
avoid the wasteful mistakes of the
past.

China’s top leaders seem more
aware than betore that it is not just
the shortage of R&D personnel, but
the tailure to use ther skills that has
hampered the country’s develop-
ment. Now the government is en-
deavoring to cure “technology indi-
gestion” by speeding up the low of
information among factories, domes-

tic R&D units, and foreign vendors of

advanced technology. Japanese firms
already have had some modest suc-
cess in linking up with these efforts
by reorienting their business strategy
to support technology transfer. This
basically involves improving plant
management and plant lavout—two
forms of “soft” technology that are
badly needed in China. It is through
similar basic technical assistance to
enterprises that China's own R&D
institutions are being called upon to
help modernize Chinese industry by
the year 2000, %

D Denis Fred Stmon is assistanit pro-
fessorof mternational management at
MIT's Sloan School of Management,
wherve he teaches and conducts vesearveh
primapally on the role of business
worldwide technology transfer. Dr. Somon
holds a Ph.D. from the University of Cali-
fornia at Berkeley and has specialized in
Chinese science and technology affairs fo
maove than 10 years.
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Resjing Automolive Works (HAW) and American
Motors ¢ orporation (AMU') signed a forma

ish the (irst aulomolive &

il venlure in the People’s

The new company will be named the B
Corporation. 114 The comirsct sgrng cer
conducted in the Gire the People in
followed a reception in honor of the AMC senior delega
tion headed by W Paul Tippell, Chawrman and el
Kxeculrve Officer of Amencan Molors Corporation

Concurrent with the ansouncement L' S Secretary
of Commerce Malcolm Baldrige and (huna's Ambasss
dor 1o the United Stales Zhang Wenjin issued state
menls on the Jount venture signing in W ashingion, 1 ¢

Wu Zhong Liang, Ges Manager of Reijing Auto
motive Industry ¢ and Tippetl sgned Lhe
contract and the a association which will be
submilted for approv hana's loreign Lrade author
taes

Tippet! said. This jownt venture
cant opportunity for American Mot

June 1983
Zhao Meets BP Bidders

(m May 10, CNOWOC announced the first award of
dnilling Nghts in a process begun in February 1982 Pre
mier Zhao Zivang held 3 meeting with leade
five ol companses from Britan Ausir
Canada who are partners in the consort
The companies. led by Rritish vleum. were
awarded the lirst five contracts lor cooperative expio
rauon of offshore ou reserves in the South Ch
and the South Yellow Sea BI"s partners are Pet
#da. which is owned by Lhe (anadian governmenl. and
Ranger (U 1L1d_ a publicly traded Canadian company
Broken Hill Proprietary Co of Australia, and Petraleo
Brasilewro 5 A of Br

a
t of Hroken Hll W Frewe

Otvewra E Miiva presdent of Petrobras Interna
tional I M Prerce, chairman of Ranger (. and W H
Hopper. chairman of Peiro(anada all altended the
meeting with Zhao who plans for China lo Lake up to
51% of production even though all costs are past by the
companses

Zhao extended has congralulations on the conciu
®on of Lhe contracts. the fir far sgned between
China and foreign companses for cooperalive ot explo
ralos Chana's southern coast

By Wakters sad Lhal the five companses were
#lad 16 cooperate with Chuna in (he exploration of s
offshore oil “We have many points i common and we
believe our cooperation will go smoothly,” he saxd BP
plans 1o begin dnilling in November

Management Development in China:
Interview With Dr. Joseph Y. Battat

by David C Wigglesworth

Joseph Y. Batial, PhD. predessor s Indiana’s
School of Basiness in Nioomington was the first West
©m management expert Is (hina In 1YL Approx
mately two decades after the departure of the Soviel
managemest scieniists from Chind in Lhe lale 19505,
Raltal, workung for the then First Ministry of Machine
Building designed and conducted the first Western
managemenl course (he Shanghai Institute of Me

Fagineering's “wystems " Dunng
Uhis agmgnment, Batat also traveled to review and dis.
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American Motors Corporation Signs Joint Venture Contract

sDevelopment of a senes of new bght duty four
wheeldrive utility vehicles which will eventually re
place the RH 212 modeis

Trade News

The Newspaper of Chinese Business

il Business in an ares of the workd that has un

he new vehucles will be de

OFF TO SEE THE PHOENIX
(Photo by CTW/Victor DiNapell)

rived from a platform which 1s compatible with A M
ns and suilabie for the domestic

well an export markels

TRACT SIGNED
Continurd on page #

Five Doilars|

Video Diplomacy

Famibies from Beijing lo Boston shared an Mistoric
TV ireat when the lirst Chunese Amencan TV co-pro
Big Bud o Chna
premieres in both countries Although other jomnt pro
ductions have been filmed in China, this ts the (st ap
proved by authonities for Chinese audsences Whether 1
was the Chinese love for pappetry or Lhe non-conlrover
sal progr ontent. the airing in China represents s
major opportunity lo show off something uniquely
American lo he Chinese people Part adventure stary
part reas unt. part love slory and par travel tour
filmed in China's most magnificent locales. the §13 mul
lion sprcial with music 15 a jount project of CTW (Chal
dren’s Televison Werkshop) and ('CTV

11 stars two Muppet favorites from CTW's award
winning Sesarme Street Big Bird and Barkley the Dog
played by Caroll Spinney and Brian Muehl along with 2
scene slealing six-year old Chinese kindergartner and
spellbinder. Ouyang Lientze. who was selected from
aver 100 contenders by Jon Stone 1he show s K reculive
Producer, Director and Co-author Xu Jacha head of
children’s programmung for CCTV i Heijing. narrowed
the field to mx fnalists and Laped thewr aud for
Stone. who made the final decision some 12 ies
away in New Yark

Lientze. who does not speak Fnglish memortzed
her #4 Englsh tines perfectly for her role as Big Berd's
friend. transtator and guide

duction for lamily viewing

OFF TO FIND
Continwed oo page 17

cuss management education al universilies and instity-
tans thal reported to the First Ministry
Upon has return 1o the Uniled States. Battat was re
quested by the now Muusiry of Machine Buikding (no
more First, Second, Thurd, etc ), 1o formulate 4 design
for an MBA level program lo be conducted st the
Shangha: InsUtule of Mechanical Eapneenng This
program was proposed (o the Ministry of Machine
Building by his now closed Boston consulling company
Chuna Consulting, Inc
His propasal resulled in an intensive MBA level pro
gram taught (with the exceplion of one course) com
pletely in English and requinng active imveivement and
participation on the part of the students, facully, and
INTERVIEW
Continned on page 1
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HOW TO BUILD

A YACHT IN CHINA

Steven Hendryx

modern, high-performance

vacht is at once a compli-

cated, sophisticated picce of
machinery and a work of art. It is
essentially a rich man’s plavthing.
And rich men, we know, can be very
particular about their toys.

Taiwan is presently the world’s
foremost producer of large (over 35
foot) hiberglass sailing yachts. Oth-
cials across the strait in Guangzhou
couldn’t fail to note the foreign ex-
change potential of this labor-inten-
sive mdustry.
for as much as half a million dollars.

So last year they decided to enter
the yacht business. In March 1982 a
McLean, Virginia (‘(nnpuny>l)yn;lsl v
World Yachts, signed an exclusive
contract with the~hina State Ship-
building Corporation,
branch, to |nmluw luxury sailing
vachts. CSSC's subsidiary, l|](\\‘lll'l.ll
Yachi Company, \\.I\(h])t(l.illy set up
to make vachts to Dynasty’s specifica-
tions, and Dynasty agreed to market
them worldwide.

I managed the start-up of the oper-
ation, first in the US and then in
China, as work got underway there
last August. Today we are working
on the prototype yacht, which should
be completed betore the end of the
year. Plans are to ship the vachts to
the US, where the mast and rigging
will be added. If orders meet expec-
tations, we should be building 20

A single vacht can sell

Guangzhou

12

vachts in Guangzhou by 1984, In
every respect the venture has been
an incredible challenge, as we had to
tackle most of the problems that
companies commonly face n estab-
lishing a manufacturing operation in
China.

MANAGEMENT
Quality control at the top

For tax and customs duty reasons,
we structured the venture as a pro-
cessing arrangement  (lailicojiagong,
literally, “bring materials, add la-
bor™). Dynasty agreed to provide the
designs, import virtually 100 percent
ol the materials and components,
and provide the onssite technical as-
sistance of halt a dozen American
vacht-building experts. The factory
remains completely Chinese-owned.
Upon completion ot the yacht and
acceptance by Dynasty, a pu -estab-
lished fee is p‘ml to the Nanhai Yacht
Company and the yac ht becomes Dy-
Nasty’s property.

Fortunately for us, the Chinese
demonstrated a real willingness to
learn. While the contract made it
clear that we were “advisors” rather
than partners, it gave us wide latitude
in structuring the organization of the
factory. In one of our first organiza-
tional meetings, the Chinese factory
manager asked me to write out job
descriptions and duties for his man-
agement staff. He said in effect,

“You say how you want it done and
we'll do o™

T'he contract took only six months
Structuring the deal
was the easy part. The real dithcul-
ties began to surface when we dis-
cussed the topic of quality—what it is
and how to control i,

Consider this problem: Not one of
the 100 Chinese workers and manag-
ers had ever seen a yacht., Their jobs
at the shipyard had been building
steel coal barges. 'The Chinese word
for yacht—you ting—Iturther
fused the image, since it can also
reter to the little rowboats used
public parks.

So as our first task, we set about
acquainting the Chinese with our
product and its place in the market.
T'here being no y;u-l1|.~. in China, we
brought along photographs of racing
vachts and arranged 1o ke several
ol the key managers and workers 1o

Lo negotiate.

cOt-

Hong Kong to see some yachts in
action. We
sense of our customers’ lifestyles and
expectations by showing shides of
Beverly Hills mansions, interiors
from  Architectural  Digest, magazine
ads for expensive cars, and pictures

tried to convey some

of the shops on Rodeo Drive.

We then began organizing a num-
her of small work groups that would
take responsibility for the quality of
their work. “quality
circles,” would meet on a regular
basis to address such questions as:
Where did we go wrong? Where did
we do especially good work? Why?
We saw this as a natural development

The groups, or
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Courtesy Dynasty World Yachrs

Starboard inboard profile
of Dynasty’s 48" high
performance sloop under
construction in Guangzhou

among Chinese workers who had
grown up with “criticism and self-
criticism”™ meetings. The Chinese, in
typical fashion, wanted each group to
follow a fairly claborate system of
procedures, with mspections, forms,
and signatures. 'The Chinese wanted
to ensure that it anything of substan-
dard quality passed through the sys-
tem, they would at least know who
was responsible. (They even sug-
gested that losses due to careless-
ness be charged agaimst the worker's
salary.)

Still, the kev question remained
unanswered: Were the Chine se really
able to evaluate their work in terms
of Western criteria?

T'he arrival of Mr, Chen, the qual-
ity control department manager, il-
lustrated the problem. Chen decided
immediately to imvolve himself in
quality control throughout the plant.
He specified the rigorous inspection
system cach department would fol-
low. But having never so much as
seen a yacht, he was by his own ad-
mission unprepared to pass judgment
on the quality of the work produced.

During negotiations, we  insisted
on and won the right to veto any part
—or even the whole yacht—that
didn’t meet our quality standards.
The Chinese wanted us to develop
written, quantifiable criteria that
could be objectively verified. This
might work with the critical dimen-
sions of a shaft or a gear, we rea-
soned, but how does one write stan-

dards to judge the finish of a piece of

wood, the neatness of a fiberglass lay
up, or the lack of ripple in the surface
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ol the hull? Our technicians were not
used to thinking m such terms, since
there are no published industry stan-
dards.

The only answer was 1o learn by
doing. So we had our technicians use
the prototype vacht, still under con-
struction, to show the Chinese the
quality our technicians required for
cach part. These will be the stan-
dards adhered to for future vachts.

Poor quality in the US is fre-
quently caused by worker careless-
ness. In our experience in China, it
was more often caused by a lack of
understanding of the quality level re-
quired. Once a worker was shown the
standard, he usually met i,

We have done our best to mstill a
sense ol pride and responsibility in
the workers. The factory must be
kept neat and clean at all times—
cleaner than similar shops in the US.
Someone works full time just sweep-
ing the Hoors of the woodworking
shop, for example. 'T'he workers and
managers wear uniforms ol their
own choosimg: a business suit for the
managers, sports jacket and tie or
jacket and skirt for the stafl, and a
work untform tor the rest. We also
have outhned a worker incentive
plan in the guise of an “over-fulfill-
ment of quota”™ bonus, for which
there is ample precedent in China. It
rewards quality by counting only the
production that strictly meets the
quality standards.

In the final analysis, the respon-
sibility for the tlu.lh!) ol the proto-
type—which sets the standard tor
the entire project—rests with the US
technical experts. 'The fact that they
are considered only “advisors™ is but
one unusual aspect of our unique
lailiaofiagong.

ORGANIZATION
Shared responsibilites

We had 100 non-Enghsh speaking
workers, 6 non-Chinese speaking
Americans, and 30,000 man-hours of
work that had o be divided among
them for the production of one
yvacht. How would we start?

We wanted to devise a system that
would give us the broadest possible

authority without overstepping the

bounds of our “;l(l\'isury" position.

Our solution was developing a ma-
trix organization with “vertical’™ and
“horizontal™ lines ol authority,
which brought everyone under the
Jjoint supervision of the Chinese man-
agers and American advisors.

Vertcal authority is divided along
trachtional department lines: manu-
facturing, engineering, materials,
quality control, training, and admin-
istration. Fachiis headed by a Chinese
manager. T'he horizontal structure
sections” that cover

consists of four
the various technical areas of vacht
building: hberglass, woodwork, elec-
trical 'mechanical systems, and  as-
sembly. An American advisor, with
veto power over quality, supervises
each one. In additon, a Chinese
counterpart works as a trainee in the
technical sphere and supervises the
workers of that section.

A matrix organization allowed us

to create a structure that our advisors \
would actually manage. Fach section
cuts across all the departmental lines,
As a result, cach includes an Ameri-
can section head and Chinese stafl’
who report to each of the depart-
ments. So if the technical advisor
heading the fiberglass section, for ex-
ample, has a problem with materials,
his materials man would work di-
rectly with the manager of the ma-
terials de partment to solve it.

T'he Chinese retain control over
administrative and  personnel mat-
ters. (This is such a sensitive area that ;
we purpose fully avoided it in negotia-
tions.) ‘They select the section heads
and group leaders, decide w hich
workers will perform which tasks,
and regulate the pace of work, rest
breaks, length of the work day, etc.
Our advice and requests i personnel
matters have always been politely re:
ceved and usually acted upon.

Displacement: 27,300 Ibs.
Beam: 14.24"

Courtesy Dynasty World Yachts
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MATERIALS MANAGEMENT
Overseeing the imports

Our next pressing concern wis the
management and control of the hun-
US dollars
worth ol raw materials and compo-
nents we took to China.

 We were fortunate that the Chi-
nese insisted on practicing a tightly
controlled stockkeepimg system—
kept under lock and L('\——ulu reby
every part must be checked out with

<ach part

dreds of thousands of

a stock request voucher, |
number is later recorded on an in-
ventory card, and placed ina ledger
showing all the parts used i each
yacht.

The major problem was the
Chinese’s lack ol familiarity with
many of the 2,500 different compo-
nents and materials used in the vacht.
Anticipating this, we brought along a
trunktul of catalogues from the ven-
dors who sapplied the materials,
Then teamed Chinese
worker tramed at a heavy machinery
factory with a Chinese-speaking
French woman, to tackle the transhat-

we up o

ing job.

Working with our computerized
bill of materials (which included the
vendor name and the vendor part
number), they looked up each partin
the catalogues, made a copy of the
accompanying picture, and did the
best translation they could. Then
they affixed a copy of the picture to
the back of each stock eard, printed a
master list of all the part numbers,
added the Chinese translation and,
using copy labels from Hong Kong,
ran oft several copies of self-adhesive

labels with the part name im both

Chinese and English along with the
part number. affixed to
the front of the stock cards and to the
the part
In addition, we
attached the bilingual Tabels to extra
copies of all the pictures and filed
them 1 a part number
sequence, to provide a ready refer-

These were

stockroom shelves where

was 1o be stored.

binder,

ence guide,
I he same
to make the pre-import application

translated hist was used

as well as the actual customs declara-
This
twosstep process speeds up clearance
of goods through customs. Our con-
tract has several addenda that spell

tion when the goods arnived.

out all the products needed for the
job: the Chinese do not charge duty
the imports are for
Jiagong. Whenever a container would
arrive at would take the
application down to the dock, and
there hle the
and have the sealed contamer deliv-
factory. The contamer
was opened and the customs exami-
rather
than the pier—a great advantage in
controlling the goods,

Our goal is to have the
stafl take re H])nll\]|)||l1\ for materials
requirement planning and place the
with our US-based
materials department. To do so they
must understand the timing of then
use in the construction process. Con-
sequently the bill of m: werials has
been r)lﬂ.ml/ul by task, and the pro-
tasks for vacht
scheduled by the planning and manu-
facturing departments. ‘This will be a
major
training in the coming year,

since lailiao-

e nwt, we

customs  declaration

ered to the

nations done at the tactory

Chmese

orders directly

duction cach are

focus of our management

PRODUCTION
Transferring technology and
flow charts

From there we turned our atten-
tion to one ol the bigger challenges

L.O.A.: 48.49"
L.W.L.: 39.37"
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‘cri-

Nanhai Yacht Co. workers studying *
sis English”’ taught by Dynasty staff. The

vocabulary lesson included “‘stop!’’,

“0OK!"’, and “‘watchout!’’

in this venture: scheduling and de-

scribing the tasks involved i build-
ing a vacht from scratch,

The job involved the breakdown
of the vacht-building process mto
some 400 discreet tasks, the develop-
ment of a Critical Path Network and
associated Gantt charts (horizontal
bar charts that show when each task
starts and stops), and the writing of
one-page task sheets that deseribe
the sequence of steps, eritical quality
control issues, and the special tools
required. These pre-
pared by the responsible US techni-
cians and translated by five Chinese.

Fach week the Chinese planning
and manufacturing managers would
meet with our production manager
the work schedule by
month. This schedule
the translated task
bill of materials,
which also is organized by task. The
package enables the manufacturing

sheets were

Lo map out
week and by
would refer 1o

sheets and 1o the

department manager and shop su-

pervisors o determine at a glance

what task must be done, its basic
content, and what materials are
needed.

Fach technician then works with
his Chinese counterpart to schedule
the factory work in his section. "This
system frees the technician from the
overwhelming task of organizing the
work How, and allows him to spend
more time demonstrating his tech-
mical skills.

Another eritical area of technol-
ogy transfer is engineering drawings.
The vacht industry is somewhat pe-
culiar in that detailed shop drawings
are frequently tlispt'rh(*(l with, at
least in the US. This is |);1r1i(‘u|;u'ly

The China Business Review/July-August 1983



truc in the early stages of develop-
ment. The naval architect usually
supplies a set of from 30 to 50 basic
drawings showing the hull shape,
structure, installation of the critical
machinery, and the general arrange-
ment plan. The manufacturer final-
izes many of the designs. More often
than not, the workmen rely on their
own knowledge and experience to
determine the construction details of
a drawer or door frame,

However, the Chinese have no
such familiarity with this newly im-
ported industry, and so they cannot
provide the missing construction de-
tails as they begin their part of the
job. According 1o what appears to be
general industrial practice, the work-
ers are taught to adhere strictly to
the drawings. The drawings are also
a key link in the Chinese quality con-
trol system (as they are in most US
industries).

We theretore anticipated the need
for a large number of detailed
drawings. These were laborioushy
produced in the factory’s engineer-
ing department. 'The American tech-
nical expert had 1o produce a veny
detailed sketch and then closely mon-
itor the Chinese draftsman as he pro-
duced the final drawing.

Despite the ditficulties, the ar-
rangement has vielded large divi-
dends. The engineering department
is now in the forefront of technical
training in the plant. The draftsmen
frequently provide the communica-
tion link between the FEnglish-speak-
ing technical expert and the Chinese
shop worker. On balance, though, 1
think we would have been wiser to
have brought complete shop draw-
ings from the United States for the
maodel vachr.

The experience has been a hard
one for us all. Fach side brings a very
different set of expectations to the
workplace: the barriers to communi-
cating and understanding one an-
other only begin with the Tanguage.
The rewards, however, are cor-
respondingly great—and they only
begin with the business returns, #

Steven Hendyx, former executive vice-
president of Dynasty World Yachts  re-
cerved s degree at MIT and Harvard,
earned Jns MBA from Stanford Unioer-
sy, and deavned s fluent Chinese in
Tavwan. His business experience ineludes
frve years i corporate stralegy uum.'/!.'u_v._'
and froe v omanagement.
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About half of all major ships made in China

go lo foreign buyers.

SHIP EXPORTS

Charles Dragonette

hen the Chinese an-

nounced their ambitious

goals in 1980 to boost the
export of ships, it was reasonable to
greet their declarations with substan-
tial skepticism. They had hule ex-
perience in winning orders open Lo
free compeution. At that time they
had dehvered only one small cargo
ship ot 3,700 deadweight tons (or
dwt) to Malaysia, and had won an
order from a Hong Kong firm for a
multipurpose cargoship ol 17,000
tons. Without a track record, and
with a reputation for inethcient man-
agement, outdated vards and equip-
ment, and inconsistent economic pol-
icy, it took an unusually optimistic
point of view 1o predict success.
Their mexperience was further ham-
pered by a reputation for inethcient
management, outdated vards and
cquipment, and inconsistent eco-
nomic policies,

Today, at the end of three years,
China’s experience in this area is far
from complete.
exporting effort can already be seen

Nonetheless, its \]li')

as one of the most noteworthy suc-
cesses of China's export drive. As of
carly 1983, China had logged orders
lor more than 1 million tons of mer-
chant shipping, and had a 900.,000-
ton order backlog of ships ver to be
delivered. Char Shutan, chairman of
the Thina State Shipbuilding Cor-
poration, is quoted as saving that
China plans to begin constructing
ships of 60,000 and 80,000 tons. Chi-

nese builders hope to upgrade their

capacity soon to include ships ol

100,000 to 150,000 tons. Their pro-
jections call for the production of 1
million tons per vear by 1985, includ-
ing vessels sold domestically. (In
1982, Japan, the world's shipbuilding
leader, produced 14.8 million tons of
ships: South Korea placed a distam
second with a total of just under 2.3

million tons.)
Achieving the
clearly place the Chinese among the
world’s top-ranked shipbuilders. Yet
China’s yards may have to strain to
|a|u(luu this tonnage, which appears

1985 goal would

i excess of their current total capac-
ity. Both Japan and South Korea, not
to mention most other shipbuilding
nations, have been forced by the
world recession to work well below
their maximum capacity. A further
worldwide decline in orders could
dampen China’s enthusiasm to un-
dertake the capital-intensive expan-
sion of shipyards that will be required
to merease its market share.
Interestingly, China's export order
backlog ot 900,000 tons for delivery
by 1985 represents about halt of the
country’s total capacity for the con-
struction of major ships, Recent fig-
ures place Chinese shipyard output
m 1982 ar 1,025,000 tons, up
120,000 tons from 1981,
relatively flat production perfor-
mance. China claims that it will soon
construct ships of 150,000 tons o
more. So tar orders for two 60,000-
ton bulk carriers have been placed by
Sir Y. K. Pao. The ambitious task of
building larger vessels could only be
undertaken at the new™alian Ship-
vard., which is fully occupied with
building relatively more complex
and profitable offshore oil rigs (see
page 38). Given the
corded offshore oil work, it is un-

but still a

P inl'il\ ac-

likely that less remunerative ship-
|!lll|(|t|l“ clflorts would be allowed 1o
mtertere.

I'he probable maximum: capacity
ol the remodeled facitlines at older
vards, such as Shanghai’ SYiangnan
and ™ ludong shipyards, may well be
60,000 tons, Grain and coal ships are
among the few types ol vessels doing
well in the current busimess slump,
and Chinese vards are hkely to ex-
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CHINA’S EXPORT ORDER BOOK

(As of 1June, 1983)
China has logged orders for 1,192,000 million tons of merchant shipping for delivery during 1983-85, which
represents about half of the country’s total capacity for the construction of major ships.

Number Deadweight
and type tonnage Unit price Delivery
Shipyard vessel per vessel (Million US $) date Remarks
“Dalian 8 Bulk carriers 27,000 $11.5 First unit June  REGENT TAMPOPO class design probably of Japa-
Shipyard 1982; last due nese origin; fitted for service to US Great Lakes, and
end 1983 built to Lloyd’s Register class; for Hong Kong owners
incuding’Y. K. Pao, Wheelock Marden, Green Island
Cement.
6 Roll-on/Roll- 7,000 $14.0 First unit due For Parley Augustsson, Norway, who probably sup-
off cargo ships end 1984 plied design; only hulls to be built in China; all ma-
chinery to be imported; order may be for 4 units,
with 2 on option.
aJiangnan 6 Bulk 27,000 $11.5 First delivered ~ REGENT TAMPOPO class vessel for Hong Kong
Shipyard,  carriers Aug. 1982; last  owners.
Shanghai due end 1983
2 Bulk 60,000 NA Probably late Order by Y. K. Pao unconfirmed. If true, these would
carriers 1983 through be largest ships built in China to date.
early 1984
2 Container 18,000 $40.0 Due March FOr\Neptune Orient Lines, Singapore; option for 2
ships 1984, August others with Shanghai Shipyard.
1984
“Hudong 10 Bulk 36,200 NA First quarter Design probably of Japanese origin; built to Lloyd’s
Shipyard,  carriers 1983 through Register class. STAR ORIENT is lead ship. Some ac-
Shanghai end 1984 counts suggest 5 of 10 may be on option.
9 Offshore tug/ 1,200 $4.5 All due by end  For Singapore firn$entinel Offshore, which supplied
supply ships 1983 plans through joint company€hina Offshore Oil
company.
~Zhonghua 10 Container 4,400 $5.5-8.0 First delivered For West German owner.
Shipyard,  feeder ships March 1983
Shanghai
2 Container 8,200 NA Due Sept. 1983, For}xpress Ship Management, Hong Kong.
ships March 1984
~Shanghai 4 Combination 12,300 $10.0 All due by end  For West German owners, who probably supplied
Shipyard cargo/ 1983 plans.
container ships
2 Container 18,000 $40.0 Option 2 sister ships on order at Jiangnan.
ships
2 Offshore tug/ NA NA NA Order by Norwegian owner.
supply ships
~Guangdong 2 Container 11,000 NA Due by end For Plymouth Shipping, US.
Marine Co., ships 1983
Guangzhou 4 Offshore tug/ 2,800 $7.5 Due by end Order by Norwegian owner may be increased to 8
supply ships 1983 vessels.
3 Cargo ships 18,000 NA NA For Panamanian owner.
=Wuchang 6 Offshore tug/ 1,300 NA First unit due Norwegian UT-714 design; for Parley Augustsson,
Shipyard,  supply ships first quarter Norway; includes option for additional 6 units.
Wuhan 1984; last due

end 1985

NoTES: 1) List excludes orders for similar ships placed by domestic owners, orders for non-self-propelled craft, and orders by China-Poland
Shipbrokers. 2) Chinese references to the tonnage of ships built or on order generally mean deadweight tons (dwt), that is, the ship’s capac-
ity when loaded. The usage is adopted here and in the article. 3) It means many things when a ship is “built” in China, depending on the en-
tity quoted. Design units sometimes consider a vessel “done” when their work is completed: business offices often consider a ship built
when the terms of delivery are completed; the actual construction force may use either the launch date or the date sea trials commence.
The reader may find authoritative dates that differ from those used here, due to these confusing practices. Similarly, some contracts for
ships prove later to be letters of intent, and are never acted upon.
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pand production if they can increase
their rate of delivery ol 27,000-ton
and 36,000-ton bulk carriers. But to
sustain a long-term place in the fore-
front of world shipbuilding, China
will need new shipyards to replace
the cramped older yards, which are
predominantly located near urban
centers such as those along the
Huangpu River in Shanghai.
I'he moving force behind China’s
shipbuilding drive is the Uhina State
Shipbuilding Corporation. The CSSC
was set up by the State Council
May 1982 to replace the former
\I\I'l Ministry of Machine Building
the Thina Cor-
poration of Shipbuilding Industry
(CCSI). It was the CCSI, founded in
1977, that had won China’s hirst ex-
port orders.

The CSSC represents China’s first
ministerial-level  corporation, and

and 1ts subsidiary,

combines former shipyards and
plants of the Sixth Ministry with fa-
cilities of the=Ministry of Communi-
cations. The MOC had been the
Sixth Ministry’s largest customer,
though it np('r;tlul a number of ship-
building and repair yards of its own.
These facilities competed directly
with those under the Sixth Mlllhll\
and CCSI, prompting State Counc il-
lor Bo Yibo to remark that *'T'he vast
number of systems has given rise to
too many leaders, too many depart-
ments, and . ..
in production, import of technology,

irrational duplication

construction, and scientific re-
search,”

The new corporation assumes con-
trol of 26 shipyards and 66 associated
factories that specialize m the con-
struction of marine engines, naviga-
tional equipment, communications
gear, and other marine equipment. It
is reported that the shipbuilding fa-
cilivies alone employ 300,000 work-

The CSSC also oversees ship de-
sign research and development, and
runs schools for the traming of ship-
builders and designers. These turn
out roughly 3,000 students per year.
The vague manner in which this
number is stated probably indicates
that many of these graduates have
received only the barest technical
training, and basically join the labor
force as skilled labore rs, rather than
as naval architects or marine engi-
neers.

One of CSSC's most important
functions is to process customer re-
quests for imported machinery and
other equipment installed in domes-
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tically built hulls. Although China
has been producing main propulsion
diesel engines and other gear for a
number of vears, most is still ])lll|l
T'he bulk ¢

propulsion m: whinery aboard shlp\

under foreign license.

for (\|nnt appears to be imported in
its entirety. While this must, of neces-
sity, cut deeply into the CSSC’s profits
from exports, the Chinese benehit by
becoming familiar with advanced
foreign technology.

As in most every other area of
economy, China's goal in the ship-
building sector is to produce domes-
tically most of the equipment and
engines it now imports. CSSC Chair-
man Chait Shufan recently an-
nounced that by 1985 China will sup-
ply 80 percent of the materials and
equipment used in the ships it pro-
duces for export. The author Liu
Kezeng, writing in last October’s is-
sue of the Chinese journal Ship World,
advised foreigners to enter into joint
production agreements early in or-
der to preserve a market position
when the day comes that China is
Whatever the
validity of these projections, itis clear
that the production of propulsion
machinery and auxiliary equipment
is seen by the Chinese as lagging

nearly self-suthcient,

The launching of China’s
first 36,000 toner, the bulk
cargo ship Dongxing, now

registered in Panama under

Sir Y.K. Pao’s Worldwide

Shipping Group. The
Dongxing was built at
Shanghai’s Hudong Shipyard
and is powered by a 12,000
hp Burmeister & Wain diesel
engine built in Japan under
license. Most large Chinese
export vessels contain B&W
engines.

Photo by Liu Zhongyang, New China Pictures Co.

behind the rest of the shipbuilding
mdustry.

CSSC has apparently continued
CCSI's policy in reducing the myriad
ship designs formerly built for do-
mestic use and, mitally, offered for
export. Recent CSSC catalogues con-
tinue to describe ships built for Chi-
nese owners that have never been
ordered abroad, though their num-
ber is small. For example, CSSC still
offers the Chinese-designed and built
Chang Zheng class passenger ship, of
which at least 11 have been built for
Chimese service. It s unhkely that
this design, which makes so much
sense for Chimese trade, could be
equally successtful - countries not
still so dependent upon water trans-
port of passengers.

Other CSSC offerings include the
familiar 27.000-ton and 36,000-ton
bulk carriers, which are probably im-
ported designs of Japanese origin,
Orders tor offshore oil rig support
ships, container ships, and roll-on,
roll-ofl’ vessels appear to rely com-

pletely on imported plans. This does
not mean that CSSC, which mamtains
numerous design insttutes, has failed
inits responsibility: to the contrary, it
speaks well of the industry’s realistic
approach to the market.

The Apnil




ORGANIZATION

OF CHINA’S
SHIPBUILDING
INDUSTRY

CHINA STATE SHIPBUILDING CORPORATION
(Est. May 4, 1982)

Departments Production Management

General Office

Board Chairman: Chai Shufan

Ship Repair

Board Vice Chairmen

Cheng Wang, Zhang Planning Technology
Youxuan Material Supply
Board members: 46 Finance
CSSC DATA General Manager: Feng Zhi Military
Deputy General Manager Production

and Techmical Personnel

tutions of higher

1982 production: 300 vessels 31

Superintendent: Peng Shilu

(400,000 dwr; of which €

Deputy General

200,000 dwt exported) 25 other facilities

Managers: Pan Zengxi,

Annual capacity: 800,000 dwt  Address: 5 Yuetan Beijie

Employees: 300,000 tincluding Beijing Wang Rongsheng
37,000 engineers) Telex: 22335 CSSC CN

Facilities Telephone: 890971

26 shipyards

81 berths (for vessels up

to 50,000 dwr
including 14 berths of
10,000 dwt or larger
capacity)

26 docks for vessels up
1o 50,000 dwt (17 for
vessels of 10,000 dwi
or larger)

66 cquipment plants

33 research and

development unis

CS5C’s 2 lunctional
corporations:

“CHINA OFFSHORE
PLATFORM
ENGINEERING
CORPORATION
(Est. Seprember 1982)

Geaeral Manager: Huang
Dexing

Functions: Design,
manufacture, and repair
off-shore oil drilling rigs,
production platforms,
single-point mooring oil
supply facilities, and oil
field auxiliary ships.

Address: 10 Yuetan Bei
Xiaojie, Beijing

Subsidiary: China Offshore
Platform Engineering
Design Corporation

“SCHINA SHIPBUILDING

TRADING CO. LTD.
cssc's foreign and

domestic trading arm,
with branches in
Chongqing, Dalian
Guangzhou, Jiujiang,
Kunming, Shanghai,
Tianjin, and Wuhan

L HINA UNITED
(HUA LIAN)
CORPORATION
(cssc’s Hong Kong agent)

*Main facility Jlangsin Shipyard
**Main facilities Wuchang Shipyard
and 12 factories and plants

38

HONC,
QING
SHIP
BUILIDING,
INDUSTRY
CORP

=DALIAN
SHIPBUILDING
INDUSTRY
CORPORATION
Space: 500,000 m’ at 7 major
shipyards
Workforce: 10,000 (including
600 engineers)
Facilities
4 berths for ships up to
100,000 dw1t
3 docks for ships up
1o 100,000 dwt
Specialties: Oil tankers, cargo
and bulk cargo carriers,
ocean-going salvage tugs,
and oll rigs. Two jack-ups
built for Baker Marine
Corporation
Address: 1 Dalianyanhai Jie,
Dalian

Two provincial shipbuilding
corporations:

== FUJIAN PROVINCIAL
SHIPBUILDING
CORPORATION

Independent, non-cssc

corporation with 5 shipyards,
5,500 workers (including 300
technicians and engineers)
capable of building and
repairing ships up to 5,000

dwt. Specializes in engineering

ships, auxiliary vessels, tourist
boats, pleasure craft, and
fishing boats.

TGUANGDONG PROVINCIAL
SHIPBUILDING INDUSTRY
CORPORATION

Independent, non-cssc
corporation established
January 1980, with 20,000
workers (including 1,000
technictans) capable of

building up 10 1,000 dwt ships.

Shipyards at Xinhua,
Yuezhong, Xijiang, Zhujiang,
Shantou, Zhanjiang, Hainan,
and Xinhui

—
TIANJIN

SHIPBUILDING

INDUSTRY

CORPORATION

Space: ¢ssc’s smallest complex,
with shipyards a1 Xingang,
Xinhe, and Dagu

Workforce: Xingang 6,500,
Xinhe 4,300

Facilities:
2 berths at Xingang for 5,000

dwt and 30,000 dwt ships
2 docks for 3,000 dwt and
25,000 dwt ships

Production: 4 ships in 5,000-
7,000 dwt range, and 10
smaller vessels per year

Specialties: cargo carriers, oil
tankers, ice breakers, floating
cranes, salvage boats, harbor
vessels, pile drivers, water
carners, passenger ships, and
hovercraft

“SWUHAN SHIPBUILDING

INDUSTRY CORPORATION

Workforce: 8,700 at Wuchang
Shipyard

Facilities: Wuchang Shipyard
and 12 factories and plants

Specialties: diesel submarines,
mine-sweepers, cargo and
passenger ships, and oil rigs

Sources: National Council files,
Christopher M, Clarke (ed.) China
Business Manual 1982 Supplement,
National Council for US-China Trade,
July 1982, China Trader, December
1982; and Business China, November
10, 1982 through April 27, 1983
Chart prepared by Christopher M
Clarke and Erin McGuire Endean

SGUANGZHOU

SHIPBUILDING INDUSTRY

CORPORATION

(Est. May 14, 1982)

Board Chairman: Zhang
Youxuan

Board Vice Chairmen: Bo
Hanqiu, Wang Shengjie

General Manager: Wei i

Managers: Yan Ming, Zhang
Liankui, Zhao Tingxian,
Zheng Jianmin

Staff: 30,000

Address: No. 1 Duli, Dongteng
Bei Lu, Guangzhou

“Guangzhou Shipyard:
Space: 700,000 m
Waorkforce: 8,300 (including
500 technicians and
engineers)
Facilities:
3 construction berths for
vessels up to 20,000 dwt
2 drydock for 10,000 dwt
and 1 for 5,000 dwt ships
Factory building
CTI containers
Specialties: cargo, container,
passenger, and
oceanographic research
ships, oil tankers, and
specialty vessels

Siuangpu Shipyard:

Space: 1,000,000 m

Workforce: 3,700

Facilities: construction docks
for ships up to 3,000 dwt

Specialities: tug boats, cargo
and passenger ships,
container barges, ferries,
submarines, warships,
specialty ships, and jack-up
rigs for Wah Chang
International and Bethlehem
Steel

Wenchong Shipyard:
Staff: 7,000
Facilities:
10 workshops
2 drydocks for
ships up 10
25,000 dwt
Construction docks for ships
up 1o 15,000 dwt

"= SHANGHAI CORPORATION

OF SHIPBUILDING
INDUSTRY
(Est. August 1982)
Jiangnan Shipyard:
Space: 720,000 m?
Workforce: 14,000 (including
500 engineers)
Facilities:
Construction berths for ships
up to 60,000 dwt
4 drydocks for ships up to
60,000 dw1
6 repair berths for ships up
10 60,000 dwt
Specialties: freighters, cargo,
coal, and ore carriers, and
specialty vessels, Contract
with Baker Marine for 1
semisubmersible oil rig

Wh.mm‘m‘ Shipyard:
Space: 600,000 m
Waorkforce: 10,000 (including
1,000 technicians)
Facilities
2 construction berths for
ships up to 35,000 dwt
2 drydocks
1 floating repair dock
Comainer division with
60,000 m’ space near
Baoshan
Specialties: tugs, freighters,
passenger, cargo, and
container ships. Built Kantan
1l semisubmersible oil rig

‘Hudong Shipyard:
Space: 670,000 m
Workforce: 11,000
Production: about 25 ships per
year
Facilities
10 construction berths for
ships up 10 40,000 dwt
Specialties: oil tankers, oil
drilling ships, passenger,
cargo, and oceanographic
research vessels

Shanghai’s other shipyards:
“Zhonghua
~=~Qiuxing
m(\nﬂ(ll
“Bonglanghong
(at least 10 other shipyards)

Other facilities:

13 factories and 5
research units in
Shanghai, Jiangsu,
Zhejiang, Anhui, and
Shandong
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The 8,000 dwt container ship Papua, now
registered in the Cayman Islands, was
ordered by the Plymouth Shipping
Co. Ltd. of the US.

1982 issue of the Chinese journal
Shiphuilding Know How pointed to the
success of China’s 27,000-ton bulk
carrier, explaining that the design
was spectheally adapted to the maxi-
mum allowable dimensions tor tran-
sit to the US and Canadian Great
Lakes. Indeed, these ships are classed
by~.lovd’s Register of Shipping as
“Lakes Fitted,” reHecting the provi-
sion of equipment required by the
locking operations along the St. Law-
rence Seaway.

I'he most sophisticated ships on
order are undoubtedly the offshore
oil rig support ships and roll-on /roll-
ofl freighters. In the latter case it has
been announced that all equipment,
apart from the ship hulls, will be
imported from Furope. 'The ships
will cost $14 million each, including
the equipment. T'hat igure is report-
cdly one-third less than a comparable
vessel from a Furopean yard.

Of course, a cheaper ship must still
be a quality product m order to sell.
I'hat is why the Chinese attach such
importance to having their designs
and workmanship approved by inter-
nationally  recognized  classification
societies. In 1982 the Chinese
lented on their refusal to permit on-

re-

site inspection of ships under con-
struction, and since then ships have
been built to the class of Llovd's Reg-
ister, the™merican Bureau of Ship-
ping. Norske Veritas, and German-
ischer Lloyvd, Chairman Char Shufan
reported that fully 90 percent of the
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The delivery ceremony for the 28,136 dwt Shifiu, a bulk carrier built at Shanghai’s Jiangnan Shipyard
that carriers four 25-ton cranes and is especially strengthened for heavy cargoes.

ships built in China for export were
classed by Lloyd's Register, which
had stationed survevors at Dalian,
Shanghai, and Guangzhou.
Low-interest financing has added
to the attractiveness of Chinese-built
ships. Beginning in carly 1983, for-

cign buyers were given the option of

paving 40 percent on delivery, and
the rest over a six-year term at an
annual mterest rate of 9 percent. In
some cases, the™Bank of China has
offered credit up 10 80 percent ol
contract value Previously, all ship
sales had involved cash payvments, be-
ginning with 10 percent paid at con-
tract signing and the final sum paid
upon delivery.

In the future, China’s continuing
drive for greater sell-sufhiciency in
production will enlarge the country’s
ship research and design capability,
which must be regarded, still, as the
industry’s weakest link. The Hagging
world demand for ships will inev-
itably affect new orders, as China
competes with the troubled ship-
building industries of Japan and
South Korea, which are seeking ma-
jor subsidies from their own govern-
ments to keep vards and people
emploved. China's large domestic re-
quirements for additional tonnage
could overtax available building ca-
pacity, and reduce CSSC's hard cur-
rency earnings from export con-
tracts. Finally, China will soon butt
up against its production ceiling un-
less major steps are taken to enlarge

the shipbuilding infrastructure and
build new yards.

['his ceiling may already have been
reached. TheShanghai Shipbuilding
Industry  Corporation’s marketing
manager, Li Hangchu, recently an-
nounced that Shanghai will not ac-
cept orders for delivery betore 1985,
I'his restriction implies that there is
very little slack capacity elsewhere in
China, since Shanghai accounts for
two-thirds of the toreign orders
placed with Chinese yards., Any new
orders therefore will have to be tor
delivery in 1986 and beyond.

China has succeeded admirably in
launching its export drive. Maintain-
ing it on course through the end ot
the five-vear plan in 1985 will take
skill and consistency. Positive results
will be reflected i new orders tor
delivery in 1985 and bevond, and it s
safe to say that many established and
fledgling shipbuilding nations will be
watching China’s performance with

great interest, ¥

Chearles Dragonette s a Washoigton-
based mervchant marine analyst, and has
/U"‘/Uu“rt‘-" the 1/1'.'1'1’!1/JHNH" of the Chinese
merchant ,fn"n'.r'! ,fm over” a decade. His
articles on mevchant shipping have ap-
preared i Sea Power and the US Naval
Institute Proceedings. Currently, Drag-
anelte is working to catalogue the patterns
u}' crocke ry and silvenwcare .‘l\f‘fl' ,J\' o s
J/.W,’.ﬂ,lﬂ;_: IHH,"!H[HH s, aord to ﬁnml’ufi o So-
ciad history of dineg at sea.
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Tourism Development:
FITs and Starts

“take the Chinese road toward
as its top tourism official has advised. But
Jfor now, at least, that road is being paved with Western ideas. In-
drvidual tourists maywisit select parts of the country on their own.
Several cities now offer rooms in modern high-rise hotels, complete
with swimming pools and some with private saunas. Even hotel
management and service are beginning to improve, with a little
help from some foreign friends.

China may have decided to
developing tourism,”

Carol S. Goldsmith

Individual
Travelers

ccording to the tourism cal-
endar, this is the Year of the
FI'T—the foreign individ-
ual traveler. China an-
nounced last fall that it would begin
allowing individuals to visit certain
parts of the country on their own,
rather than as part of a tour group.
latter-day Marco Polos, as
FI'T's have been called, can also visit

These

29 “open”
travel permit.*

This marks a radical change in
China’s tourism philosophy. Foreign

cities without a special

tourists, in the past, were things to be
grouped and guided; of the 2.5 mil-
lion who traveled in China between
1978 and 1982 (not including over-

seas Chinese), nearly all were part of

tour groups. The shortage of hotel
rooms and of trained guides, as well
as China's mexperience with tour-

ism, made this a near necessity, To-

*Beijing, Tianjin, Shanghai, Qin-
huangdao, Taiyuan, Shenyang, Chang-
chun, Harbin, Nanjing, Suzhou, Wuxi,
Hangzhou, Jinan, Qingdao, Zhengzhou,
Kaifeng, Luoyang, Wuhan, Changsha,
Guangzhou, Foshan, Zhaoging, Nanning,
Guilin, Xi'an, Chengdu, Chongqing,
Kunming, and Lunan.
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day, however, China believes it car
turn FI'T's into a staple of its tourism
program. Han Kehua, director of the
Tourism  Administration,
predicts that individuals will account
for perhaps 20 to 30 percent of Chi-
na’'s tourists by 1990,

Madame Xie Shouzhen, the'China
International Travel Service (CITS)
official in charge of FI'T's, recently
explained how the program works.

A tour operator should propose an
itinerary to the CITS head office in
Betjing two months before an indi-
vidual's departure. (Operators have
been known to push through a FI'T
in as little as two weeks, but this is
always risky.) If the itinerary ptrmm
CITS will then book the tourist in a
“small-group FI'T”—two to nine
persons visiting the same areas, but
not necessarily touring together.
Otherwise the FI'T tourist will pay a
somewhat higher price to go it alone.

For an individual visiting a major
city like Beijing, the operator pays
CITS ¥120 per day for pick-up and
send-off services h\ the local CI'TS
ofhce, and ¥65 per day for a hotel
room and breakfast. The charges for
“small-group”™ members are ¥80 and
¥ 35, respectively. Separate arrange-
ments may be made for an escort or
for a complete meal package.

On average, a FI'T costs a traveler
about $25 more per day than a regu-

lar group tour, according to Helen
Wong, manager of Kuo Feng Tours
in New York. The most popular itin-
eraries are almost identical to the
standard group tours. Ironically, she
says, “everybody still wants to spend
the most time in Beijing, then go to
Xi'an, Shanghai, and Guilin.”

China obviously was testing its FI'T
program on some of the delegates to
its March tourism conference. Par-
ticipants had the opportunity to sign
up for one of seven special travel
programs that commenced immedi-
ately after the conference. The price
was about half that of a regular tour.
Hundreds of people signed up to visit
such favorites as Kunming, Guilin,
and Suzhou. Nonetheless, all of them
were treated as FI'Ts—with their
own cars, drivers, and national and
local guides. The service was excel-
lent, but the situation bordered on
the absurd. At a special performance
of Tang Dynasty dances in Xi'an,
perhaps 100 foreigners were ac-
companied by 300 drivers and
guides.

China has not yet announced an
FI'T quota for 1983 or 1984; ofhcials
first wish to see how many individuals
they can handle without straining the
group tour system. Most tour oper-
ators doubt the country could handle
a significant number of individua!
tourists immediately anyway, even if
the demand existed.

The president of Pacific Bestours,
which just began publicizing its FI'T
program, does not believe that “FI1Ts
will make an appreciable difference
in China travel.” As Peter Yeung
points out, CI'TS strongly discourages
individual itineraries in the peak
tourist season. Furthermore, oper-
ators claim that China does not give a
significant enough off-season dis-
count to encourage travel in the win-
ter and mid-summer months.

The real significance of FI'T's, says
Yeung, lies in giving business people
added flexibility in their China trips,
and in encouraging travelers who are
planning an Orient tour to include
China on their itineraries.

Even the Chinese recogmize that
FI'T's will take time to develop. Tour-
ism ofhcials still joke about the reac-
tion of one overzealous US operator
to the FI'T announcement. During
the tourism conference he rushed up
to ofhcials and exclaimed, “W« can
give you 3,000 FI'T's this year.” Re-
plied the CITS othcial, MJL( it 300
and we will talk about it.”
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Sales and
Promotion

here was a time, not long
ago, when the only travel
China
outside of

brochures about

came from
China. But times are starting to
change. Operators attending the
l()“]'i.\lll (‘(lllll'li'“( ¢ were :!l]l:l/(‘(] 1O
find an entire exhibition devoted to
tourism, with hterally hundreds of
booklets, maps, shides, and assorted
souvenirs from every tourist othice in
China. Little of it could be labeled
“promotional”™ material in the West-
ern sense of the word: the brochures
were geared toward servicing tour-
ists already in China, rather than at-
tracting them from abroad. None-
marked time
China had produced tourism materi-
als on any kind of scale.

China has just started to realize
that tourists
1sn’t Last year’s
growth rate turned out to be the
lowest in the history of China tour-
ism. CI'TS reports that it handled
300,000 foreign tourists, an increase
of shightly more than 10 percent over
1981, Growth rates during the first
three years of China travel had aver-
aged 29 percent. (See The CBR, No-
vember-December 1982, p. 36.)

No one China or
abroad- that disas-
trously high rate continue. Neither
did they wish for a drastic downturn.
Foreign firms have been trying to
convince China for some time to un-
dertake an international tourism pro-
motion campaign, but to no avail.
The hrst indication that China sawv
any role for itself in promotion came
at the recent conference. Han Kehu:
met with a delegation from the Na-
tional Council’s Travel and Tourism
Committee and made this remark:
“T'he American market knows about
China to a certain extent, and you
have done your job well in promot-
ing travel. But of course the real
responsibility is ours.”

The exhibition, despite its domes-
tic bent, made a tremendous impres-
sion on the delegates. Display booths
with huge color posters of the main
tourist spots covered the entire first
Hoor of the Cultural Palace of the
Minorities. Officials and guides from
every tourism ofhce were on hand to
deliver their sales pitch and coax del-

theless, 1t the first

the endless stream of

endless after all.

~either in
wanted to see
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egates to visit their areas. A young,
colortully clad woman from the Mon-
golian travel office handed out her
brochures, along with samples of
goat’s cheese, from inside a yurt.

A number of operators think it
would be good PR to bring this exhi-
bition to the States. The Chinese
think so too—provided the Ameri-
cans pay.

The New Look
of Chinese

Hotels

erhaps it’s the blonde tables
and the lumpy red chairs,
with off-white

antimacassars, that give the
rooms that Chinese look. Or maybe
it's the colorless carpet, the pale
green Heur-de-lis wallpaper, or the

decorated

scenic watercolor pictures that hang
almost from the walls.
Whatever the reason, Chinese-style
hotels have the uncanny ability to
look 30 years old the day they open

face down

their doors.

On the other hand, China’s pre-
fabricated Western hotels—Ilike
those the Australians set up around
the country a year or so ago—don’t
look a day over 15,

A “modern’ hotel, in Chinese par-
lance, used to mean the bathrooms
had hand-held showers and the cooks
could scramble eggs. Now, however,
that image is slowly being updated.
Foreigners have introduced a third
style of hotel that is changing China’s
thinking about architecture: the tall,
lean, glassy look of a modern high-
rise hotel.
~+-S Pacific Development and Con-
struction Company, a California-

based firm, pioneered this type of

project in China. Everyone by now
has probably read about the mam-
moth~Great Wall Hotel, the three-
tiered, 22-story building that towers
over all of Beijing. (See The CBR,
September-October 1982, p. 6.)
When construction began in late
1980, few could imagine that a mod-
ern skyscraper would really make its
way into China. But by the time the
Great Wall opens next year, at least
three other high rises will be serving
foreign guests.

Traders attending this spring’s
Guangzhou Trade Fair had two main
hotel options: the ever-changing, al-
ways kitschy™ong Fang, or the

How many cattle hides did
China buy from the US in each

of the past five years?*

You may not be interested in cattle hides
specifically, but if you want this kind of
detailed information on trade between the
United States and China, you need

US-China Trade

Statistics 1982

It lists some 1,600 products exported to the
People’s Republic of China and more than
2,800 products imported from China, with
both unit quantities and dollar values in each
of the past five calendar years.

Published by the National Council for
US-China Trade, the annual statistical com-
pilation includes expanded information in
a new format. This 140-page volume lists
$5.19 billion worth of imports and exports,
which can be quickly and easily cross-
referenced by seven-digit tariff and SITC-
based classification numbers or SITC
(Schedules A, B and E) groupings. It
includes:
® A revised and expanded introduction,

with information on China's world trade

as well as US-China trade trends;
® Imports and exports at three levels of
specificity;
® Analyses of US exports to and imports
from China 1978-1982, allowing you to
track trends in all sectors immediately;
® All-new tables on US textile imports from
China 1978-1982 (a third of all imports
from China), broken down by garment
type and fabric content; and
Tables illustrating recent US trade trends
with the PRC and China’s trade with
selected foreign countries.
US-China Trade Statistics 1982 is an essen-
tial research tool for every trader and manu-
facturer interested in marketing opportuni-
ties in the PRC. Free to members of the
National Council, it is available for sale to
non-members at US $40.00 prepaid (postage
and handling included).

*The number increased from 6,616 in 1978 (0 322,489 in 1982,

Mail to: National Council for US-China Trade
Publications Sales Department
1050 Seventeenth Street, NW, Suite 350
Washington, DC 20036, USA
I would like to purchase __ copylies
of US-China Trade Statistics 1982 at US
$40.00 each.
O My check for US §
O Please bill me.

[0 Please send me information on your

is enclosed.

other publications.

Name
Company

Address _
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HOTEL PROJECTS

1983 -1985

At least 58 new or expanded hotels will open in China between now and 1985. Meanwhile, another 16 projects are being
discussed with foreign firms, according to research by The CBR and China Features in Beijing. If all 58 hotels open as scheduled,
China by 1985 will have added 22,891 beds to the number it now offers foreign tourists—for a grand total of nearly 111,000 beds.

Investors Number of Scheduled
Hotel Chinese party/foreign party Rooms Completion
BEIJING
uoji “China International Travel Service XShing Kwan Ltd. (Singapore) 1300 1985

~Kunlun Xinhua Enterprising Corp./Sin Gang Co. Ltd. (Hong Kong) 1006 1985

“Xiyuan First Bureau of Service TradeXEsquel Enterprises (Hong Kong) 756 1985

—Zhaolong China International Travel Service 300 1985

~ianhua ~Beijing Travel Corp. and\CITS Beijing branchNoble Chong 650 1984

Assn. of Toronto, Canada (construction pending financing)

“Yanchun Beijing Travel Corp. 400 1984
Minzu Beijing Travel Corp./Esquel Enterprises 200 1983
(east wing)

Zhaopang Beijing Travel Corp./Y.K. Pao (Hong Kong) 250 Mid-1983
Changcheng YGreat Wall) Beijing Travel Corp.}‘E-S Pacific Development and Construc- 1007 Late 1983
tion Co. (US)

“Lidu “Beijing Travel Corp./financed by\’ick Ho Associates (Hong 1000 Late 1983

Kong), and controlled by Robin Lok (Singapore)
Chang'an Ongoing negotiations with'Intercontinental Hotels and st N/A N/A
Chicago
Hotel Project “~AGA Kilan Foundation (interest expressed 6/82) N/A N/A
FUJIAN PROVINCE
“Xiamen (Xiamen) “Fujian Development and Construction Corp., Xiamen N/A N/A
branch/Singapore firm; agreement signed 7/81

\'Fuzhou (Fuzhou) Local governmenl)i(alo Bussau (Japan) 365 1983

\Quanzhou (Quanzhou) Local government 250 1983
Jinjiang (finjiang) Local government 86 1985
GANSU PROVINCE

unhuang (Dunhuang) Local government 100 1984
™~ Lanzhou (Lanzhou) Local government 150 1984-85
GUANGDONG PROVINCE

“Yixianhu Zhongshan County/ixianhu Tourist Enterprise Co., Ltd. 100 1983-85
(Zhongshan County) (Hong Kong)

\Cuiheng (Zhongshan County) Zhongshan County)]ulifa Co., Ltd. (Hong Kong) 100 1983

SShuiku (Zhongshan County) Zhongshan County}Sanlin Shengjie Investment Co., Ltd. 150 1983
(Hong Kong)
“~hongshan (Zhongshan County) ~ Zhongshan County/\/]itsubishi Co. (Japan) anch'ransport En- N/A first stage
gineering Co. (Hong Kong) 7/82
Hotel Project (Shenzhen) Local capital 75 1983
Hotel Project (Shenzhen) Local governmentXHoliday Inn (US); agreement signed 7,/81 500 N/A
Hotel Project (Shenzhen) Local governmenl?ﬂihag Brander, Ltd. (Switzerland); agree- N/A N/A
ment signed 2/81
Hotel Project (Shenzhen) Local government,Chung To Co. (Hong Kong); agreement N/A N/A
signed 2/82
" Dameisha (east Shenzhen) ~Club Med (negotiations reported 2/82) N/A N/A
“SBamboo Garden (Shenzhen) Local governmenl)MiIIies Industrial Development and Ser- N/A N/A
vice Group (Hong Kong); agreement announced 1/81
“Wenkong (Shenzhen) Local government/Pak Lee Co. (Hong Kong); agreement 200 N/A
signed 2/82
Hotel Resort Project ““Shenzhen Forestry and Park Bureau>Goodyear Estate, Ltd. N/A N/A
(Shenzhen) (Hong Kong); contract announced 7/81
Marine Resort Project \Jhenzhen Tourism Dept./Goodyear Estate, Ltd. (Hong Kong); N/A N/A
(Shenzhen) project announced 7 /81
\Huaqiao (Shantou) ~Shantou office of China Travel Service 300 1983
\Huaqiao (Donggun County) “Donggun County office of China Travel Service#Jianian 100 1983
Enterprising Co. Ltd. (Hong Kong)
GUANGX!I ZHUANG AUTONOMOUS REGION
\Rongcheng (Guilin) Local government 250 1983
“ongzhou (Guilin) Local government 250 1983
onghu (Guilin) “Guilin Tourism Corp.)kaiyuan Co., Ltd. (Hong Kong) 150 1983
Guihu (Liuzhou) Local government 150 1983
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GUANGZHOU

arden Euangdong Tourism Corp./‘Garden Hotel Investment Co., 2000 1984
Ltd. (Hong Kong)
“Zhongguo Guangdong Tourism Corp.)Shin Ho Cheng Development 1032 1984
Co., Ltd.

Huaqiao \Guangdong office of China Travel Service 300 1983
““Meihuayuan A district of Guangzhou/Hong Kong capital 150 1983
\International Grand Hotel “~angcheng Service Development Corp)PhiIippineachina N/A N/A

Friendship Corp.; agreement signed 1983

GUIZHOU PROVINCE
“Guizhou (Guiyang) \AGA Kilan foundation (interest expressed 6/82) N/A N/A

HEILONGJIANG PROVINCE
“Swan (Harbin) Provincial tourist bureau 250 1984

HENAN PROVINCE

riendship (addition) Local government 150 1984

(Luoyang)

HUBEI PROVINCE

ingchuan (Wuhan) Local government 250 1983
q‘(ichang (Yichang) Local government 250 1985

HUNAN PROVINCE
“Furong (Changsha) Local government 250 1984-85

INNER MONGOLIA
“Hohhot (Hohhot) Regional tourist bureau 250 1984

JIANGSU PROVINCE
™ Meilin (Yangzhou) Provincial tourist bureau 150 1983
“Nanlin (Suzhou) Provincial tourist bureau 200 1984-85
=Jinling (Nanjing) Provincial tourist bureau/foreign capital 804 1983

LIAONING PROVINCE

Hotel Project (Shenyang) Provincial tourist bureau 250 1984

SHANDONG PROVINCE
=Qilu (finan) Provincial tourist bureau 250 1984
\Qufu (Qufu) Provincial tourist bureau 150 1985

SHANGHAI
—Jinjiang (addition) \\Shanghai Municipal Administrative Affairs Bureau/US capital 700 1985-86
“Honggiao “Shanghai Tourism Corp.”Shanghai Travel and Tourism Ad- 600 1985

ministration
\Hualing Shanghai Tourism Corp./US capital 1000 1985
“shanghai Shanghai Tourism Corp. 600 1983

SHANXI PROVINCE
“Yungang (Datong) Datong tourist bureau 150 1984

TIBET AUTONOMOUS REGION
\Lhasa (Lhasa) Local government 50 1985

XIAN, SHAANXI PROVINCE

Huashan Local government 400 1984-85

TSinhua ~China International Travel Service, Xi'an branchowin 600 1985
Development Corp. (US)
\Ligong Local government 100 1984-85
angcheng Local government 400 1984-85
“Zhonglou Local government 350 1983
\Xijing “Shaanxi Bureau of Travel & Tourism"E-S Pacific Development N/A N/A
& Construction Co.; agreement announced 9/82
=Xitan AGA Kilan foundation; interest expressed 6/82 N/A N/A

YUNNAN PROVINCE
“friendship (addition) Local government 250 1983

(Kunming)

ZHEJIANG PROVINCE

“~Huagang (addition) Provincial tourist bureau 75 1983

(Hangzhou)

\Huaiiashan (Hangzhou) Provincial tourist bureau 135 1983-84
\Wanghu (Hangzhou) Provincial tourist bureau 350 1983

Hotel Project (Ningbo) Local government 150 1984-85

™= Xihu (Hangzhou) Local government’Showa Concrete Industry Co. (Japan) 130-150 N/A

SOURCES: The National Council library, China Features, and reports from the National Tourism Administration and China International Travel Service.

Compiled by Carol S. Goldsmith.
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brand new White Swan Hotel, a
modern miracle on Shamian Island.

A project ni'tht\(}u:mgdnng Tour-
ism Corporation, the White Swan’s
white concrete and glass frame
stretches 34 stories above the Pearl
River. Hong Kong developer Henry
Fok supervised the (lvsigu of this ho-
tel, a contractual joipt venture be-
tween GTC Yok, .m(\(;(md)r‘n In-
vestments of Hong Kong. The entry-
way opens into a magnificent marble
lobby, its three-story atrium alive
with tropical plants. Traditional gar-
dens, a pagoda, and waterfall extend
the tull length of the lobby: a floor-
to-ceiling picture window provides a
dramatic view. Features of this
1,000-room hotel include a swim-
ming pool, shopping arcade, Chinese
and Western restaurants, conference
facilities, and a business center. An
American consultant on the project
says that a 1,000-seat ““Hoating™ mar-
ble restaurant will be anchored
alongside the hotel.

In Nanjing, meanwhile, the mod-
ernJinling Hotel continues its steady
journey skyward. The 34-story, glass-
faced structure, (lvsignv(l and fi-
nanced by Singapore investor Tao
Xing Bo, will add 804 international-
standard rooms to the city. Tourists
should be dining inits revolving roof-
top restaurant sometime this year,

The 30-story Kunlun, now under-
way in Beijing, also will sport a rotat-
ing rooftop restaurant when it opens
in 1985. The $60 million hotel is a
joint venture between $in Gang
Company, Lid. of Hong Kong and
the newly formed=Xinhua Enterprise
Corporation ol Beijing. Management
responsibilities will reside with
Xinhua: Sing Gang will receive free
use of H00 rooms for 11 years.

“We are going to put up a five-star
hotel, the first of its kind in Beijing,”
claims Qiao Zeng, director of the
Kunlun’s construction ofhice. Conve-
niences will include a sauna, closed-
circuit TV, piped-in music, and two
indoor swimming pools.

Not to be outdone, Shanghai has
produced a wonder of its own—all
on its own. This spring othcials fi-
nally opened the first section of the
Shanghai Guest House after more
than four years of unsteady progress.
The 29-story hotel, situated next
door to the venerabl€Ying An Guest
House, provides a marked contrast
between China’s old and new ideas
about lodgings. Shanghai not only
constructed and financed this hotel

4

itself, but designed its impressive in-
terior.

The expansive, well-appointed
lobby is done in shades of off-white,
gold, and brown. A wide marble
staircase in the center of the room
leads to the second-floor banquet
arca, where a fabulous, cylindrical
crystal chandelier plummets nine
meters down to the lobby. The hotel
features 600 guest rooms, several
conference areas, and will eventually
have 19 restaurants, according to the
Chinese managers.

Already, three stylish restaurants
on the 23rd floor specialize in
French, Japanese, and Chinese
dishes. The “Western™ dining room
affords a spectacular view of the city.
Full-length picture windows alter-
nate with mirrors to give this long,
wood-paneled dining room the feel
of a European banquet hall. No for-
eign designers were involved in this
project. Artists and engineers from
the Shanghai Civil Design Institute
took care of every detail—even the
painting of an impressionistic bull-
highting scene taken from a Spanish
oil painting.

For all of its plusses, however, the

\'Sh;lllghili Guest House has some seri-

ous Haws. Only 4 elevators service its
600 rooms, which average just 16
square meters in size. First-time visi-
tors to Shanghai may be impressed
with the hotel's ne .|||\, appointed

quarters, which look a bit like

“Ramada Inn rooms of 10 vears past.

But when compared with the OIld
World elegance of Shanghai’s other
guest houses, these rooms seem less
than impressive,

China has not yet decided just what
it wants a modern hotel to be. Clem-
ent Chen, Jr., the architect-partner
ol Beijing's highly touted™Jianguo
Hotel, had some dithiculty convine-
ing the Chinese to accept a trans-
planted version of his elegant, but
Palo Alta™Holiday Inn.

“The Chinese are |n‘('n('('upit-‘(|
with grandeur,” says he. /\mlhlng
that's tall will receive approval.”
Chen says he had to revise the Jian-
guo (h.mln}_, plans five times before
the Chinese approved: the final plan
included a tower.

To many minds, only the llt'\\‘\Fra-
grant Hills Hotel outside Beijing
truly “follows the Chinese road.”
T'he Chinese asked world-renowned
architect M. Pei to design their
project. Per not only was given the
freedom to choose the location, far

low-rise,

from town in the rolling hills near
the Summer Palace, but also the ar-
tistic license to develop the hotel’s
personality himself. Everyone praises
the classic yet contemporary styling,
which blends Western practicality
with Oriental grace.

The workmanship, though, is an-
other matter. Visitors walking
through the new hotel have already
noticed torn and weathered carpets,
leaky faucets, paint stains on the con-
crete floors, and restroom doors that
either don’t close or won't stay on
their hinges.

“It’s a beautiful place,” remarked
one visitor, “but I don’t think the
Chinese can maintain it. The bottom
line for a hotel, rt‘gdrdle\\ of its style,
still comes down to service and work-
manship.”

It is a lesson China is only begin-
ning to learn.

Tourism
Training

veryone who has visited

China has a favorite horror

story, courtesy of the ser-

vice sector. In fact, tourists
probably would feel shortchanged if
they didn’t encounter at least one
guide who could barely speak Eng-
lish, a Hoorboy who barged in at an
embarrassing moment, or a pilot who
delayed the flight two hours in order
to have his lunch.

One delegate 1o the tourism con-
ference, however, had a different
tale to tell. She was dining at the new
(Ihilu-w-.slj,-'l:'?'Huadu Hotel, which is
notorious for its food, when she de-
cided to swallow her manners and tell
the waiter just what she thought of
the meal. That might at about 11:00
the hotel chef came by her room to
discuss her complaints. The next eve-
ning he prepared a private dinner
that the woman described as “mag-
nili('t‘nt "

“T'hat just proves the (‘hlnt'w can
do better if they really want to,” she
says. “But lh() seem to think that
tourists don’t know the difference
between good service and bad.”

Slowly, tourism officials are com-
ing to recognize the seriousness of
the “service problem.” A wide cul-
tural gap still exists between Chinese
hosts and their foreign guests. Ser-
\'i('(' ])('r.\nnm'|. maost ()f. \\'h()m h'd\'l‘
never been out of their province,
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know little of standard mternational
practice. ‘The very notion of serving
anvone but the motherland is new to
this nation of comrades.

Five Chinese colleges are trving
their best to change that, by offering
the only management-level training
programs for tourism and hotel ofhi-
cials. 'I'ht’Bt-ijing Foreign Language
Institute No. 2, formerly a language
training center for guides, recently
added a department of Tourism Eco-
nomic Management and achieved
university status.

Ofhcials are also encouraging edu-
cation abroad. Fivé~CI'TS managers
have returned home from the US
with masters degrees in tourism ad-
ministration. 'T'hese graduates of the

lew School for Social Research in
New York are believed to be the first
Chinese to study tourism and hotel
management outside of the PRC,

China’s various tourism programs,
such as those at the Shanghai Tour-
ism College ™Northwest University at
Xi'an, and universities in Hangzhou,
Nanjing, and Thanjin, have several
things in common. They typically of-
fer either a three- or four-vear pro-
gram for middle school graduates:
emphasize courses in language, geog-
raphy, history, tourism economics,
and management: and employ a staff
of Chinese teachers
standably, have little if any practical
experience in the tourism field.

The Shanghar Tourism College—
China’s first—could well be the most
comprehensive. LI Kuoging, the
school’s dean, has established a small
but self-suthcient facility about an
hour and a hall’ from the city, com-
plete with student and faculty librar-
1es, a4 model hotel room, training
kitchen, and gardens patterned after
typical hotel grounds.

Degrees are offered in hotel ad-
ministration, hotel finance and ac-
counting, and tourism administra-
tion. T'he 80 instructors write their
own teaching materials for the 300
students. Their papers are then tvpe-
set and produced in the school's
printing house.

Few visitors could fail to be im-
pressed with the school’s enthusiasm
or troubled by its inexperience. Stu-
dents in this three-year program
spend less than two months in an
internship at either a hotel or travel
bureau. The rest of the time they
study their instructors’ materials on
tourism international
money exchange, interior design,

who, under-

€Cconomics,
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and hotel maintenance. No books on
Western tourism management are in
evidence.

Ironically, both the Shanghai and
Northwestern faculty, who know lit-
tle of cach other's programs, claim to
offer a course on “tourism psvchol-
ogy.” This seemed the most innova-
tive, and vet one of the most impor-
tant, subjects on the 30-course cur-
riculum.

Both faculty were asked what this
course entailed, and both gave ex-
actly the same answer. After mum-
bling amongst themselves for awhile,
a spokesperson finally looked up and
said, “Well, we haven’t really started
to teach that class yer.”

Scml(' of the best service personnel
in China work at the Hanguo Ho-
tel. And workers of an equally high,
i not superior caliber, are expected
to staff thé™Great Wall next year.

This is neither the result of luck
nor ol shrewd hiring by the joint
venture partners. Both firms put a
great deal of time and money into
training their hotel personnel—
some of them abroad—to help China
set a higher service standard.

Clement Chen, Jr., an overseas
Chinese himself, saw lirtle problem at
first in training his Chinese manage-
ment staft. More than a year before
the Jianguo's April 1982 opening, he
brought 10 Chinese to work in his
California Hohday Inn. The facilities
and operation would be practically
the same as the Jianguo's.

Of those trainees, however, Chen
could only use six. “"They spoke
hardly any English.” savs he, “and
had no hotel experience. Some
didn’t want to work: they just wanted
a trip to the United States.” Chen
then decided he needed an outside
management group to take over the
job. So he offered the name of the
Peninsula Group, owner of Hong
Kong's venerable Peninsula Hotel
and others throughout Southeast
Asia, to his Chinese partners.

“1 begged, pleaded, and coerced
them to agree,” he says. “but the
Chinese didn’t want to do it. They're
not used to spending hundreds of
thousands of dollars for management
and training that they don’t think is
needed anyway.”

Finally, 10 months before the
opening, the Peninsula sent 27 peo-
ple to Beijing to begin the training
program. More than 550 workers
have since emerged—everyone from

Photo by Gao Meijin, New China Pictures Co

TR &

The luxury 804-room Jinling Hotel, jointly
developed by the Nanjing branch of
China International Travel Service and a
Singapore firm, will feature a revolving
restaurant on its 37th floor.

the two Chinese deputy managers to
the cleaning personnel—to the gen-
eral plaudit of Jianguo guests. Chen,
however, expresses dissatisfaction.

“T'he hotel has been a huge finan-
clal success, and the results have far
exceeded our expectations,” he re-
marks. “But the frustration [is] that
we could do so much better.” Chen
claims that his staft has “‘not been
given enough authority and freedom
torun this hotel. Our partners should
trust us more. Theoretically, we are
to make the deasions and they are
supposed to carry them out. But they
don’t always carry them out the way
we want, if atall.”

Chen realizes, of course, that earn-
ing the Chinese’s confidence takes
time—and a proven track record.
Since its opening the Jianguo has
maintained a fulfllment rate well
above 90 percent, and Chen feels
that China's hotel ofhcials are suit-
ably impressed. In February the$Bei-

Jing Municipal Service Bureau asked

him to take 50 Chinese into his tram-
ing program to prepare them for
work m other hotels. Chen only
hopes these trainees will be working
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...— BEMNING’S

@\EPING}PEACE) HOTEL
3 Jinyo-Hutong, off Wangfujing Street

"~ Rooms: 128
., ¥ 55-85 ($28-43) Double/ ¥ 100 ($50) Suite
@\UAQ!AO (OVERSEAS CHINESE)
MANSION
2 Wangfujing Street
Rooms: 186

¥ 28 ($14) Double/ ¥50 ($25) Sunk\
(1) YANXIANG GUEST HOUSE ;
2 Jiangtai Road, Chaoyang District \

Rooms: 144
¥ 40 ($20) Double

@\YOUYI}FRIENDSHIP) HOTEL

Baishigiao Road
Rooms: 1400
¥ 40 ($20) Double/ ¥ 70-90 ($35-45) Suite

usons YUAN [PINE GARDEN)
GUESTHOUSE

Bingmasi, Kuanjie Street

Rooms: 30

¥ 23 ($12) Double/ ¥ 28 ($14) Suite

@\ummmoms GUEST HOUSE

Zizhuyuan Street
Rooms: 140
¥ 25 ($13) Double

\
.
A HOTEL
ZHUYUAN (BAMBOO GARDEN) HO Xiangenan (o8t ¢ e Bummer Palace]

¥
24 Xiaoshigiao, Gulou Street R Ongq
Rooms: 19 (15 Double; 4 Suites) ¥%%?.1k5303[2$245‘65) Double
¥ 40 ($20) Double/ ¥ 160 ($80) Suite

(19 XIYUAN HOTEL

Haidian District, 5 Sanlihe Street, Erligou

Rooms: 170

¥ 30 ($15) Single/ ¥55 ($28) Double </,¢

¥ 65-75 ($33-38) Suite ?s,

%,
4
(2)™NEW XIYUAN HOTEL Rive,

Adjacent to the Xiyuan Hotel
Rooms: 437/Still under construction

HOTELS

(DMINZU (NATIONALITIES) HOTEL

51 Fuxingmen Nei Blvd.
Rooms: 431

¥ 40 ($20) Double

¥ BO ($40) Suite

® ®

) "CHONGWENMEN HOTEL e

(Formerly Xiangyang No. 1 Hostel)

2 Qianmen Dong Blvd.

Rooms: 30 (Mainly for foreign offices)
¥ 40 ($20) Single/ ¥63 ($32) Double

53 "CHANGCHENG YGREAT WALL) HOTEL

Donghuan Bei Road
Rooms: 1007/To open December 1983

23JIANHUA HOTEL

Jianguomen Wai Bivd
Rooms: 695/To be completed late 1983 or 1984

(FMWANSHOU HOTEL
12A Wanshou Road (i) DIAOYUTAI GUEST HOUSE
Rooms: 94 (59 double; 8 suites; 3 villas with Sanlihe Street

1 suite and 8 rooms each) Rooms: 260
¥40 ($20) Double/ ¥60-80 ($30-40) Suite ¥ 150 ($75) Double

¥ 300 ($152) Presidential suite

(IMBEIWEI HOTEL e g
13 Xijing Road
Rooms: 176
¥ 22-27 ($11-14) Double/ ¥ 50 ($25) Suite
(25 LIDU HOTEL @\umma HOTEL

Liangmahe, Chaoyang District
Rooms: 1000/To be completed 1983

@\kuuwn HOTEL

Liangmahe, Chaoyang District
Rooms: 1000/To be completed 1985

@ﬂiAOLONG HOTEL

Donghuan Bei Road
Rooms: 300/To be completed 1985

29 GUOJI WNTERNATIONAL) HOTEL
Jianguomen Wai Blvd

Rooms: 1100

Construction scheduled to begin 1984
(G0 YANCHUN HOTEL

Jiangtai Road, Jiuxiangiao
Rooms: 360/To be completed 1985
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Fuxingmen Wai Blvd
Rooms: 508

¥ 49-60 ($25-30) Double
¥ 90-115 ($45-58) Suite

(8) XUANWUMEN HOTEL
Chongwenmen Blvd

Rooms: 324 (For overseas Chinese)
¥ 50-80 ($25-40) Double

¥ 90-100 ($45-50) Suite




\@ JIANGUO HOTEL
Jianguomen Wai Bivd.

Qinghua Rooms: 529
University ¥ 110-130 ($56-66)
Double =
B.I]In ¥ 260 ($131) Suite @ HUADU HOTEL
Univers

8 Xingyuan Nan Road
Rooms: 522

¥ 55-80 ($28-40) Double
¥ 110 ($56) Suite

@\seumc HOTEL
East Changan Street

@9 Rooms: 900
¥ 55-70 ($28-35) Double
¥ 100-180 ($51-91) Suite

‘ = e

@ HUAQIAO (OVERSEAS CHINESE)
HOTEL

5 Santiao Beixingiao

Rooms: 134
¥ 18-25 ($9-13) Double

S
@31) US Embassy
/ “& Friendship Store
/' ‘@ International Club

Minzu Palace
@ State Planning Commission, State Ecgnomic
Commission le's Bank of China, Agricultural

Bank of China, Thina Investment Bank™~Construction
Bank of China, andJinistry of Finance

Bank of China
flrpg @ @ Ministry of Foreign Economic Relations and Trade
Yo g) Ministry of Foreign Affairs
Ministry of Patroleum Industry

D
NS
\@ Ministry of Geology and Minerals
NS,
®

Railway
Station

Ministry of Light Industry
Ministry of Machine Building Industry

“~@ Ministry of Chemical Industry
"“(@d) Ministry of Electronics Industry
@ Ministry of Coal Industry

Ministry of Communications

& Ministry of Water Conservancy and Electric Power
Ministry of Ordnance Industry

\@ Ministry of Space Industry

@ Ministry of Nuclear Industry
Ministry of Aviation Industry

RSN - . “E2 Ministry of Metallurgical Industry

- Ministry of Railroads
(7" RIANMEN HOTEL @\KlNO'AO HOTEL Ministry of Textiles Industry

1 Yongan Road 2 léohngllﬁo Minxiang, Ministry of Pests and Telecommunications
Rooms: 387 ongwenmen Ministry of Agricufture, Animal Husbandry, and
¥ 30-40 ($15-20) Double Rooms: 387 (Mainly for foreign @ Flsh::yos e ; i

¥ 70-80 ($35-40) Suite offices) Ministry of Forestry

Telephone: 55.7731 “N&@ Ministry of Commerce

Ministry of Urban and Rural Construction and
Sounces: National Council map file; Christopher Clarke and Kathryn Dewenter, Environmental Protection
¢,  China Business Manual 1981; and China Features, Beijing \@ Ministry of National Defense
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Gommunication

TheVital
Link
inBusiness

Especially when doing business
overseas. Clear understanding of
specifications and terms is crucial if
any business venture is to succeed.

CTPS specializes in technical and
commercial translations specifically
for readers in the People's Republic of
China. Our translators, educated in
China, are experts in their technical
fields.

Whether you need brochures, cat-
alogs, advertisements, audio-visual
presentations, interpreters, narrators,
manuals, business cards, exhibition
presentations, contracts or proposals
— CTPS can meet your language re-
quirements accurately and promptly.

Call or write to find out how we can
help you get your message across.

Good communication is what
counts. CTPS knows. We have been
the communication experts since
1965.

m China Translation & Printing
Services-USA (SF) Inc.
760 Market Street, Suite 924

San Francisco, CA 94102
Tel. (415) 989-4580
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for government-run hotels rather
than for rival joint ventures.

he Great Wall boasts a training

program almost as ambitious as
the building iself. At least 1,300 em-
plovees will work in the 1,007-room
hotel. All of them must go through a
rigorous on-the-job and classroom
training program, and all should un-
derstand something of Western hotel
management before beginming their

Jobs.

Peter Sun, E-S Pacific’s vice-presi-
dent for hotel operations and the
Great Wall's general manager, ad-
ministers the master plan.

“We considered 1t impractical to
bring in a full complement of profes-
sionals to manage the hotel,” he ex-
plains, “because of the living condi-
tions, cost, and dithculty in replacing
them. Also, 1 was not too sure how
the coordination would be between
the local people and the foreign pro-
fessionals. Often in these situations
there is no real participation by the
Chinese: they just respond to the for-
eigners’ actions,”

So Sun hired 14 expatriate profes-
sionals and made the daring decision
to train the rest. For the past year
they've been compiling an operations
manual for the Great Wall, designing
the computer software, and develop-
ing job descriptions according to
Sun’s organizational chart.

In March the real traimng work
began. The Chinese deputy depart-
ment heads arrived in Hong Kong to
begin their three-month internship
at the Mandarin and Excelsior hotels.
“From day one they will be treated as
employees of these hotels,” says Sun.
Meanwhile the expatriate staff will
begin explaining the various depart-
ment management systems.

August marks the arrival of the
expatriates and the newly trained de-
partment heads in Beijing, where
they will begin the three-month
training of the hotel supervisors. The
first lesson involves the organiza-
tonal chart.

“We want to give them a firm
sense of who 1s above and below
them,” explains Sun, “to establish a
seniority system right then, and give
them a sense of responsibility,”™ Sun
deliberately scheduled the training
of the department heads and supervi-
sors in stages, to help reinforce the
hotel hierarchy.

Next come the 1,000 “line work-
ers”’—the maintenance people, wait-

Reservations

Three hotels in China now ac-
cept reservations by telex, ca-
ble, telephone, and letter. The
Great Wall in Beijing also will
accept reservations when it of-
ficially opens next year.

Jianguo Hotel (Beijing)
Telex: 22439 JGHB] CN
Cable: 6677 Beijing
Tel: 595261

“Dong Fang Hotel
(Guangzhou)
Telex: 44139 GZDFH CN
Cable: 4221
Tel: 69900

~—White Swan Hotel
(Shamian Island,
Guangzhou)
Telex: 44149 WSH CN
Cable: 8888
Tel: 86968

ers, cooks, etc. Their training in-
volves two to four months of learning
the routine of their jobs and gaining
some foreign language skills. “We
want them to learn simple but polite
manners,” says Sun. “If they can say
‘Hello” or "How are youz” as well, the
guests Hip.”

Sun has proposed a six-month pro-
bation period for the hotel staft, in-
cluding three months of their train-
ing period. The Chinese prefer a
three-month probation. In any
event, Sun feels fairly confhident the
staff will be ready for the hotel’s De-
cember 10 “soft” opening. The Chi-
nese interviewed some 8,000 candi-
dates before the partners arrived at
this staff.

“This project is important to the
Chinese,” says Sun, “and I keep
])Ullirl}ﬁI more pressure on them
to realize just how important it is. |
tell them, “This is vour hotel, after
all: vou are the ones who will have
to run 1. We're just here to serve as
teachers,” ™ #

Managing Editor Carol S, Goldsmith
accompanied a delegation from the Na-
tional Councl’s Travel and Tourism
Committee to China’s fost International
Towrism Conference in Beijing.
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CHINA BUSINESS

Jennifer Little
Research Assistant

The following tables contain recent press reports of business contracts and negotiations exclusive of those listed in previous issues.
Joint ventures, licensing arrangements, and other forms of business arrangements are included if classified as such in Chinese and
foreign media reports. For the most part, the accuracy of these reports is not independently confirmed by The CBR.

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

Jennifer Little.

% 4
R 5

Foreign Party/
Chinese Party

CHINA’S IMPORTS THROUGH MAY 11

Product/Value/
Date Reported

Agricultural Commodities

(USSR)

(Denmark)/China Na-
tional Animal Breeding
Stock Import & Export
Corp.

(Hungary)/€hina National
Animal Breeding Stock
Import & Export Corp.

(Guyana)
(Malaysia)

(Ecuador)

Agricultural Technology
{New Zealand)

(Australia)

Chemicals
(Japan)

ML Treating Chemicals
(US)/€hina National Oil &
Gas Exploration & Devel-
opment Co.

1 million m” timber in 1983 believed pur-
chased as part of bilateral trade pact.
3/6/83.

Dairy cattle. 3/7/83.

420 Duroc breeding hogs. 3/7/83.

Timber. $660,000. 4/17/83.
2,500 tons of rubber. 4/17/83.

20,000 tons of bananas and 2,000 tons of
cocoa beans for 1983. 4/18/83.

Construction of 3 model farms for livestock
breeding and a forage grass seed farm.
3/28/83.

Technology 10 upgrade 2 livestock projects.
$5.8 million (A$6 million) contribution.
4/3/83.

3,000 tons of polyester staple. 3/15/83.

410 drums of corrosion inhibitors and bio-
cides for use in produced and injection wa-
ter systems. $250,000. 3/21/83.

Chemical and Petrochemical Plants and Equipment

(Philippines)
(Yugoslavia)

“Woodward & Dickinson
(US)/Huangpu Port

Signed letter of intent to construct a petro-
chemical plant in Shenzhen. 4/83.

Technology for renovating a paint factory in
Shenyang. 4/18/83.

Cooperating on a fertilizer bagging venture.
4/28/83.

NA = Not Available

NOTES: Contracts denominated in foreign currencies are converted into US dollars at
the most recent monthly average rate quoted in International Financial Statistics (IMF),
Contracts concluded over two months ago are also included if they were not re-
ported in the last issue of The CBR.
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Coal
#Magco Ltd., subsidiary of
eBabcock (UK)

wAnderson Strathclyde
(UK)

wMitsui Mining Co. Ltd.
(Japan)

#fluor Corp. (US)/China
National Coal Develop-
ment Corp.

~Occidental Petroleum
Corp. (US)/China Na-
tional Coal Development
Corp.

(Yugoslavia)

vBechtel International Ser-
vices Inc. (US)/China Na-
tional Coal Development
Corp.
Construction Materials
w Caricor (Hong Kong) Ltd.

/S!ramn International (UK)

Consumer Goods

v Johnson & Son Inc. (US)/
Beijing Municipal Gov-
ernment

»Minolta Camera Co. (Ja-
pan)

¥ Shiseido Co. (lapan)/No.
1 Light Industry Bureau

Save Ways (US)

/[Ieclmnics

© Trondheim University
Computer Center and
#Norsk Data A/S (Norway)

Terak (US)/pHinth Design
& Research Institute

(Australia)

2 rotating screens for separating coal.
$200,000. 2/83.

Longwall mining equipment mainly for
Datong mines, Shanxi. $3.45 million (£2.25
million). 3/11/83.

Joint feasibility study on development of
Sitaigou No. 2 Coal Mine, Datong area,
Shanxi. 4/7/83.

Signed protocol for cooperation on a coal
slurry pipeline project. 4/11/83.

Signed interim agreement for development
of the Pingshuo coal mine, Shanxi. 4/13/83.

Is negotiating cooperation in mining Chi-
nese coking coal and copper. 4/18/83.

Signed contract for a feasibility study of a
surface mine at Jungar, Nei Monggol, in-
cluding a coal washing plant and coal slurry
pipeline. 4/30/83.

Air conditioners for 3 hotels. $725,000
(HK$5 million). 2/25/83.

Straw conversion process technology for
building material panels made of rice and
wheat straw for 2 plants near Beijing. $3.8
million (£2.5 million). 3/25/83.

Technology, equipment, and training for
commercial and consumer products. 3/83.

Opened the Guangzhou Enterprise and Ser-
vice Corporation Minolta Service Center in
Guangzhou. 3/7/83.

Signed technical assistance contract to aid
in the production of liquid hair care prod-
ucts. 3/22/83.

Are producing Pro Air hair care appliances
(no location given). 3/24/83.

Have begun establishing a software technol-
ogy center in Beijing under a UN aid
project. 1/24/83.

Computer systems. $500,000. 2/83.

Prime 750 computer; software supplied by

.~Australian Associated Resources for off-

shore oil exploration. 2/27 /83,
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(Romania)/@hinese Acad-
emy of Agricultural Sci-
ences

wFar East Computers (Sin-
gapore)

Tokyo Pigeon Co., Ltd.
(Japan)/Weifang Recorder
Plant, Shandong

w»Chori Co., Ltd. (Japan)

wHoneywell, Inc. (US)

/Dalaprep (Hong Kong)/
¥ China (Guangzhou) Hotel

#Rediffusion (Hong Kong)/
wGuangdong Guest House

(Yugoslavia)/Sichuan
(Yugoslavia)/Chengdu

wSumitomo Corp. and
ippon Electric Glass Co.
Ltd. (Japan)/
LTECHIMPORT
Food Processing

(Yugoslavia)

Machine Tools
(Yugoslavia)

Medical Equipment

¥Ridat Engineering (UK)/
VSINOCHEM

LAMEL (UK)/SINOCHEM

»” Cyclotron Corp. (US)

Metals and Minerals

(Japan)

(Japan)

.Research Institute for
Metals (Japan)iBeijing
University of Iron & Steel
Technology

(Australia)

Packaging

“Hutchison China Trade
Holding (Hong Kong)/
and @fficine Cevolani
S.P.A. (Italy)/Anhui

Petroleum

British Petroleum,

“Petrobras, Broken Hill
Proprietary Co. Ltd.,

W Petro-Canada Exploration
Inc., andRanger Oil Lim-
ited /@hina National Off-
shore Oil Corp.

(Australia)
/Hydro Products Inc. (US)/
MACHIMPEX

(Nigeria)
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Computer system forChina’s Agriculture
Computing Center. 3/83,

12 Abacus Eleven minicomputers to analyze
census data. $800,000. 3/11/83.

Technology for cassette recorder cores.
$800,000. 3/21/83.

Contract signed for 30 sets of equipment
and molds for recorder core production.
$1.9 million. 3/21/83.

14 DPS8 mainframes and 40 DPS6 systems.
$20 million. 4/83.

Computer system for hotel use. $362,000
(HK$2.5 million). 4/10/83.

Contract for hotel movie system, public ad-
dress system, and other audio systems.
4/10/83.

Have agreed to coproduce electronic prod-
ucts. 4/18/83.

Have agreed to coproduce multilayer ce-
ramic capacitors. 4/18/83.

Order for a glass bulb plant for television
picture tubes in Tianjin. $23 million. 5/9/83.

Has agreed to renovate a beer production
line. 4/18/83.

Has agreed to coproduce automatic digital-
control systems for machine tools in Beijing.
4/18/83.

A manual thermoformer for radiotherapy.
2/83.

2 additional medical linear accelerators for
the’Cancer Research Institute of the Chi-
nesesAcademy of Medical Sciences. $1.3
million (£850,000). 2/23/83.

A radiotherapy cyclotron. $1.2 million.
3/13/83.

7.602 tons of zinc in 1982. 3/15/83.
8,700 tons of copper cathode. 3/22/83.

Began joint research project to extract co-
lumbium from Chinese iron ore. 3/29/83.

Signed scientific and technical cooperation
agreement in geological sciences. 4/19/83.

Contract for supply and installation of auto-
matic can production lines. $1 million.
2/26/83.

Have been awarded contracts to drill for
offshore oil. 5/11/83.

Will provide $483,500 (A$500,000) to help
China purchase offshore oil drilling equip-
ment. 3/83.

Wellhead inspection television system to be
installed on the Kantan 11l semisubmersible
rig. 3/14/83.

China agreed in principle to impaort an un-
specified volume of oil. 3/16/83.

1rdine, Matheson & Co.
(Hong Kong)/phina Na-
tional Offshore Joint Ser-
vice Corp.

wBaker Marine Corp./

#China Offshore Petro-
leum Platform Engineer-
ing Corp. and the

vliangnan Shipyard,
Shanghai

Is negotiating to provide language training,
oilfield orientation and secretarial training
to Chinese oilfield liaison personnel.
4/15/83.

Contract to build a semisubmersible drilling
rig. 4/25/83.

Pharmaceuticals & Equipment

wAutopack Ltd. (UK)

Power

»froude Engineering Ltd.
(UK)/China State Ship-
building Corp.

vHarza Engineering Co.
(US)(Ministry of Water
Resources and Electric
Power

(Italy)

(France)

Scientific Instruments
pAeismic Engineering (US)

Shipping
«Transacme (Japan) Ltd./
wGuangzhou Harbor
Transportation & Trust
Co.

wKawasaki Heavy Indus-
tries Ltd. (Japan)/@hina
Ocean Shipping Co.

“Hong Kong and Yaumati
Ferry Co./Changjiang
Shipping Administration
Bureau of Wuhan

¥ MAN (W. Germany)/
inzhong Power Machine
Plant, Shanghai

(W. Germany)

Steel
NA (New Zealand)

VNippon Steel Corp.,

sSumitomg Metal Indus-
tries Ltd.”Nippon Kokan
Kaisha, and Kawasaki
Steel Corp. (Japan)

Telecommunications
(haly)

McMartin Industry (US)

Anternational Telephone
& Telegraph Corp. (Bel-
gium)

WCIT-Alcatel (France)

Textile Plants & Equipment

(New Zealand)/Nantong,
No. 2 Textile Mill, Jiangsu

Tourism

‘Miramar Hotel (Hong
Kong)*Oongfang Hotel
(Guangzhou) and Hainan
Island

MSeibu Group (Japan)/
¥Great Wall Hotel, Beijing

32 automatic vial filling, feeding, rubber
bunging, and cap spinning machines. 1/83.

An HS 790 high-speed hydraulic dynamom-
eter. 12/82.

Contract to advise on the design for the
Tianshengqiao hydroelectric project in
southwest China. $400,000. 4/7/83.

Will aid in the survey and exploitation of
geothermal resources in Beijing, Tianjin,
and Xizang under a UNDP project. 4/18/83.

Agreed in principle to provide 4 nuclear re-
actors for 2 planned power stations. 5/6/83.

A sixth marine seismic system. 3/25/83.

Launched an intermodal container forward-
ing service between Japan and China via
Hong Kong. 2/15/83.

Won an order for 2 42,000 dwt bulk carri-
ers. 3/4/83.

2 B4-seater hoverferries. 3/6/83.

Components for diesel ship engines. $1.65
million (Dm4 million). 3/10/83.

The motorship, Contract Carrier, 6340 dwt.
3/18/83.

Contract signed for several thousand tons of
rolled steel. 3/28/83.

200,000 tons of seamless steel pipe for July-
Dec. delivery which brings total 1983 pur-
chases to 500,000 tons. 4/26/83.

Has agreed to permit China to use the satel-
lite, Sirio 1, for telecommunications experi-
ments. 4/2/83.

Order for a broadcast transmitter. 4/4/83.

Signed a protocol to provide Shanghai with
computerized telephone switching equip-
ment and know-how. 3/31/83.

Is negotiating to provide telephone equip-
ment technology. 4/11/83.

Equipment and raw materials to improve
the Nantong wool mill yarn shop. 3/28/83.

Will cooperate to invest in a resort-hotel
project on Hainan. $5.1 million (RMB10 mil-
lion). 4/17/83.

Furniture, lighting equipment, interior
decoration, and other products. 5/3/83.
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B 5
R 5

Foreign Party/
Chinese Party

CHINA’S EXPORTS THROUGH MAY 11

Product/Value/
Date Reported

Agriculture
(Barbados)

(Poland)

(Japan)
Construction

(AIgeria)@hina Construc-
tion Engineering Corp.

(Kenya)
Foreign Aid

Victoria (Australia)[thina
Red Cross Society

Will cooperate with China to set up a vege-
table cultivation center in Barbados.
3/11/83.

China will supply pork in the form of a long-
term, interest free loan, as well as commod-
ity credit. 3/25/83.

200,000 tons of soybeans. 3/29/83.

Contract to construct 14 reinforced con-
crete apartment houses in Rouiba. $11 mil-
lion (50.25 million dinar). 3/14/83.

Signed agreement to build sports stadium in
Nairobi. 4/1/83.

Aid for fire victims. $30,000. 2/27/83.

Machinery and Machine Tools

(Portugal)

OCI (US)

Minerals and Metals
(Japan)

(Japan)

Military Equipment
(Pakistan)
Petroleum

(Japan) ZINOCHEM

Power

(Pakistanp/'thina Machine
Building International
Corp.

(Sri Lanka)

Shipping

JParley Augustsson (Nor-
way)/Lhina State Ship-
building Corp.
Trade Agreements
(Pakistan), (Poland), (Sey-
chelles), and (USSR)
Transporation

/ Globe Auto Imports (US)

250 machine tools, including lathes, drills,
grinders, borers, and spark-erosion ma-
chines. $2 million. 2/27/83.

A Taishan 505 tractor made in Weifang.
4/83.

13,330 tons of silicon metal and 219.5 tons
of antimony metal. 3/1/83.

2 Mt of coal in imports planned 1983,
4/8/83. Prices remain to be decided.

40 AS fighters. 4/7/83.

8 million tons of Daqing crude during 1983,
$28.70/barrel. 3/24/83.

Contract to supply and install a 210 mw
steam turbine set for the Guddu thermal
power station. $56 million. 2/83.

China will assist in the construction of the
Nelambe Oya hydropower project. 2/25/83.

6 7,000-dwt roll-on/roll-off vessels. $85 mil-
lion. 2/27/83.

Signed trade and economic agreements
during March and April 1983.

Will import the Beijing Tiger automobile
line. 3/17/83.

b 5h
R 5

Foreign Party/
Chinese Party

DIRECT INVESTMENT /PROCESSING/
COUNTERTRADE THROUGH MAY 11

Arrangement/Value/
Date Reported

Joint Ventures

VYuet Shun Shipping
(jointly owned by Guang-
dong Enterprises,

Formed the 50-50 Zhongxing Offshore Ma-
rine Service Co. Ltd. to provide supply ves-
sel services for oil companies. 3/7/83.
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¢Thoresen Solstad Off-
shore Services, andghhu
Kong Shipping-Hong
Kong) and Offshore Ser-
vices (Hong Kong)4Zhina
National Offshore Joint
Service Corp.

NA (Australia)/NA

|/ Cattle International Ltd.
(US)/Nei Monggol Gen-
eral Corp. for United
Business

’Baker Marine Corp. (US)/
hina National Offshore
Oil Corp.

#ccidental Petroleum
Corp. (USl/f.hina Na-
tional Coal Development
Corp.

JGoneretI Electric Co. (UK)

VKai Hoi (Hong Kong) and

yOffshore Supply Associa-
tion (W. Germany)/China
National Offshore Joint
Service Corp.

dea Jian United Enter-
prise Ltd. (Hong Kong)/
Ahanghai Furniture Co.

wR.]. Reynolds Tobacco In-
ternational Inc. (US)/
YXiamen Cigarette Factory

¥ MacMillan Bloedel (Can-
ada),:ﬁﬂl(f

vPilkington Brothers PLC
(UK) andU.D.1. Ltd.
(Hong Kong)(ghanghai
Yaohua General Glass
Works

,/Fung Ping Fan Consul-
tants Ltd. (Hong Kong)/
uangzhou External Eco-
nomic Information &
Consultancy Servicing
Corp.

IAmeric.m Motors Corp.
(US)/Beijing Automotive
Works

Compensation Trade

v Européen de Peausserie
Co. andyJean Marc
Soussan Co. (Franceyai-
feng Tannery, Hena

NA (Hong Kong)/Jinxian,
Dalian

Licensing
VFlakt AB (Sweden)

Are implementing the initial stages of a cit-
rus fruit production venture located in Hu-
nan. 3/7/83.

Preliminary agreement for 15-year coopera-
tion in cattle farming and beef cattle export.
Total investment $100 million and RMB60
million. 3/14/83. Profit split 40 percent US;
60 percent China.

Formed a 50-50 equity ventureLhina
Nanhai-Baker Drilling Corp. Ltd. to build a
semisubmersible drilling rig, rent and lease
drilling rigs, and undertake drilling opera-
tions. Registered capital $20 million.
3/16/83.

Signed an interim agreement for the con-
struction of the open-cut Antaibao coal
mine. 3/22/83.

Signed a memorandum of understanding for
cooperating in the construction of a nuclear
power plant in Guangdong. 3/26/83.

Signed contract to form the‘\(hongii Off-
shore Marine Service Co. to offer shipping
services to oil companies. 3/30/83.

Established the fhanghai Upholstered Furni-
ture Co. Ltd. located in Shekou to manufac-
ture mattresses, sofas, chair cushions, stools,
and other furniture. Investment: $435,000
{HK$3 million). 4/11/83.

Are negotiating a contract to produce a new
cigarette 1o be sold in China and on interna-
tional markets. $12 million. 4/15/83.

Are discussing a pulp production venture.
4/17/83.

Signed contract for establishing and operat-
ing a float glass works plant. Total invest-
ment $102 million (RMB200 million).
4/18/83.

Formed®&ui Fung Consultants Ltd. based in
Guangzhou to advise clients on trade and
investment in China. 5/2/83.

Signed contract to form the Beijing Jeep
Corp., Ltd. to produce 4-wheel drive utility
vehicles and trucks. $51 million. Equity: US-
31.3%; PRC-68.7%. 5/5/83.

Tanning equipment in exchange for pro-
cessed Chinese goatskins. 3/7/83.

Will cooperate on the production of
prawns. 4/17/83.

Technology to manufacture electrostatic
precipitators used for cleaning emissions
from coal-fired power stations. 3/20/83.
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DATA

o

EXCHANGE RATE

KEY INDICATORS % change v Us
* change 1A 83/ uan per US § 1.9
1977 1978 1979 1980 1981 1982 1982/81 -A ‘82 s
Exchange rate® (yuan per US §) 18578 16836 15550 1.4984 1.7050 18887 - - 17
GNP (bil. ¥, current prices) 344 350.2 389.1 425.4 4504 488.7 85 - -
(bil. $, current prices) 169.2 208.0 2502 2839 264.2 258.7 -21 -
GNP deflator (1976=100.0) 99.1 100.5 104.5 108.7 118 114.2 20 -
Population (year-end, million) 945.2 958.1 970.9 982.6 996.2 1,008.2 1.2 -
GNP per capita 179.0 2171 257.7 288.9 265.2 256.6 -3.2 -
Gross value of industrial
output (bil. ¥, current prices) 3606 4124 449.4 497.4 5178 550.6 7.7 76
Of which: GNP
Heavy industry 209.1 2363 2557 2639 515 2740 99 nz Percent change
Light industry 1515 176.1 1937 2335 2663 2766 57 37 15
Gross value of agricultural Nominal GNP
output (bil. ¥, current prices) 142.2 156.6 195.1 218.7 2448 278.5 1.0 -
Official price index (annual % change) 0.2 0.7 20 6.0 24 20 - -
State budget revenues (bil. ¥) 87.5 112.2 110.3 108.5 109.0 112.4 31 -
State budget expenditures (bil. ¥) B84.4 ma 127.4 1.7 115 115.3 3.4 -
*Period average yuan-dollar exchange rate 1.9528 in first quarter 1983, and 1.9840 in second quarter 1983,
INDUSTRIAL PRODUCTION * change COAL AND CRUDEQIL
imillion metric tons unless otherwise indicated) Y % change J-A "83/ OUTPUT
1978 1979 1980 1981 change 1982 1982/81 I-A 82 Annual percent 4
Steel 3178 34.48 442 356 41 37.%6 44 93 growdh rates
Rolled steel 22.08 24.97 27.16 26.7 =17 29.02 87 6.7
Coal 618.0 6350 6200 620.0 0.0 666.0 i § 49
Crude oil 104.05 106,15 105.95 101.22 -4.5 102.12 09 13
Natural gas 13.73 1451 14.27 12.74 -10.7 1193 —6.4 4.0
(billion cubic meters)
Electricity 256.55 281.95 300.6 309.3 29 3277 59 6.0
(billion kilowatt hours)
Cement 65.24 739 79.86 840 5.2 95.2 148 148 MOTOR VEHICLES
PRODUCTION 20
Machine-made d board 419 493 5.35 5.4 09 5.89 9.1 - -
- el g g Annua/ percent
Chemical fertilizer 8.693 10,654 12.32 12.39 06 12.781 32 6.1 M""" 10
Chemical insecticides 533.0 537.0 537.0 484.0 5.9 457.0 =56 -15.5 0
(thousand metric tons)
Motor vehicles (thou, units) 1491 185.7 2223 175.6 ~210 196.0 14 19.9 =1l
Medium and large tractors (thou. units) 1135 1256 97 528 ~46.0 40.0 —24.5 -29.0 83
Walking tractors (thou. units) 3242 nzs 2179 198.9 -8.7 298.0 497 415 " so s‘ u J.A
Locomaotives (units) — 573 512 398 -22.3 486 221 294
BICYCLES AND
CONSUMER GOODS PRODUCTION % change SEWING MACHINE 43
(million units unless otherwise indicated) % % A 83/ PRODUCTION
1978 1979 1980 1981 change 1982 change J-A 82 20
Million units
Bicycles B.54 10.09 13.02 17.54 a7 242 38.0 28
Sewing machines 4.86 5.87 7.68 10.39 353 12.86 238 -6.2
Wristwatches 13.51 17.07 22.16 28.72 296 3301 149 200
TV sets 517 1329 2.492 5.394 1200 592 9.8 6.4
Radio sets 11.68 13.81 30.04 40.57 51 17.24 ~57.5 =220
Cameras (thou. units) 178.95 2380 3730 623.0 670 7420 k - & | 41
Light bulbs 760.3 850.0 950.0 970.0 2.1 1,070.0 10.3 o0
Cotton cloth 10.286 1143 12.80 134 5.0 14.92 9.4 15 BEER PRODUCTION
(billion square meters) Million metnc tons
Silk rextiles (million meters) 610.35 661 45 759.0 835.0 10.0 910.0 95 07 1.0
Beer (thou. tons) - - 688.0 910.0 323 1,170.0 286 327
Cassette recorders {thou. units) - - 743.0 1,546.0 108.1 34710 1245 -
Household washing machines - - 2450 1,281.0 4229 2,53 97.7 514 3
(thou. units) “
Household refrigerators — - 49.0 55.6 135 99.9 79.7 66.5 79 80 81 82 J-A
(thou. units)
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AGRICULTURAL PRODUCTION GRAIN PRODUCTION.
(million metric tons unless otherwise indicated) Million metric tons 350
L % change
1977 1978 1979 1980 1981 change 1982 1982/81
Grain 28275 304.75 13218 320.52 325.02 14 353.43 87 300
Cotton 2.049 2167 2.207 2.207 2.968 ~9.6 3598 213
Silkworm cocaons 216.0 2200 710 326.0 3110 46 3140 1.0
(thou. 10ns) :
Processed sugar 1816 27 25 257 3.166 12 3.384 6.9 77 78 79_80 81 w
Sugar cane - FAR 2151 2281 29.67 301 36,88 243
Oil-bearing crops 4.015 5.218 6.435 7.691 10.205 27 1n.817 15.8 COTTON
Tea (thou. metric tons) 2520 268.0 77.0 304.0 3430 128 397.0 16.0 PRODUCTION i
P B = 187.72 198,607 THos 21d 20063 29 Million metric tons
(million heads)
Timber (million cubic meters) 497 5162 54.39 53.59 49.42 -78 50.41 20 3
2
77 78 79 80 81 Qg
CHINA'S FOREIGN TRADE EXPORTSAND g -
“ % change IMPORTS 20
1977 1978 1979 1980 1981 change 1982 1982/81
Exports (bil. ¥, fob) 13.97 16.79 .17 27.12 36.76 5.5 4143 17
{bil. $, fob) 7.52 9.97 1361 18.10 21.56 05 21.94 18
Imports (bil. ¥, cify 13.28 18.75 24.39 29.88 36.77 FER 35.77 -27
(bil. 3, cif) 7.5 174 15.69 19.94 2157 1.2 18.94 -122
Total trade (fob/cif) 27.25 35.54 45.56 57.00 7353 29.0 77.20 5.0
14.67 21m 2930 38.04 43.13 7 40.88 -5.2
Total reserves 4.85 403 6.08 10.04 10.61 786 15.90 49.9
(period end, bil. §)
Of Which RESERVES
Foreign exchange 235 1.56 215 226 477 1110 11.13 1333 Billion US dollars
Gold (bil. $*) 250 247 393 7.78 5.84 -96 a7 -183 Total reserves 42
Gold reserves 128 128 128 128 27 -0.8 127 0.0
(million fine troy ounces) Foreign exghange 8
.
*Gold valued at current market prices based on IMF period average commodity price indices
FOREIGN TRADE WITH SELECTED COUNTRIES TOTAL US-CHINA
(million US dollars) TRADE
% change Billion US
% J-A '83/ dollars 4
1977 1978 1979 1980 1981 1982 change J-A ‘82 Total 3
United States two-way 2
Exports (fas) 713 5216 17165 37490 35986 29045 -19.3 -17 trade

Agricuhtural (40.0) (565.0) 492.1) (2,279.4) 2.112.4) (1.707.8) -19.2 ~57.0 est.

Nonagricultural (131.3) (258.6) (724.4) (1,469.6) (1,486.2) (1,196.7) -19.5 -5.0 est. 0%
Imports {customs value) 2027 324 5923 10583 1,895.3 2,281.7 205 -18 e 2 nm a‘ ” '- -
Toal 3740 1,147.7 2,308.8 48073 5,493.9 5,188.2 56 -212
Share of China's total two-way trade 25 54 79 128 12.7 127 — —

Japan US EXPORTS
Exports (fob) 1,955 1,074 1,674 5,109 5,075 3,500 -310 1.0 AND |MP70“_ S
Imports (cif) 1,560 2,045 2,933 4,346 5,283 5,138 1.0 -128 Billion Us doflars
Total 3,515 5119 6,607 9,455 10,358 8,838 -7 -7.6
Share of China’s tatal two-way trade 24.0 242 226 25.1 240 216 - -

Hong Kong
Exports (fob) 44 63 82 1,249 1,964 1939 -13 -19.7
Imports (cif) 1735 2,249 3,021 4,401 5,271 5,397 24 -38
Total 1779 22 3,403 5,650 7,235 7,376 14 -85
Share of China's 1otal two-way trade 2.1 109 16 15.1 6.8 179 - =

W. Germany
Exports (lob) 501 995 1493 1,45 1017 851 -16.1 -20.1
Imports (cif) 288 367 534 808 770 1,404 823 a5
Total 789 1,362 2027 1,953 1,787 2,257 2.3 189 JAPAN-CHINA TRADE

Billion US dollars

Canada
Exports (fob) 347 442 507 742 777 1,005 n3 929 |de nese
Imports fob) 77 83 143 132 325 165 ~49.2 133 exports
Total 424 525 650 874 1,102 1,170 6.2 74.4 f .

SOURCES: State Statistical Bureau, Beijing; IMF, International Financial Statistics; IMF, Direction of Trade Statistics; and National Council for US-China Trade.
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Joint Venture Agree-

ments in the People’s Re-

public of China, by

Pompiliu Verzariu and

- Daniel D. Stein. Wash-

ington, DC: Interna-

tional Trade Administration, US De-

partment of Commerce, November

1982, 124 pp. $5. Available from the

Superintendent of Documents, uUs

Government Printing Office, Wash-
ington, DC 20402,

An excellent resource on joint ven-
tures in China, the handbook con-
tains chapters on the legal and insti-
tutional framework of US-China
trade, the structure of joint ventures,
joint venture legislation, and the
practical aspects of organizing and
operating joint ventures in China.
Appendices include the texts of laws
and regulations on joint ventures,
special economic zones, and related
topics. The texts of two joint venture
contracts are included.

Countertrade Business Practices for
Today’s World Market, by Leo G. B.
Welt. New York: American Manage-
ment Associations, 1982. 72 pp.
AMA members, $7.50: nonmem-
bers, $10. Order from AMA Mem-
bership Publications Division, 135
West 50th Street, NY, NY 10020

A part of the AMA’s Management
Briefing Series, this book explains
countertrade terms, forms of coun-
tertrade, the reasons for its use, and
negotiating and contract consider-
ations, and discusses a variety of ways
to organize for countertrade. One
chapter looks at countertrade with
Fastern Europe, the Soviet Union,
China, and the Third World. Reter-
ences and a short bibliography are
appended.

China’s Trade Law: Code of the For-
eign Trade Law of the People’s Re-
public of China, by Francois de Bauw
and Bernard Dewit. Brussels:
Bruvlant: Deventer: Kluwer, 1982,
572 pp. $68. Order from Kluwer
Academic Publishers, 190 Old Derby
Street, Hingham, MA 02043
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BOOKSHELF

This one-volume compilation of
China’s trade law contains the Eng-
lish-language texts of 29 major trade
laws and regulations, promulgated
through January 30, 1982. It also
contains the general conditions of
insurance, statutes of the China In-
ternational Trust and Investment
Corporation, articles of association
of the Bank of China, legislation
establishing the arbitration commis-
sions, and texts of several trade
agreements. Included is legislation
on joint ventures, SEZs, resident of-
fices, income tax, customs, exchange
control, maritime transport, com-
modity inspection, insurance, trade-
marks, inventions, petroleum con-
tracts, arbitration, economic
contracts, and lawyers.

This hardbound book is conve-
nient and easy to use, but it is some-
what out of date and its format does
not allow for updating. For example,
the trademark law included in the
book has been replaced by a new law
that became effective March 1, 1983
and there were many new trade laws
passed in 1982 and 1983.

The New York Beijing
Directory. New York:
The New York/Beijing
Friendship City Com-
mittee, 1983. 109 pp.
$20. Order from the
Committee, 52 Chambers Street,
Room 214, NY, NY 10007.

The past few years have witnessed
a rapid growth in all types of ex-
change programs with China. This
directory lists New York City firms
and institutions that maintain active
relationships with Beijing in the areas
of business and commerce, commu-
nications, culture, and education. Di-
rectory entries provide the organiza-
tion’s name, address, telephone and
telex number, cable address, name of
primary contact, and a brief descrip-
tion of the organization’s China ac-
tivities. Offices in China of New York
firms are listed, as are Chinese
agency offices located in New York
City.

The Chinese Agricultural Economy,
edited by Randolph Barker and Raha
Sinha with Beth Rose. Boulder, CO:
Westview Press, 1982. 266 pp.
$27.50 hardbound, $12.95 paper-
back.

This collection of 12 essays is de-
signed to fill the information gap
since the 1960s, when the last com-
prehensive works on Chinese agricul-
ture appeared. Unfortunately, this
book ignores recent policy changes
and concentrates on the pre-1980 pe-
riod. The first four chapters provide
the historical, social, and geographic
background. Later chapters analyze
changes in agricultural policy and in
the rural economy. Each chapter
contains a suggested reading list.
The book contains an index, appen-
dices on agricultural statistics, and a
list of additional sources of informa-
tion.

New CIA Publications

China: International Trade Annual
Statistical Supplement. NTIS
#PB83-928204. March 1983,
$13.50. The 1983 edition of this an-
nual publication carries the com mod-
ity trade statistics, by SI'TC number,
for China’s worldwide imports and
exports in the years 1970, 1975, and
1977-81.

Major Foreign Trade Organizations
of the People’s Republic of China.
Wall chart. NTIS #PB82-928215.
December 1982, $7.50

Chinese Communist Party Organiza-
tions. Wall chart. NTIS #PB83-
928201, February 1983. $7.50.

These publications can be ordered
prepaid from the National Tech nical
Information Service, 5285 Port
Royal Road, Springfield, VA 22161,
or phone (703) 487-4650. The NTIS
number must accompany orders,

Books and business guides submitted for
possible review in The China Business
Review should be sent to the National
Council’s book editor, Marianna Gra-
ham.
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Economic Counselor: Davip G, BRows

Economic Ofhicers: Thomas MarTIN,
EUGENE DorRIs, DOUGLAS SPELMAN,
ROsS Quan

Agricultural Counselor: NorMan R,
KALLEMEYN

Commercial Counselor: MELvin W,
SEARLS

Commercial Ofhcers: CLArk 1. RaNDT,
PETER HANLEY, NED QUISTORFF

17 Guanghua Lu

Jianguomenwai, Beijing

Telephone: 52-2033

SHANGHAI CONSULATE

Consul General: THOMAS STANLEY
BROOKS

Deputy Principal Ofhcer/Economic
Section Chief: KENT WIFDFMANN

Commercial Ofhcer: GENFVIFVE DEAN

1469 Huai Hai Zhong Lu

Telephone: 379-880

GUANGZHOU CONSULATE

Consul General: WEAVER GiMm

Deputy Principal Officer /Economic
Section Chief: James H. HaLL

Commercial Ofthcer: YING PRICF

Dongfang Hotel

Telephone: 69-900

PRC GOVERNMENT OFFICES IN THE US

HONG KONG CONSULATE

Consul General: BURTON LEVIN

Economic Section:

Chief: RICHARD MUFLLFR

Deputy Chief: MARSHALL ADAIR

Economic Officers: JoaAN M. PLAISTED,
ANGUS SIMMONS

Senior Commercial Ofhcer: PauL
WALTERS

Commercial Officers: LyN EDINGER,
WiLLIAM DAWKINS, JR., HELEN
PETERSON

26 Garden Rd.

Telephone: 5-239011

EMBASSY

Ambassador: ZHANG WENJIN
Commercial Counselor: Ax DoxG
2300 Connecticut Avenue, N.W.,
Washington, D.C. 20008
Telephone (202):

Reception: 328-2500
Commercial: 328-2520 thru 2527
Visas: 328-2517

NEW YORK CONSULATE GENERAL

Consul General: CAO GUISHENG
Deputy Consul General: J1 Lipe
Commercial Consul: SONG GUIBAO

The China Business Review/July-August 1983

520 12th Avenue

New York, New York 10036
Telephone numbers (212):
Commercial: 564-1139 & 2541
Visas: 279-0885 & 1127

HOUSTON CONSULATE GENERAL

Consul General: WU X1A0DA
Commercial Consul: WU MINXIAN
3417 Montrose Blvd.

Houston, Texas 77006

Telephone numbers (713):
Commercial: 524-4064

Visas: 524-4311

SAN FRANCISCO CONSULATE
GENERAL

Consul General: Hu DiNGy1

Commercial Consul: GUo YIMIN

1450 Laguna Street

San Francisco, CA 94115

Telephone numbers (415):

Commercial: 563-4858

Visas: H63-485H7
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TELEVISION

COMMERCIALS
ARE NOW
BEING BROADCAST IN
THE WORLD’S

LARGEST MARKELT...

WILL YOURS
BE AMONG THEM?

The national television network of the People’s Republic of China—CCTV—will begin weekly,
primetime broadcasts of quality CBS Television Network programming in October of 1983,

By joining CBS on CCTYV, ten international advertisers have the unique opportunity to
reach the largest country in the world. Your company should be one of this select group. Consider
the possibilities:

—Reach key audiences, national trend setters, business and industry, government officials,
consumers and prospective employees.
—Associate your company’s commercials with proven CBS network quality programming on
an ongoing, long-term schedule.
—Enjoy product-category exclusivity while building brand loyalty.
—Take advantage of an attractive entry price.
—Develop long-lasting relationships in China which will enhance your status as future
commercial opportunities arise for you.
—Travel to China to observe their television operation, monitor TV research and talk with key
CCTYV executives.
Remember that there is a market for industrial goods in China right now! With a billion people
rapidly becoming more aware of new technologies, new products and a need to accelerate their
production capacity, the opportunity to be one of a select group of television advertisers is not
only excellent commercial diplomacy, but plain good business!

[f you want to be the exclusive advertiser in your product category
and pre-empt your competition, contact Charles Walsh at CBS
Broadcast International. Phone 212-975-1858 or telex 662101 CBINY.




