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BANNED IN BEIJING

In June 1987 the Beijing Railway
Station took the drastic step of ban-
ning cigarette smoking throughout
the terminal. The ban is to be ex-
tended to 100 other public places in
Beijing later this year, as part of Chi-
na's latest anti-smoking drive.

This is not the first time China’s
leaders have lashed out against the
harmful habit. Smoking was banned
for a time in the first half of the 17th
century, until tobacco-smoking
courtiers finally persuaded the em-
peror to lift the ban. Another at-
tempt to curb smoking began in 1979
but faltered as most of China's 300
million puffers—more than two-
thirds of adult men and about 8 per-
cent of women—failed to take the
health risks seriously.

Officials from the Central Patriotic
Health Commission have already
publicized the alarming news that
lung cancer is now the leading cause
of death in Beijing. Yet one Chinese
survey reveals that only about 12 per-
cent of ex-smokers quit in direct re-
sponse to anti-smoking publicity.
Most of the others kick the habit if
and only when their health has al-
ready deteriorated. The degree of in-
difference is high even among Chi-
na's doctors, more than half of whom
smoke. A Western doctor who visited
China last year was stunned to hear
one otherwise well-informed Chinese
cardiologist play down the link be-
tween cigarette smoking and coro-
nary artery disease.

This year cigarette manufacturers
must attach labels to cigarette packs
warning of the health hazards, just as
is done in the United States. Also
proposed is a nonsmoking day and a
ban on smoking on university cam-
puses. But will this be enough?

Pessimists see no reason why the
anti-smoking campaign will have any
greater affect this year than it has be-
fore. The only sure way to reduce the
incidence of lung cancer and other
smoking-related diseases, they argue,
is to produce more filter-tip and low-
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tar cigarettes. Not surprisingly, offi-
cials in the lucrative tobacco industry
rank high among these pessimists.
Their industry would have much to
lose if the campaign succeeded. (Pre-
tax profits reached ¥14 billion [$3.8
billion] last year.) So would the State,
which regularly obtains 7-8 percent
of its total tax revenue from cigarette
sales and is calling for taxes from to-
bacco sales to increase by 29 percent
during the current five-year plan.
Officials from the Ministry of Pub-
lic Health and various national com-
mittees spearheading the anti-smok-
ing campaign admit they are fighting
an uphill battle. Recent surveys show
that smoking is on the rise, particu-
larly in rural areas and among mid-
dle-school students. China’s growing
affluence may be partly to blame.
Bringing cigarette consumption
down again will not be easy. Offering
cigarettes has been a traditional ges-
ture of friendship (and a form of
bribery) that will be hard to undo—
although, remarkably, some Chinese
are now actually exchanging gifts of
anti-smoking tea and candies instead
of cigarettes. Television also presents
an obstacle to the campaign. Al-
though cigarette advertising is for-
bidden, subliminal messages go out
to the audience every time the famed
and the powerful light up before the
cameras. Anti-smoking activists hope
to convince more officials, doctors,
and teachers to quit so they can be-
come role models for others. How
about it, Mr. Deng? —DDK

A NEW FARMING TOOL

In China, mechanizing agriculture
is usually not the preferred means of
increasing yields. Mechanization
would require larger plots than cur-
rently exist under the responsibility
system and create more rural unem-
ployment than China’s leaders are
willing to accept. Yet gains in agricul-
tural productivity are becoming in-
creasingly difficult to make now that
rural reforms have run their course.

One way to solve this dilemma may

be to leap even further ahead and
promote the use of computers for a
few appropriate agricultural applica-
tions. In Jiangsu Province, for exam-
ple, computers have helped scientists
determine the optimal use of chemi-
cal fertilizer on rice paddies and of
pesticides on cotton fields. Comput-
ers have also helped another group
of farmers dispense with pesticides
altogether. In Sichuan Province, sci-
entists devised a nontoxic means of
coping with pest mites—the greatest
scourge to citrus crops. Using a com-
puter to forecast the development of
mites’ natural enemies, the scientists
raised and then released them on
mite-infested crops. The technique
has already reduced production costs
at one orchard by 90 percent during
the past three years, while output in-
creased 154 percent. If applied na-
tionwide, one scientist estimates that
the technique could save Chinese
farmers more than $32 million in
production costs.

The Chinese Academy of Agricul-
tural Sciences is a firm believer in the
value of computers. Since 1981, it
has been setting up computerized
data banks to help develop higher-
quality strains of rice, wheat, corn,
silkworms, poultry, and livestock.
These data banks can answer many of
the questions farmers need to know:
what is the ideal temperature for
growing greenhouse crops? How
much water is necessary for irrigating
fields? How far apart should seeds be
planted?

Data banks are also helping policy-
makers set realistic output targets by
determining how much electricity,
water, and fertilizer are needed to
sustain or increase output for a wide
variety of crops. And plans are now in
the works to establish a computerized
agricultural information center to
serve the greater Shanghai Economic
Zone that includes Shanghai,
Jiangsu, Anhui, Zhejiang, and
Jiangxi. But many more computers
and trained computer technicians
will be required before computer
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technology can assist agriculture on
more than an experimental basis.
With the recent downswing in
grain production worrying leaders in
Beijing, these hi-tech innovations
come at a good time. Official esti-
mates are that 970,000 hectares of
land are dropping out of cultivation
each year, mainly due to the growth
of rural industry and the boom in
housing construction by farming
families. And China’s birth rate is ex-
pected to accelerate now that the
“baby boom generation” has entered
its child-bearing years. Unless and
until these trends are reversed, gains
in China’s agricultural productivity
will depend on how successfully new
technology can be applied on a wide
scale. —XKelly Ho Shea

A COLLECTIVE EFFORT

As many China traders will tell you,
Hong Kong companies are skilled in
navigating China’s bureaucratic wa-
ters and quick to spot small but
promising business opportunities.
It’s no wonder, then, that they have
led the way in experimenting with a
new type of joint venture—one that
has more than its share of both at-
tractions and risks. A number of
Hong Kong investors, as well as a few
enterprising firms from farther
afield, have spurned China's domi-
nant State sector in favor of China's
fast-expanding collective sector.

Investments tend to be small in
scale—averaging $600,000 at the 10
such operational joint ventures in
Shanghai. The majority of joint ven-
tures with collectives are located in
Guangdong and Fujian, where they
most commonly involve taxi services,
aquaculture and fishing, poultry
breeding, and light industry.

Chinese ofhicials attempt to remain
neutral when discussing this type of
venture. When interviewed, a
MOFERT spokeman noted that, “Al-
though establishing joint ventures
with collectives is permissible under
the current investment laws, the gov-
ernment officially encourages foreign
companies to invest in State-owned
enterprises.”” But he added, “Never-
theless, China abounds with poorly
managed State enterprises and well-
run collectives, so the key criterion in
choosing a partner should be how well
the enterpriseisrun.”

This ambiguity doesn’t seem to be
hampering the operations of existing
joint ventures. To date most are far-
ing quite well. Their small size can be
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a distinct advantage—allowing them
to skip some of the time-consuming
formalities required for larger for-
eign investment projects. As a result,
start-up times are shorter, and re-
turns on the original investment can
be recouped more quickly.

And foreign firms concerned with
enterprise efficiency may be pleas-
antly surprised. Many collectives
have taken advantage of their inde-
pendence from the State to initiate
experimental factory reforms. Take-
home pay is often pegged to individ-
ual productivity and the nature of the
task. Year-end bonuses can be sizable
if a collective has a good year. Thus
the workers that a joint venture in-
herits may have already developed ef-
ficient work habits and a strong sense
of enterprise loyalty.

But having a collective for a joint
venture partner isn’t recommended
for most companies because of the
risks involved. Collective enterprises
operate at a greater distance from
the local bureaucracy than State-
owned enterprises. While less bu-
reaucratic interference may sound
like a blessing, it can deprive a joint
venture of an important avenue of
relief: the support of local officials,
which can speed the awarding of
preferential treatment under China’s
investment laws and bring assistance
when problems crop up after the ven-
ture begins operations.

Still, a collective’s position at the
bottom of the pecking order for
State-allocated production materials
does have at least one advantage. Be-
cause they usually have to turn to
China’s erratic market to find sup-
plies, collectives have groomed
street-wise managers used to operat-
ing outside of the State-planned sales
channels. More sensitive to changing
market demand than their counter-
parts in State enterprises, these man-
agers are often relatively willing and
able to quickly develop products to
fill new market niches.

Having the right product and find-
ing a well-managed partner with reli-
able connections to planning and
allocation bureaucracies is essential
if joint ventures with collectives are
to succeed. By keeping these ven-
tures small, investors have so far
avoided placing significant strains on
local supplies of raw materials, and
have been able to fit into the local
economic scheme without posing a
threat to entrenched interests.

—Andrew Ness
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The Great Battle of the Forms

Problems with the use of form contracts in China

ver bottomless mugs of

lukewarm tea, in countless

negotiation rooms all

across China, the all-too-fa-
miliar script is replayed. The Chinese
negotiator solemnly presents the for-
eign company with one of China’s
ubiquitous standard form contracts
which, he sternly announces, must be
used 1n all business transactions.

If, for example, the transaction in-
volves a transfer of technology, the
form contract will usually be a filled-
in version of the printed ““Know-
how” Form Contract commonly used
by the China National Machinery and
Equipment Import and Export Cor-
poration, or the “License and Know-
how” Form Contract (License Form
Contract) used by the China National
Technical Import Corporation. Like
most Chinese form contracts, both of
these all-purpose, fill-in-the-blank
forms are rather simplistic and in
many cases do not fit the circum-
stances or the technology being
transferred. What's more, they con-
tain numerous terms that favor the
Chinese party and are unacceptable
Lo f()r(‘ign companies.

Not to be outdone, the foreign
firm often counters with its own stan-
dard form contract, which it has used
successfully in its home country or
elsewhere. Draflted to favor the for-
eign company, this form contract will
probably be in typical American le-
galese, full of ‘“‘thereof™’s,
“therefor’'s, and dozens of impene-
trable boiler-plate clauses. And so be-
gins yet another interminable round
of the “‘great battle of the forms.”

Most form contracts, wherever
they come from, are written to favor
the drafting party, whose perspective
is embedded in the very structure
and language of its form contract.
Conversely, the party that accepts the
other side’s form contract is on the
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Ta-kuang Chang

defensive from the start. It is much
more difficult to scrutinize the op-
posing form contract and pick out ev-
ery objectionable point, some so sub-
tle that the other side will always
lodge a charge of nitpicking. The
drafting party needs only to sit back
and repeat, “Why do you object to
this phrase? It is perfectly reason-
able.”

The presumption that the drafting
party enjoys an advantage is even rec-
ognized by US law. An American
court usually interprets any ambigu-
ity in the contract language against
the interests of the party that has

drafted it, particularly in the case of

form contracts. Regrettably, this
sound legal principle has not yet
been—but should be—recognized
by Chinese law.

Arguing over whose form contract
to use as the basis for negotiations is,
of course, an accepted ritual in busi-
ness transactions all over the world,
but China presents some problems all
its own.

Case one: technology transfer

By making its form contract the ba-
sis for negotiations, the drafting
p:ir{)‘ can g'clill control over [}lt‘ [It‘g()-
tiating agenda. In the case of tech-
nology transfer, for example, the
structure of China’s form contracts
shifts the focus of negotiations away
from issues important to foreign
companies, such as conflidentiality,
limitation on liability, trademark us-
age, and export control regulations.
Instead, these negotiations tend to
focus on issues like the requests for
sweeping guarantees that are subtly
embedded in different sections and

Ta-kuang Chang, the resident atlorney
in Beijing for Paul, Weiss, Rifkind,
Wharton & Garrison, has been negotial-
ing transactions in China since 1981,

clauses of Chinese form contracts.
For example, the foreign company
must guarantee not only the com-
pleteness and accuracy of the tech-
nology documentation provided but
also the quality of the products man-
ufactured by the Chinese party using
that technology (see p. 8). Given the
backward state of most Chinese fac-
tories, and the many factors beyond
the control of the foreign company,
few foreign firms can afford to make
such sweeping guarantees.

The foreign company frequently
finds itself in the uncomfortable po-
sition of arguing that, although its
technology is superior, it cannot
guarantee the quality of the products
manufactured by the Chinese party.
This is particularly awkward to justify
to Chinese engineers from the end-
user factory, with whom the foreign
company has painstakingly devel-
oped personal relationships during
the marketing process. Not fully un-
derstanding the legal reasons why the
foreign company cannot give the
type of guarantees demanded in the
form contract, indignant Chinese en-
gineers may go so far as to storm out
of the negotiating room. Seeing
months or even years of work about
to go down the drain, the represen-
tatives of the foreign company often
capitulate.

Case two: one-sided form leases

Real estate leases in China illus-
trate problems with Chinese form
contracts in a different type of trans-
action. In the United States, China,
and elsewhere, the landlord usually
drafts the lease contract. The severe
shortage of rental space for foreign
companies in China gives Chinese
landlords significant power, and they
often respond to tenants’ objections
to their form leases with a curt “‘take
it or leave it,”" giving tenants no
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choice but to accept the often un-
conscionable terms.

Almost anyone who has leased of-
fice or apartment space in China can
regale listeners with tales of one-
sided form leases. The form lease for
the venerable Beijing Hotel, for ex-
ample (see p. 11), gives the hotel the
right to raise the rent or move the
tenant from the rented space to
other accommodations at any time.
The Beijing Hotel has not hesitated
to exercise both rights, raising the
rent 60 percent overnight and mov-
ing tenants to different floors with
one week’s notice. But a tenant who
tries to exercise his right under the
lease to terminate before the expira-
tion date may be penalized heavily
and held responsible for paying 50
percent of the rent due on the re-
mainder of the lease.

With the growing number of joint
venture hotels, some landlords in
China are now foreign companies,
who can also be very hard-nosed. For
example, the form lease for the newly
constructed Noble Tower office
building, a Chinese—foreign cooper-
ative venture, implies that the tenant
must start paying rent not when the
space is ready to occupy, but merely
after the building is “‘substantially
complete.”

China drives a hard bargain

The choice of form contract often
demonstrates the parties’ respective
bargaining power at the time of ne-
gotiation. When one party has mo-
nopoly power, the other party has no
choice but to accept a one-sided form
contract. In real estate transactions,
the looming specter of a glut of hotel
and office space in several Chinese
cities has suddenly made landlords
more receptive to changes suggested
by tenants to the form leases. But, as
shown by several of the form con-
tracts described below, the stronger
party still frequently adopts a very
hard line.

e FESCO contracts. Under Chi-
nese law (and strengthened by new
penalty regulations last April and Oc-
tober), China’s Foreign Enterprise
Service Corporation (FESCO) enjoys
an absolute monopoly in supplying
Chinese workers for foreign com-
pany offices. FESCO insists that all
foreign companies sign exactly the
same employment contract for such
workers and usually rejects any alter-
ations. However, foreign firms that
hire many FESCO workers wield
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greater bargaining power, and some
have reportedly been able to modify
the form contracts.

e Offshore oil contracts. Experi-
ence with China's offshore oil con-
tracts also shows that as the seller’s
monopoly power decreases, the seller
becomes much less insistent on
strictly adhering to its form contract.
When oil prices were at their peak in
the early 1980s and foreign oil com-
panies were jostling to participate in
China's offshore oil exploration, the
China National Offshore Oil Cor-
poration (CNOOC) was able to struc-
ture all their contracts following the
CNOOC model. Based on oil con-

tracts used by the governments of

Norway, Brazil, and Indonesia, the
CNOOC model contract sharply lim-
ited the managerial control and po-
tential profitability of foreign oil
companies.

But the tables were turned by
1986, as prices reached historic lows
and most foreign oil companies dras-
tically cut exploration and develop-
ment expenses. The contracts negoti-

ated in China’s second round of

offshore bidding and other oil-re-
lated contracts signed in 1986 and
1987 tend to diverge from the

CNOOC model contract in favor of

foreign oil companies.

¢ Equipment purchase contracts.
According to conventional practice
in the United States and elsewhere, in
a sale of equipment or technology,
the seller, rather than the buyer, de-
termines the form contract used.
This makes sense because the seller
usually has shaped the contract to fit
the particular complexities of its in-
dustry, product, or technology.

But when selling equipment or
technology to China, foreign compa-
nies are often forced to use the form
contracts provided by the Chinese
buyer. In addition to the Know-how
Form Contract and the License Form
Contract mentioned previously, a
standard purchase form contract
generally appears when the foreign
trade corporations under the Minis-
try of Foreign Economic Relations
and Trade (MOFERT) are ready to
buy equipment or goods [rom for-
eign companies. Although the Sales
Form Contract is extremely simple
and leaves many things unstated,
some terms may still be unacceptable
to the prudent foreign company.

For example, China’s standard
Purchase Form Contract usually stip-
ulates that disputes are to be arbi-

trated in Beijing before the Foreign
Economic and Trade Arbitration
Commission (FETAC) of the China
Council for the Promotion of Inter-
national Trade. Last year a foreign
attorney was permitted, apparently
for the first time, to represent a for-
eign company in an arbitration be-
fore FETAC. But most foreign com-
panies still have good reason to
prefer arbitration in a third country
such as Sweden or Switzerland. The
expense of arbitration in a third
country is a more effective bargain-
ing tool for foreign companies in the
event of a dispute. And in a FETAC
arbitration, the foreign party is not
allowed to choose even one member
of the arbitration panel from its
home country or a neutral third
country; the entire panel must be
picked from a short list of prescribed
Chinese arbitrators.
Issues in joint venture contracts
Perhaps the most frustrating form

contracts that foreign companies
deal with in China are the “model”

joint venture contract and articles of

association (JV Form Documents) en-
countered in negotiations for the
establishment of Chinese—foreign eq-
uity joint ventures. Distributed since
late 1984 by MOFERT, these JV Form
Documents are vague and simplistic,
and at points inconsistent with Chi-
na’s laws regulating equity joint ven-
tures, such as the Rules for the Im-
plementation of the Joint Venture
Law of the PRC.

The JV Form Documents were
drafted by MOFERT to facilitate for-
eign investment. Instead, they have
often had a counterproductive effect
on joint venture negotiations. Cer-
tain Chinese negotiators, as well as
some local approval officials, misun-
derstand the purpose of the JV Form
Documents and regard them as man-
datory standard contracts to be fol-
lowed word for word. The negotia-
tion and approval process becomes
simply that of placing the draft con-
tract and articles of association
alongside the JV Form Documents,
and making a rote comparison. Obvi-
ously, this is less risky from a burcau-
cratic standpoint, and requires much
less effort than a careful reading of a
contract that has been the result of
months of negotiation between the
parties.

As a result, negotiations are often
deadlocked from the very beginning,
as the Chinese side refuses to make



even minor clarifications. Alterna-
tively, the negotiations may turn into
the exercise of trying to make the
contract and articles resemble the JV
Form Documents in outward appear-
ance (particularly in the more con-
spicuous front part of the docu-
ments), while
substantive points are concealed in
the back of the documents or in
lengthy appendices.

Many Chinese officials and lawyers
admit that the JV Form Documents
are inadequate for regulating the
great variety of equity joint venture
projects ranging from tourist hotels
to machinery manufacturing plants.
High-level MOFERT officials have re-
peatedly assured foreign investors
that the JV Form Documents are
merely models for reference and that
the parties to the joint venture are
[ree to reach their own agreement on
the contract and articles of associa-
tion. But such enlightened opinions
at the top are often ignored by the
local authorities empowered to ap-
!)T()\"(‘ j(lilll venture I)I‘U_jl:'('lﬁ.

controversial

Government approval

The battle of forms in China can be
especially exasperating for foreign
companies because the Chinese gov-
ernment is often the invisible third
player, acting as both the coach for
the Chinese side and the referee that
ultimately approves the contract.

For example, under Chinese law,
all joint venture contracts and arti-
cles of association must be approved
by MOFERT’s Foreign Investment
Administration before becoming le-
gally eftfective. MOFERT delegates au-
thority to approve contracts under
certain dollar ceilings to local ap-
proval authorities, usually the local
“Foreign Economic Relations and
Trade Commission’ (FERTC). The
Beijing FERTC, for example, can ap-
prove industrial joint venture
projects with a total investment of up
to $10 million, while the approval
ceiling for Shanghai is $30 million,
and most provincial FERTCs can ap-
prove projects valued up to $5 mil-
lion. Under current practice, such
ceilings may be adjusted upward by
about 10 percent without necessitat-
ing MOFERT approval.

Local authorities can also approve
most service projects such as tourist
hotels, expatriate apartments, and
office buildings. But, in a disturbing
recent case, MOFERT attempted to
amend a joint venture contract that
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had already been approved by the au-
thorized local officials. This action
was justified by an internal regula-
tion giving MOFERT the right to re-
view local approvals.

Contracts for the transfer of tech-
nology must also be approved by
MOFERT through its Technology Im-
port and Export Department, al-
though the power to approve
projects valued at under $5 million is
usually delegated to local or ministry
authorities.

The requirement of Chinese gov-
ernment approval gives the Chinese
side a formidable weapon in the bat-
tle of the forms. The Chinese negoti-
ator can threaten that unless the for-
eign company accepts the Chinese
form contract, the transaction in
question will not be approved. Or he
can claim that a particular contract
clause suggested by the foreign com-
pany violates internal Chinese regu-
lations, so that even if both sides
agree to it, higher authorities will
withhold approval.

It is very difficult for foreign com-
panies, especially those unfamiliar
with China, to respond to such nego-
tiating tactics. Even if the Chinese ne-
gotiator’s threats are false, the for-

cign party usually has no way of

calling the bluff. Most published laws
in China are vague and general, with
more detailed administrative deci-
sions and regulations published
sporadically in specialized journals,
or distributed privately only to inter-
ested foreign firms.

Foreign companies (or their
agents) may resort Lo developing per-
sonal contacts with the approval ofh-
cials so that they can check directly
on the acceptability of particular
contract provisions. This approach is
not foolproof, however. Even Chi-
nese othcials from the same govern-
ment office sometimes give inconsis-
tent or even contradictory positions
on specific issues.

The power of precedence

Another strategy foreign compa-
nies use in negotiating contracts is to
enter the negotiation room armed
with a stack of selected contract pro-
visions from previously signed and
approved contracts. When the Chi-
nese negotiator pronounces a for-
eign company’s proposed contract
provision “contrary to Chinese law”
and predicts that the contract will not
be approved, the foreign company
(within the bounds of any confiden-

tiality obligations) can proceed to
demonstrate that the exact same pro-
vision has been accepted in other ap-
proved contracts in China.

It is surprising how miraculously
convincing such an argument can be
to the Chinese negotiator, sometimes
breaking months of deadlock. For a
Chinese negotiator (or approval offi-
cial) the rewards for good perfor-
mance are minimal, while the penal-
ties for making a mistake are great.
Nothing is as reassuring as evidence
that other Chinese negotiators and
ofhcials have also agreed to a particu-
lar contact provision.

The legal influence

Increasingly, lawyers from Chinese
law firms participate in negotiations
with foreign companies and often
play a helpful role as far as contract
language is concerned. Unlike some
Chinese negotiators and officials who
still expect the contract for a com-
plex 30-year project to be as readable
as the ("V(‘lli]lg ]lt‘W?i[)ilpt'l'. ]]Ilely ()[-
the younger Chinese lawyers realize
the need for precision and complete-
ness in contract language.

But as Chinese lawyers admit pri-
vately, they will always be in the am-
bivalent position of acting both as the
lawyer for the Chinese party and as
an officer of the government. As
such, if they are willing to affirm that
a contract is satisfactory from Chi-
na's viewpoint, the approval author-
ity will generally take their word for
it. From a bureaucratic perspective,
the lawyer’s neck is on the line.

The Chinese government should
recognize that the entire contract ne-
gotiation process can be in itself a
valuable transfer of “legal technol-
ogy.”” By negotiating with foreign
companies, the Chinese side gains
“know-how for conducting interna-
tional business, which can be used in
future transactions. And as Chinese
companies and lawyers become more
familiar with international contract
documentation, foreign companies
will find negotiations in China be-
coming progressively more routine.

Conversely, foreign firms and law-
yers can learn a great deal from nego-
tiations with their Chinese counter-
parts. By being forced to explain and
simplify boilerplate contract clauses
whose verbose obscurity is usually
taken for granted, they will learn not
only about doing business in China
but may also gain a fuller under-

% - & e
standing of their own contracts. 7«
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BEIJING HOTEL LEASE AGREEMENT

The lessor Beijing Hotel
The lessee:

¥ rjM :ﬂaude gu.;ed. MaBa‘?""‘F

3. Rent ) ] . Ja&lﬂw "t&;m#‘e
A. The rent of the room js yuan per day, (foreign exchange certifi Jhia Josic: Laroee locide ok
B.  The lessee have to Pay the rent of the room once a month j : M

office of the Jessor. e '

C. The rent of the room will be readjusted as ghe]

the rooms of the hote] as a whole.

6. Furniture and electrical equipment
After the renting of the room, if the lessee wants to remaove the inherent furniture
or add new furniture, telephone, telefax, telex-machine, duplimtiong-machinc, tele-
vision, tape recorder, vidcocordcr, clectrical oven, iron, etc. The lessee should go
through procedures with an introduction letter at the management department of

2. According lo the lerms of
the form lease, the lonant muil
have lhe holel's permission lo
add new furnilire or lo bning
in euen a lape recorder. The

lh:ssa:)r The lessee shall not do above-montioned things without the Permission / s any
€ssor, ta &e 4 g ﬁ
7. Lessee’s Covenant #

E. Not to use the premises for any illegal or immora] Purpose,
F. Not to use the premises for rearing carle (e-g- bird, pigeon, M
—-__—___.____—___

9. Default

of such fourteen days period and lessce shall then vacate ang surrender the premijses 4. Tranddalion: the holel can

r

move the lencnd on ane week's
B. Ifone side stop the lease agreemen before the dye date, the side which stop L

the lease agreement should compansate for the other side 50 per cent of the total rent
of the period which has not been implemented (except for fepairing or reforming),

During the period of repairing or reforming, the room of the lessce will be arranged

In witness whereof; the lessor and lessee respectively signed this lease agreemen
on the day and Year above written,

Lessor: Lessee:
Beijing Hotel
By

1



NEWSMAKERS

Fang Yi on Science and Technology

State Councilor Fang Yi came to the United States in May on the delegation led by Vice Chairman of China’s Military Affairs Com-
mission Yang Shangkun. As minister in charge of the State Science and Technology Commission from 1977 to 1984, Fang Yi estab-
lished a reputation as a strong proponent of science and technology reforms, and continues to be China’s chief science and technology
spokesman in matters before the Central Commitiee of the CCE, of which he is a member. Fang Yi accompanied Deng Xiaoping on his
historic US visit in 1979 and served as co-chairman of the US-PRC Joint Commission on Cooperation in Science and Technology in
Washington, DC, in October 1981, In 1981 Fang Yi discussed China’s science and technology plans and priorities with The CBR.
On his latest trip he spoke to CBR editor Madelyn Ross about science and technology issues concerning the United States and China.

CBR: The United States and China
continue to expand science and tech-
nology contacts. Could you comment
on the successes and problems in this
area of t‘m)pcralinrl?

Fang: Since 1979 cooperation in sci-
ence and technology between China
and the United States has been car-
ried out quite smoothly, and both
sides are quite satisfied with the re-
sults. Sino-US cooperation in sci-
ence and technology has become a
very important part of our bilateral
relations and has contributed greatly
to the development of our relations.

Up to now we have signed 27 sci-
ence and technology protocols be-
tween our two countries. Our two
sides complement each other, and
both have made progress through
this form of cooperation. Such co-
operation gives scientists a wide
range of opportunity for contact and
exchanges with each other. Chinese
scientists are learning advanced sci-
ence and technology theory and
methods from the United States that
are very helpful to the acceleration of
the Four Modernizations in China.
There’s great potential in this co-
operation, and we hope for further
development—particularly in the
fields of high technology, such as
space, biotechnology, microelectron-
ics and—I should add—the *“‘in”’
subject for development: super-
conductivity. In superconductivity,
our scientists have achieved quite re-
markable results, because China is
rich in the resources for super-
conductivity. [China ranks first in the
world in rare earth reserves. Early
this year Chinese scientists reported
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significant advances in the develop-
ment of a new superconductor that
achieves zero electrical resistance at
temperatures higher than ever be-
fore possible.—Ed.]

The cooperation in science and
technology provides opportunities
{for Chinese scientists to come to the
United States and work with US sci-
entists in the labs here. The US scien-
tists can also take advantage of this
cooperation 1o go to China and learn
about the unique geographical envi-
ronment and unique phenomenon
and collect important data and in-
formation. For instance, just re-
cently, in the held of superconductiv-
ity, Chinese scientists provided
important information to US scien-
tists in the Y-BA-CU field [Yttrium-
Barium-Copper; materials used in
the development of superconduc-
tors.—Ed.]. China is quite rich in
such material. And cooperation in
science and technology can also pro-
mote the development of trade.

CBR: How has the US export con-
trols situation affected technology
exchange between the two countries?
What changes would you like to see in
this area?

Fang: Restrictions on the export of

technology on the part of the United
States do have an impact on the
development and depth of the sci-
ence and technology cooperation be-
tween our two countries.

We have taken note that, since
1983, the US government has
adopted some successive measures to
case lh(' I(‘.\lll( ll(]llh on t‘)&p()l‘ls 10
China, and this has played a positive
role in promoting the trade in tech-
nology and products between our
two countries. But we can also see
that—although the United States has
put China into Group V—the US
government has never really ac-
corded China the treatment of
Group V. Vice Chairman Yang put
forward this question at talks that
were held this morning between Sec-
retary of State Shultz and Vice Chair-
man Yang and the Chinese delega-
tion.

To sum up, the transfer of technol-
ogy will benefit science progress in
both the United States and China.
The more technology the United
States transfers to China, the more
goods the US will be able to export to
China. Take the case of satellite
ground stations. The US transferred
part of the technology to China, and
then China imported some equip-
ment from the US. So in this way the
bilateral trade volume increased, and
US exports to China increased by a
large margin. Therefore, it is my
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hope that the US government will
continue to make efforts to promote
the cooperation between our two
countries in science and technology
to develop in a more “in-depth™ di-
rection.

CBR: What role do intellectuals play
in China’s modernization? Are they
gradually assuming more decision-
making positions?

Fang: In the process of moderniza-
tion, the Chinese government atta-
ches great importance to the role of
Chinese intellectuals. This is a fixed
policy that will not change for a long
period of time—the Chinese Com-
munist Party respects knowledge and
respects those professionals. There-
fore, the majority of intellectuals are
trusted by both the government and
the people, and they have become the
backbone in building socialist mod-
ernization. They are now playing a
more and more important role in
China’s science and technology, cul-
ture, education, health, and also in-
dustrial and agricultural production.
Senior intellectuals now serve as the
directors of all research institutes in
China. Scientists and technicians are
playing a large role in decision-mak-
ing for very important projects, such
as the Baoshan Iron and Steel Com-
plex in Shanghai, a large project in-
volving several billion yuan of invest-
ment, that turns out 6 million tonnes
of steel annually. We have employed
some experts as our consultants and
advisers in this project and achieved
marked results. I can say for sure that
the Chinese intellectuals will play an
ever greater role in important deci-
sion-making in China.

CBR: There are many students from
China studying now in the United
States. What effect do they have on
China’s modernization?

Fang: Since 1979 more than 23,000
students have come to the United
States, some of them sent by the State
and some on their own. They have
learned a lot in the United States. At
the same time, they have also made
contributions to the United States in
the helds of education, science and
technology, and economic develop-
ment. They have also enhanced the
friendship and mutual understand-
ing between our two peoples. More
than 7,000 of them have already
gone back to China and become the
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bhackbone in the ranks of our science
and technology personnel. They are
also playing a positive role in China’s
development and  the implementa-
tion of the policy of opening to the
outside world. China’s socialist mod-
ernization needs professionals of var-
ious fields in large numbers. There’s
no doubt that the students who study
abroad and who do research abroad
will be accorded a warm welcome
home by their motherland and their
people, and will contribute their tal-
ents and their knowledge to the Four
Modernizations program in China.

CBR: How is China utilizing the skills
of the many Chinese students trained
overseas? How are these returned
students assigned jobs?

Fang: When we send students abroad
(1.e., government-sponsored stu-
dents), we follow a policy of sending
them in accordance with our own
needs. What they learn will then be
used at home. To bring into full play
the role of students who have studied
abroad is a key link in our work of
sending students abroad. This gives
expression to the policy of the Party
on intellectuals. For those students
who have studied abroad and re-
turned to China, we will follow the
principle of using what they have
learned abroad to assign them jobs.
As for those students who went
abroad to study on their own, we
treat them in the same way in assign-
ing jobs, and give play to their indi-
vidual knowledge and expertise.

Yang Shangkun, vice chairman of
China’s Military Affairs Commission,
recently led a distinguished delegation
of China’s military, technology, and
foreign affairs leaders on a State visit
to the United States. The delegation
met with member firms of the Na-
tional Council for US=China Trade at
a reception in Washington, DC, on
May 18, one of their few chances to
meet with a broad segment of the busi-
ness community.

National Council Hosts Yang Shangkun Delegation

- )

_—
Yang Shanghkun (top) and Xu Xin, deputy
chief of the PLA General Staff (below)

meet with Council members.

A toast to friendship . . . (left to right) Vice
Chairman of the Military Affairs Commis-
sion Yang Shanghkun; Claus M. Halle,
chairman of the board of the National
Council for US-China Trade, and Roger
Sullivan, president of the National Coun-
cil.
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oncern over last year's $166
billion and growing US
trade deficit is bringing
each US trading partner un-
der the close scrutiny of Congress.
Legislators looking at US-China
trade for 1985 and 1986 will see US
deficits of $368.5 million and $2.134
billion, respectively. But Chinese
trade officials insist that in fact it is
their country that runs a deficit in bi-
lateral trade, and that they can only
continue to buy more US products if
the United States imports more Chi-
nese goods to eliminate this deficit.
Discrepancies in trading partner
data are not uncommon, but the gap
between Chinese and US statistics
has widened each year since 1981. In
fact, both sets of Chinese trade statis-
tics—those compiled by the Ministry
of Foreign Economic Relations and
Trade (MOFERT) and China's Cus-
toms service—difter widely from US
Commerce Department trade statis-
tics. In 1986 US statistics put total
two-way trade at $8.3 billion, with the
United States registering a deficit of
$£2.1 billion. On the other hand, Chi-
nese customs statistics show a $7.3
billion trade total with a $2.1 billion
deficit for China, while MOFERT’s
figures calculate two-way trade to be
$5.8 billion with an $863 million def-
icit on China’s books. Several factors
account for this discrepancy:
¢ Transshipments and Re-ex-
ports. Transshipments through third

_ China’s Purchases from the US

CHINESE STATISTICS:
IMPORTS FROM US

193]

{billion %}

US STATISTICS:
EXPORTS TO CHINA

79 80 81 82 83 84 85 86

parties, particularly Hong Kong, are
the major factor in the different per-
spectives on trade, contributing to
well over half of the discrepancy. US
statistics record imports and exports
according to the country of origin
and hnal destination of goods. But
both MOFERT and Chinese Customs
statistics generally count goods sent

US-China
Trade

Discrepancies

Nai-Ruenn Chen

via Hong Kong for reshipment as
originating in or bound for that city.

Since the United States requires a
product to be “‘substantially trans-
formed™ to have its country attribu-
tion changed, some Chinese prod-
ucts designated for shipment to
Hong Kong show up as Chinese ex-
ports to the United States. Transship-
ment through Hong Kong is more
common for Chinese exports to the
United States than for trade going in
the other direction. Manufactured
goods, particularly textiles, toys, and
handbags, account for a major por-
tion of the discrepancy in the size of
US imports. In the case of US ex-
ports, the Hong Kong routing is a
significant factor only in a few spe-
cific product categories such as office
machines and automatic data pro-

US Purchases from China

6

. US STATISTICS:
IMPORTS FROM CHINA

4

&

$i3

3
2

CHINESE STATISTICS:
EXPORTS TO THE US

79 80 81 82 83 84 85 86

cessing equipment.

Transshipments through third par-
ties other than Hong Kong cause sta-
tistical discrepancies for just a few
specific products, such as crude oil,
grain, and timber products. US im-
port figures on Chinese crude oil and
comparable export figures compiled
by Chinese Customs varied by 30 per-
cent in 1985, a direct function of
transshipments through Japan. In
that year, more than 2 million tonnes
of Chinese crude oil worth some
$400 million were shipped to the
United States from China's storage
facilities in Japan. These shipments
are classified as imports from China
in US trade statistics but are counted
as exports to Japan in China’s Cus-
toms staustcs.

® Goods Valuation. Chinese and
US trade statistics also use different
methods to determine the value of
traded goods. Chinese statistics re-
port exports on an FOB (free on
board) basis and imports on a CIF
(cost, insurance, freight) basis. US
trade statistics report exports in
terms of FAS (free alongside ship)
value and import statistics in terms of
customs (similar to FOB) and CIF
values. The root of the difference is
that China bases import duties on a
CIF valuation of the goods, while the
United States uses the customs valua-
tion to compute duties.

A simple calculation reveals how
much of a discrepancy is caused by

I PERCEPTIONS OF TRADE

| US and Chinese Statistical Discrepancies, 1979-86

+2

CHINESE

+1 STATISTICS

(billion $)
=

US TRADE
STATISTICS

79 8081 82 83 84 8586

NOTE Chinese figures for 1979, 1980 provided by MOFERT. All other years based on China’s Custom’s Statistics.
SOURCE: US Department of Commerce Trade Statistics, MOFERT, State Statistical Yearbooks, State Statistical Bureau Communique, Feb. 1987.
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this factor. The difference between
the customs and CIF values as tabu-
lated by the United States shows that
the cost of freight and insurance for
US—China trade averages about 9
percent of the FOB value of imports.
Applying this average for 1986, the
different methods for valuation ac-
count for 24 percent of the discrep-
ancy between the FAS value of US
exports and the CIF value of Chinese
import statistics and 18 percent of
the discrepancy between the CIF
value of US imports and the FOB
value of Chinese export statistics.

* Recording Systems. The two
countries use different methods 1o
record some trade items. The treat-
ment of leased equipment illustrates
how these different methods result in
discrepancies between trade figures.
A piece of equipment leaving the
United States under lease is included
in US export data if the contract pe-
riod exceeds one calendar year.
When the same piece of equipment
enters China, however, Chinese sta-

tistics record it in a separate category
that is not included when China’s to-
tal imports are calculated. Since
China has leased several US aircraft
in the past few years, Chinese import
figures on transport equipment are
significantly lower than US export
figures for the same category. In
1985 the United States valued trans-
portation equipment exports to
China at $745 million, while China
calculated imports from the United
States in this category at $456 mil-
lion.

e Currency conversion, time lags,
differences in statistical coverage, ac-
counting practices, and commodity
classification systems all contribute
to the US-China statistical discrep-
ancy, but these are more common

Nai-Ruenn Chen is an economist at the

International Trade Administration of

the US Department of Commerce. The
views expressed are those of the author

and do not necessarily represent those of

the Department of Commerce.

factors that contribute to differences
in many trade partners’ statistics.
Experts on trade statistics from the
US and Chinese governments met in
the fall of 1986 to discuss the dis-
crepancy. Both sides agreed that dif-
ferences in the treatment of trans-
shipments and the valuation of
imports on a CIF basis were the prin-
cipal reasons for the discrepancy and
resolved to continue investigating
the differences. But until China and
the United States standardize their
methods of recording transship-
ments, reconciliation of statistical
differences will not be possible. It is
transshipments through third par-
ties, especially Hong Kong, that rep-
resent the unique—and most impor-
tant—factor in US—China trade data
discrepancies. As Hong Kong be-
comes an increasingly important en-
trepot for China trade, the impact
that transshipments will have on the
discrepancy between US and Chinese
trade data is likely to become even
greater. %

he Ministry of Foreign Eco-
nomic Relations and Trade
(MOFERT) reports that

China had a trade deficit of

$5.76 billion last year—no small sum
for a country that jealously guards its
foreign exchange. But China's Cus-
toms statistics show a 1986 trade def-
icit of $12 billion—more than twice
as large. How can one country with a
highly centralized bureaucracy re-
port two such different sets of iigures
on foreign trade?

China’s Customs service and
MOFERT look at trade in very differ-
ent ways. The Customs Administra-
tion views trade as the physical move-
ment of goods. It compiles statistics
from customs declaration forms that
include virtually all goods moved
across China's borders. These statis-
tics are based on the international
trade classifications used by the
United Nauons Statistical Othce—
and are therefore comparable to
trade statistics from other countries.

MOFERT, on the other hand, fo-

cuses on foreign trade as an aspect of

China’s planned economy. Data on
the trade activity of factories, mines,
and other enterprises officially au-
thorized to engage in foreign trade
form the basis of MOFERTs statistics.
MOFERT’s mandate to monitor and
report on fulfillment of State foreign
trade plans influences its classifica-
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tion of imports and exports—
MOFERT’s categories correspond to
China’s internal planning and statis-
tical system and are based on the
range ol operations of China’s spe-
cialized import/export corporations.
Imports or exports of grains and veg-
ctable oils, for example, are listed in

Two Views
of China’s

Foreign Trade

Christopher M. Clarke

MOFERT's chapter 01, which corre-
sponds to the business scope of the
trading company known as
CEROILFOODS. (China's Customs
statistics place grains in the 04 cate-
gory, while vegetable oils fall in the
40 classification.)

Technical differences in the type
of transactions counted in Customs
and MOFERT trade statistics further
complicate attempts to compare the
different sets of numbers.

e Customs only includes transac-
tions that take place on Chinese terri-
tory, while MOFERT reports all the
transactions of its subsidiary cor-
porations. These include triangular
trade and barter arrangements that

MOFERT oversees.

e Customs statistics include the full
value of parts and materials broughi
into the country for export process-
ing and the total value of these pro-
cessed goods when they are ex-
ported. MOFERT figures generally do
not include these imports and count
as exports only the “value added™ in
processing arrangements (i.e., labor
costs and processing fees).

® China’s Customs service compiles
import and export statistics regard-
less of whether the goods are related
to foreign investment projects. Thus,
Customs includes both the value of
imported components and materials
and the full value of exported fin-
ished or semi-finished products.
MOFERT, however, regards imports
of technology, raw and processed
materials, and goods or materials for
investment as “utilization of foreign
capital,” instead of imports. MOFERT
statistics, however, do include the
full value of joint venture exports.

® MOFERT compiles statistics on
the value of multilateral and bilateral
grants (including imported materials,
lecture fees, and training fees) but
does not include them in import—ex-
port figures. Customs figures include
the value of customs-cleared com-
modity aid, material donations, and
gifts reported on customs declara-
ton forms.
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Manufacturing
Equity Joint
Ventures in
China

A progress report and
experience guide

By A.T. Kearnev and the
International Trade Research
Institute of the People’s
Republic of China

Executive perspectives on
manufacturing equity joint
ventures in China by
companies based in Europe,
Hong Kong, Japan and the
United States

How to order: Send the form
below with a check for US$750
made out to A.T. Kearney, Inc.,
for one copy. A prelerred pricing
structure is available for purchase
ol multiple copies. For informa-
tion, contact the Corporate
Communications Department at
the address below or telephone

312-648-0111.

A.T. Kearney., Inc.

China Study

222 South Riverside Plaza
Chicago. lllinois 60606 UI.S.A.

Please send copy(ies) of
Manufacturing Equity Joint
Ventures in China. 1 enclose check
for USS750.

| Name

Title =
Company _
Address

City

State/province
Country/postal code
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e Customs includes the value of
goods taken in and out of China in
excess of allowable duty-free levels by
cmbassies, joint ventures, represen-
tative offices, and individuals.
MOFERT does not.

e MOFERT counts as exports all re-
tail sales made in China’s domestic
foreign currency stores (including
“friendship stores,” service compa-
nies for personnel going abroad,
overseas Chinese stores, and the
Guangzhou Trade Fair), samples or
other goods sold for foreign ex-
change to foreign visitors, supplies
sold to foreign ships and airlines, and
commodities sold to Chinese—foreign
joint ventures for foreign exchange.
The Customs Administration does
not—unless the items are declared to
Customs when the purchaser leaves
the country.

e MOFERT also counts as exports
goods billed through Hong Kong or
Macau but delivered to a consumer
in the interior (i.e., internal hard cur-
rency sales made by a joint venture
but billed through Hong Kong) and
goods purchased by a Chinese con-
sumer with foreign exchange as a
substitute for importing the same
product. MOFERT counts as imports
purchases made by China’s foreign
trade companies of gold or silver
from the People’s Bank of China for
use in making jewelry and handi-
crafts. Customs does not count such
transactions.

e The definition of the importing
or exporting location causes further
discrepancies. Customs records two
types of information: the country
“purchased from™ and “sold t0.”
For trade via Hong Kong and Macau,
Customs statistics provide that if the
transaction is done through a Chi-
nese trade organization, and if the
country purchased from or sold to is
reliably known when the goods are
imported or exported, the country is
recorded. MOFERT statistics extend
this treatment to IMports or €xports
made by Chinese-owned Hong Kong
or Macau enterprises. When goods
transit through Hong Kong or Macau
to an unknown destination, both
Customs and MOFERT statistics regis-
ter Hong Kong or Macau as the trade
target country. Under both systems,
most such transshipped goods are

Christopher M. Clarke is a China ana-
lyst with the Department of State. The
views expressed here are his own, not
those of any governmental agency.

listed as having Hong Kong and Ma-
cau as their final destination.

e MOFERT and Customs statistics
use the same method o calculate the
exchange rate applicable to a particu-
lar transaction: both use the ofhicial
exchange rate in effect when goods
are entered into their respective
records. But even this small proce-
dural similarity does not mean the
two sets of higures always agree since
a single transaction is not always en-
tered in the two sets of books on the
same day. Customs records exports
when the goods clear customs and
lists imports on the date when the
goods are approved for release and
entry. MOFERT counts imports when
the goods arrive in the first port of
entry and records exports according
to the date on the export loading cer-
tificate. This means that for the same
transaction, MOFERT figures often
predate Customs figures on imports
but lag on exports.

Since China began to release both
sets of figures in 1981, analysts of
China’s foreign trade have favored
the Customs figures, which are con-
sidered more comprehensive and
compatible with international statis-
tics. The discrepancy between the
two sets of statistics remained rela-
tively small—less than 10 percent—
between 1981 and 1984, In 1985,
however, the figures began to differ
substantially as decentralization of
China’s foreign trade structure be-
gan to allow more trade outside the
State plan—and thus beyond
MOFERT's statistical coverage—
while local governments and traders
went on a massive buying spree. Cus-
toms’ total trade figure in 1985 was
almost 18 percent higher than that
reported by MOFERT, and Customs-
reported imports exceed MOFERT's
figure by 26.5 percent. That gap wid-
ened in 1986 with Customs’ total
trade figure 23.5 percent higher and
imports 31 percent higher than
MOFERT's figure.

In a recent interview, MOFERT’s
Minister Zheng Tuobin stated that
China would continue to compile
both sets of trade statistics, since
MOFERT's “‘business figures™ are
needed for economic planning.
While the two statistical systems
may cause some confusion, China
trade analysts have found a blessing
in disguise—they are watching the
discrepancies for clues to the
progress of China’s foreign trade re-

forms. 7.
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Well-cultivated in China

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

[t has taken the Hongkong and Shanghai Bank over
a century to develop our present knowledge of
China and to have the largest representation of any
foreign bank in China. We have offices in Beijing,
Guangzhou, Shanghai, Shenzhen, Xiamen, Wuhan
and Tianjin. Furthermore, we have a substantial
group of specialists in HongkongBank China
Services Limited.

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

information on commercial law, tax regulations
and how to avoid pitfalls.

The Hongkong and Shanghai Bank even produces
a quarterly newsletter to keep customers aware of
economic events, policies and developments in
China.

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

Contact HongkongBank China Services Limited
at 13th floor, 1 Queen’s Road Central, Hong
Kong, or any of our 1,300 offices in 55 countries.
We'll help you grow in China.
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HongkongBank

The Hongkong and Shanghai Banking Corporation

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

Wardley * James Capel = CM & M
Equator Bank

Carlingford and Gibbs Insurance Groups
Concord Leasing

CONSOLIDATED ASSETS AT 31 DECEMBER 1986
EXCEED US$91 BILLION
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Patricia Theiler

£

ast March some residents of

Shanghai were startled to

find a familiar building dec-

orated with a two-story high
portrait of Kuomintang leader
Chiang Kaishek. Foreign names like
“Burkhill” and “Park™ appeared on
street signs. On a side street, Chinese
pulling carts full of household goods
were fleeing invading Japanese sol-
diers. Shanghai residents soon real-
ized that they had indeed been “in-
vaded”’—but only by foreigners
packing cameras and lighting equip-
ment for Empire of the Sun, a Sino-
American coproduction directed by
Steven Spielberg.

Spielberg, whose films reportedly
have grossed as many US dollars as
there are Chinese people, spent two
weeks in Shanghai filming scenes for
his upcoming movie about a young
English boy’s struggles to survive a

Japanese prisoner of war camp. He

was the second big-name movie di-
rector to film in China within the last
six months. Italian director Bernardo
Bertolucci spent five months, most of
it inside Beijing’s Forbidden Ciy,
filming The Last Emperor, the story of
the last ruler in China’s 3,000-year
dynastic history.

Although there was plenty of ex-
citement on the Spielberg and
Bertolucci sets, considerably less en-
thusiasm for such ventures prevails
among some in the foreign hlm in-
dustry. The big Hollywood studios, in
particular, are wary of the financial
risks of film making in China even as
they are attracted to the potential
profits. Film makers claim that many
ol their financial and bureaucratic
concerns are similar to those raised
by the foreign business community in
general. But the flurry of movie-mak-
ing activity in recent months indi-

Patricia Theiler is a free-lance writer
living in Beijing. National Council
Beijing  Office Deputy Representative
Zheng Xiao contributed to the research of
this article.

cates that many find the risks worth
taking.

From Kung Fu thrillers to lavish
coproductions

For two decades after the founding
of the People’s Republic, most for-
eign film directors who wanted to
make a film about China had to shoot
in Taiwan or Hong Kong. The few
foreign films shot on location were
documentaries. The founding of the
China Film Co-Production Corpora-
tion in 1979 changed all this: the cor-
poration has now worked with film
producers from 40 countries to pro-
duce 33 feature films and 68 docu-
mentaries.

Many of the feature films are inex-
pensive martial arts thrillers and his-
torical dramas coproduced with
Hong Kong studios. They usually do
quite well in both China and Hong
Kong. Chinese audiences are enthu-
siastic about action films; Hong Kong
audiences enjoy watching films that
use authentic locations on the main-
land as a backdrop. Cotton Robe, one
ol the most popular, reportedly
broke box office records in Hong
Kong in 1985.

Coproductions with the West and

Japan usually involve independent

production companies rather than
major studios. One of the largest and
most expensive of China’s interna-
tional coproductions—and one of
the most successful—was Marco Polo,
a $25 million Sino-Italian coproduc-
tion released in 1982, directed by
Giuliano Montaldo.

In 1986, another noted ltalian di-
rector, Bernardo Bertolucci, at-
tempted a historical extravaganza of
his own. The Last Emperor rivals Marco
Polo as one of the most elaborate
coproductions ever staged in China.
The $23 million picture traces the
story of Pu Yi, whose life as emperor
and common citizen spans six turbu-
lent decades of Chinese history. No
major problems have been reported
so far, although the logistics of trans-
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porting and directing thousands of

extras have been immense. Dressing
and shaving the heads of these extras
took as much as six hours a day and

required the combined talents of

many of Beijing’s barbers. Several
hundred carts were used to carry
food, clothing, and water to the For-
bidden City where the hlming was
done. Presumably to boost morale,
Bertolucci shipped over massive
amounts of pasta, cheese, canned to-
matoes, and mineral water.

A variety of options

Bertolucci spent two years negoti-
ating the project. His application was
one of hundreds submitted to the
China Film Co-Production Corpora-
tion. The Italian production com-
pany eventually won the right to film
in China and to distribute the film
world wide. It retained production
control and responsibility for attract-
ing investors. The Chinese coproduc-
tion company assigned a Chinese film
studio to provide studio facilities and
extras, build sets, and scout out loca-
tions in exchange for script approval
and distribution rights in China. In
addition to the in-country costs,
Bertolucci paid undisclosed sums to
the Beijing Film Studio and to the
Forbidden City. He also paid the
China Film Co-Production Corpora-
tion a percentage fee of the total
budget for their involvement. This is
the most common form of coproduc-
ton arrangement in China.

Like the Bertolucci production,
the Spielberg film was organized
through the coproduction corpora-
tion, which received a fee for its in-
volvement. Total outlays for the 10
days of shooting in Shanghai
amounted to several million dollars,
covering location fees, living ex-
penses, the cost of props and cos-
tumes made in China, and salaries.
Half of the film crew consisted of
Chinese on loan from the Shanghai
Film Studio.

Two other options open to foreign
production companies are:

® A joint venture with distribution
profits based on investment shares.
Norman Bethune, now in production,
is the first coproduction that involves
China as an investor in a coproduc-
tion with a Western film company.
Because the Chinese are joint part-
ners with French and Canadian pro-
ducers and will be sharing profits in
world distribution, they have more ai
stake. They also have more to gain if
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filming goes smoothly and the film is
a commercial success. The French
and Canadian sides invested $10 mil-
lion in the
contributed additional funds largely
calculated in the form of payments
tor labor, living expenses, and other

film while the Chinese

Services.

e A hlm made in both countries
with each country paying for the local
costs. Using this option the Chinese
produced a flm with the Japanese
The Go-Masters. Under this
type of arrangement, both countries
control distribution in their
tries and share worldwide distribu-
tion profits based on the proportion
of their investment.

While most coproductions are
made through the coproduction cor-

called

coun-

poration, some overseas Chinese
have used a third avenue. Director
Peter Wang and producer Shirley
Sun worked with the news agency of
the China Overseas Aftairs Ofhce to
arrange filming of The Great Wall, a
light-hearted look at the differences
between American Chinese and their
relatives on the mainland.

The bottom line

Foreign film producers complain
that fees asked in China are among
the highest anywhere. Film profes-
sionals this article
generally agreed that low budget
shouldn’t be the deciding factor for
shooting in China. Fees, hotel and
other living expenses, and transpor-
tation costs make China an expensive

mmterviewed for

locale for productions using mostly

Steven Spielberg on location in Shanghai

foreign crew.

“Some foreign partners think we
charge a lot,” says Li Zhimin, direc-
tor of the China Film Co-Production
Corporation. But Li disagrees, add-
ing that the Chinese consider film co-
production a “cultural” rather than a
“commercial” venture. The fee his
company receives varies from film to
film but is usually a percentage of the
total investment.

Li says his company can help cut
through red tape and save money
when it comes to arranging every-
thing from visas to permission to
in historical areas. He esti-
mated one film group on location in
Xi'an could have saved $33,000
by going through his company
rather than making arrangements
locally.

shoot

Botches and blunders

The most famous case of every-
thing going wrong that could go
wrong is the making of the film Tai-
pan. Li takes care to point out that it
was not made with his company’s co-
operation. The film company ap-
proached him three times for assis-
tance but, says Li, “The contents
were no good.” The film deals with
the 1840s Opium War which, Li ac-
knowledges, ““the Chinese have
Eventually
the film was made through the copro-
duction company of the China Cen-
tral People's Television station and
with the help of the Pearl River
Movie Studio in Guangzhou. Follow-
ing its production in 1985, problems

strong feelings about.”
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were well publicized. Producer
Raffealla de lLaurentiis was particu-
larly outspoken.”If T had known it
was going to be this hard, 1 never
would have started,” she told report-
€rs.

The film was reportedly plagued
with problems over permits to film,
fees, and script, and was not released
in China. The coproduction company
of the China Central Television sta-
ton is now defunct, says Li. Before
folding, however, it did complete ne-
gotiations for the flming of Spring
Moon, the best seller on the life of a
Manchu noblewoman written by
Bette Bao Lord, the wife of US Am-
bassador 1o China Winston Lord.
Alan Pakula Productions, which
plans to make the film in cooperation
with the Shanghai Film Studio, has
vet to decide when shooting will be-
gin.

Li advises film directors anxious to
shoot in China to avoid pornography
and controversial subjects, including
“cause international con-
“tell the
truth, not exaggerate.” As directors
grow more familiar with China, they
are likelv to be more adept at avoid-
ing themes that will only spell trou-
ble. One script recently circulated
among American producers that is
not likely to see the light of day—in
China at least—plays up corruption
and intrigue among the Chinese lead-
ers of the Long March!

Coming up with the right content
is not the only problem. Another
prickly issue that has emerged on nu-
merous occasions is casting. Many
foreign directors complain that they
cannot find Chinese actors who can
handle leading roles with suthcient
subtlety and sophistication. But the

those that
flict.” Documentaries must

e
p——

S

Released in 1986, the Sino-American coproduction, A Great Wall, takes a lighthearted look at
the differences between American Chinese and their relatives on the mainland.
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Chinese are often offended by the
idea of a Westerner playing a Chinese
part. A compromise can sometimes
be worked out if the production can
find a Western-trained overseas Chi-
nese actor to play the role. But not
always. When American producer
Carl Foreman proposed making a
film about Sun Yatsen, the Chinese

jumped at the idea. A letter of intent

was signed, but nothing came of it.
The reason: Foreman insisted that
Sun Yatsen be played by Robert
DeNiro, Al Pacino, or Dustin Hoff-
man. Foreman told reporters that
“any one of those could have done it
from a physical point of view.”” But as
Foreman admitted, such a casting
choice would have meant “"a tremen-
dous loss of face’ for the Chinese.

Filming Norman Bethune

Even Norman Bethune, a Sino—Ca-
nadian coproduction that the Chi-
nese have strongly supported, has
had its share of Donald
Sutherland will star as Norman Be-
thune, the Canadian doctor who gave
his life in service to the Red Army in
the 1930s. As of this May, with film-
ing in progress, the Western and Chi-
nese partners still hadn't agreed on
an actor to play Mao Zedong. Says
one source familiar with the produc-
tion problems, “the Chinese want to
use an actor that has playved all the
Mao roles in Chinese films. But he is
too hammy and would only ruin the
film."™

Logistical problems are also frus-
trating, according to this source.
“Western film crews expect to make
the move to a new location 300 kilo-
meters away overnight. But when the
Bethune production had to move
from Beijing to Pingyao in neighbor-
ing Shanxi Province, it took six
days.” In addition, the August 1 Stu-
dio—the film company of the Peo-
ple’s Liberation Army, which is pro-
viding 90 percent of the actors, is
“slow to move' and has a reputation
for being less enthusiastic than most
other Chinese studios. ““Not all the
Chinese crew and equipment it has
supplied have been up to interna-
tional standards, so the foreign part-
ner is bringing in more ‘outside peo-
ple’ from Canada and equipment
from Hong Kong and Tokyo.” Nev-
ertheless, the source predicts, “Be-
thune will survive and do well.”

The film, like a great number of
others before it, was delayed for
years due to financial problems. Five

troubles.
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vears ago, Warner Bros. expressed
interest in making Norman Bethune
until it learned that the cost of pro-
duction would be equal to or above
the costs of making the film in the
United States. Other production
companies also declined film rights
until the Canadian production com-
pany Filmline International negoti-
ated an agreement with the China
Film Co-Production Corp. in 1985,
Investing in the film are the Cana-
dian Broadcasting Corporation,
Telefilm Canada, and a French pro-
duction company. This joint partner-
ship solved the problem of financing
the $16 million production, says
Sean Ryerson, production manager
on the film. Many other films have
not been so lucky. Some are still look-
ing for Western financial backing af-
ter five years or more.

Foreign film executives and script
writer Ted Allen, who was a close
friend of Bethune's, all insisted at a
press conference that the representa-
tion of Bethune would be realistic and
not a carbon copy of his image in
China as a revered hero. “We had no
problems with the Chinese over
script,”’ says Allen. When asked
whether the movie would feature Be-
thune’s reputation as a hard-drinking
ladies’ man as well as his contributions
as a doctor and humanitarian, Allen
said emphatically, *'it will all be in.”

On location at a railroad station in
the outskirts of Beijing, producer
Pieter Kroonenburg said the biggest
‘clash in the two systems’ is over
“different working hours.”
Kroonenburg said the Chinese prefer
to work from 9 am to 11:30 am,
break for lunch, and return for the
afternoon.

But if this particular shooting was
any indication, the foreigners had
convinced the Chinese of the value of
‘flextime.” The 180-person crew—30
from Filmline International and the
remainder from August 1 Studio—
was scrambling to shoot all night, try-
ing to squeeze everything in between
the last train of the day, which left
around 9:30 pm and the first train of
the day, which arrived at 5 am.

The location needed very little al-
teration: a Red Cross flag was added
along with a political slogan urging
China to keep up the fight against
Japan and a 1930s advertisement for
“Golden Mouse™ cigarettes. Despite
the services of numerous interpret-
ers, many crew members found their
own makeshift attempts at communi-
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cation to be just as effective. One
member of the foreign film crew ap-
proached a Chinese counterpart,
flipped through the pages of a dic-
tionary and pointed to a word. A
flicker of understanding crossed the
face of the Chinese, and the two
walked off in the direction of the
work that had to be done. Another
rolled his arms to indicate a cord
should be wrapped up and a light
moved. A Chinese crew member
asked the whereabouts of a staple
gun by pointing his finger in a shoot-
g gesture.

About 70 percent of the filming
will be done in China, much of it in
the countryside, says Ryverson. Most
of the equipment used will be for-
eign, the main exception being the
Chinese lighting system. Chinese and
Westerners have similar approaches
toward camera work, lighting, script
problems, and casting, he says.
Ryerson praises the role of the China
Film Co-Production Corporation in
helping with customs and cutting
through red tape. “It's impossible to
do a film in China without them,” he
says emphatically.

Diplomacy and attention to detail

Experienced film makers empha-
size that good ground work is essen-
tial before the filming starts. That

means not only checking to make
sure all arrangements have been
made but presenting as complete a
script as possible in the beginning
stages. John Gruetzner, who worked
as assistant director on Taipan and is
now assistant director on Norman Be-
thune, says the key to success is a good
contract. The contract has to “be
fairly exact’” but at the same time the
nature of the business makes it nearly
impossible to anticipate all problems.
Therefore it’s important in China to
develop good working relationships.
When problems come up, he says,
“you can’t buy your way out”—un-
like film making in capitalist coun-
tries where a crew can arrange to
shoot just about anywhere for a
price.

“Diplomacy goes a lot further than
money,” he says. Gruetzner also ad-
vises that it's best to keep the Chinese
film studio involved so they aren’t
“alienated” from the production.

Gruetzner believes that the ideal
coproduction of the future is one
where the foreign director comes to
China and hires a bilingual local crew
to do most of the filming, thereby
cutting hotel and labor costs now in-
curred in most coproductions. But
he says it will take time for the Chi-
nese film crews to reach the technical

levels of the foreign crews. %

US FILMS IN CHINA:
SELECTIVE

- : DISTRIBUTION |‘

hina boasts an enormous

movie-going audience that

could be as attractive to film

exporters as it is to film
makers. Could be—but probably
won’t for some time because Chinese
and US flm industry representatives
often don’t agree on financial ar-
rangements for US film sales.
“There’s lots of money there,” says
Myron Karlin, president of the Mo-
tion Picture Exporter’'s Association
in Los Angeles. But Karlin does not
believe that the US film industry will
see significant profits from its sales to
China “in my lifetime.” Says Karlin,

PIRSNSTRRSIPP S SIS

“chistribution fees should be based on
how many people will see the film and
how many theaters there are.” It's
only natural, to his way of thinking,
that countries with larger audiences
should be paying higher fees.
Financial disagreements may be
only part of the reason for the limited
number of US films imported each
year. (Seven or eight US films were
imported in 1986.) Before Libera-
tion, “"Americans totally controlled
the film market in China,” says Zeng
Desheng, senior director of interna-
tional sales and acquisitions for
China Film Export-Import Corpora-
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tion. Zeng admits this dominance
might have ““hurt the national
pride.” In the 1930s almost every
major American motion picture stu-
dio had offices in Shanghai, which
handled the distribution in China of
nearly all American films made at the
time.

Today
political sensitivities” have made au-
thorities ““choose carefully and dis-
tribute selectively,” according to a
report issued by the American Em-
bassy in Beijing. Zeng made it clear
that the Chinese will never allow the
American movie industry to domi-
nate their market again. At the same
time, however, Ping Huilai of the
China Film Export—Import Corp. of-
fice in Los Angeles, rejects the idea
that there is any quota imposed on
the number of American films each
year. The company’s decisions to im-
port are based on the quality of the
film, not its country of origin, ac-
cording to Ping.

Zeng says the Chinese distribute
40 10 50 foreign films annually, from
Japan, North Korea, the Soviet
Union, Europe, and the United
States. This year, China plans to im-
port 60 foreign films, seven more
than in 1986. Zeng says the financial
Ell'I'llllg(‘l]l(‘!HS V'd]'_\": one I]l('[h()(l l‘s 10
lease a film with distribution limited
and stipulated in the contract; an-
other method is to exchange films.
The most common method is for
China to acquire unlimited distribu-
tion rights for a fixed time of from
three to five years, for which it pays
from $10,000 to $20,000 in most
cases. Until recently most films were
bought through independent distrib-
utors because they were willing to
grant China distribution rights at
bargain prices. Among the films sold
to China by independent distributors
were Superman and A Trip to Bounti-
ful. By contrast, major Hollywood
distributors prefer to arrange for a
split on box office profits, which the
Chinese “won’t accept,” Zeng says.

The Chinese insist that the US dis-
tributors can earn more by accepting
a flat payment, since China’s admis-
sion prices are so low. But some film
executives are unmoved. “We're not
interested in what we can earn to-
day,” says Karlin. “Even if we earn
less today, we will earn more tomor-
row as the Chinese economy grows.”

What about selling some of the
older Hollywood hlms for less? If
anything, Karlin believes, US film dis-

financial conservatism and
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tributors should charge more, not
less, for the older filims, since these
are the ones Chinese film importers
are most interested in. “Who are the
stars Chinese are familiar with? Rob-
ert Taylor, Greta Garbo, and Walter
Pidgeon,” says Karlin. But other in-
(1[I.‘i[l")—' sSources dare not so sure [hil[
old films are preferred, claiming that
China wants a variety of old and
new—especially Academy Award-
winning films that stress themes Chi-
nese audiences can relate to. And
some distributors prefer selling older
films on a flat-fee basis to not selling
them at all.

This is the view of three Hollywood
studios—MGM/UA Communica-
tions, Paramount, and Universal Pic-
tures—who, in 1986, became the
first major studios to sign a distribu-
tion agreement with China Film Cor-
poration. Over three years, 21 films
out of the studios’ libraries of 8,000
films will be coming to China in addi-
tion to three already picked for distri-
bution in movie theaters—Love Story,
Roman Holiday, and Spartacus. Under
the arrangement, the Chinese will
pay a rental fee in hard currency and
grant the studios the right to sell ad-
vertising time, according to Janet
Yang, director of Far East Opera-
tions for MCA, Inc. The maximum
allowed time is “"two minutes per film
per showing,” says Yang.

Although the studios decline to say
how much they expect to receive
from these sales, Yang says the figure
“far exceeds’ what the Chinese have

been willing to pay before. The
amount paid to these studios will de-

DOMESTIC FILMS—
PLAYING TO THE WORLD’S
LARGEST AUDIENCE

hina claims to have the
world’s largest film audi-
ence, some 25 billion view-
ers a year, and the cheapest
film tickets, roughly 14 cents. As
many as 100 million viewers see a
popular film. A record 500 million
Chinese saw the box office hit Happi-
ness Knocks at the Door, according to
one Chinese report. On any day 60

pend on the number of prints China
makes—more if the movie is a hit,
and fewer prints it it does not do well.

The studios “went into China be-
fore we knew we could generate a lot
ol advertising sales,” says Yang. The
main motive was to gain market
share, which Yang believes “is crucial
to reaping henefits when the market
is more ripe.”

So far, the response among Chi-
nese film goers appears very enthusi-
astic. At a Beijing showing of the first
movie distributed, Love Story, one
Chinese movie goer who attended
the Sunday night performance said
he waited in vain for an hour to get
Saturday night tickets that sold out.

The Sunday screening showed that
the audience reaction could be as en-
tertaining as the story. When the he-
ro’s father offered to use his influ-
ence to get his son Oliver (Ryan
O’Neal) into law school, a Chinese
viewer commented, “He's trying to
use the back door.” The uncut love
scene drew less reaction than the
scene of a rebellious and unflial Oli-
ver meeting with his father after a
long separation. Without any ex-
planation, Oliver asks for a large sum
of money and abruptly leaves, spit-
ting out a quick “thank you™ before
bolting. The nervous laughter hung
in the air for several minutes. Plot is
apparently everything among Chi-
nese audiences. Once the heroine
(Ali McGraw) is on her deathbed, the
audience left in droves, missing Ryan
O'Neal’s famous closing line ' Love
means never having to say you're

i

sorry.”’ b

million people in China watch mov-
ies, 80 percent of them farmers.
China’s film industry, originally
controlled by the Ministry of Cul-
ture, was organized last year under
the Ministry of Radio, Cinema, and
Television. The Movie Bureau, di-
rectly under the ministry, has juris-
diction over the movie studios. A sub-
sidiary corporation handles foreign
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film coproductions, while other sub-
sidiaries handle equipment sales and
distribution.

China’s 16 film studios produced
137 feature films in 1986. The aver-
age film costs ¥1 million to produce
and takes about six months, accord-
ing to Cai Rubin, manager of the
Beijing Film Studio. About 100
copies or prints are made of a hlm on
average, while 200 prints are gener-
ally considered the mark of a com-
mercially successful film. China Film
Corporation, which consists of the
China Film Export—Import Corpora-
tion and the China Film Distribution
and Exhibition Corporation, argu-
ably wields more influence than any
other organization in the China

movie industry by controlling the dis-
tribution of all films both inside and
outside China. The corporation has
half a milhon employees, 2,000 local
and distributes films
through 180,000 projection units
(140,000 of them in the countryside)
and 3,000 professional theaters.

Not surprisingly film goers’ tastes
differ, says Hu Jian, president of
China Film Corporation. Detective
stories are popular in the country-
side, city audiences want dramas,
intellectuals prefer art films, and
young workers in the factories like
action fiilms, Hu says.

As in the United States, the in-
crease in television watching has had
an effect on movie attendance in

branches,

China. The number of tickets sold
sharply declined from 27 billion in
1983 to about 21 billion this year.
But the growing access 1o televi-
sion is not the only problem facing
the film industry. Chinese audiences
are becoming more demanding. Ac-
cording to a survey of 2,000 movie-
goers conducted in Beijing last year,
more than 80 percent of the respon-
dents claimed they were very or mod-
erately dissatisfied with the quality of
Chinese films while only 1.4 percent
were satisfied. Three quarters of
those surveyed expressed a prefer-
ence for foreign over domestic films.
Realizing that their fortunes lie
with improving film quality, China’s
studios are making fewer films (137
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FEATURE FILM STUDIOS

1. Beijing Film Studio

2. August 1st Film Studio, Beijing

3. China Children’s Film Studio, Beijing
4. Youth Film Studio, Beyjing

5. Shanghai Film Studio

6. Pearl River Film Studio, Guangzhou
7. Xi'an Film Studio

8. Changchun Film Studio

9. Xiaoxiang Film Studio, Changsha
10. E'mei Film Studio, Chengdu

11. Fujian Film Studio

12. Shenzhen Film Studio

SPECIALIZED FILM STUDIOS
. Central News Reel and

. Beijing Scientific and
. Shanghai Scientific and
. Shanghai Animation

. China Agricultural

Documentary Film Studio
Educational Film Studio
Educational Film Studio
Film Studio

Film Studio

13. Guangxi Film Studio

15. Yunnan Film Studio

14. Inner Mongolia Film Studio

16. Tianshan Film Studio, Xinjiang
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THE FILM
EQUIPMENT
INDUSTRY

When a talented young movie direc-
tor had the chance to make his first
film using equipment that recorded
sound, he discovered the new method
required more than just adjusting the
sound level, according to a business-
man at the shooting.

The crew and director weren't used
to worrying about keeping the crew
and environment quiet. Suddenly a
cough from a worker or a blare from a
passing truck could ruin a take. The
rest of the equipment, which was not
designed to be run quietly became an
even bigger problem. During one pro-
duction, the film crew had to bury a
generator in the ground to silence it.

Most Chinese films are filmed with-
out sound, then dubbed in later. But
many Chinese directors are eager to
brave the challenges of new equip-
ment that is up to international stan-
dards, although the use of such equip-
ment is likely to increase the need for
multiple “takes,” which can drive up a
budget.

About 70 percent of the cameras
currently used in the Chinese studios
are made in China, says Sun Shichang,
managing director of the China Film
Equipment Corporation. While most
of the film is imported, China Film
Equipment Corporation is responsible
for providing film studios and cinemas
with audio-visual equipment.

Two factories—one in Lanzhou,
Gansu Province, and another in Nan-
chang, Jiangxi Province—make about
200 movie cameras annually, both for
domestic use and export to Japan and
Hong Kong, says Sun. Each year 83
local factories produce 45,000 sets of
movie projectors; more than 80 per-
cent of them are 16 mm sets. Six film
factories make 200 mm film and earn
¥10 million in profits. The corpora-
tion earns a total of ¥400 million, says
Sun. “The quality cannot compare
with the US, but the output is
greater,” says Sun.

The company’s biggest import and
export business, totaling about $15
million, is with the United States, Ja-
pan, and West Germany. The company
buys some studio cameras and rents
others, since the major American
manufacturer, Panavision, leases but
never sells its equipment. Sun says his
company is very interested in technol-
ogy transfer and joint venture pos-
sibilities in this area. Import priorities
this year will include wide screen and
stereophonic films. —PT
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in 1986 compared to 144 in 1985)
but spending more on them. The film
industry has also recently made ma-

Jor revisions in its distribution system

in order to increase incentives for
making films with box office appeal.
The China Film Distribution and Ex-
hibition Corporation recently signed
contracts with every movie studio ex-
cept the PLA’s August 1st Studio to
increase the studio share of profits
from box office sales. In the past
there were fewer incentives for stu-
dios to make a profit because the fees
they received generally did not re-
flect the popularity of their films.
The system worked like this: the dis-
tribution corporation paid the stu-
dios a minimum for each film
made—around ¥1 million—no mat-
ter how commercially successful. The
total fees varied only slightly with box
office success or failure, says Zeng
Desheng of China Film Export-Im-
port Corporation.

But under the new system just be-
ing implemented, cach studio signs
up for one of two options: 1) the stu-
dio opts to share a percentage of the
box office profits; 2) the distribution
corporation buys the film with the
price based on the number of prints
ordered. Zeng says both the movie
studios and the distribution corpora-
tion wanted to change the system be-
cause both sides “complained’ of the
other's work performance. Now he
says they will “work together.” They
are “‘both aiming for more audi-
ence,”” he says. The corporation will
continue to make decisions about
how many copies of a film to make
based on requests submitted by the
local distribution branches after they
view the film. But the corporation re-
serves the right to reduce or increase
the numbers of prints distributed lo-
cally.

Most of the studios prefer to sign
up for the second option, says Zeng,
since sharing box office profit is risky
unless you make a hit movie. Zeng
says about 80 percent of the box of-
fice profits go 1o the municipality
where the film is showing. The sec-
ond option also allows the film stu-
dios to realize their proht immedi-
ately after production without having
to wait for profits from ticket sales.
Zeng also thinks the studios preler
the second option because it is clos-
est to what they are used to, but he
predicts that with experience the stu-
dios may come to prefer the box of-
fice slice because the potential prof-

its are greater. Zeng says it's still too
carly to tell how much more revenue
the new distribution system will bring
into the movie studios.

Another major shift in the rela-
tionship between the movie studios
and the distribution corporation is
taking place. Among the “big pic-
tures’’ released in China over the last
few months have been those pro-
duced with the investment help of
China Film Distribution and Exhi-
bition Corporation. The corporation
can provide as much as 50 percent of
the investment for major films. It has
invested money in the Inner Mongo-
lia Film Studio and the Beijing Youth
Film Studio movie about Genghis
Khan, another film on Sun Yatsen
with the Shanghai Film Studio, and a
war film with the Guangxi Film Stu-
dio. It also invested in the recently
released Shanghai Film Studio Hibis-
cus Town.

Film experts say that even before
the current campaign against “‘bour-
geois liberalization,” politics has al-
ways affected the movie industry.
The Party is ever mindful of the influ-
ence of this popular medium on the
general public and the role it plays in
propaganda. The Chinese film repre-
sentatives interviewed all insisted
that the drive against bourgeois lib-
eralization would not affect the in-
dustry. However, in early March, film
directors from around the country
met and urged film industry circles
“to adopt a clear cut attitude in op-
posing bourgeois liberalization and
to correct further the guiding princi-
ple in film making in order to pro-
mote socialist cinema.” In addition,
Zeng Desheng recently noted that
deciding what films to import would
be based in part on whether the films
“conform to the four cardinal princi-
ples’ of socialism.

At the same time, He Jingzi, dep-
uty director of the Propaganda De-
partment of the CCP Central Com-
mittee, emphasized the need to
implement the principle of “letting a
hundred flowers bloom and a hun-
dred schools of thought contend. We
not only advocate diversification of
themes, styles, patterns, and methods
in artistic work but also encourage
writers and artists to explore and cre-
ate, including adapting useful parts
of foreign literature and art, and lit-
erary and artistic works to serve the
people and socialism . . . .We should
refrain from suppressing young peo-
ple’s creative talents,” he said. 7T
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hina’s film industry is open-

ing up again after two de-

cades ol self-imposed isola-

tion. Young artists are
beginning to strike out on their own
with innovative films that are not
only challenging audiences at home
but winning admiration and accep-
tance abroad,

The new hlms—all made within
the last few years—are subtle and
better suited to current Western
tastes. Take Yellow Farth as an exam-
ple. Released in Great Britain in
1986, this film promptly broke and
rebroke house records at London’s
premier ICA theater. The first com-
mercially distributed Chinese film in
Britain for many years, it played
across the country and became one
of Britain’s top three foreign-lan-
guage films of the year. Partly as a
result of its success, at least five Chi-
nese films are already lined up for
British distribution this year.

Breaking with “Hollywood
Didactic”

China’s 80-year-old film industry is
one of the largest in the world, with
an annual output of about 140 fea-
tures and audience of some 25 billion
each year. For the last 30-odd years
the industry has been turning out
films that combine the look of old
Hollywood classics with a moralistic
concern for educating the audience.
This style, which 1 call “*Hollywood
Didactic,” reflects the overwhelming
influence Hollywood films exerted
on China long after the founding of
the People’s Republic in 1949,

Hollywood Didactic, as it evolved
in China, was heavy on plot, charac-
ters, and dialogue. Editing, framing,
camera movement, and lighting were
subordinated to these other elements
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Chris Berry

and

of the film. If someone spoke
they spoke a lot—they'd be in the
center of the film, evenly lit. 1f they
moved, and they didn’t move much,
the camera would follow them and

Tian’s The Horse Thief: the outer reaches of
China’s cinema

keep them center frame. When some-
one else started talking, the film
would cut to them. In keeping with
the educational requirements of Chi-
na’'s socialist state, plots unfolded in
strict chronological sequence, heroes
and villains were typecast, and each
story ended with an uplifting lesson
for the audience.

Contrast this with the Chinese hit
film Yellow Earth, the first effort of
Chen Kaige, a director in his early
30s. Set before the Chinese revolu-
tion, Yellow Earth tells the story of a
Communist soldier who visits a re-
mote and drought-stricken village in

Chris Berry is a scholar of Chinese film
currently living and working in Beijing.

CHINA’S NEW
FILM PHENOMENA

northern Shaanxi in search of folk-
inspired marching songs for the
guerrilla army. He befriends a local
teenage girl who wants to leave with
him and join the Communists, partly
to avoid an arranged marriage.
Called back to his base, the soldier
promises to return for her. But when
he does, it is too late: the girl has
drowned in the Yellow River while
attempting to escape her husband.

Yellow Earth does not impose views
upon its audience, but instead leaves
room for individual reflection. Al-
though the soldier may be said to
bring enlightenment, his efforts do
not seem to do much good in the end.
When he returns to the village, the
girl has died and the locals are still
suffering a serious drought. Critics in
China objected 1o the film’s lack of
heroes, role models, and edifying les-
sons for movie audiences. But audi-
ences at major film festivals such as
Edinburgh and Lausanne were capti-
vated.

Minimal dialogue, vast asymmetri-
cal landscapes, dark cave dwellings,
and a sparse soundtrack dominated
by local folk songs give Yellow Earth a
style quite different from the flat
1940s style of many earlier Chinese
films. Developed by cinematogra-
pher Zhang Yimou, this style is distin-
guished by its long shots, barren
landscapes, dark interiors, and asym-
metrical framing—itechniques that
have won Zhang cinematography
prizes in Western Europe and North
America, and which are now being
copied by nearly every cameraman in
China.

The new generation

What accounts for the sudden
emergence ol the talented young di-
rectors, cinematographers, and art
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directors—the “Fifth Generation™
as they are called i China—whose
films are receiving such wide recogni-
ton?

Part of the answer lies in the 10-
vear hiatus in Alm education during
the 1966-76 Cultural Revolution.
I'he Beijing Film Academy is China’s
only film school. Because it musl
guarantee work for its graduates, it
only accepts students every few years
to meet the limited demand. No stu-
dents were accepted during the Cul-
tural Revolution, leaving a gap ol
close 1o 20 vears between this genera-
tion of film makers and those preced-
ing them.

I'he Fifth Generation represents a
true break with the directors brought
up in the honeymoon years immedi-
ately following 1949, Although the
Cultural Revolution unquestionably
changed their lives, too, the aesthetic
of the older directors had formed
much earlier. With a few exceptions,
the films they made in the years fol-
lowing the fall of the *Gang of Four’
in 1976 pushed conventional themes
and techniques to their limits but
didn’t radically transform them.

By contrast, the more indepen-
dent-minded Fifth Generation was
deeply impressed by the avante-garde
films introduced to China after
1979—including the French New
Wave, [talian neo-realism, and films
by Antonioni and Fassbinder.

Young directors in the provinces

[he dramatic growth of the Chi-
nese film industry in recent years has
also played a large role in letting the
Fifth Generation cut their teeth at
this time. Young [ilm makers like
Zhang Yimou, Chen Kaige, and Tian
Zhuangzhuang graduated from the
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Beijing Film Academy in 1982, just as
many small studios were being set up
all across the country. Nearly every
province seemed to want the prestige
ol its own film studio.

I'he voung ilm makers assigned to
these fledgling studios thought they
had gotten a bad break, but soon
found that the lack of established di-
rectors at these studios hastened
their progress. For example, before
any of the young Shanghai directors
had made their first films, Wu Ziniu
had already made four full-length
features at Hunan Province's tiny
Xiaoxiang Film Studio.
Zhuangzhuang made On the Hunting
Ground in 1984 for the Inner Mongo-
lia Film Studio. One and Eight, the
first film produced by a Fifth Genera-
ton director, and Yellow Farth were
both made for the small film studio in

I'an

Guangxi in 1984 and 1985, respec-
tively. Zhang Yimou says that when
he and his Beijing Film Academy
classmates got to Guangxi, they
found a small studio with a full ad-
ministrative stafl but almost no quali-
fied film makers. They were wel-
comed with open arms and set to
work almost at once.

When the films they made didn't
rake it in at the box othce, however,
the small studios began to lose inter-
est in their new directors. At this
point, fate intervened in the person
of a middle-aged director named Wu
Tianming. In 1985 Wu was made
head of an established second-rank
studio in northwestern China: the
Xi'an Film Studio. Unlike other Chi-
nese studio heads, Wu doesn’t need
large committees of elderly bureau-
CTals Lo approve a new production.
Wu has used his autonomy to the stu-
dio’s advantage, shooting detective

1960
Red Detachment of Women

and Kung Fu films that have now
made Xi'an the most commercially
successful studio in the country.

Wu still tries to satisfy government
othicials who generally favor produc-
tion of laudatory biographies and his-
torical epics. But he has also looked
for critical success with his peers, and
has supported Fifth Generation art-
ists accordingly. He uses part of the
carnings from his box office hits to
subsidize Fifth Generation hlm mak-
ers, who welcome the opportunity to
go 1o Xi'an on loan from their own
film studios.

The outer reaches

When it comes to departing from
Hollywood Didactic, it is—not sur-
prisingly—a Fifth Generation direc-
tor who has shown just how far some

Chinese film makers are willing to go.

ltan Zhuangzhuang's movies are
missing more than just cardboard he-
roes and moral lessons. They have
very littde plot, and critics aren’t sure
whether to call them feature hlms or
documentaries. They are, in short,
the closest thing to experimental cin-
ema in China today. Although they
have received very little foreign ex-
posure, when they have been shown,
their novelty, inventiveness, and vi-
sual collages have impressed foreign
critics and audiences alike.

Tian's On the Hunting Ground and
{'he Horse Thief are set in Inner Mon-
golia and Tibet, respectively, on the
outer reaches of both the People’s
Republic and Chinese cinema. Their
remote setting may be less politically
sensitive than present-day Beijing.

The first film details the rituals and
habits of hunters on the Mongolian
steppes. The second looks at religion
in traditional Tibetan life. Both use a
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minimal plot as a thread on which to
string a patchwork of exotic images:
amimal sacrifices, shamanistic
monies, and eerie camphires. In each
film the central characters are mar-
ginal higures, men who have broken
the rules of the clan and so fallen out

cere-

of favor. They are about as far from
the squeaky clean heroes of the Hol-
lywood Didactic that China has ever
Neither the characters nor the
setting is idealized or familiar. In-
stead, viewers are made to feel as out-
siders looking through the eyes of an-
other outsider at a mysterious people
and lifestyle.

come.

Success for the absurd

Predictably, the reaction of Chi-
nese audiences to this kind of film has
been hostile. Tian Zhuangzhuang
didn't help matters when he re-
sponded to charges of obscurantism
in his films by saying that he was aim-
ing for 21st century audiences.

Of all the Fifth
discussed in this article,
Farth has broken even so far,
Tian Zhuangzhuang's two flms are
probably competing for the all-time
Chinese box office low. Such esoteric

Generation films
Yellow
and

only

works are hardly favorites with the
authorities either—it’s the hardcore
film fans who love them.
Nevertheless, a few Fifth Genera-
tion films have achieved both com-
mercial and artistic success. The first
major Fifth Generation movie (o be-
come a box othce hit, Black Cannon
Incident, was made at the Xi'an Film
Studio and released in 1986. The
first film by 31-year-old Huang
Jianxin, it sold about five times as
prints as Yellow FEarth and
earned substantial profit for the stu-
dio. Tt also won critcal acclaim, with

many
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Black Cannon Incident

commentators pointing out that its
expressionistic style, which they
termed “absurdist,” marked another
new departure for Chinese film.

The film is a “‘much-ado-about-
nothing™ satirical comedy concern-
ing a Chinese translator, Zhao
Shuxin, who is suspected of indus-
trial espionage because of a mysteri-
ous telegram he sends asking a West
German business partner to recover
a missing “‘black cannon’™ from a ho-
tel room. Instead of confronting
Zhao directly, the Party committee at
Zhao’s factory launches a secret in-
vestigation, unaware that the black
cannon in question is nothing more
than a chess piece. Zhao is prevented
from further contacts with the Ger-
man, even though his company has
no other suitable translator to help
install the equipment the German has
sold to them. In the end he is cleared,
of course—but not before industrial
accidents and devastating financial
losses have been precipitated by
translation mistakes.

Black Cannon Incident continues
the habit of Fifth Generation direc-
tors to depict characters as flawed in-
The authorities are no
but they are
The sus-

dividuals.
worse than anyone else,
not necessarily better either.
picious Party vice secretary and her
buck-passing superior stand in sharp
contrast to Zhao, who is lovable but
also hopelessly dithdent.

While its comedy format and topi-
cality help explain its box ofhce suc-
cess, the film also has an expression-
that contrasts with the
relentless, drab realism of much tra-
ditional Chinese cinema. While char-
acters are realistically portrayed, the
sets are heavily stylized and exagger-
ated. At the enormous mining opera-

istic look

tion where most of the action takes
place, people are dwarfed by vast
piles of rock and giant machines that
present a totally industrialized sensi-
bility for the first time in Chinese
film. The Party committee repeatedly
deliberates in a blindingly white
A gigantic plastic clock with
black numerals dominates the pro-
ceedings, time ticking away visibly as
decisions are continually put off.
Blaek Cannon Incident’s success,
both critical and commercial, has
started a trend toward “absurdist™
movies in China. The most obvious
example is Huang Jianxin’s just com-
pleted sequel to Black Cannon Inei-
dent. In Dislocation, Engineer Zhao
has become a big shot. His successful
mnovations have turned him into a
bureau chief with a chrome and plas-
Fantasy ofhce, a secretary, and a
chauffeur-driven car at his disposal.
However, he is so often called to at-
tend pointless meetings that he can’t
get on with his work. His solution is
to construct a robot just like himself
to attend the meetings in his place.
Of course, things don’t quite turn
out as he had hoped, and another
hour of pointed farce follows.
Questions for the Living,
this vear, seems to have learned a lot
from Black Cannon Incident. Based on
the true story of a murder on a
crowded public bus, the film pro-
ceeds from the distinctly nonrealist
premise that the dead man comes
back to life to find the eyewitnesses to
his own stabbing, and to understand
why they did nothing to help him.
Populated by modern dancers, cave
men, monolithic statues, and special
effects, it is the most dreamlike film
produced in China since 1949,
Determined to shake up China's
film industry, the films of the tal-
ented Fifth Generation challenge
and often stray
from ofhcially sanctioned subjects.
But no matter how innovative, Fifth
Generation hilms are not dissident
films. They do not prescribe solu-
tions, but merely portray life as the

1'OOT.

released

conventional views

director sees it.

The very ambiguity of these films
may be a key to their success. At
home, ambiguity helps shield them
from official disapproval. Among
Western audiences, ambiguity may
enhance the films™ appeal. Although
the Fifth Generation dispenses with
most formulas, ambiguity, indepen-

dence, and innovation are some of
the characteristics they share. T
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Business Law & Practice in the PRC,
by Richard J. Goosen. Hong Kong:
Longman Group (Far East) Lud.,
1987. 255 pp. $50.

An excellent introduction to Chi-
na's business law and practice, this
book is well organized into sections
dealing with economic laws, finance
and banking, intellectual property
and technology transfer, and en-
forcement of legal rights. Charts out-
lining the structure of China’s courts
and system of banking and foreign
exchange control enhance the refer-
ence value of this work.,

The author, a Canadian lawyer in
Hong Kong, looks at major laws af-
fecting foreign business in China, de-
scribing the situations in which they
apply. A discussion of the advantages
and disadvantages of equity joint
ventures and wholly foreign-owned
ventures is particularly informative.
Current as of early 1986, the book
would have been even more valuable
had it reviewed the investment incen-
tive legislation promulgated since
October 1986 but can be highly rec-
ommended nonetheless. An index
mentioned in the author’s introduc-
tion, however, 1s mysteriously lack-
ing. —Sue-Jean Lee

Law & Business Practice
in Shanghai, by Ellen R.
Eliasoph. Hong Kong:
Longman Group (Far
Fast) Lud., 1987. 229

pp- $50.
This guide covers
Shanghai’s laws relating (o invest-
ment and joint ventures, represen-
tative offices, foreign contractors,
and commodity inspection. Each sec-
tion begins with a commentary draw-
ing upon the author's own experi-
ence managing a law office in
Shanghai since 1985, followed by
both Chinese and English texts of the
laws. These texts, some of which were
previously not available to the for-
eign business community, were ob-
tained by the author during the
course of her work and make up the
bulk of this volume. More up to date
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than many other recent publications
on business law, this book does in-
clude the investment incentive legis-
lation promulgated in late 1986.
Appendices include, among other
things, an organizational chart out-
lining the project approval process in
Shanghai and a helpful English-
Pinyin-Chinese glossary of legal and
business-related terms.
—Sue-Jean Lee

Investing in China:
Where, How and Why?,
by Lynette Kemp. L.on-
don: The Economist,
1987 (The Economist
Intelligence Unit Spe-
cial Report No. 1071)
196 pp. £85 in UK and Europe, £33
clsewhere.

One highlight of this study is its
realistic overview of the pros and
cons of investing in China. Practical
issues such as whether to invest inside
or outside of China’s special eco-
nomic zones, or whether to build a
new factory rather than renovate an
old factory, are also thoughtfully ex-
plored. The study provides back-
ground information on China's eco-
nomic development and policy,
examines the environment for
foreign investment, and profiles
the investment climate in four lo-
cations—Guangdong Province and
the cities of Dalian, Shanghai, and
Tianjin.

This book is less useful when it
turns to the operational issues associ-
ated with an investment project. For
example, the study claims that—ex-
cept in certain cases—joint ventures
are not permitted to sell on the do-
mestic market. In practice, however,
selling on the domestic market is by
no means a rare privilege—many

Investing
in China

joint ventures report doing so. Simi-

larly, the study wrongly asserts that

joint ventures can hire only from a

pool of labor supplied by labor bu-
reaus, when many joint ventures di-
rectly recruit at least a portion of
their workforce from other sources.
Perhaps one reason for these inaccu-

racies is that the study relies on data
from 1979-83 to analyze joint ven-
ture activity. Since 90 percent of all

joint venture investment has oc-

curred since 1983, this information is
too dated to be accurate.

Despite these problems, the study
does serve as a useful introduction to
investment in China. —John Frisbie

The China Investment Guide, 3rd edi-
tion, by China International Eco-
nomic Consultants, Inc. Essex, UK:
Longman Group, 1986. 921 pp. $98.

The third China Investment Guide
updates its previous edition with
1985 statistics (see The CBR, May-

June 1986, p. 66) as well as new sec-

tions on China's Seventh Five-Year
Plan and foreign investment. Along
with the texts of 14 new laws or revi-
sions to existing laws promulgated in
1985 and early 1986, the Guide con-
tains seven new profiles of joint ven-
tures. These profiles, as may be ex-
pected from an official Chinese
publication, are positive descriptions
of “success stories”” rather than ob-

jective case studies.

[ssued by a subsidiary of the Minis-
try of Foreign Economic Relations
and Trade, the Guide remains China's
leading othcial source of information
about China's investment climate.

=111

Midwest USA/China Re-
source Guide, cdited by
P. Richard Bohr. St.
Paul, MN: Midwest
China Center and Min-
nesota World Trade
Center, 1986. 201 pp.

$45.

This comprehensive, bilingual
guide to northern Midwest compa-
nies doing business with China is
published by the Midwest China Cen-
ter, a private, nonprofit organization
that promotes a wide variety of busi-
ness and cultural exchanges between
the American Midwest and China.
The book lists midwestern importers
and exporters, as well as service sec-
tor companies and governmental of-

The China Business Review/July-August 1987



fices. The guide does include an un-
usual feature aimed at the Chinese
business community: it cross-refer-
ences US companies’ expertise to key
words found in China’s Seventh Five-
Year Plan. Six case studies of mid-
western companies’ experiences in
China provide business insight for as-
piring China traders. A bibliography
and index to companies are in-
cluded. —JLL

Handbook for Investment and Tourism
in Guangzhou, compiled by
Guangzhou Social Sciences Research
Institute. Beijing: Beijing Review,
1986. 311 pp. $9.95. Available from
China Books and Periodicals.

This guide to investment and travel

in Guangzhou contains a wealth of

background and business informa-
tion on one of China's key foreign
trade cities and its newly opened eco-
nomic and technological develop-

ment zone. The text is current

through the end of 1985. Over half

of the book consists of trade and in-
vestment laws, but the Guangzhou in-
vestment incentive regulations issued
in late 1986 are not included. The
chapter on tourism reveals little
about the tourist industry in
Guangzhou, but it does identify some
of the city's major tourist sites, res-
taurants, and shops. —]JLL

America’s China Trade in Historical
Perspective: The Chinese and Ameri-
can Performance, edited by Ernest R,
May and John K. Fairbank. Cam-
bridge, MA: Harvard University
Press, 1986, 388 pp. $21.

This volume explores America’s
economic relations with China from
the 1800s up to 1949. A compilation
of scholarly studies, it devotes several
chapters to China’s tea and silk ex-
ports. Other chapters deal with
American exports of opium, cotton
and cotton cloth, tobacco, and kero-
sene. One chapter looks at US-China
trade in the context of China's total
trade. The final chapter looks at the
experiences of large US corporations
in China. Although Sino-US trade
amounted to very little during this
time, this book highlights a time that
firmly established the image of China
trade as a ‘good thing' in the Ameri-
can consciousness. —]JLL

Books and business guides submatted for
possible review in The China Business
Review should be sent to the National
Council’s book editor, Jennifer Little.
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China Through the Ages: History of
a Civilization, by Franz Michael.
Boulder, CO: Westview Press,
1987. 278 pp. $33 hardcover;
$14.95 softcover.

China’s Modernization and Trans-
national Corporations, by N.T.
Wang. Lexington, MA: Lexington
Books, 1984, 189 pp. $24.

China’s Next Decade: Profits and
Politics. Bethesda, MD: Control
Risks Ltd., 1986. 39 pp. $350.

China’s Political-Military Evolu-
tion: the Party and the Military in
the PRC, 1960-1984, by Monte R.
Bullard. Boulder, CO: Westview
Press, 1985. 209 pp. $18.75.

Chinese Marxism in Flux 1978-84:
Essays on Epistemology, Ideology
and Political Economy, edited by
Bill Brugger. Armonk, NY: M.E.
Sharpe, 1985. 218 pp. $30 hard-
cover; $14.95 softcover.

The Chinese Mosaic: the Peoples

and Provinces of China, by Leo ].
Moser. Boulder, CO: Westview

BOOKS RECEIVED

Press, 1985. 272 pp. $32.50.

Economic Transition in Hunan and
Southern China, by A.S. Bhalla.
New York, NY: St. Martin’s Press,
1985. 198 pp. $27.50.

Food Consumption and Nutritional
Status in the PRC, by Alan Piazza.
Boulder, CO: Westview Press,
1986. 256 pp. $25.

Mainland China: Politics, Econom-
ics, and Reform, edited by Yu-
ming Shaw. Boulder, CO:
Westview Press, 1986. 664 pp.
$39.50.

A Market Survey of a Beijing De-
partmental Store, by |.M. Living-
stone. Belfast: The Queen’s Uni-
versity, 1986. 33 pp. $5.

Re-encounters in China: Notes of a
Journey in a Time Capsule, by Har-
old R. Isaacs. Armonk, NY: M.E.
Sharpe, 1985. 192 pp. $19.95.

Sino-American Economic Ex-
changes: the Legal Contributions,
by Guiguo Wang. New York, NY:
Praeger, 1985. 220 pp. $32.95.
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Foreign Trade Offensive

A new round of changes to the foreign trade system strengthens central
planning, but also allows some flexibility—for those who play by the rules

wings in China's forei
trade policy—experiments
with decentralization, fol-
lowed by mounting trade def-
icits, panic, and recentralization—
have become all oo familiar since
China made its first attempts to re-
form the foreign trade structure in
1978, The latest round of rethink-
ig—prompted by the reemergence
ol large foreign trade deficits in
1985—has forced a reversal of many
of the more decentralized and free-

wheeling trade policies that had
evolved in the last few years.

Predictably, the Ministry of For-
cign FEconomic Relations and ‘Trade
(MOFERT), China’s State trading gi-
ant and the traditional benehciary
during periods of recentralization,
has tightened its grip on trade.
MOFERT and other central authori-
ties responded to excessive imports
in 1985 by imposing stiff foreign ex-
change controls on nonessential pur-
chases, adjusting tariffs, and slapping
on additional import regulatory
taxes. Controls on trade in strategic
commodities, which still encompass
at least half of China's exports and a
third ol its imports, have been
strengthened by more strictly enforce-
ing existing import and export licens-
ing regulations, expanding the scope
of licensing, and tightening contract
scrutiny.

Revival of a dual trade strategy
China’s present trade policies re-
semble those put forward by trade
ofhicials in mid-1984. Their strategy,
then described as “centralization and
flexibility going hand in hand,” used
the threat of protectionism abroad to
justify renewed central control over
trade. At the same time, the impor-
tance of trade flexibility at local levels
was stressed. Othcials called for a
trade regime that would “strengthen
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Madelyn C. Ross

competitiveness,” avoid conlusion,
and protect the interests of foreign
businesspeople. But an ambitious
proposal to decentralize wrade, an-
nounced in September 1984, left
these earlier ideas in temporary
limbo.

Today, many of the same themes—
including the grave threat of protec-
tionism to China’s rade—are being
heard again. Like the earlier pro-
posal, the present trade strategy con-
tains a significant degree of central
planning but recognizes that the cen-
tral bureaucracy alone cannot
achieve the country’s ambitious trade
gn;llﬁ.

Instead, trade authorities prefer to
walk a thin line—encouraging lim-
ited competition and the pursuit of
local interests where beneficial, but
banning it or minimizing its impact
when it jeopardizes the national in-
terest. For instance, MOFERT en-
courages factories to compete to
make the best export goods, but sets
upper and lower limits on the price
for which they may sell these goods to
the country’s foreign trade corpora-
tons (FTCs). And while MOFERT al-
lows multiple bureaucracies to oper-
ate foreign trade corporations, it
limits their ability to compete both
through regulatory measures and the
formaton of new organizations that
unite them for common goals.

Thus the present trade system tol-
crates a greater number of players—
but encourages more organized
forms of cooperation among them.
The strategy strengthens central
agencies like MOFERT without giving
them a mandate to monopolize trade
as they have in the past.

Although not all of China’s trade
strategies are being spearheaded by

Madelyn C. Ross is the editor of The
China Business Review.

MOFERT, the ministry is keeping a
hand in most of them. In the words of
one veteran China trader “'the tenta-
cles of MOFERT are as wide or wider
than ever, but their present expan-
sion is more rational and better orga-
nized than in the past.”

The name of the game is EXPORT

The nationwide obsession with
preserving and increasing China's
foreign exchange reserves is the driv-
ing force behind ongoing readjust-
ments in China’s trade policies, as in
the past. Seeing oil revenues drop-
ping sharply and central foreign ex-
change reserves declining in 1985
and 1986, Chinese leaders decided to
adopt a more aggressive export
stance.,

The recent remarkable surge of
Chinese textile sales demonstrates
China’s powerful ability to develop
target export industries. The idea of
repeating this pattern in other indus-
tries has captured the imagination of
Chinese leaders, and led them to en-
courage the idea of lateral economic
links between enterprises in the same
industry to boost exports.

Nationwide export production
networks have emerged in the last
two years as the most ambitious of
several new forms of lateral eco-
nomic cooperation. Quthined in the
Seventh Five-Year Plan, these net-
works create special conditions to
stimulate the exports of advanced en-
terprises within target industries.
Participating lactories, selected by
national authorities, will spearhead
China’s efforts to move into higher
value-added exports and improve ex-
port quality. The networks will also
encompass the processing, storage,
research, and marketing of the tar-
geted export goods.,

The basic idea behind such export
production networks is not new:

The China Business Review/July-August 1987



China has maintained what 1t calls
Cexport commodity production
bases' since the 1960s. These are still
around, and earn some ¥10 billion
($2.7 billion) per year, or close to 10
percent of China's total export earn-
ings. They range from single com-
maodity bases, such as those produc-
ing soybeans in Heilongjiang, to
more comprehensive bases, centered
on a province or prefecture, which
typically produce a variety of agricul-
tural or light industrial goods. (For a
detailed description of these bases see
The CBR, Nov=Dec 1984, p. 52))

But these bases have not achieved
the desired quality or production lev-
els. According to a MOFERT ofhcial,
“the existing export commodity
bases, in both scale and export struc-
ture, can no longer meet the needs of
today’s foreign trade.”

I'he new export production net-
works, in contrast, will be national in
reach, comprehensive in scope, and
will have a broadly defined industry
orientation rather than a regional
one. They will also require more cen-
tral funds and a high degree of gov-
ernment involvement 1o coordinate
the network’s activities from produc-
tion to marketing.

Ambitious plans for machinery
and electrical exports

Critics in the Chinese press point
out that export production networks
may reduce enterprise flexibility and
lead to dependency on large govern-
ment subsidies. Despite such reserva-
tions, the idea is moving quickly off
the drawing board.

One of China's first export net-
works involves machinery and electri-
cal products. The plan for this net-
work was approved by the State
Council in October 1985, and several
hundred factories throughout the
country ([)1‘(1(1(1t'ing such diverse
products as power-generating equip-
ment, machine tools, farm machin-
ery, clocks, watches, and bicycles)
have been selected 1o participate.

MOFERT recently ul)gr;ulrd s su-
pervision of production bases, creat-
ing a bureau in charge of Production
Bases for Export Commodities that
incorporates its former China Export
Bases Development Corporation.
The trade ministry’s role in the ex-
port networks includes working out
export plans for the ('Illl'l'l)l'i.\('h, CO-
ordinating production, research,
transportation, and sales, and mak-
ing plans for investment and technol-
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Ogy Imports.

But MOFERT has been working
largely behind the scenes, ceding the
lead role to the Machinery and Elec-
trical Products Export Office
(MEPEO) created in early 1986, Di-
rectly under the State Council and
headed by Lin Zongtang, a powerful
vice minister of the State Economic
Commission, MEPEO can influence
policy, help the network get needed
resources, and minimize bureau-
cratic delays.

I'he central government’s fimancial
commitment to the network also

The present foreign trade
strategy contains a signifi-
cant degree of central plan-
ning, but recognizes that the
central bureaucracy alone
cannot ensure achievement
of the country’s ambitious
trade goals. It strengthens
central agencies like
MOFERT without giving
them a mandate to monopo-
lize trade as they have in the
past.

sweetens the picture. The govern-
ment will invest ¥400 million ($108
million) each year for the next five

years in the technical upgrading of

the chosen factories. Foreign invest-
ment and concessionary financing
are also encouraged; the World Bank
has made a $100 million loan to sup-
port Shanghai’s machine tool indus-
try that will help modernize two en-
terprises in the network.

In addition to the renovation
funds available to them, the factories
in the network are also eligible for
many special economic incentives.
These include guaranteed supplies of
raw materials, power, and packaging
materials, priority access to transpor-
tation, tax reductions or exemptions
on imported equipment and materi-
als, attractive purchase prices for

their goods, retention of 30 percent
ol the foreign exchange they earn—
and even greater benefits if they
overfulfill their export plans.

The government’s coordinating
and supervisory role does not end
when export targets are met. For in-
stance, when fierce competition be-
tween foreign trade corporations
drove down export prices of machin-
ery and electrical goods this spring,
MEPEO spokesman Yi Hui an-
nounced that his office would “inter-
vene to stop such competition and
coordinate Chinese foreign trade
corporations.” Efforts would be
made 1o Usupervise product quality,
price fixing, and market division be-
tween Chinese exporters.”

I'he Chinese press has already be-
gun to hail the achievements of this
network. MEPEO officials estimate
that China exported more than $2
billion in machinery and electrical
products last year, and several FTCs
claim to have more than doubled
their machinery and electrical prod-
ucts sales in the first quarter of 1987,
MEPEO officials hope to boost ma-
chinery and electrical exports by at
least 10 percent a year, targeting
Western Europe and North Ameri-
can markets in particular.

Forming export associations

Another new form of lateral eco-
nomic cooperation is the “export
association.” Like export production
networks, export associations at-
tempt to bring formerly competitive
entities together into working rela-
tionships. But export associations fo-
cus more on orderly marketing than
on the development of export prod-
ucts.

Here again MOFERT's hand is
strong; it must approve the creation
of all export associations and its
trade corporations will play a major
role in them. Among the first to be
established was the China Associa-
tion for the Export of Tungsten Ore
and Products, approved by MOFERT
in March. It includes four FTCs: two
of them (SINOCHEM and MIN-
METALS) MOFERT corporations, and
the other two (the China Metallurgi-
cal 1/E Corporation and the China
Nonferrous Metals 1 /E Corporation)
under an industrial ministry and a
State corporation, respectively.
I'hese FTCs formerly tried to divide
up the market, failed, and resorted to
fierce competition. The present-day
solution: form a new organization

3
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MINISTRY OF FOREIGN ECONOMIC RELATIONS
AND TRADE

Minister: Zheng Tuobin

First Vice Minister: Li Langing

Vice Ministers: Lu Xuejian
Wang Pinging
Zhang Haoruo

Assistants

to the Minister: Shen Jueren
Zhu Youlan (f)
Wang Wendong

Liu Yan
Address:
2 Dong Chang'an Jie
Beijing

Telex: 22168 MFTPK CN
22560 FICPO CN
Tel: 553031

MOFERT is responsible for managing China‘s foreign trade. It works
closely with the country’s industrial ministries, the banking system, the
State Planning Commission, and the State Economic Commission.
Formed in March 1982, MOFERT incorporates the former Ministry of
Trade, Ministry of Economic Relations with Foreign Countries, Import-
Export Commission, and Foreign Investment Control Commission.
MOFERT’s structure is replicated at the provincial and city level in its
foreign economic and trade bureaus and commissions. The foreign
trade corporations under MOFERT also maintain branch offices around
the country. And MOFERT maintains four large regional offices in
Dalian, Tianjin, Shanghai, and Guangzhou to integrate policy
implementation on a regional basis.

B BUREAUS

FOREIGN TRADE ADMINISTRATION

Director: Li Dengshan
Responsibility: Quotas, export licenses, trademarks, reform of foreign
trade structure, foreign representative offices

IMPORT AND EXPORT ADMINISTRATION

Director: Zhou Chuanru

Responsibility: Import and export policy, countertrade, activity of
foreign trade corporations

TECHNOLOGY IMPORT AND EXPORT ADMINISTRATION

Director: Wu Fengzhou

Responsibility: Licensing, import-export of whole plants and
technology, and monitoring technology transfer controls in foreign
countries

FOREIGN INVESTMENT ADMINISTRATION

Director: Liu Yimin
Responsibility: Joint ventures and other forms of foreign investment
in China

FOREIGN ECONOMIC COOPERATION
Director: Wulan Mulun
Responsibility: China’s overseas investments, labor exports

FOREIGN AID

Director: Li Chengwei

Responsibility: China’s outgoing foreign aid program
LOAN ADMINI TION

Director: Zhang Qi
Responsibility: Government-to-government concessional financing

REGIONAL POLICY

Responsibility: Formulates trade policies and strategies with different
countries, Divisions:
1. USSR, E. Europe, and other socialist countries
Director: Liu Jingli
2. Asia and Africa
Director: Chen Zhixiao
3. North and South America, W. Europe, Australia
Director: Liu Zepu

INTERNATIONAL RELATIONS

Director: Wang Tiance

Responsibility: Economic relations with foreign governments and
international organizations including the World Bank, UN, and IMF

W TREATIES AND LAWS

Director: Yuan Zhenmin
Responsibility: Researches and drafts treaties, laws, and regulations;
provides legal counsel to government

B TRANSPORTATION

Deputy Director: Jiao Wenfen

Responsibility: Executes policy in foreign trade transport, coordinates
transport plans of central and local foreign trade enterprises with
transportation departments of other ministries

POLICY RESEARCH

Director: Liu Xiangdong
Responsibility: Devises strategies and speaks for MOFERT on
domestic and overseas trade policies

PRODUCTION BASES FOR EXPORT

Director: Ma Xizhao

Responsibility: Recently established to formulate and implement
policy for China’s export production bases. Incorporates the former
Export Bases Development Corporation formed under MOFERT in
1981

MMODITIE

PLANNING

Director: Xu Wenrong
Responsibility: Formulates import/export and purchasing plans for
the foreign trade companies throughout the country

DIT
Responsibility: Formed in 1986 to monitor foreign trade activities

TION
Responsibility: Formed in 1987 to oversee training of overseas cadres
and workers (formerly under Personnel)
PERSONNEL
Director: Liu Yan

PROTOCOL )
Director: Zhang Xinggiao

FINANCE AND ACCOUNTING

Director: Liu Shanzai

MPUT NTER
Director: Rong Quanxing
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A FOREIGN TRADE CORPORATIONS

4 China National Arts and Crafts I/E Corp. A China National Instruments I/E Corp.
(ARTCHINA) Director: Yu Zhiting (INSTRIMPEX) Director: Zhang Bache

4 China National Cereals, Oils, and Foodstufis I/E Corp. A China National Machinery I/E Corp.
(CEROILFOODS) Director: Cao Wantong (MACHIMPEX) Director: Gu Yongjiang

A China National Packaging Corp. 4 China National Medicines and Health Products I/E Corp.
(CHINAPACK) Director: Xu Jianguo (MEHECO) Director: Yan Rudai

4 China National Silk I/E Corp. 4 China National Metals and Minerals I/E Corp.
(CHINASILK) Director: Huang Jianmo (MINMETALS) Director: Wang Yan

A China National Textiles I/E Corp. 4 China National Chartering Corp.
(CHINATEX) Director: Zhou Yunzhong (SINOCHART) Director: Ping Jian

4 China National Native Produce and Animal By-Products I/E Corp. 4 China National Foreign Trade Transportation Corp.
(CHINATUHSU) Director: Wang Zhixin (SINOTRANS) Director: Ping Jian

A China National Complete Plant Export Corp. 4 China National Chemicals I/E Corp.

(COMPLANT) Director: Wang Mingpo (SINOCHEM) Director: Zheng Dunxun
A China National Light Industrial Products I/E Corp. 4 China National Technical Import Corp.
(INDUSTRY) Director: Li Wenqun (TECHIMPORT) Director: Xu De’en

Another 30 foreign trade corporations belong to other ministries, but
are considered important enough to be under MOFERT's close business
supervision. They are:

China National Machinery and Equipment I/E Corp. (EQUIMPEX)
China National Aero-technology I/E Corp. (CATIC)

China National Electronics I/E Corp. (CEIEC)

China National Petrochemical Corp. (SINOPEC)

China National Chemical Construction Corp.

China National Agricultural Machinery 1/E Corp.

China National Coal I/E Corp.

China National Atomic Industry Corp.

China National Xinxing Co.

China North Industries Corp. (NORINCO)

China National Anging Industry Corp.

China National Kaili Industry Corp.

China National New Era Corp.

China National Kanghua Investment I/E Corp.

Ping He Electronics Co. Ltd.

China National Shipbuilding Trading Co. Ltd.

China National Metallurgical I/E Corp. (CNMIEC)

China National Nonferrous Metals I/E Corp. (CNNC)

China National Building Materials and Equipment I/E Corp.
China National Xinxing Building Materials United Development Corp.
China National Medical Apparatus and Instruments I/E Corp.
China National Geomachinery and Equipment I/E Corp.

China Film Equipment Corp.

China National Tobacco I/E Corp.

China Industry and Commerce Development Corp. (INCOMIC)
China International Trust and Investment Corp. (CITIC)
Everbright Industrial Corporation

China National Animal Breeding Stock I/E Corp.

Huaneng Group

China National Seed 1/E Corp.

® RESEARCH AND INFORMATION CENTERS

@ University of International Business and Economics
Director: Sun Weiyan
Responsibility: Trains university students, most of whom will be
assigned jobs in the ministry

e International Trade Research Institute (ITRI)
Director: Zhang Peiji
Responsibility: International trade research; publishes several
magazines and newspapers relating to China’s foreign trade
e Institute of Foreign Economic Relations and Trade e International Economic Information Center
Director: Zhang Wenzhong Director: Zhao Gongda
Responsibility: Economic research, including economic policies in Responsibility: Collects information on foreign trade issues for policy
foreign countries decisions

¢ China Economic and Trade Consultants Corp. (CONSULTEC) e International Technological Exchange Center

Director: Guo Yimin
Responsibility: Providing information and services to foreign and
Chinese trading enterprises

NOTE: Chart does not include MOFERT's various representative offices

outside China.
Source: The National Council for US-China Trade
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Director: Wang Zhiye
Responsibility: Collects data on foreign and Chinese technology
suppliers



that coordinates all of their tungsten
trading activities and protects the na-
tional interest in the process.

The goal of the tungsten associa-
tion is to eliminate multiple export
channels through coordination,
price fixing, and stronger manage-
ment. Justifying the move to tighten
central control, a Chinese trade ana-
lyst noted last year that “since China
already commands a substantial
share of the world’s tungsten market,
competition will only bring down
prices, reduce earnings, and lead 10
random exploitation of resources.”
This has in fact already happened. In
recent years China has watched its
own competing foreign trade cor-
porations flood the market and con-
tribute to a 70 percent drop in the
world price.

MOFERT Assistant Minister Zhu
Youlan has indicated that China will
establish more such export associa-
tions this year. Some will focus on
well established export commodities
like tungsten, that have a large im-
pact on foreign markets. Others, like
the newly formed China Bus Export
Association, will bring together Chi-
na's major bus producers, importers,
and exporters to promote a product
with good potential but few estab-
lished export channels
that China no longer imports a prod-
uct that it can make for isell. The
goal ol all of these associations will be

and ensure

to “‘coordinate the interests of vari-
ous parties and deal with foreign
counterparts in a unified manner,”
according to Zhu.

Strengthening traditional methods
of control

The government is also not shying
away [from more tried and true meth-
ods of boosting exports and control-
ling imports. The import and export
licensing system in particular, admin-
istered by MOFERT through its cen-

tral ofhice as well as its network of

provincial and municipal ofhices, has
played a key role in efforts to bring
trade under better control since
1985, Although China’s long-term
goal is to reduce the number ol
goods requiring import and export
licenses, for the time being the over-
riding trend is up, not down.
Licenses are now required for 45
categories of imports and 212 cate-
gories of exports, up from just 30
and 152 in 1985, An important goal
of the revised export license regula-
tions has been to stem the flow of
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Cparallel goods,” ie., goods being
sold through unofhcial channels at
lower than State prices to or through
Hong Kong and Macau. Therefore,
export licenses for 25 products apply
only 1o goods destined for Hong
Kong and Macau,

I'he licensing system not only
serves as an effective control over im-
port and export products, but also
facilitates other types of trade regula-
tion. For instance, when a Chinese
exporter applies for a license, price
checks now take place to ensure that
the goods are not being sold too
cheaply, MOFERT sets minimum
prices for export commodities below
which an FTC may not quote, and
which can be readjusted frequently
according to market conditions. And
import licenses are checked to ensure
that the importer has an adequate
(and legal) source of foreign ex-
change to pay for the goods, and that
the sales tag is not too high. MOFERT
claims that it “'saved the country
more than $9 million last year by
checking unreasonable prices for im-
ports concluded in Sino—foreign con-
tracts.”” A nationwide computerized
systen to keep closer track of import
and export licenses should contrib-
ute to the efhiciency of these checks
when it goes into operation sometime
next year.

Not surprisingly, the use of trade
tarifts and taxes is also in full swing.
Perhaps the most unpopular among
foreign traders is the “import regula-
tory tax,”” a relatively new type of tax
that can be imposed on top of exist-
ing tarifls as a short-term, and highly
cltective, way to put the brakes on
unwanted imports—particularly
consumer durables such as automo-
biles and televisions.

Although the administration of
trade tariffs and duties comes under
the authority of China's Customs Ad-
ministration, MOFERT recently
gained a greater voice in this process
as well. A national Tarift and Tax
Committee, set up early this year, has
broad powers to review and set cer-
tain types of tariffs. The chairman is
Wang Bingqian, minister of Finance,
but MOFERT Vice Chairman Wang
Pinging serves as one of three vice
chairmen. The committee will try to
make tariffs a more ethcient ool for
implementing China's trade strategy.

Laying down the law for FTCs

New rules governing the operation
of China's FTCs demonstrate

MOFERT’s growing regulatory role.
In carly 1986 the ministry an-
nounced plans to review the opera-
tions of all Chinese entities engaged
in foreign trade. These include
MOFERT's 16 “in-house™ trading
corporations (which still dominate
trade in strategic commodities), some
30 large trading firms athliated with
industrial ministries or State Coun-
cil-controlled corporations, a few
dozen factories or groups of factories
conducting their own trade, and hun-
dreds of trading companies at the
provincial level and below. The re-
view even extended to the relatively
independent trade fiefdoms of
Guangdong and Fujian, where
MOFERT's control is weakest, al-
though decisions there were left
largely to provincial authorities and
merely had to be reported to
MOFERT.

This campaign represents a coup
for MOFERT and the 16 large foreign
trade corporations it controls di-
rectly, which had seen their authority
severely threatened by the Septem-
ber 1984 trade decentralization plan.
Long gone is the talk of breaking up
foreign trade monopolies and sanc-
tioning competition. Gone is the idea
ol allowing factories to choose their
own trade agent.

The new rules are designed to elim-
inate the small “briefcase” trading
companies that operate on the
fringes of legality with little more
than guanxi, or connections, as their
assets. With few exceptions, the rules
require trading companies to be al
the provincial level or above and to
carn at least $5 million by their third
vear of operation. Other rules limit
FTC activities: local trading compa-
nies may not set up branch offices in
other areas, factories with indepen-
dent foreign trade rights may not act
on anyone else’s behalf, and collec-
tives and individuals are banned from
foreign trade.

Trading companies that do not
meet the new criteria will be shut
down—but very few have been so far,

judging by the official totals.

MOFERT claims it has completed its
review and will soon publish a com-
plete list of some 1,200 approved
trading companies—800 of which
deal in merchandise and 400 in
trade-related services.

Some observers view the greater
number of trade entities as a positive
sign of trade decentralization. It does
indicate a major evolution in a short
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time: in 1978 there were only a dozen
official trading companies. Instead
of slugging it out with the trading
arms of industrial interests and the
constantly multiplying local trading
firms, MOFERT has implicitly ac-
knowledged their right to a place in
the trade system—as long as they
play by the rules.

But perhaps this is simply a recog-
nition of the fact that the trading sys-

tem is now too large and compli-
cated, and the export imperative too
strong, [or MOFERT not to divvy up
the tasks at hand. While the greater
number of trade entities is a positive
sign, it is not a departure from the
basic system in which most Chinese
producers and end-users must buy
and sell through intermediary trad-
ing corporations. These FICs insu-
late them from foreign markets (in
some cases more so than in others)
and follow State plans and priorities,
not to mention rules governing what
they can trade and with whom. De-
centralization of real trading power
to producers and end-users is at its
carliest stages in some sectors, and
not yet happening in most.

Keeping a hand in business

MOFERT continues to monitor the
business activities of China’s foreign
trade corporations closely—espe-
cially the 16 that it administers di-
rectly and the 30 others with which it
maintains a close “business relation-
‘.ll.l[)f'

Most of China’s trading companies
continue to have relative freedom
over many import decisions, since in-
direct central controls such as tariffs
and foreign exchange allocation are
relatively effective. But their export-
g actvities are supervised more
closely, with local traders usually lim-
ited to exporting new product lines
not already handled by the national
foreign trade corporations. And this
vear MOFERT strengthened its ex-
port quota system by signing con-
tracts with each of the 46 national
FTCs, committing them to export a
certain amount of goods. I they ex-
ceed quarterly export targets while
staying within cost projections they
will be eligible for various rewards.
The head othee of each FTC is sup-
posed to sign a similar contract with
its branches, the branches with their
subsections, and so on down the line.
MOFERT will also monitor how the
FTCs go about fulfilling their con-
tracts. For instance, it has forbidden
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trade corporations from bidding up
factory purchase prices in order 1o
buy more goods for export, and plans
to watch these activities closely.

MOFERT FTCs are also being en-
couraged to strengthen their bonds
with factories whose products they
export. For instance, the China Na-
tional Arts and Crafts Import/Ex-
port Corporation expects Lo receive a
$50 million five-year syndicated loan
from foreign banks to support a $200
million modernization program for
the factories that it buys from.
ARTCHINA acts as a conduit through
which the enterprises have access to
funds that they could not obtain indi-
vidually. According to a MOFERT of-
hicial, such forms of producer/trader
cooperation represent “a new trend
in our foreign trade system.”

The foreign trade reform
tightrope

The central planning side of Chi-
na's self-styled “planned-market
cconomy’” has clearly made a strong
comeback in foreign trade since
1985. As the deputy director of
MOFERT's Foreign Trade Adminis-
tration noted on a May visit 1o the
United States, China’s foreign trade
system remains under firm central
control. “In China's trading regime,
there are no private enterprises and
no cooperatives. All of China’s trad-
ing entities are State-owned.” More-
over, trade priorities and overall tar-
gets will continue to be set by an
annual import/export plan that is
not available to the public.

Despite this increase in central
planning during the past two years,
China’s leaders seem sincere in their
desire to proceed with more market-
oriented trade reforms when the
time is right. Subsidies paid 1o mef-
ficient trade enterprises continue o
be a drain on the central budget.
China must also convincingly demon-
strate the ability of its trade system to
respond to market forces in order to
become a member of the GATT. And
most Chinese leaders (at least those
outside of MOFERT) would eventu-
ally like to see the FTCs become com-
pletely independent and MOFERT be-
come a purely regulatory agency.

But such changes will not come
casily. China has twice in eight years
experienced painful deficits and for-
cign exchange shortages brought on
by loosening central controls over
trade. While China’s leaders may
agree in principle with the theory of

decentralizing foreign trade deci-
sion-making, there will be high-level
opposition to any actions that
threaten a return to chaotic trade
patterns or large trade deficits.

Grass-roots opposition to foreign
trade reform is another stumbling
block. While trade reforms offer
market-based incentives to efhcient
enterprises, they can also spell disas-
ter for the many inethcient and inex-
perienced Chinese traders and pro-
ducers that have come to depend on
the central plans and subsidies that
are part of the current system.

Morcover, changes in the foreign
trade system must be preceded by
certain developments in the econ-
omy-at-large. Thoroughgoing price
reforms are needed to eliminate the
cconomic irrationalities that make
some sound trading decisions un-
profitable. And the shortage of ex-
perienced professionals in economics
and trade consistently hampers el-
forts to widen the foreign trade deci-
sion-making base.

Although trade reform is ofhcially
on hold this vear, ofhcials point out
that some of the steps being taken to
hll('llglh(‘n macroeconomic trade
controls may actually help pave the
way [or future trade reforms by cre-
ating a better environment for trade
decentralization and market forces.
Early this year, an article in People’s
Deaily gave an example of this theory
in practice. The export production
networks will “concentrate™ export-
oriented enterprises, and thus “cre-
ate a necessary condition for making
full use of such economic levers as
exchange rates, taxation, tariffs,
prices, and foreign exchange reten-
non to conduct overall economic
control and adjustment. This will also
be favorable to changing foreign
trade management gradually from
the pattern of direct control and
management mainly based on admin-
istrative means to the pattern of indi-
rect control and management mainly
based on economic means.”

The current two-pronged ap-
proach to foreign trade, combining
elements of strong central planning
with closely supervised efforts to re-
tain local initative and broaden the
trading constituency, may not be in-
compatible with attempts to expand
foreign trade decision-making pow-
ers in the future. And given the inev-
itable swings in China’s foreign trade
policy, such attempts are a fairly sure
bet. £
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ast summer China formally
announced its desire to re-
join the GATT—the Gen-
eral Agreement on Tariffs
and Trade. China was a founding
member of the GATT in 1947, but the
Republic of China, then the Chinese
representative, withdrew in 1950.
China has not been represented in
the GATT since that time, but 1s now
eager to participate. While certainly
an imperfect legal regime, the GATT
has become the major vehicle regu-
lating world trade. GATT member-
ship would give China a role in for-
mulating and interpreting GATT
rules that are pivotal to international
trade. And most GATT members
should welcome the fact that China’s
participation would make it a more
predictable trading partner and im-
prove access to China’s markets.
China’s application raises a host of
complex questions, however—both
for China and the GATT itself. As a
result, restoring China’s full mem-
bership may not be a smooth or rapid
process.

Benefits of joining the club

The 92 member nations of the
GATT contractually agree to abide by
certain principles of free trade, based
on the assumption that imports and
exports are carried out by private en-
terprises responding to market
forces. As China strives to better in-

36

tegrate its economy with the world
trading system, it has a strong inter-
est in shaping the rules under which
that system operates. China’s admit-
tance into the Multilateral Fiber
Arrangement in 1983, for instance,
allowed China to participate in rene-
gotiating the MFA| so critical to its
booming textile exports. Similarly,
GATT membership would give China
a role in formulating many other
trade policies regulated by the GATT
such as dispute resolution, unfair
trade laws, and government procure-
ment.

GATT membership would help de-
politicize and stabilize China’s trade
relationships, now based largely on
shaky bilateral agreements. The
multilateral GATT rules would bet-
ter protect China's exports, particu-
larly as those exports increase and
produce protectionist pressures
overseas. And while the United
States and a number of other coun-
tries currently extend  China most
favored nation (MFN) treatment,
GATT membership would ensure
such treatment from all GATT mem-
bers.

China would also become eligible
for Generalized System of Preference
(GSP) rarift benefits in the United
States. While many other nations al-
ready grant China GSP status, US law
dictates that only GATT members are
eligible for these benefits—and final
approval remains at the discretion of
the president. Major unions and im-
port-sensitive industries in the United
States, particularly electronics, tex-
tiles, and footwear, are likely to op-
pose GSP benefits for China, how-
ever. Given these pressures, the

administration may decide to

" with-hold GSP treatment from
. China in certain industries.

MR A long butwelcome road

-
=

The central issue of market access

A GATT applicant must normally
negotiate a “ticket of admission™ be-
fore membership is awarded. This
usually takes the form of tariff reduc-
tions designed to ensure other GATT
members reciprocal access to the
country’s markets. But despite ongo-
ing market reforms, the Chinese gov-
ernment still plays a crucial role in
many trading, production, pricing,
and purchasing decisions—a fact
that could make tariff concessions
alone inadequate to ensure market
access in China. If, for example,
China reduces its tarift on widgets,
Chinese authorities could still limit
widget imports through a variety of
administrative means, including re-
stricting the foreign exchange avail-
able for such purchases.

I'he central dilemma surrounding
China’s admission is therefore how to
ensure access to China's market—
the
GATT. Although other countries with
nonmarket economies, including Ro-
mania, Yugoslavia, and Poland, have

‘cost” to China of joining the

joined GATT on special terms, the

size of China's market and trade po-
tential make its GATT entry far more
problematic. GATT members are also
concerned that China’s membership
might make it easier for the country
to deploy its large and low-cost labor
force in target export industries that
could overwhelm their markets, par-
ticularly since China’s State-
managed economy can theo-
retically support exports
priced lower than the cost of
inputs. This threat seems
particularly real given Chi-
na's current attempts to ex-
pand its export base through

a variety of new adminis-
trative and market incen-
tives (see p. 30).

4
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The Chinese position

China argues that its ongoing eco-
nomic and trade reforms are creating
an economy responsive to market
forces, and that tanll concessions
should suthce for China’s admission
into the GATT. Yugoslavia set a
precedent by acceding to GATT on
the basis of tariff concessions alone
after implementing broad trade re-
forms. In addition, China could
rightfully note that the meaning of
“market economy’ is unclear since
almost all governments interfere in
the marketplace to some extent.

China will argue that its status as a
developing country entitles it to con-
siderable leeway in negotiating ap-
propriate tariff reductions. China
may also demand that discriminatory
quotas against ils exports, such as
those imposed by the European Eco-
nomic Community, be abolished.

In return, China may be willing to
accede to some of the GATT “codes™
that regulate trade. For example,
joining the Technical Barriers to
Trade Code, which governs technical
standards and certification, or the
Customs Valuation Code, which de-
termines how imports are to be val-
ued for customs purposes, would
help demonstrate China’s willingness
to abide by international standards
and impose internal discipline on the
country’s trading system.

On a procedural level, China will
argue that it need only “resume’ the
China seat vacated by the Republic of
China, rather than apply as a “new”
member under the GATT rules. China
will have to negotiate the same con-
cessions either way, but this issue is of
great symbolic importance for Chi-
nese leaders.

Reservations of GATT members
Some GATT members, particularly
the United States, prefer to see China
Jjoin GATT as a “new’ member. This
would reflect the reality that both
China and the world trading system
have evolved greatly since 1950 and
signal that China should not be al-
lowed to offer less substantive con-
cessions merely because it was a
GATT member years ago. On a more
concrete level, it would also allow the
United States to comply with certain
technical requirements of US law.
This is not the only issue on which
the two sides may find themselves far
apart. Some GATT members, includ-
ing the United States, will want more
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stringent economic concessions than
China now seems willing to offer.
While they support China’s applica-
tion in general, they are doubtful
that China's economy is eligible 1o be
treated as a market economy for
GATT purposes. They point to the
fact that China’s trade record is
mixed. In late 1985, for example,
China recentralized control over the
import and export of many goods
and mmposed rigid controls on for-
cign exchange expenditures. And the
political uncertainty stemming from
Hu Yaobang's dismissal in January
raises additional doubts about Chi-
na's long-term commitment to eco-
nomic and trade reforms.

With these concerns in mind,
GATT members may seek more than

just tarift concessions from China.

Some may press Beijing for a firm
commitment on reforms, particularly
after official Chinese statements in
1987 that the pace of price reforms
will slow down. Without comprehen-
sive price reforms, however, foreign
competition could well be stitled as
Chinese products continue to benefit
from below-cost inputs and artifi-
cially low prices. GATT members may
also seek a reduction of China’s vari-
ous nontariff barriers, including its
cumbersome import licensing
schemes and foreign exchange con-
trols. The growing recognition of
nontarift barriers in Japan (a GATT
member) may make GATT nations
even more cautious on this issue.

China may also be asked to provide
more information on the operation
of its trading system and to clarify its
purchasing criteria. An improved sta-
tistical base and publication of more
accurate economic and trade data
would allow China’s trading partners
to operate more effectively and reas-
sure them that the Chinese market is
in fact open.

To ensure that China is offering
meaningful market access, GATT
members may want to conduct peri-
odic reviews of China’s progress in
implementing reforms. And some
GATT members, including the United
States, may insist upon reserving the
right to take special “safeguard™ ac-
tions when imports from China
threaten to injure a domestic indus-
try. Such provisions, adopted when
other nonmarket economy countries

Spencer S. Griffith, an attorney with the
Washington, DC, law firm of Arnold &
Porter, specializes in international (rade.

joined the GATT, would help allay
fears that China's massive export po-
tential might threaten domestic in-
dustries. But the need for special
safeguards may recede in the long
run as GATT members are able to ver-
ity that the price of Chinese exports
reflects their true economic costs.

The road ahead

China took the first concrete step
in its GATT application in February
1987, submitting to the GATT Sec-
retariat in Geneva a confidential
memorandum describing its econ-
omy and foreign trade system. The
memo, prepared largely by China's
Ministry of Foreign Fconomic Rela-
tions and Trade, discusses eftforts to
ease price controls and further de-
centralize foreign trade. It argues
that as a result of these reforms,
China has basically achieved a hybrid
market economy—or what it calls a
“planned market economy.”

GATT members have reviewed the
memo and submitted numerous spe-
cific questions to China in June. A
working party has been established to
serve as the focal point for discus-
stons of China’s accession and 1s ex-
pected to begin formal deliberations
later this year. In the meantime,
China is participating as an observer
at the Uruguay Round, where issues
of immediate concern to China, such
as expansion of the GATT to cover
trade in services, will be addressed.

Negotiations on China’s GATT bid
will likely stretch out over a matter of
years, although China is anxious to
become a full GATT member as soon
as possible. One possible solution
might be for China to follow a step-
by-step process and gradually assume
its GATT obligations, allowing GATT
nations to monitor the progress of
China's economic and trade reforms.
China could thus take its GATT seal
while still negotiating substantive
concessions. A similar approach was
used with Yugoslavia, although this
model is of imited use since Yugosla-
via's reforms were more far-reaching
than China’s to date.

GATT members want to ensure that
China takes its place in the GATT on
terms that are fair and equitable.
Clearly, there are difficult issues to
be worked out in reaching this goal.
But the potential benefits to all con-
cerned should make the process well
worth the effort, even if it takes
longer than the parties involved

-

would prefer. 7
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hinese goods worth $17 mil-

lion were brought into the

United States in 1986 under

a little-publicized preferen-
tial tariff known as Section 807.
While China's preferential exports to
the United States are tiny in compari-
son to its total US exports of more
than $4 billion, this tiny category of
trade has big potential.

Article 807 of the US tanff code
allows articles manufactured in the
US to be sent abroad for assembly
and then returned 1o the US—with
customs duties due only on the value
added abroad. In 1986 the US im-
ported some $35.8 billion worth of
goods under Section 807, of which
$6 billion represented the US raw
materials sent abroad for processing
and $29.8 billion the value added
abroad.

This preferential treatment is de-
signed to encourage the efhcient or-
ganization of US manufacturing
worldwide: unskilled assembly work
can be done at lower cost offshore,
allowing US workers and capital 10
focus on the more skill and technol-
ogy-intensive aspects ol production.
Many US semiconductor manufac-
turers, for example, ship silicon wa-
fers to East Asia for assembly and
testing before they are returned for
further processing in the United
States. The cost savings helps them
remain competitive with Japan and
other foreign suppliers.

China’s trade under Section 807
has already grown rapidly—Ifrom just
$400,000 in 1980 to more than $17
million in 1986 (see table). China has
much to gain from developing 807
trade. Because 807 exports involve
assembly, they are labor-intensive

and thus able to take advantage of

China’s most abundant resource.
And 807 exports rely primarily on
mmported inputs, sidestepping the
supply and quality problems often as-
sociated with China’s domestic raw

items subject to drastic market shifts.
One category of China’s 807 exports
—models, dolls, tovs, tricks, and
party favors—mushroomed from
$1.3 millionin 1984 to $18 million in
1985, only to drop again to $3.6 mil-
lion in 1986. Meanwhile sales of sus-
penders shrank from $2.3 million in
1980 to less than $1 million in 1986.

China does not yet qualify for a
second important type of preferen-
tial trade—the Generalized System
of Preferences (GSP), maintained by
20 industrialized nations (o assist

Preferential
Trade with
China

Stephen Guisinger

developing countries through tarift
reductions on certain products. In
the US, the GSP permits duty-free
entry of more than 2,500 items from
qualifying countries known as Bene-
ficiary Developing Countries or
BDCs. Because the incentives pro-
vided by GSP (no duties even on the
value added) are greater than those
provided by Section 807, many coun-
tries substitute GSP exports for Sec-
tion 807 exports to the extent possi-
ble. But certain restrictions on what
qualifies for GSP treatment—ceil-
ings on the amount any one country
can ship, a minimum of 35 percent of
the value added in the BDC, and the
fact that certain products are ex-
cluded from GSP that qualify for 807
—limit the size of the GSP program.
Still, GSP imports of the US have

Stephen Guisinger s professor of inter-
national management studies at the Uni-
versity of Texas at Dallas and US Direc-
tor of the Joint Center for China-US
Management Studies.

grown steadily from $7.3 billion in
1980 to $13.9 billion in 1986.

Communist countries are eligible
for BDC status in the United States if
they are members of the Interna-
tional Monetary Fund (IMF) and the
General Agreement on Tariffs and
Trade (GATT), and if they have also
been granted most favored nation
(MEN) treatment by the US Con-
gress. Yugoslavia has qualified as a
BDC since the GSP's inception in
1976 and exported $282 million
worth ol goods to the United States
under GSP in 1986.

But China may still have far to go
before achieving BDC status. Al-
though it received MFN status and
joined the IMF in 1980, China’s ad-
mission to the GATT may still be along
way off (see p- 36). Moreover, China
will have to meet additional qualifica-
tions for BDC status established in
1984, A BDC must agree 1o protect
intellectual property, afford its work-
ers internationally recognized work-
ers’ rights, and reduce trade-distort-
ing investment practices and barriers
to trade in services. Even if China can
meet these revised criteria, it will gain
GSP status only with final approval
from the president.

At present China is only a minor
participant in the US preferential im-
port market. It supplies less than
one-tenth of 1 percent of total US
imports of 807 goods, is ineligible for
GSP treatment, and does not qualify
for the third major preferential pro-
gram, the Caribbean Basin Initiative.

Yet the record of China's neigh-
bors—Singapore, South Korea,
Hong Kong, and Taiwan—suggests
the paossibilities if China can pursue
preferential exports vigorously. In
1986 these four regions accounted
for more than 20 percent of all US
preferential imports and more than 5
percent ol all US 807 imports. If
China could achieve only one-tenth
of the preferential exports generated

materials. Despite

by her neighbors

the high import — - on a per capita
. 5 & . .

content of 807 CHINA’S “807 EXPO_R_TS TO UNITED STATES basis, it would
products, China is Yl 3) carn $16 billion
assured Ii' net for- | category 1980 1981 1982 1983 1984 1985 1986 ::;D“(QL'I.‘,' “'“;“
ign exchange ge 7/GSP wrade
(,li',‘" (}:t JANgE & “"‘ Models, dolls, toys, tricks, party favors  — 0.3 0.2 0.1 1.3 18.0 3.6 o . .

since virtually all of Games and sporting goods 0.1 01 0.6 1.0 12 1.4 0.9 alone with the
the output is ulti- Luggage, handbags, billfolds . 0.5 0.4 0.2 0.5 0.9 0.5 United States.
mately exported. Garters, suspenders, body support Compared to
There is one draw- gares . 0.6 1.7 45 23 0.2 05 China’s current
back: this trade can i & 24 iz et 09 =8 A level of exports
ALEE ANDLREAGE K Total 04 28 47 22 62 233 173 : Lpans
be relatively unsta- of $31 billion,
ble since it usually Source: US Department of Commerce import data tapes; processed by the Flagstaff Institute the incentives
involves consumer are obvious., %
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MEMBER SPOTLIGHT

Luxury goods, or the raw materials to produce them, have long
been a staple of the China trade. The three National Council
member compantes spotlighted in this column are all small, spe-
clalized firms with longstanding ties to their trading partners in
China. Since luxury goods buyers expect the best, these companies
must face the problem of quality control head on, and are con-
stantly on the lookoul for new ways to be more closely involved in
the production process.

FORTE CASHMERE

Forte Cashmere Company of Woonsocket, Rhode Is-
land, began importing cashmere, camel hair, angora, and
silk from China before 1949 and resumed its China trade
in 1973, After processing the cashmere it imports, Forte
sells the finer material to domestic and foreign mills for
further processing into yarn, fabric, and finished products.

In the early 1970s, according to James S. Coleman, vice
president and general manager of Forte, the company ne-
gotiated to buy cashmere with the Beijing ofthce of the
China National Native Products and Animal By-Products
Import-Export Corp.—even though the hair itself came
from the cashmere-producing provinces of Inner Mongo-
lia, Xinjiang, Gansu, and Shanxi. Decentralization in the
1980s allowed Forte to negotiate with each province sepa-
rately, but recently Coleman has detected a trend toward
recentralization: representatives from all the cashmere-
producing provinces are gathering again at the Guangzhou
Fair to take orders. Although Forte could buy all its cash-
mere at the fair, the company continues to make regular
trips to the provinces to maintain relations with the pro-
ducers.

China has the largest population of cashmere goats in
the world. In the early 1970s Forte could buy virtually
unrestricted amounts of cashmere from China. But now
China is turning cashmere into finished garments for ex-
port itself and as a result, raw materials exports have been
reduced to the point where Forte buys one quarter of what
it was able to purchase in the past.

But Forte sees an encouraging sign that China’s cash-
mere exports may open up again: Animal husbandry repre-
sentatives from Australia have traveled to China to advise
them on the sophisticated breeding techniques the Austra-
lians are now using to breed cashmere goats.

MOTTAHEDEH

Porcelain is a hallmark of the China trade. Sophisticated
porcelain production in China peaked during the Qing
Dynasty, declined after the Taiping Rebellion of 1850, and
has yet to fully recover. But Mottahedeh, Inc. of New York,
which has been producing antique porcelain reproduc-
tions from US and European collections since 1924, is
doing its part to restimulate the industry in China.

Licensed reproductions are a major part of
Mottahedeh’s business. One of Mottahedeh’s most popu-
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lar lines for the last 30 years has been Blue Canton china
dinnerware, which was made as a licensed reproduction of
18th-century Chinese landscape export porcelain for the
Historic Charleston Foundation in South Carolina. Re-
cently the Shanghai Museum approached Mottahedeh to
make licensed reproductions of their collection. As with
the Historic Charleston contract, Mottahedeh would pay
the Shanghai Museum a royalty for each piece the company
sells in US and European markets.

Mottahedeh also buys ceramics from 13 producers in
seven countries, including five Chinese factories in the
traditional ceramic-producing provinces of Jiangsu and
Hebei. One of these creates Yixing earthenware, a distinc-
tive red stoneware, based on classical Chinese designs. To
help these factories raise quality, the firm’s president, Mil-
dred Mottahedeh, has traveled to China five times to advise
on the use of modern kilns and technology.

Outdated kilns and impure raw materials in China pro-
duce a high level of rejected pieces. To solve these prob-
lems, Mottahedeh is now negotiating with the Guangdong
Ceramics Corp. and China National Arts and Crafts Im-
port-Export Corp. (ARTCHINA) to open a joint venture
factory that will specialize in reproducing antique porce-
lains. According to Andrew Heyden, general manager for
Asia, Mottahedeh aims to promote a “'renaissance’ of Chi-
nese export porcelain while taking advantage of reasonable
labor rates and Chinese workers’ manual dexterity.

TRANS-OCEAN

Trans-Ocean, a New York-based rug importer founded
in 1921, has capitalized on China’s longstanding rug-mak-
ing expertise and craftsmanship to import hand-knotted,
and hand- and machine-made rugs in wool and some syn-
thetics. The company spends more money importing rugs
from China than from all its other sources (Western Eu-
rope, Japan, Hong Kong, India, and Pakistan) combined.
The rugs are displayed in Trans-Ocean’s showrooms in
New York, Atlanta, Chicago, and San Francisco, and
bought by department and specialty stores, catalog houses,
and designers.

Trans-Ocean orders rugs from about 20 factories all over
China, which create 10 to 40 new rug designs a year, usually
Chinese and American floral designs and Chinese ming
designs. To assist Chinese rug designers, the company pro-
vides fabric swatches, paint samples, and magazines such as
Architectural Digest and Better Homes and Gardens.

Trans-Ocean, which resumed trading with China in
1973, is not considering a joint venture at present. Nor has
it attended the Guangzhou Fair in recent years, preferring
to deal directly with factories and the China National Na-
tive Produce and Animal By-Products Import-Export
Corp. According to Ted Hassen, executive vice-president
of Trans-Ocean, business is booming, and China is essen-
tial to the company’s future plans. —Priscilla Totten
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Trade fairs and exhibitions no longer hold the prominent position in China trade
that they did in the past. But rumors of the demise of these trade extravaganzas are
greatly exaggerated. Despite the explosion in direct trade opportunities, many firms
find these more organized forms of trading a valuable introduction to the intricacies
of the China market, a good way to make or cement contacts, and a welcome supple-
ment to their other China business.

In fact, the breakup of China’s rigid central control over trade has made it possible
for many new Chinese entities to get involved in organizing and sponsoring trade
fairs and exhibitions, bringing a greater ability to meet specialized needs. As the
trading power of certain regions grows, so does the number of specialized trade fairs
and exhibitions they sponsor. Changing priorities are reflected, too: the current
Chinese export drive has stimulated the trade fair industry, while China’s strict
import controls are putting a damper on some segments of the exhibition industry.
Trade fairs and exhibitions are proving adaptable to China’s rapidly changing trade
patterns and may remain features of the China trade landscape for some time.

and conducted much of their busi-
ness in this structured environment.
I'he glory davs of the Guangzhou

T el 5 o 5 s o ol S O T R
To supplement exports, China puts more goods

on show

Trade Fairs in Flux

Julia S. Sensenbrenner

s part of its current export
drive, China is leaving no
stone unturned. In addi-
tion to the highly publi-
cized China Export Commodities
Fair (or Guangzhou Trade Fair), sev-
eral other types of Chinese trade fairs
are now coming into their own.
These trade fairs play an important
supporting role in China’s quota-ori-
ented trading system. China’s Minis-
try of Foreign Economic Relations
and Trade (MOFERT) assigns annual
export quotas to foreign trading cor-
porations (FTCs) under its control
and to provincial trade authorities,
both of which then delegate export
responsibility to their various
branches or local trading companies.
FTCs rely primarily on direct sales
and sales made at the Guangzhou

Trade Fair to meet their quota. Butif

they fall short, trade authorities in-
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creasingly try to make up the differ-
ence by holding mini-fairs in China
or abroad.

The Guangzhou Fair fights to
retain its place

In the 1960s as much as 40 percent
ol China's exports were sold at the
Guangzhou Trade Fair. Held every
spring and fall since 1957, it was once
the only way for many companies im-
porting [rom the PRC to meet suppli-
ers and negotiate prices. The FTCs
under MOFERT all attended the fair

Julia S. Sensenbrenner, associate editor

of The China Business Review, at-
tended the 60th annual Chinese Export
Commodities Fair for the National
Council for US-China Trade. Andrew
Ness, deputy representative at the Na-
tional Council Beijing office, assisted in
researching this article.

Trade Fair are long past now that
MOFERT's monopoly on trade has
been broken. In the 1980s, while the
total value of transactions concluded
at the fair has generally continued to
climb, reaching $7.32 billion in
1986, the percentage ol China’s ex-
ports sold at the fair has dwindled to
about 20 percent.

But despite recurrent rumors, the
Guangzhou Trade Fair shows no
signs of geting ready to close its
doors after 61 sessions. Joseph
Scarry of Wagman-Wolf Inc., a
leather and bristles importer, helps
put this all in perspective comment-
ing, “Everyone says the Guangzhou
Fairis declining in importance. Actu-
ally, now the Guangzhou Trade Fair
is just becoming more like other
trade fairs . . . many contracts
are still negotiated or written at the
fair.”

To celebrate the fair’s 60th anni-
versary in October 1986, the expan-
sive. main fairgrounds building re-
ceived a glitzy new lobby and new
negotiation booths. But this facelift
did not remove some of the more ba-
sic and persistent shortcomings be-
neath the surface. Each year, many
traders are frustrated by the fact that
a portion of the deals signed at the
fair never materialize because of pro-
duction shortfalls, transportation
problems, or other complications in
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China. And at every fair some foreign
buyers go home empty-handed when
the supply of popular products can-
not meet demand.

Many American importers report
that they no longer attend the fair,
relving instead on their telex ma-
chines or offices in Beijing for con-
tact with Chinese sellers. Those that
persist go mainly to strengthen their
contacts with trading officials. Says
Joseph Scarry, “It’s of dubious value,
but we keep going because it is an
inexpensive way to see and deal with
the key people.”

The importance of the fair varies
from product to product. While tex-
tiles have been the major carner at
the fair for most of the last decade
and a half, Ching Yeh Chen, a US
garment importer, says that her or-
ganization Chinese Native Products,
Lid. sees little value in going to
Guangzhou to purchase textiles and
garments. Because so few of the US
textile importers attend the fair, the
kev people in charge of US accounts
generally do not go since they know
the major buvers won't be there.”
Due to US quotas on Chinese tex-
tiles, US buvers rely on one-to-one
relationships with Chinese trading
companies to purchase goods that al-
ready have central-level authoriza-
tion to be exported to the United
States.

The Guangzhou Trade Fair does
have other uses. Since Chinese com-
panies frequently launch new prod-
ucts at the fair—15 percent of the
products displayed at the spring
1986 fair were new—foreign buyers
in attendance may have an unusually
good opportunity to iind new prod-
uct lines and the partners to develop
them with. Buyers seeking an assort-
ment of products from various prov-
inces find the fair a convenient place
to shop around and compare. And
some companies use the fair to scout
out products with countertrade po-
tential.

For the first-time importer from
China, the fair offers a valuable in-
troduction to who in China makes
what, in what price range, and of
what quality. With more factory man-
agers attending the fair to participate
in negotiating the technical side of
contracts, a foreign buyer can also
learn something about who he or she
is buying from, offer advice on pro-
duction methods, or discuss special
characteristics of the goods to be
bought.
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A niche for single product fairs

While the Guangzhou Trade Fair
has not outlived its usefulness, itis no
longer the fair of choice for all for-
eign buvers. During the 1970s, as
trade began to pick up, some prod-
ucts began to be sold at specialized
mini-fairs sponsored by MOFERT's
foreign trade corporations through-
out the countrv. From 1975-77
China held at least 20 such fairs, fo-
cused on such popular export items
as feather and down products,
woolen and cashmere sweaters, tea,
and chemicals. Foreign buyers found
these tairs invaluable because
MOFERT's foreign trading company
branches would often offer a wider
range of goods within each product
category than found at the
Guangzhou Trade Fair.

Decentralization of trade lessened
the predictability of this pattern as
the FTCs relinquished some of their
monopoly over trade. MOFERT is no
longer the sole trade fair organizer:
provinces and municipalities have
started sponsoring their own shows.
Now, at the beginning of each vear,
FTCs and local foreign trade orga-
nizations estimate their ability to ful-
fill export quotas, and then decide
whether to apply to MOFERT for per-
mission to hold a mini-fair. In most
sectors, as alternative trade channels
opened up, the number of mini-fairs
has declined greatly, the scheduling
has become more erratic, and the tar-
get audience more focused.

But there are exceptions. For ex-
ample, mini-fairs are the only way to
go if you want to purchase cotton
work gloves. China began holding an-
nual fairs for this product three years
ago, and now more than 95 percent
of these sales are made at the annual
glove fair. Held in late summer, the
fair brings together the 10 or 12 FTC
branches that make these gloves and
the 10 to 12 foreign companies that
buy them. Sheldon Cohen, treasurer
of Magid Glove Company, notes that
the fair allows pl‘(:(luu_'l'b to take or-
ders for the following vear so that the
materials needed and production to-
tals can be properly planned.

Other important mini-fairs are
those for down products, carpets,
and garments. Because the Guang-
zhou Trade Fair does not coincide
with the peak ordering time for these
products, MOFERT’s trading cor-
porations always arrange mini-fairs
during the peak demand periods for

these goods.

But for the most part, single prod-
uct trade fairs now occur on an ad
hoc basis. So far in 1987 most spe-
cialized fairs have involved textiles,
native products, and arts and crafts.
Among the fairs to come this vear are
a garments mini-fair aimed at buvers
from the United States, Canada, and
Western Europe: a Chinese herbal
medicine fair; a wool and heavy
woolen articles fair for Hong Kong
and Macau buvers; and a knitwear
fair specifically for Japanese import-
ers.

Proliferation of local fairs

In 1979 decentralization also en-
couraged many localities to hold
their own general foreign trade fairs.
Soon there was a glut of fairs, many
with conflicting schedules that pre-
vented foreign traders from attend-
ing. In 1985 MOFERT stepped in to
take charge of approval and schedul-
ing for both general and specialized
mini-fairs, and it now tries to sched-
ule shows in more convenient blocks.
For example, Jiangsu, Shangdong,
and Hubei provinces and Beijing and
Shanghai municipalities all hosted
trade fairs during the last half of Feb-
ruary, making it possible for foreign
companies to attend several shows
during one trip to China—but also
intensifying the competition between
these regions.

Some of the local trade fairs are

even becoming successfully institu-
tionalized. The fifth annual foreign
trade symposium hosted by Shanghai
in February 1987 garnered $204 mil-
lion—20 percent above 1986's rec-
ord-setting pace. Sponsored by the
Shanghai Municipal Foreign Eco-
nomic Relations and Trade Commis-
sion, the latest fair attracted some
2.500 businesspeople from 47 coun-
tries and Hong Kong. One attendee
believes that local Chinese organiza-
tions put more effort into this type of
fair than the Guangzhou Fair be-
cause they have a greater stake in the
results.

These fairs are usually organized
by the local foreign trade bureaus
with the assistance of local FTC
branches. MOFERT must approve the
fair at the central level, and the local
branch of the China Council for the
Promotion of International Trade
(CCPIT) provides gcnerul support
and sometimes rents facilities to local
SPONSOTS.

Local fairs draw many Chinese
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organizations based in the region, in-
cluding industrial enterprises, local
foreign trade organizations, the local
branches of MOFERT's FTCs, and
even Sino—foreign joint ventures. Al-
though FTC
branches to pad out their annual or-

local fairs allow
ders, one representative from an
FIC branch ofhce complained that
such fairs are not a highly productive
way of spending time. Nevertheless,
his branch always sends a represen-

tative to the local events because of

strong pressure from local othcials.

Foreign buyers also have reserva-
tions about these provincial and
municipal fairs. Since local fairs
cover a relatively small geographic

area, they offer a limited selection of

products. To tap all the major fairs, a

foreign buyer would need a lot of

time and a sizable travel budget. And
in an effort to raise the fair's totals,
Chinese othcials may try to postpone
a contract signing until the fair is in
progress so the sale can be attributed
to the fair. Several importers com-
plain that they are forced to attend
local fairs just 1o sign these
prenegotiated contracts,

On the other hand, local fairs can
be very important for buvers of re-
gional speciality products. A seafood
importer shouldn’t miss trade fairs in
Shandong Province or Dalian City,
while a canned goods purchaser
should take in the wide selection at
the Shanghai fair. One textiles buver
reports that since Shanghai and
Jiangsu Province (two of China's
largest textile manufacturing cen-
ters) hold their fairs before the

Guangzhou Trade Fair, atendees of

the local fairs have a better chance of
purchasing textiles already assigned
visas for export to the United States
under China's annual quota alloca-
tion.

And local fairs are a convenient
way (o get better acquainted with lo-
cal factory conditions and personnel.
Foreign business representatives at
the fair may be able to tour the fac-
tory from which they source prod-
ucts, inspect the production process
and, if necessary, suggest ways to tai-
lor the product more closely to their
needs.

The concept of the local trade fair
may be expanding. In the first effort
of its kind, foreign trade authorities
from northeastern China will jointly
sponsor a large, regional trade show
sccond in size only to the Guangzhou
Trade Fair. The Northeast Regional
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Commodities Fair, to be held in
Dalian from July 21 to August 1, is
hosted by Liaoning, Jilin, and
Heilongjiang provinces, Inner Mon-
golia Autonomous Region, and the
municipalities of Dalian, Shenvang,
and Harbin.

Taking the show on the road

In the past two vears, more and
more Chinese provinces have begun
looking for ways to show their wares
in foreign countries—nparticularly
the United States, Western Europe,
Japan, and Canada.

New York City has become a center
for Chinese provincial trade fairs in
the United States, As one American
involved in coordinating these shows
observes, “China has suddenly real-

ized that the United States is one of

the biggest markets, and that they
can understand it better by coming.™
Chinese trade shows held in New
York are usually organized by the
China United Trading Corp. (a large
trading conglomerate serving as the
United States representative of many
Chinese trading organizations). A
province initiates plans for a fair, but
MOFERT must approve them. Provin-
cial funds cover the delegation’s
airfare, room, and board, while
China United loans provincial repre-
sentatives a showroom of approxi-
mately 6,000 square feet in the heart
of Manhattan, and helps with ad-
vertising, publicity, and general sup-
port services.

This year China United has already
organized shows in New York for
Liaoning, Hebei, and Sichuan prov-
inces, while plans are in the works for
Hubei, Guangxi, Jiangsu, and Hunan
provinces. Most of these are smaller,
inland provinces still trying to make

Photo by Julia 5. Sensenbrenner

Silk exhibit at the Guangzhou Trade Fair.

contacts, probe markets, and learn
the ropes. China United’s expertise
and US contacts provide an excellent
introduction to the intricacies of
trade with the United States. While
the dominant trading provinces, such
as Shanghai and Guangdong, have
also expressed interest in hosting
shows in New York, their participa-
tion will make less of an impact on
their exports since they already have
many established trading channels.
Most Chinese trade shows in the
United States are not yet big money
makers. The Beijing Economic and
Trade Exposition held in Washing-
ton, DC, in 1985 rang up $30 million
worth of export and investment con-
tracts. In contrast, $80 million in
contracts were signed at Beijing's
first domestic trade fair held in late
February 1987
was much lower. The recent Liaoning
trade fair in New York garnered $34
million, termed "‘a very good re-
sponse’” by a Chinese trade ofhicial.
Anywhere from several hundred to
several thousand US and foreign buy-

and the overhead

ers may attend Chinese trade fairs in
the United States, from companies
that already do business with China
to those that just want to see what
China has to offer. Textiles, gar-
ments, and silk are usually the hottest
selling commodities. But several
long-time importers complain that
only a few sample-types are brought
to the United States, the quantity of
goods available for purchase is lim-
ited, and the Chinese manning the
booths are often not professionals
capable of answering technical ques-
tions about the product lines.

Not all fairs exhibiting Chinese
products in the United States are
sponsored by provincial groups. Two
cities in Guangdong Province,
Guangzhou and Foshan, have hosted
fairs in New York. And FT'Cs or their
branches may also bring shows to the
United States. China National Non-
ferrous Metals Corp. (CNNC) will
hold a large nonferrous metals fair in
New York this summer as part of its
strategy of organizing one large show
outside of China each year. This spe-
cialized show, held in Japan in 1985
and West Germany in 1986, resulted
in deals worth $60 million and $100
million, respectively, and is becoming
an international industry event.
Comments Bao Yulian of CNNC's re-
cently opened New York office, “*We
expect to draw three to five times
more people to this US show than to
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shows in China.”

China is alse beginning to enter
more international trade shows to ex-
hibit their most competitive wares. In
the last year, China has participated
in a wide variety of international
shows | including a major defense ex-
hibition and a Paris fashion show.

As more of China’s products
achieve internationally competitive
quality standards, China can be ex-
pected to enter more of these shows.
One FTC official admitted that his
organization prefers international

trade shows to export commodity
fairs featuring only Chinese prod-
ucts, since they allow Chinese groups
to compare their products to those
from other countries. Such head-to-
head competition helps Chinese ex-
porters understand foreign markets
better and find out just how competi-
tive they really are. International
shows also allow China to fulfill an-
other goal—meeting international
buyers enticed by the merit of the
products being sold, not just the al-
lure of dealing with China. 5

The struggle to keep costs down—and interest

up

Exhibitions at the
Crossroads

Priscilla Totten

company receives a bro-

chure announcing that a

trade exhibition in its held

will be held in China next
year., If the company’s line of busi-
ness matches China’s priority sectors
under the Seventh Five-Year Plan,
this may well be the 10th such bro-
chure received this year. Each an-
nouncement boasts of the money
China spent at the last such exhi-
bition, promises appearances by top
ministry and technical personnel,
and even offers to schedule factory
VISILS.

How does a company choose which
exhibition to attend, or whether to
go at all? With no international stan-
dards regulating exhibitions from
country to country, and exhibitions
in China costing two to three times as
much as those in other countries, the
decision to exhibit in China can be an
expensive hit-or-miss proposition.

International exhibitions have
proven to be a smart way for China to
shop for technology and equipment,
providing the chance to compare a
wide variety of companies and prod-
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ucts and ask questions before making
a choice. As a result, the number of
international exhibitions in China
has mushroomed: more than 200
were held there in 1986, compared
to just a handful in 1980,

For foreign companies, the rea-
sons for exhibiting in China vary.
Those who merely want to introduce
their product to the China market
find exhibitions an easy way to make,
expand, or reinforce contacts with
State, provincial, and local end-users,
who are all conveniently gathered in
one location. Some companies report
that, in addition to signing long-term
contracts, they are able to sell all or a
majority of the exhibited equipment
on the spot. Even companies who ad-
mit they are no longer making signih-
cant sales at exhibitions may stll at-
tend simply to maintain their
personal contacts, and keep up with
their competitors who will be there.

Priscilla Totten, production manager of

The CBR, follows exhibitions in China
Jor the National Council for US-China
Tracde.

A big advantage of exhibitions in
China over those in many other coun-
tries is the fact that the actual end-
users—rather than professional buy-
ers or agents—often attend. Usually
engineers and technicians, who are
given brochures on the equipment
beforehand, are ready to carefully in-
spect the merchandise and ask spe-
cihic, detailed questions at the exhi-
bition. And the opportunity to have
direct conversations with difhcult-to-
reach end-users from remote prov-
inces can permit foreign companies
to more accurately gauge their sales
potential throughout China.,

The pros and cons of exhibiting

An exhibition in China can be a
microcosm of all the frustrations of
doing business with China. Foreign
businesspeople complain that some
Chinese exhibitions are not carefully
controlled. When the general Chi-
nese public is allowed to attend, ex-
hibitors have a hard time concentrat-
ing on their real customers.
Companies also complain about
scheduling conflicts. Exhibitions in
the same or similar sectors held too
close in succession or geographic
proximity can dilute the quality of
the audience and the money available
for purchases. Organizers claim that
the China Council for the Promotion
of International Trade (CCPIT), the
major sponsor of exhibitions in
China, should be more aggressive in
trying to find solutions to these prob-
lems. But perhaps the most serious
complaint, which CCPIT cannot do
anything to solve, is that too often
contracts signed at exhibitions are
broken later when foreign exchange
proves to be unavailable.

Dresser Industries of Peoria, Illi-
nois, has exhibited in China since the
1970s, when it displayed and sold a
small truck at the Guangzhou Fair.
But exhibitions alone have not trans-
lated into sales for Dresser in quite
some time, and now the company
participates in them only on a care-
fully selected basis, and mostly for PR
purposes.

John Craddock, director of inter-
national market development at
Rockwell International in Dallas,
echoes this sentiment. Rockwell al-
ready has extensive contacts with its
buyers and views exhibitions largely
as a way to introduce more Rockwell
stafl to their Chinese customers.

One mining machinery executive
takes a tougher line. His company
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only considers exhibitions recom-
mended by their Beijing office, and
at most attends only one a year. He

('El“& [h(’ll] ‘lel (’X])(’HS(‘ we cdn (l()
without. After 15 years in China,
‘friendship’ just doesn’t cut it any-
more—we're in China to make
sales.” His company has also stopped
sending machinery samples to the
few exhibitions they do attend and
now relies solely on booth displays.
But some companies tell a differ-
ent story. Robert C. Isham, advertis-
ing and marketing information direc-
tor for Monsanto, wrote about his
company’s experience at the
SINOCHEM 85 exhibition in Sl];:ng-
hai for Sales & Marketing Manage-
ment magazine. Monsanto bought
870 sq. feet of space, split the costs
between 10 different units in the
company, and sent 25 people to man
the exhibit. By arranging to have the
booth and literature prepared in
Hong Kong, rather than the US, the
company saved money on construc-
tion costs, printing, and shipping.
Isham terms Monsanto’s total out-
lay of $80,000 a worthwhile invest-
ment. Monsanto reached an audi-
ence of 40,000, sold everything on
display, and booked *solid” orders
for much more. In addition, the com-

pany got the market data needed to
decide whether to market certain
products in China.

Baker & Taylor, a book distributor
in Somerville, New Jersey, displayed
(and sold) 1,500 books at the Beijing
Book Fair in September 1986. Jim
Ulsamer, vice president for market-
ing, praised the “good, qualified traf-
“well organized™ fair. Sev-
eral banquets provided opportunities
to speak with importers, who were
well prepared and very specific about
the books they were interested in
buying. Ulsamer says the event pro-
duced good leads for his company
that he believes will translate into
more business.

fic’” at the

The high cost of being there

Costs for a firm putting its product
on display and manning a Chinese ex-
hibition booth can easily run as high
as $40,000, a significant outlay for a
one-time appearance that might not
result in sales. The US government,
unlike some other foreign govern-
ments, does not subsidize the partici-
pation of US firms in international
exhibitions. Costs can be reduced by
choosing between different options
on exhibition booths, including just
renting space or opting for only a ta-

EVALUATING AN EXHIBITION

Based on a survey of exhibition or-
ganizers and participants, companies
interested in participating in an exhi-
bition in China should consider the
following:

¢ How good are the organizer’s
credentials? To judge this, look for
timely and accurate China market in-
formation in the brochure, experience
in holding exhibitions in that sector in
China or other Third World countries,
and—for non-US organizers—a US
representative that can provide assis-
tance.

* Has the show been held before?
Request the post-exhibition report
from the organizer to review the re-
sults, and talk to past exhibitors to
hear their reactions.

¢ Is the exhibition certified by the
US Department of Commerce? Com-
panies generally find Commerce's
certification a reliable indicator of
quality.

e Who are the Chinese sponsors
and how much money do they have to
spend on purchases? Exhibition firms
often try to get support from one of
China’s ministries, since a ministry
that endorses an exhibition also sets

aside State funds to spend there. If the
endorsing organization is merely a de-
partment within a ministry, less money
will generally be available. And local
support means only local funds will be
spent.

¢ Does your own market research
confirm the organizer’s figures? Are
China’s end-users ready to buy the
equipment being exhibited? Try to
do some of your own market research.
If you are choosing among several re-
gional exhibitions, relevant produc-
tion figures from the different areas
may help you determine where the
market is best. Good sources of in-
formation include the National Coun-
cil for US—China Trade, relevant pro-
fessional associations, and the
Department of Commerce.

* How much customer contact will
there be? Ask what the Chinese atten-
dance promotion plan will include,
and check to see if there will be ade-
quate time to meet with key prospec-
tive customers. This contact can take
place in meetings, private presenta-
tions, or banquets. Also, ask the orga-
nizer if you can invite people who are
not on the official attendee list.
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ble and chairs. Still, additional costs
pile up quickly, including advertising
in the official exhibition directory
($240-%4,000), hotel accommoda-
tions ($70-$160/night), interpreters
($f$(l—.‘]§(i()_/(luy), printing, (t(luipmem
and furniture rental, and freight for-
warding.

One exhibition organizer charges
that some of its competitors are dis-
couraging potential exhibitors by
running up prices. Noting that exhi-
bition space in Western Europe,
Asia, the United States, and the Mid-
dle East ranged from $88-$262 per
sq. meter compared to $367-$667
per sq. meter in China, this organizer
advised CCPIT, which serves as the
major Chinese organizer for exhi-
bitions, to consider sanctions against
overpriced exhibition firms.

Most exhibition organizers, who
make their money by renting out
space in the halls they've rented from
the Chinese, agree that exhibiting in
China is costly, but deny that they are
to blame. They complain of price
gouging by the Chinese, noting in par-
ticular the inordinate cost of renting
an exhibition hall. Organizers also
point out that West European and US
exhibitions are many times larger
than those in China, making their cost
per square meter lower. And unlike
Western Europe, charges in China for
admission and catalogs are included
in the initial expense. Most impor-
tant, an exhibition organizer must
spend more on marketing Chinese ex-
hibitions due to intense competition
between promoters and the difficul-
ties in identifying appropriate Chi-
nese end-users to target for atten-
dance. One organizer claims that
staging an exhibition in China actu-
ally takes twice as much effort as stag-
ing one in Western Europe due to
bureaucratic and marketing hurdles.

West German officials agree that
China should bear some responsibil-
ity for the high cost of exhibiting
there. Last year, at a meeting with
CCPIT representatives in Beijing,
they urged CCPIT to impose price
ceilings on future shows,

In response CCPIT plans to set
flexible price ceilings on an exhi-
bition-by-exhibition basis. Factors to
be considered include the value and
sophistication of the equipment on
display, the nationality of countries,
and the venue.

Behind the scenes

An exhibition organizer begins
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planning up to two years in advance.

The first step is market research. 1f

the exhibition involves products for
which there is a promising market,
the firm proposes the idea to CCPIT,
which passes the proposal on to the
relevant ministry. If the ministry be-
lieves the focus is worthwhile, CCPIT
authorizes the exhibition and the
ministry or one of its bureaus usually
sponsors it. If it does, one of China’s
trade corporations also serves as a
sponsor (and later makes the pur-
chases on behalf of the ministry at the
exhibition). CCPIT continues to spon-
sor most national-level exhibitions,
while its 35 subcouncils frequently
sponsor local shows, with CCPIT
branches in Beijing, Shanghai,
Guangzhou, Tianjin, Wuhan, and
Shenyang the most active in regional
and local exhibitions.

Once the exhibition is approved—
a process that may take up to a year,
but usually less for shows that have
been put on in China before—the ex-
hibition firm begins marketing the
event to companies. Mailings are sent
out, ads placed in trade publications,
and follow-up telephone calls made
to stir up interest,

When a list of expected foreign ex-
hibitors is available, organizers com-
pile profiles of participating compa-
nies, which they distribute to Chinese
attendees. Some organizers even
bring Chinese delegations to the
United States before the event to
meet with prospective exhibitors. In
rare cases, a sale may be made betore
the exhibition begins.

According to Chris Ayres of
Cahners Exposition Group, in recent
vears many organizers have been
able to participate in the domestic at-
tendance promotion process in co-
operation with their Chinese hosts
and sponsors through direct mail and
issuing exhibition and seminar tick-
ets.

If an organizer plans to hold semi-
nars for Chinese attendees, it solicits
topics from professional associations
and exhibitors, which must be ap-
proved by CCPIT. Seminars may be
highly technical or more general in-
dustry overviews. Many of the high-
level executives who speak at these
seminars consider them a valuable
way to raise their company’s profile
at the exhibition.

Exhibition organizers proliferate
Exhibitions in China are usually or-
ganized by established international
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exhibition firms, Chinese organiza-
tions, and professional societies. The
largest international firms, which ac-
count for about a third of the exhi-
bitions in China, are Cahners Expo-
sition Group and E. J. Krause &
Associates of the United States, and
Adsale Exhibition Services, China
Promotion Ltd., and SHK Interna-
tional Services, all based in Hong
Kong. Several of them claim to be the
largest exhibition firm operating in
China and the first to hold an exhi-
bition there. But this much is clear:
all have extensive experience within
and outside of China.

After vears of acting as the Chinese
sponsor and watching how it’s done,
CCPIT is starting to organize exhi-
bitions itself, without the involve-
ment of foreign firms. In 1986 it held
a medical equipment exhibition and,
in 1987, it plans exhibitions of print-
ing technology, textile technology,
and packaging.

A wide variety of other Chinese
organizations now realize there is
money to be made as an exhibition
organizer. Trading companies in par-
ticular are now sponsoring a growing
percentage of the exhibitions in
China, although many attendees feel
that their efforts are not vet as pol-
ished as those of the still-dominant
international organizers.

China's size creates niches in the
exhibition field that can be filled by
smaller organizers. Roman Asso-

ciates, a small consulting firm in San
Francisco that has organized several
exhibitions in China each year since
19080, sticks with what President
George Roman refers to as “end-
user’” exhibitions held in the prov-
inces. He claims these small ex-
hibitions can supplement the
marketing job a company does at the
national level. Roman advises compa-
nies to rely on video presentations
and small-scale models, and to con-
centrate on meeting the local end-
users—though he doesn’t discourage
exhibitors who want to bring along
equipment to sell.

The US Department of Com-
merce's Trade Fair Certification Pro-
gram has offered a seal of approval
since 1983 1o foreign trade exhi-
bitions that effectively promote US
exports. To qualify, an exhibition
firm must apply for certification at
least one vear in advance; be able to
recruit at least 20 US companies to
form a “US Pavilion™; include small
and medium-sized firms in its recruit-
ing; assist American exhibitors in
freight forwarding, customs clear-
ance, translation services, exhibit de-
sign, and public relations; and pro-
vide a post-exhibition evaluation
report. The Department of Com-
merce is currently reviewing the pro-
gram and may loosen some of these
requirements in order to be able to
endorse more shows,

According to David Earle, man-

® Double the lead time you nor-
mally allot for a US exhibition, or give
yourself at least a year to prepare. Ar-
ranging such aspects as translation,
shipping, and visas all take extra time.

® Check with the Commerce De-
partment’s Office of Export Adminis-
tration regarding the regulations gov-
erning exports of your product,
particularly if it’s high-tech, to China.

® To see what the Chinese are inter-
ested in purchasing, ask the exhibition
organizer to supply a list of products
suggested for exhibition by the Chi-
nese.

® Submit a detailed description of
your product for distribution to the
Chinese before the event. This gives
end-users ample time to analyze your
product and begin applying for import
approval and foreign exchange.

¢ Translate your catalogs and bro-
chures into Chinese. As Stanley Chu of
Adsale points out, “The inclusion of

IF YOU DECIDE TO GO

pictures, technical specifications, and
test results and charts will all enhance
their value in the eyes of Chinese spe-
cialists . . . [and] it is worth remem-
bering that very little material of that
nature is ever thrown away in China.”

® Ask about participating in a semi-
nar while at the exhibition; if you opt
to do so, have your papers translated
into Chinese and available for distri-
bution.

e Audio-visuals should be pre-
sented in Mandarin, rather than a lo-
cal dialect. But since some attendees
will be more fluent in other dialects,
the video should be short and action-
packed for maximum impact.

e Have attendees register their
names, titles, and information about
their work units in a visitor's book.

® Bring extra traveler’s checks. Spe-
cial services may be required during
the exhibition that you will probably
be asked to pay for in cash.
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WASHINGTON, DC
E.J. Krause & Associates, Inc.

The Hitech Experts
in China

Marketing professionals to the right
Chinese buyers

IFP EXPO CHINA 87

The international food processing and packaging
equipment exhibition and conference,
Beijing, March 14-20, 1987

CHINA PAPER 87

China's first major exhibition for the paper industry,
Shanghai, October 13-18, 1987

AGRO EXPO CHINA 87

China’s first nationally sponsored agricultural, agribusiness
and agrotechnology exhibition and conference,
Beijing, November 4-10, 1987

EXPO HITECH SHANGHAI 88

The international exhibition and conference with separate
pavilions for 1) Lasers/Fiber optics, 2) Robotics,
CIM/CAD/CAM/CAE, 3) Semiconductor/Microelectronic
production,

Shanghai, March 19-24, 1988

EXPO COMM CHINA 88

China's national telecommunications and computer
exhibition and conference,
Beijing, October 26-31, 1988

For further information on these events, contact

E.J. Krause & Associates, Inc.
Three Bethesda Metro Center
Suite 510
Bethesda, MD 20814 U.S.A
tel. (301) 986-7800
tIx. 4944944 EJK EXPO

ager ol the Trade Fair Certification
Program, most applications for exhi-
bitions in China are approved, per-
haps because those that do not meet
Commerce’s criteria don’t bother to
apply. Several companies that have
not applied for certification cite their
tight lead time, and the requirement
that a foreign firm have a US repre-
sentative to handle recruiting and
promotion. But many US companies
leel more comfortable at an exhi-
bition that has been certified, since
this is one of the few standards of
quality

Once Commerce has approved an
exhibition, the organizer can use the
othcial certified trade fair logo on all
its brochures. Commerce also pro-
vides pertinent market and organiza-
tonal information for the rargel
country, and will usually set up a
booth at the event 1o advise compa-
nies on relevant trade issues, such as
US export controls.

Reforms on the way?

Many organizers fear that the ex-
cessive number of exhibitions in
China shows China’s propensity to
cash in quickly on a booming market
at the expense of a long-term, well
thought-out approach. But in a
promising step, CCPIT recently ap-
plied 1o become a member of the
Union Fair Internationale (UFI).
I'his French-based association of cit-
1es with major exhibition halls pro-
vides a consistent set of quality guide-
lines for European exhibitions.
CCPIT savs 1t closely follows the
progress of UFl and has attended
three meetings sponsored by the
group. Its application for member-
ship is awaiting approval.

Another problem is China’s at-
tempts to conserve foreign exchange,
which have slowed the growth of
imports and inevitably made an im-
pact on the exhibitions industry.
The number of exhibitions, while
still high in relative terms, has de-
clined slightly in the past two years as
China cuts back on certain types of
IMports.

CCPIT has acknowledged the
concerns ol exhibition organiz-
ers and participants, including the
problems of high costs, too many ex-
hibitions, too few sales, and diffused
authority. They have promised to re-
view issues as they come up on a case-
by-case basis. Just how effective
their response will be remains to be

ey

seen. T
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INTERNATIONAL EXHIBITIONS IN CHINA

The following exhibitions, sponsored by international exhibition firms, are to be held in China between August 1987 and December
1988. Companies interested in taking part in specific shows should contact the organizer to confirm the date and venue.

AGRICULTURE AND

FOOD PROCESSING

AGRO CHINA B7/2ND INTL AGRO-TECH-
NOLOGIES EXHIBITION. August 26-Septem-
ber 1, 1987, Beijing. AVP Expositions.
SINO-HO-RES-FOOD 87/INTL HOTEL AND
RESTAURANT SUPPLY AND FOOD PRO-
CESSING EXHIBITION. September 3-9, 1987,
Guilin. Hong Kong Expositions

AGEX 87/INTL EXHIBITION ON AGRICUL-
TURE, FISHERY, FORESTRY, AND ANIMAL
HUSBANDRY. September 18-24, 1987, Beijing
SHK Intl Services.

PRO-PAK B7/INTL FOOD PROCESSING &
PACKAGING EQUIPMENT. September 21-26,
1987. Beijing. Goodwill Trading & Exhibitions.
AGRO EXPO CHINA 87/AGRICULTURAL
MACHINERY & TECHNOLOGY EXHI-
BITION. November 4-10, 1987. Beijing. E ]
Krause & Associates

AG CHINA B7. November 5-11, 1987, Beijing.
Cahners Exposition Group.

AGRICULTURE, FOOD PROCESSING &
MEAT TECHNOLOGY. November 25-30, 1987.
Guangzhou. B & I Trade Fairs.

FOOD, BEVERAGE & LIQUOR PROCESSING
& PACKAGING EXPO/CHINA 87. December
1-7, 1987. Beijing. China Promotion.

CHINA FISHERY 88/INTL EXHIBITION ON
FISH FARMING, FISHERY TECHNOLOGY &
EQUIPMENT. September 5-11, 1988, Shanghai.
SHK Intl Services

AG CHINA 88. November 7-11, 1988. Beijing
Cahners Exposition Group

FOOD PROCESSING EXPO/CHINA B8. De-
cember 1988, Beijing. China Promotion.

AVIATION

AIRPORT CHINA 87/AIRPORT FACILITIES
& SECURITY EQUIPMENT CONFERENCE
AND EXHIBITION. September 21-26, 1987,
Shenyang. Commedia Associates

AVIATION EXPO/CHINA 87. October 14-20,
1987. Beijing. China Promotion.

AIRPORT & AVIATION EXPO/CHINA 88.
March 21-26, 1988, Guangzhou. China Promo-
uon

AEROSPACE CHINA 8B8. November 11-17,
1988. Beijing. SHK Intl Services

SHANGHAI AIR SHOW 88. December 5-10,
1988. Shanghai. China Promotion,

AUTOMOTIVE

ENGINE CHINA 88/ TRUCK MANUFACTUR-
ING & MAINTENANCE EXPO. May 11-17,
1988. Beijing. China Promotion

TRUCK INDUSTRY AND ENGINE EXPO. April
20-26, 1988. Beijing. China Promotion.
AUTOMOTIVE CHINA 88. June 15-21, 1988
Beijing. Adsale Exhibition Services.

CHEMICALS

CHEMICAL ENGINEERING & SPECIALTY
CHEMICALS. December 3-9, 1987, Beijing. SHK
Intl Services.

CHEMICAL PROCESSING EXHIBITION. May
25-30, 1988. Guangzhou. B & I Trade Fairs
CHINACHEM B88/INTL EXHIBITION ON
CHEMICALS AND PETROCHEMICAL INDUS-
TRIES. June 6-11, 1988, Beijing. Adsale Exhi-
bition Services

The China Business Review/July-August 1987

CHINACHEM 88/3RD INTL EXHIBITION ON
CHEMICAL AND PETROCHEMICAL INDUS-
TRIES. September 8-13, 1988, Shanghai. Adsale
Exhibinion Services.

CHEMTECH CHINA BB/2ND INTL EXHI-
BITION ON CHEMICAL ENGINEERING AND
SPECIALTY CHEMICALS. December 3-9, 1988,
Beijing. SHK Intl Services

CONSTRUCTION

CHINA CONSTRUCT 88/4TH INTL CON-
STRUCTION EQUIPMENT & MATERIALS EX-
HIBITION. May 6-12, 1988, Shanghai. SHK Intl
Services.

INTERHOTEL 88/3RD INTL TOURISM, HO-
TEL FACILITIES & CONSTRUCTION MA-
TERIALS EXHIBITION. May 6-12, 1988,
Beijing. SHK Intl Services

INTL BUILDING EXHIBITION CHINA. Octo-
ber 8-13, 1988, Beijing. Cahners Exposition

Group.

DEFENSE

ASTANDEX INTL/ 2ND ASIAN DEFENSE
TECHNOLOGY EXPOSITION. November 17—
23, 1987. Beijing. Commedia Associates
DEFENSE CHINA 87/INTL EXHIBITION ON
ADVANCED DEFENSE TECHNOLOGY AND
EQUIPMENT. November 21-26, 1987, Beijing.
Adsale Exhibition Services.

CHINA LOGISTICS 87/INTL LOGISTICS, RE-
CONNAISSANCE & MILITARY COMMUNICA-
TIONS EXHIBITION. November 23-28, 1987
Beijing. Modern China

DEFENSE EXPO/CHINA 88, November 15-21,
1988, Beijing. China Promotion

ELECTRONICS

INTL OFFICE AUTOMATION AND BUSINESS
COMMUNICATION EQUIPMENT EXHI-
BITION. September 8-13, 1987, Beijing. Adsale
Exhibition Services

MICROTRON CHINA 87/INTL EXHIBITION
ON MICROTRONICS & MICROMOTORS.
September 20-26, 1987. Nanjing. L.ook Ease En-
terprises.

ADVANTECH 87/2ND INTL ADVANCED
ELECTRONIC TECHNOLOGY EXHIBITION.
October 23-29, 1987. Shanghai. SHK Intl Ser-
vices

EXPO HITECH SHANGHAI B8. March 19-24,
1988. Shanghai. E. . Krause & Associates.
INTERNEPCON 88. April 19-24, 1988. Beijing
Cahners Exposition Group.

SOUTH CHINA ELECTRONIC & ELECTRI-
CAL ENGINEERING EXHIBITION. May 5-25,
1988. Guangzhou. B & I Trade Fairs.
CONSUMER ELECTRONICS EXPO/CHINA
88. June 1-6, 1988, Guangzhou. China Promo-
tion

TELECOMMUNICATIONS & ELECTRONICS
EXPO/CHINA 88. June 1-6, 1988, Guangzhou.
China Promotion.

ENERGY AND POWER

SHENGLI 87/INTL PETROLEUM INDUSTRY
TECHNICAL EXCHANGE AND CONFER-
ENCE. August 20-29, 1987, Shengli. Roman As-
sociates.

FLUID POWER EXHIBITION. November 9-14,
1987. Bejing. Hong Kong Exposition.

ELECTRIC POWER EXPO/CHINA B8. April
20-26, 1988. Shanghai. China Promouon.
WATER EXPO/CHINA 88. April 20-26, 1988.
Shanghai. China Promotion.

EP CHINA 88/INTIL. EXHIBITION ON EN-
ERGY AND POWER. June 13-18, 1988, Beijing
Adsale Exhibition Services

ENERGY CHINA 88/INTL EXHIBITION ON
ENERGY CONSERVATION, DEVELOPMENT
& UTILIZATION. September 20-26, 1988
Beijing. SHK Intl Services

NATURAL GAS UTILIZATION & TRANSPOR-
TATION TECHNOLOGY. November 3-8, 1988,
Beijing. B & I Trade Fairs.

FURNITURE

INTL FURNITURE DESIGN AND PROCESS-
ING MACHINERY EXHIBITION. November
30-December 5, 1987, Tianjin. Hong Kong Expo-
sitions

FURNITURE CHINA 88/WOODWORKING
MACHINERY FAIR. March 2-8, 1988, Beijing.
Adsale Exhibition Services

GEOLOGY

GEOLOGY B8/GEOLOGY, PROSPECTING,
SURVEYING, SEISMOLOGY & METEOROL-
OGY EXHIBITION. October 11-17, 1988,
Beijing. SHK Intl Services

CHINA INTL GEOLOGY, OCEANOGRAPHY
& SEISMOLOGY TECHNOLOGY & EQUIP-
MENT EXHIBITION. October 20-25, 1988.
Beijing. Expo Management

HEAT TREATMENT AND WELDING
CHINA HEATEX B7/3RD INTL EXHIBITION
OF HEAT TREATMENT, FOUNDRY AND
WELDING TECHNOLOGY AND EQUIP-
MENT. September 9-15, 1987, Beijing. SHK Intl
Services

INTL EXHIBITION ON WELDING, HEAT
AND SURFACE TREAMENT. November 19-25,
1987. Wuhan. Hong Kong Expositions
WELDEXPO 88/3RD INTL EXHIBITION ON
WELDING, CUTTING & HEAT TREATMENT.
June 1988, Bening. China Intl Convention Ser-
vice.

WELDING CHINA 88. September 6-11, 1988,
Shanghai. Adsale Exhibition Services.

HEALTH CARE

MEDICAL CHINA 87/2ND INTL MEDICAL AP-
PARATUS & EQUIPMENT EXHIBITION. Sep-
tember 12-19, 1987 Beijing. Adsale Exhibition
Services.

PHARM EXPO B8/INTL EXHIBITION ON
PHARMACEUTICALS AND HEALTH CARE.
April 16-21, 1988. Beijing. China Intl Convention
Services.

CHINA MEDICAL 88/3RD INTL MEDICAL IN-
STRUMENT & EQUIPMENT EXHIBITION.
May 4 -8, 1988. Hangzhou. Adsale Exhibition Ser-
vices

HOSPITAL EXPO,/CHINA 88. July 8-14, 1988.
Shanghai. China Promotion.

BIOTECH EXPO 88/2ND INTL EXHIBITION
ON BIOTECHNOLOGY & LIFE SCIENCES.
September 1988, Shanghai. China Intl Conven-
ton Service,
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INSTRUMENTS

EDEQUIPEX 87/2ND INTL EDUCATIONAL
INSTRUMENTS AND EQUIPMENT EXHI-
BITION. October 7-13, 1987. Beijing. SHK Intl
Services.

6TH INTERMED 87/INTL MEDICAL SHOW.
November 1987 Shenyang. Goodwill Trading &
Exhibitions.

ITEME 87/1ST INTL ENVIRONMENTAL
TESTING EQUIPMENT AND MEASURING IN-
STRUMENTS EXHIBITION. September 1-5,
1987. Guangzhou. Coastal Intl Consultant.
TESTEXPO 87/CHINA INTL EXHIBITION
ON TESTING AND MEASURING INSTRU-
MENTS. October 7-12, 1987. Harbin. China Intl
Convention Service.

MICONEX,/3RD MULTINATIONAL INSTRU-
MENTATION CONFERENCE & EXHIBITION.
May 18-24, 1988, Beijing. SHK Intl Services.

LIGHT INDUSTRY

TOYSMA/WORLD SHOW FOR TOY MAKING
AND LIGHT INDUSTRIAL MACHINERY. Sep-
tember 12218, 1987 Wuxi. Hee How Intl Show
Centre

CHINA GLAS TECH 87/CHINA GLASS &
CRYSTAL TECHNOLOGY AND EXHIBITION.
September 23-28, 1987 Guangzhou. B & I Trade
Fairs.

INTL LIGHT INDUSTRY EXHIBITION. Octo-
ber 8-14, 1987, Shenyang. Hong Kong Expo-
sions.

LEATHER CHINA 87/INTL EXHIBITION ON
LEATHER INDUSTRY AND SHOEMAKING.
November 3-9, 1987, Beijing. Adsale Exhibition
Services

CHINA LIGHTING EXPO 87. November 4-9,
1987, Shanghai. China Business Enterprises.
ADHESIVE TECHNOLOGY & EQUIPMENT

EXHIBITION. December 4-10, 1987, Tianjin.
Jenston Intl Services,

CHINA CERAMIC 88/INTL CERAMIC MANU-
FACTURING EQUIPMENT & TECHNOLOGY
EXHIBITION. March 16-21, 1988, Shanghai. B
& 1 Trade Fairs.

JEWELTIME CHINA/JEWELRY & WATCH
MANUFACTURING EQUIPMENT EXHI-
BITION. May 1-6, 1988. Shanghai. B & 1 Trade
Fairs.

MACHINERY

HEILONGJIANG 87/INTL EXHIBITION ON
ADVANCED INDUSTRIAL MACHINERY AND
EQUIPMENT. October 12-17, 1987. Harbin.
Look Ease Enterprises.

AUTOMAT 87/INTL INDUSTRIAL AUTOMA.-
TION EXHIBITION. October 27-31, 1987,
Guangzhou. Jenston Intl Services.
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INTL EXHIBITION ON WOODWORKING
MACHINERY. March 2-8, 1988. Beijing. Adsale
Exhibition Services

ENGINE (INTERNAL COMBUSTION) EXPO/
CHINA 88. May 11-17, 1988, Beijing. China Pro-
moton

VACUUM TECH 88/INDUSTRIAL APPLICA-
TION OF VACUUM TECHNOLOGY EXHI-
BITION & SYMPOSIUM. June 15-20, 1988.
Shanghai. Commedia Associates.

INDUSTRIAL MODERNIZATION EXPO/
CHINA BS. November 15-21, 1988
China Promotion

Beijing

MACHINE TOOLS

MOLD, DIE & TOOLS EXPO,/CHINA 87. De-
cember 9-15, 1987, Beijing. China Promotion.
MACHINE TOOLS CHINA 88/2ND INTL EX-
HIBITION ON MACHINE TOOLS, METAL-
WORKING AND ALLIED INDUSTRIES. March
4-10, 1988, Beijing. Adsale Exhibition Services.

MINING AND METALLURGY

CHINA METAL 87/INTL EXHIBITION &
CONFERENCE ON METALLURGICAL IN-
DUSTRIAL EQUIPMENT AND TECHNOL-
OGY. October 28-November 1, 1987, Beijing.
Commedia Associates

METALLURGICAL INDUSTRY EXPO/CHINA
88. September 16-22, 1988, Beijing. China Pro-
motion.

CHINAMET 88/INTL EXHIBITION ON MET-
ALLURGY, FOUNDRY, AND HEAT TREAT-
MENT. September 6-11, 1988, Shanghai. Adsale
Exhibition Services

MINING CHINA 88/2ND INTL MINING
EQUIPMENT EXHIBITION. October 4-9,
1988. Beijing. Adsale Exhibition Services.

PAPER AND PACKAGING

CHINA PAPER 87. October 13-18, 1987, Shang-
hai. E. ]J. Krause & Associates,

IPCONEX 87/2ND INTL PACKAGING AND
PROCESSING EXHIBITION. November 24-30,
1987, Beijing. SHK Intl Services.

PAPERTECH CHINA 88/CHINA INTL PULP &
PAPER INDUSTRY TECHNOLOGY EXHI-
BITION. October 6-11, 1988
Management.

CHINA PACK 88. September 9-15, 1988
Beijing. Adsale Exhibition Services.

Benjing. Expo

PLASTICS

PLASTECH 87/CHINA INTL PLASTICS AND
RUBBER INDUSTRY TECHNOLOGY EXHI-
BITION. October 6-10, 1987, Shanghai. Expo
Management.

CHINAPLAS 87/INTL EXHIBITION ON
PLASTICS AND RUBBER INDUSTRIES. No-
vember 24-30, 1987. Beijing. Adsale Exhibition
Services

PLASTICS & RUBBER INDUSTRIES EXPO/
CHINA 88. June 16-22, 1988, Guangzhou. China
Promotion.

PLASTECH 88/CHINA INTL PLASTICS AND
RUBBER INDUSTRY TECHNOLOGY EXHI-
BITION. November 17-22, 1988. Beijing. Expo
Management

REFRIGERATION AND HEATING
HAVEX CHINA B7/INTL EXHIBITION ON
REFRIGERATION, HEATING, & AIR CON-
DITIONING EQUIPMENT. December 2-7,
1987, Shanghai. B & I Trade Fair.

CHINA HVAC/INTL EXHIBITION ON
REFRIGERATION, HEATING, AND CLIMATE
CONTROL EQUIPMENT. November 1-6, 1988.
Beijing. E. J. Krause & Associates
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SECURITY
INTL FIRE SAFETY EXHIBITION AND CON-
FERENCE,/CHINA.
19R7. Shanghai. Expo Management

INTL SECURITY EXHIBITION/CHINA. No-
vember 26-December 1, 1987

October 27-November |,

Beijing. Expo
Management

LAW AND NATSEC 88/INTL EXHIBITION &
CONFERENCE ON LAW ENFORCEMENT
AND NATIONAL SECURITY. September 19
23, 198K, Tianjin. Commedia Associates

CHINA SAFE B8/CHINA INTL SECURITY
AND FIRE EXHIBITION, November 3-8, 1988

Being. Expo Management

SPORTS

INTL EXHIBITION FOR THE
GAMES. November
Beijing. Expo Management.

SPORTS EQUIP 87/INTL EXHIBITION OF
SPORTS EQUIPMENT AND GOODS. Novem-
ber 28-December 3, 1987 Kaliford
Irade Exhibinons.

CHINA SPORT 88/3RD INTL EXHIBITION
ON SPORTS FACILITIES, EQUIPMENT, AND
INSTRUMENTATION. June 2-7, 1988, Beijing.
SHK Intl Services

1ITH ASIAN

26-December 1, 1987

Shangha

TELECOMMUNICATIONS
SINOPOSTEL 87/INTL POSTS AND TELE-
COMMUNICATION EXHIBITION. August 28—
September 3, 1987, Shenzhen. Hong Kong Expo-
sition

INFORMATION MANAGEMENT AND TELE-
COMMUNICATION EXHIBITION. September
7-13, 1987, Beijing. Database Expositions.
TELECOMP CHINA 87/INTL EXHIBITION
ON TELECOMMUNICATIONS, OFFICE
AUTOMATION AND COMPUTER. September
8-13, 1987, Beijing. Adsale Exhibition Services
OPTICS & ELECTRO-OPTICS INDUSTRIES
EXPO/CHINA B7. 1987
Beijing. China Promotion.

CHINA OPTOELECTRONICS LASER 88. June
14-19, 1988, Beijing. Cahners Exposition Group
EXPO COMM CHINA 88. October 26-31, 1988
Beijing. E. |. Krause & Associates

December 9-15,

TEXTILES
SINOCLOTHING. September
Beijing. Hong Kong Exposition

14-20, 1987.

GARMENTECH 87/2ND INTL GARMENT
MANUFACTURING EQUIPMENT AND MA-
CHINERY EXHIBITION. October 21-27, 1987
Hangzhou. SHK Intl Services
LEATHER CHINA B7. November
Beijing. Adsale Exposition Services
GARMENTECH 88/INTL GARMENT MANU-
FACTURING & MACHINERY EXHIBITION.
November 23-29, 1988, Beijing. SHK Intl Ser-

vices.

3-9, 1987.

TRANSPORTATION

URBAN TRANSPORT, SUBWAY & RAILWAY
EXPO,/CHINA 87. September 4-9, 1987, Shang-
hai. China Promotion

TRANSPO 88/INTL LAND TRANSPORT, CAR
MAINTENANCE & TRAFFIC CONTROL
EQUIPMENT. October 19-25, 1988, Beijing.
SHK Intl Services.

LAND TRANSPORT EXPO/CHINA 88. Octo-
ber 28-November 2, 1988. Beijing. China Promo-
tion

MISCELLANEOUS

INTL MANUFACTURING, PROCESSING,
AND TECHNICAL ECONOMIC COOPERA-
TION EXHIBITION. September 19-15, 1987
Beijing. China Expo Management Corp.
MARINTEC CHINA 87/INTL MARINE TECH-
NOLOGY EXHIBITION FOR SHIPBUILDING,
PORT DEVELOPMENT, AND OFFSHORE EX-
PLORATION. December 7-11, 1987. Shanghai
Cahners Exposition Group

INTL WRITING/MARKING PRODUCTION
EQUIPMENT EXHIBITION. March 1-6, 1988
Shanghai. B & [ Trade Fairs.

IMEX CHINA 88/1ST INTL MATERIAL HAN-
DLING EQUIPMENT EXHIBITION. May 1988
AVP Expositions Co

BEIJING INTL BOOK FAIR. September 1-7,
1988. Beijing. China Business Enterprises.
METROPOLITEX 88/CHINA INTL METRO-
POLITAN DEVELOPMENT TECHNOLOGY
EXHIBITION. September 22-27, 1988. Beijing
Expo Management

AUDIO VISUAL BROADCASTING & PROFES-
SIONAL PHOTO EQUIPMENT EXHIBITION.
December 2-7, 1988 Beijing. B & I Trade Fairs

Compled by Prisciila Totten

US company booths at the Expo Comm China 86 exhibition in Beijing.
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Sisters in Commerce

US-China regional relationships try to promote trade and investment

hen President Jimmy
Carter established full
diplomatic relations
with China at the end of
1978, America’s governors were
quick to see the potential. Hoping to
forge commercial, scientific, cul-
tural, and educational ties with
China, a delegation of governors
traveled to China in 1979 to propose
establishing sister relations between
American and Chinese cities and
states. The Chinese readily accepted.

Since then, 54 US cities and states
have entered into sister relations with
their Chinese counterparts (see box).
Many of these relations were ce-
mented only within the last couple of
years. The extent to which sister rela-
tions have promoted commerce in
ideas between the two countries is
hard to quantify, but it is clear that
commerce in products and services
remains below its potential.

This is not to say that sister rela-
tions have a negligible impact on US-
China trade. Small and medium-sized
US companies seeking an entree into
the China market often do not know
where to begin. Sister committees or
international trade divisions of state
or city governments can help these
companies get a “foot in the door”
through their established connec-
tions with sister city or province oth-
cials and enterprises in China. These
introductions can be invaluable,
since personal contacts, familiarity,
and trust play a paramount role in
successful business dealings in China.

Small Chinese enterprises can also
benefit from sister relations. Many of
them seek trade opportunities or
technical assistance on a scale that
has little appeal to large American
corporations. Yet these enterprises
are rarely familiar with any but the
largest American corporations in
their field. Seeking the help of oth-
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cials involved in sister relations is a
good way to find an appropriate part-
ner

albeit one they mav have never
heard of before.

Shoestring budgets

Although sister relationships are
mitiated in various ways, most are
paired on the basis ol economic
compatibility and perceived trade

possibilities. With the exception of

the Boulder, Colorado and Lhasa, Ti-
bet tie—established last April at the
behest of American devotees of La-
maism who want to strengthen reli-
gious bonds between the two commu-
nities—the impetus behind sister
relations is largely economic, often
spearheaded by energetic and out-
ward-looking mavors and governors.
Yet despite the almost immediate ex-
change of trade delegations and lists
of possible cooperative projects that
usually follows the signing of sister
agreements, most projects have been
slow to get under way.

The generally slow pace of the Chi-
nese decision-making process is cer-
tainly a common constraint, com-

pounded by the limited amount of

foreign exchange available to provin-
cial and city organizations for pur-
chases. But the realization of eco-
nomic partnerships has also been
limited by the scope and budget of
US sister city and state organizations,
The sister-city committees are usually
run by volunteers and rely almost en-
tirely on contributions from private
enterprises. Difhculties in attracting
business interest often arise, espe-
cially when such committees are per-
ceived 1o be cultural or academic

Sarah R. Peaslee, a graduate of Colly
College and an intern at the National
Council for US-China Trade since fan-
wary, previously lived in Taiwan and
has traveled extensively in the PRC.

bodies with no commercial expertise.

Most of the US state relationships
are managed by the international
trade divisions within the states’ eco-
nomic departments and thus have a
budget and the attention of full-time
staff. But even then, their role is usu-
ally limited to making introductions
and initial contacts.

Iinois is the only sister state to
have established a trade office in
China. This ofhce allows Illinois com-
panies to benefit from a wide range
of services, including assistance with
negotiations in China. Financed en-
tirely by the Hlinois Department of
Commerce, the trade office costs
over $100,000 a vear to maintain.
But even Illinois’ motivations for
establishing a trade ofhce appear o

transcend its commitment to expand-
ing trade with its sister province,
Liaoning. In 1983, when the Illinois
Commerce Department first in-
formed the Chinese People’s Associ-
ation for Friendship with Foreign
Countries of its desire to open a
trade office, it had Beijing, not Shen-
yang (the capital of Liaoning) in
mind. Only after encouragement by
Liaoning trade officials did Illinois fi-
nally decide to set up an office in
Shenyang.

Sister committees in most other
states are far from emulating Hlinois’
example. While Ohio supports a rep-
resentative who spends six months a
year in Wuhan, the capital of Hubei
Province, most sister committees use
their limited budgets to pay for US
and Chinese delegations traveling
under the relationships’ auspices.
Originally, the understanding
seemed to have been that sister com-
mittees would pick up the tab for
American delegations that could not
pay their air fare to China, while
hosting expenses would be handled
by the Chinese—and vice versa. But,

The China Business Review/July-August 1987



P
3

PORT of SAN FRANCISCO

TERMODAL GATEWAY TO

- .‘
- "/,, :.5 ARY
( J T
“ l" -9?‘*,‘ l"lf
/ “ 3 W cl b o= P
:‘-,,?:,,, M. ism“. & Gy

| 4 ;
.:'-‘z-) V=T ’




increasingly, sister committees find
that they cannot afford to even par-
tially cover the expenses of the grow-
ing number of US and Chinese dele-
gations. The sister committee for
Washington State, recognized as one
of the most
states, has cut back and now pays only
some transportation expenses for vis-
iting delegations. Much of its budget
goes to maintaining a trade desk that
conducts general China market re-
search.

committed of sister

Benefits for small businesses

Whether publicly or privately fi-
nanced, delegations must continue
crossing the Pacific if commerce
among sisters is to thrive. These visits
can be especially useful for small
businesses. For example, when a St
Louis delegation visited its sister city,
Nanjing, in 1984, all the projects dis-
cussed involved small businesses
seeking to break into the China mar-
ket for the first time. According to
several participants, the sister city
relationship helped clear the way for
small businesses that couldn’t afford
long periods or frequent trips away
from St. Louis but who had specific
contracts in mind. Said Antony Yen,
general manager of Transworld Elec-
tric and Technology Co., "1 you said
you were from St. Louis, they recog-
nized vou immediately. The St. Louis
connection made it much easier to
make contact with the right people.™

The value of trade delegations or-
ganized within the framework of sis-
ter relations is also clear to executives
at General Scanning Inc. of Water-
town, Massachusetts—a small medi-
cal equipment manufacturer. In Sep-
tember 1985, General Scanning met
with a Guangdong packaging and
medical equipment delegation in-
vited by Massachusetts Governor Mi-
chael Dukakis as a part of the state’s
sister relationship with Guangdong
Province. After submitting a pro-
posal for the sale of its products, the
company’s director of sales and mar-
keting traveled to Guangdong several
times in 1986 to meet with Ministry
of Health representatives and local
government officials and visit more
than 10 manufacturing locations. By
September of that year, the company
became the first trade success story
of the Massachusetts—Guangdong
tie—signing a $2 million contract
with Dong Jiang Electronics Factory
to supply galvanometers for use in
medical instruments.
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The company has now gone a step
further. Beginning this summer,
General Scanning, as part of a tech-
nology transfer agreement, will train
Dong Jiang employees at the compa-
ny's Watertown facility to help the
factory begin production of its own
galvanometers by the end of next
year,

Jean Montagu, General Scanning’s
founder, believes the contract—ithe
largest in the company’s history—
will be the first of many in China.
“Already a number of our domestic
customers have expressed an interest
in working with us and the province
to manufacture other medical equip-
ment there,”” he notes.

Commenting
Scanning’s success, Massachusetts
Economic Affairs Secretary Joseph
D. Alviani adds that “this
underscores the reality that smaller

on General

contract

sized firms can successfully sell their
products in China and, just as impor-
tant, demonstrates the tangible bene-
fits Massachusetts’ companies can
reap through this special state—prov-
ince relationship.”™

State-to-province relations

Just how special these relations are
is hard to measure. Sister committees
keep track of the businesses they
have advised, as well as the Chinese
end-users attending meetings and ex-
hibitions that they sponsor. But what
happens after Chinese and American
firms make contact is not easy to
monitor, since sister comimittees are
usually not involved in the later
stages of negotiations. Nor is 1t easy

to determine whether sister relations
have any direct bearing on the out-
come of these negotiations. In some

Shanghai Mayor [iang Zemin and San
Francisco Mayor Dianne Feinstein at the
opening ceremony last year for the San
Francisco Friendship Library in Shanghai.

cases, sister cities and states promise
cach other preferential treatment.
For example, Liaoning agreed to
consider Illinois products first if they
are equal in price and quality to other
products. This is just a verbal agree-
ment, however, that covers commu-
nications and agricultural equip-
ment. How well it is upheld is hard to
say.

What happens when two US states
have sister ties with the same Chinese
province? Do conflicts arise that di-
minish the value of the relations? Not
according to Nancy Farris, director
of the China Trade Program at the
Michigan Department of Commerce.
The fact that Sichuan Province is a
sister province of both Michigan and
Washington State presents no prob-
lems for them, she says, adding that
the exchanges Sichuan seeks from
Michigan differ from those it wants
from Washington. Michigan and
Sichuan hope to cooperate in tour-
ism, energy, and transport industries,
while wood, grassland seed for dairy
and cattle farming, radio manufac-
turing expertise, and airplanes are
Sichuan’s key projects with Washing-
ton State. Farris says that Washing-
ton and Michigan even try to coordi-
nate visits from Chinese delegations
to reduce expenses for the Chinese.

City-to-city relations

Although sister-state committees
usually have full-time stafts and gov-
ernment support, they are not neces-
sarily more active or better funded
than privately supported sister city
relationships. In fact, several city
relationships are as active—il not
more so—than their corresponding
state. Take the Baltimore—Xiamen
relationship. Although the state rela-
tionship between Maryland and An-
hui Province was established
yvears earlier than that of Baltimore
and Xiamen, the two cities have a
larger number of projects in the
works. Maryland has a lot of technol-
ogy to sell to Anhui, but not much
that it wants or needs from the prov-
ince in return. Primarily agricultural
and one of the poorest of China's
eastern provinces, Anhui is short of
the foreign exchange necessary to
pay for purchases from Maryland.
The Xiamen Special Economic Zone
in Fujian Province, on the other
hand, has more foreign exchange, is
accustomed to flexible trade prac-
tices, and offers Baltimore firms at-
tractive investment opportunities.

five
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While Baltimore has not needed to
rely much on the Maryland sister
state tie, other cities do take advan-
tage of state-to-province relations
that overlap with their sister city part-
nership. A case in point is Seaule,
Washington, whose sister city is
Chongqging, Sichuan. The Seattle—
Chonggqing relationship has bene-
fited from the previously established
Washington-Sichuan tie. Both the
city and state sister committees see
Washington as a major gateway to the
Pacific Rim, and the two relation-
ships have been able to coordinate
delegation visits and share informa-
tion about Chinese and American
companies and contacts

Easily one of the most vigorous—
and the oldest—of all US—China sis-
ter relations is that between San
Francisco and Shanghai. Since Janu-
ary 1980 the cities have sponsored
almost continuous exchanges in the
areas of science, technology, legal al-
fairs, medicine, sports, education,
and the arts. Patricia Kalman, a free-
lance writer following China issues in
San Francisco, reports that the sec-
ond of two “friendship libraries™
funded by the sister-city programs
was recently completed. The Shang-
hai library houses more than 5,000
books and video cassettes relating to
American culture. The sister library
of China-related materials opened at
the University of San Francisco this
June.

Commercial ties are also thriving.
According to Peter Henschel, deputy
mayor of San Francisco, 70 economic
and commercial projects have gotten
under way. These include projects in
telecommunications, capital con-
struction, mass transportation, and
public works; help from the Pacific
Stock Exchange in developing a
Shanghai exchange and other finan-
cial services; and establishment of the
International Business Management
Training School in Shanghai to pro-
mote future US—China economic co-
operation and trade.

The blending of trade and friend-
ship that the San Francisco—Shang-
hai bond typifies is common to all sis-
ter relations, whether their
exchanges are large or small in scale.
Although most have seen business
and trade opportunities materialize
only slowly, the pace at which sister
relationships continue to form pro-
vides solid evidence of the fact that
business is far from the only attrac-

e
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US City

Anchorage, AK
Baltimore, MD
Birmingham, AL
Boston, MA
Boulder, CO
Charlotte, NC
Chattanooga, TN
Chicago, IL
Denver, CO
Des Moines, IA
Detroit, Ml

Erie, PA

Flint, M1
Harrisburg, PA
Honolulu County, HI
Houston, TX
Jersey City, NJ
Joliet, IL

Kansas City, MO
Long Beach, CA
Lorain County, OH
Los Angeles, CA
Midland, TX
New York, NY
Norfolk, VA
Qakland, CA
Orlando, FL
Paramus, NJ
Philadelphia, PA
Phoenix, AZ
Pittsburgh, PA
Portland, OR
Sacramento, CA
San Diego, CA
San Francisco, CA
Seattle, WA
Spokane, WA

St. Louis, MO
Syracuse, NY
Toledo, OH
Tulsa, OK
Washington, DC
Wichita, KS
Wilmington, NC

US State

Alabama
Alaska
California
Colorado
Connecticut
Georgia
Hawaii
Idaho
inois
Indiana
lowa
Kansas
Kentucky
Maryland
Massachusetts
Michigan
Minnesota
New |ersey
New York
Ohio
Oklahoma
Oregon
Texas

Utah
Washington
Wisconsin

Current as of June 1987

US-CHINA TWINNINGS

Chinese City

Harbin, Heilongjiang
Xiamen, Fujian
Changsha, Hunan
Hangzhou, Zhejiang
Lhasa, Tibet
Baoding, Hebei
Wuxi, liangsu
Shenyang, Liaoning
Kunming, Yunnan
Shijiazhuang, Hebei
Chonggqing, Sichuan
Zibo, Shandong
Changchun, lilin
Luoyang, Henan

Hainan Island, Guangdong

Shenzhen, Guangdong
Wenzhou, Zhejiang
Liaoyang, Liaoning
Xi'an, Shaanxi
Qingdao, Shandong
Taiyuan, Shanxi

Guangzhou, Guangdong

Dongying, Shandong
Beijing

Lianyungang, liangsu
Dalian, Liaoning
Guilin, Guangxi
Huainan, Anhui
Tianjin

Chengdu, Sichuan
Wuhan, Hubei
Suzhou, Jiangsu
Jinan, Shandong
Yantai, Shandong
Shanghai
Chongging, Sichuan
Jilin City, Jilin
Nanjing, Jiangsu
Fuzhou, Fujian
Qinhuangdao, Hebei
Beihai, Guangxi
Beijing

Kaifeng, Henan
Dandong, Liaoning

Chinese Province

Hubei
Heilongjiang
Jiangsu
Hunan
Shandong
Fujian
Guangdong
Shanxi
Liaoning
Zhejiang
Hebei
Henan
Jiangxi
Anhui
Guangdong
Sichuan
Shaanxi
Zhejiang
Jiangsu
Hubei
Gansu
Fujian
Shandong
liangxi
Sichuan
Heilongjiang

Date Established

8/85
11/85
pending
5/82
4/87
pending
10/82
9/85
5/86
8/85
7/85
5/85
6/85
11/84
8/85
4/86
pending
12/85
pending
4/85
pending
12/81
6/86
2/80
pending
3/82
5/86
pending
12/79
5/87
9/82
pending
6/85
7/85
1/80
6/83
5/87
11/79
pending
10/85
pending
5/84
12/85
10/85

Date Established

10/85
2/85
possible
9/83
5/86
pending
6/85
10/85
9/82
pending
10/82
6/81
10/85
6/80
11/83
11/82
10/82
6/81
6/84
10/79
6/85
12/84
pending
9/85
10/82
10/82

Compiled by Sarah R. Peaslee

Source: National Council files; Sister Cities International; National Committee on United States—

China Relations
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Foreign Exchange Guarantees

New questions arise following release of China’s latest guidelines

Owen D. Nee, Jr. and Thomas E. Jones

he regulation of foreign exchange guarantees is-

sued by Chinese organizations has important im-

plications for foreign investors in China. Many

Chinese—foreign joint ventures must borrow to
meet their total investment requirements and depend
upon guarantees issued by the Chinese investor in the joint
venture or by other designated Chinese organizations to
secure loans. Thus, the greater the restrictions are upon
issuing guarantees, the more difficult it will be for projects
in China to obtain funds.

I'he Provisional Measures Governing the Provision of
Foreign Exchange Guarantees by Domestic Organizations
(the “Guarantee Measures™), promulgated by the People’s
Bank of China (PBOC) in February 1987, supplement exist-
ing regulations controlling China’s banks and financial and
investment institutions. They also apply to foreign ex-
change guarantees issued by nonfinancial institutions in
China. This new legislation, coinciding with stronger fiscal
control in China, places tighter restrictions on guarantees
by limiting who is authorized to make guarantees and by
setting borrowing/guarantee limits for these guarantors.
This suggests a move toward recentralization of foreign
exchange borrowing in China that will enable the State to
channel funds into high priority capital construction proj-
ects and to curtail the diversion of funds into projects that
are either outside the State plan or are not actively pro-
moted by the central government. But the measures may
also make it more dithcult for Chinese—foreign joint ven-
tures, as well as other Chinese enterprises, to borrow funds
and thus may act as a disincentive for investment.

The problems outlined below relate primarily to foreign
creditors assessing the risks of lending against the guaran-
tee of Chinese organizations as the primary security for a
loan. Such problems, however, will in turn affect those in
China who want to borrow, since ambiguities in the law
may either decrease the willingness of the lenders to pro-
vide funds or increase the spreads charged for such loans.

1. What is a foreign exchange guarantee? Chi-
na’'s Guarantee Measures define a foreign exchange guar-
antee as a “guarantee provided by a guarantor with the
foreign exchange funds it owns.” There can be no mistake,
therefore, that a guarantee once issued will be backed only
by the resources of the issuing entity rather than those of
the Chinese government.

Determining what types of guarantees are covered by
this legislation is no easy matter. For example, the creditor
is promised “‘that in the event the debtor fails to repay its
debts in accordance with the provisions of the contract,”
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the guarantor must repay. It is not clear, however, whether
this means that legal proceedings may be brought against
both the debtor and guarantor simultaneously or whether
creditors must first exhaust their remedies against the pri-
mary debtor. Neither does the definition address the ques-
tion of whether a completion gnarantee (issued in connec-
tion with a project hnancing agreement) or a take-or-pay
contract (whereby the obligor undertakes to pay a stipu-
lated minimum sum for goods from a project whether or
not he takes them) are considered guarantees for the pur-
poses of the Guarantee Measures.

2. Who may issue a guarantee? At present 93
institutions have been authorized by the State Administra-
tion of Exchange Control (SAEC) to issue foreign exchange
guarantees, including 40 banks (including branch offices),
47 trust and investment corporations, two financial com-
panies, and four leasing companies (see p. 56).

The SAEC, a division of the PBOC, administers the for-
eign exchange guarantees and other aspects of China’s
foreign exchange control program. China's Provisional
Regulations of the People’s Bank of China for the Control
of Banks promulgated on January 7, 1986, by the State
Council and the Provisional Regulations Concerning the
Control of Financial Trust and Investment Institutions
promulgated on April 26, 1986, by the PBOC set forth in
detail how financial institutions are to obtain permits to
engage in foreign exchange business. Once a Permit to
Engage in Foreign Exchange Business is received, financial
institutions such as banks and trust and investment cor-
porations may issue foreign exchange guarantees and need
merely to file a copy with the SAEC for the record.

The Guarantee Measures do not specify the procedures
that nonfinancial institutions must follow in order to ob-
tain approval to issue a foreign exchange guarantee. A
foreign bank should therefore request to see both the for-
cign exchange permit issued to a nonfinancial institution
by the SAEC and evidence that the guarantee has been filed
with the relevant otfice of the SAEC. To date, such permits
have been issued on a case-by-case basis.

3. Whose obligations may be guaranteed? Arti-
cle 5 of the Guarantee Measures stipulates that guarantees
may be provided to enterprises in China that are registered
in accordance with Chinese law. These include domestic

Owen D. Nee, [r. and Thomas E. Jones, attorneys with the
indernational law firm of Coudert Brothers, are based in Hong
Kong and make frequent trips to China.
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Chinese enterprises, Chinese—foreign equity and cooper-
ative joint ventures, and wholly foreign-owned enterprises.
Although foreign organizations and other foreign enter-
prises located outside of China may also obtain guarantees
under Article 5, it is doubtful that many will do so since
they must provide collateral security equal to the debt
guaranteed. Those having such collateral do not need a
guarantee since they can borrow directly.

Guarantees may not be provided in connection with the
equity portion of an investment. This follows the State
Council policy requiring foreign investors to make mini-
mum equity contributions to their projects in China. The
Provisional Regulations Concerning the Ratio of Regis-
tered Capital to Total Investment ol Joint Ventures Using
Chinese and Foreign Investment of March 1, 1987, estab-
lish the minimum debt /equity ratios for foreign investment.

TOTAL APPLICABLE EQUITY/

INVESTMENT TOTAL INVESTMENT RATIO

$3,000,000 7:10

or Il’\'\

$3,000,001 5:10 (but if total investment less than 4.2 million,

to $10,000,000 registered capital shall not be less than $2.1 million)
$10,000,001 2:5 (but if total investment less than $12.5 million,
10 $30,000,000 registered capital shall not be less than $5 million)
$30,000,001 1:3 (but if total investment less than $36 million,

and above registered capital shall not be less than $12 million)

4. What limits are set on guarantees? A financial
institution may issue guarantees in an amount which, when
taken together with its other external debts, will not exceed
20 times the foreign exchange funds it owns. The meaning
of the critically important phrase “foreign exchange funds
itowns’ is not made clear: do these include funds allocated
by the State as paid-in capital and/or retained foreign ex-
change earnings generated from business operations?

Nonfinancial institutions are under even greater restric-
tions, since the value of their guarantees may not exceed
the amount of their foreign exchange funds. One may
therefore wonder why a nonfinancial institution would
guarantee a loan. It would seem simpler for the nonfinan-
cial institution merely to lend its own funds to the bor-
rower—and thereby earn higher interest—than to guaran-
tee the borrower's loan and have its own funds sit idly on
deposit with the PBOC.,

5. How does the State monitor compliance?
Since the Guarantee Measures do not require nonfinancial
guarantor institutions to provide financial information to
the PBOC, it is not clear how the PBOC will determine
whether or not such guarantors are operating within their
guarantee limits. In the case of financial institutions, f-
nancial information must be submitted to the SAEC on a
regular basis. While a creditor may not have access to this
information, the Trust Regulations provide that if an insti-
tution is found to have violated the regulation, the PBOC
may order the institution to correct the violation within a
designated period of time, impose penalties, order it to
cease operations, or suspend its Permit to Engage in For-
eign Exchange Business.

Article 8 gives a creditor the right to request financial
reports and foreign exchange information from the guar-
antor. Bankers should consider inserting covenants in the
guarantee requiring the guarantor to provide this informa-
tion, maintain the guarantee limits, and inform the credi-
tor in the event that the SAEC determines that the guaran-
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tor has failed to comply with the Guarantee Measures.

6. When are counterguarantees necessary? In
the past, one popular method of financing cooperative

Jjoint venture projects has been for the foreign investor to

act as the borrower for the project, contributing the loan
proceeds as its investment in the venture. Article 5 of the
Guarantee Measures applies to such foreign borrowers
who are attempting to secure the funds raised abroad
through foreign exchange guarantees issued by a Chinese
domestic organization. Now Article b requires the foreign
enterprise to provide a counterguarantee secured by for-
eign exchange assets of an equivalent value. Previously, the
Chinese party to the cooperative might have provided a
MOTTZAge OVer its assels as security.

Article 6 makes 1t clear that counterguarantees will be
required for guaranteed loans and that Chinese organiza-
tions providing guarantees will need to obtain counter-
guarantees (from either the Chinese or foreign investor, or
both) before providing their own guarantee. More than
likely, counterguarantees will cause the guarantor and the
creditor to compete for the debtor’s security.

Article 10 provides that a guarantor shall have the right
to recover its debts after it has performed its obligations
under the guarantee. Since there is no time provision, it
may be interpreted as giving the guarantor the right of
subrogation before the creditor releases the guarantee. To
protect the interests of the creditor, a clause restricting the
exercise of such subrogation rights until the creditor has
been repaid in full should be added to the guarantee.

7. What types of contracts are required? Article
7 stipulates that separate written contracts are to be en-
tered into between the debtor and the guarantor and the
debtor and the creditor that specify their respective rights
and obligations. It is less clear what type of written contract
the guarantor is to enter into with the creditor. If a con-
tract other than the guarantee is contemplated, this would
represent a considerable departure from international
practice that would add another laver of complexity to the
documentation and cause additional expense and delays to
guaranteed financing transactions in China.

8. When may a guarantee be released? The
Guarantee Measures relieve the guarantor of its obliga-
tions under certain circumstances that differ from interna-
tionally accepted practice. For example, the guarantor’s
consent must be obtained if the original contract is
amended. Would any waiver of any term of a contract also
be interpreted as an amendment? Would any amendment,
no matter how immaterial, such as the change of an ad-
dress of the creditor, be sufficient to release the guaran-
tee? It is customary international practice that a creditor
may amend the underlying contract within certain conven-
tional limits but may not, for example, increase the princi-
pal amount guaranteed or the interest rate. The risk of a
release of the guarantee suggests the need for frequent
consultation with the Chinese guarantor, which may with-
hold consent from a proposed amendment in order to
negotiate better terms for itself.

From the point of view of a lending bank, Article 11 is
troublesome because it relieves the guarantor from its
guarantee obligations “'in the event that the creditor fails
to perform its obligations in accordance with the contract
during the effective term of the contract of guarantee.”
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Even more discouraging is the statement that the guaran-
tor may demand compensation from the creditor for losses
resulting from this tailure. Itis dithcult under a loan agree-
ment to understand what obligation a lender could fail 1o
perform other than the obligation to lend. Generally
speaking, it would appear unreasonable for a guarantor o
seek compensation from a creditor given the fact that a
guarantor is entitled to a guarantee fee and may also have
taken a counterguarantee from the debtor.

9. Which law governs? Even when a foreign ex-
change guarantee is governed by foreign law, certain provi-
sions of the Guarantee Measures will apply, such as the
requirement to file a copy of the guarantee with the SAEC
for the record, possibly the aggregate limits on direct and
contingent liabilities, and the provisions as to on whose
behalf a guarantee may be issued. Whether the provisions

for the release of the guarantee will apply notwithstanding
the party’s choice of law remains unclear—but ultimately
this will be decided when a creditor tries to enforce a
guarantee issued by a domestic Chinese organization.
Given some of the unconventional provisions of the
Guarantee Measures, it would be prudent to avoid using
Chinese law as the governing law in guarantees issued by
Chinese domestic organizations. Chinese guarantors have
on occasion insisted on using Chinese law. As a compro-
mise, Chinese guarantors may agree that the laws of a third
country govern, and in such cases they frequently prefer to
use the laws of Hong Kong. The problem with this alterna-
tive, however, is that, 1o date, Hong Kong law has not
reached the level of acceptability among the international
financial community that the laws of New York and Eng-
land have attained and there is some concern as to possible
future changes in Hong Kong law. 5,

FOREIGN EXCHANGE GUARANTORS

The following financial institutions in the People’s Republic of
China have been approved by the State Administration of Fx-
change Control to provide foreign exchange guarantee services:

BANKS

1. Bank of China and its branches

2. The Hongkong and Shanghai Banking Corp., Shanghai Branch

3. Standard Chartered Bank, Shanghai Branch

1. Overseas Chinese Banking Corp., Lid., Shanghai Branch

5. The Bank of East Asia, Shanghai Branch

6. Nanyang Commercial Bank, Ltd., Shenzhen Branch

7. Nanyang Commercial Bank, Ltd., Shekou Branch

8. Nantong Bank, Lid., Zhuhai Branch

9. The Kwangtung Provincial Bank, Shenzhen Branch

10, The China Investment Bank

11 Xiamen Intl Bank

12 The Hongkong and Shanghai Banking Corp., Shenzhen Branch

13, Bank of Credit and Commerce Intl Overseas, Lid., Shenzhen
Branch

14, United Overseas Bank, Lid., Xiamen Branch

15, Banque Indosuez, Shenzhen Branch

16. Standard Chartered Bank, Shenzhen Branch

17. Chivu Banking Corp., Lid., Xiamen Branch

18. Societe Generale, Shenzhen Branch

19, The Hongkong and Shanghai Banking Corp., Xiamen Branch

20, Banque Nationale De Paris, Shenzhen Branch

21, Bank of Tokvo, Lid,, Shenzhen Branch

29 The Hokkaido Takushoku Bank, Lid., Shenzhen Branch

23, The Sanwa Bank Litd., Shenzhen Branch

24-32 The Industrial and Commercial Bank of China (The 1CBC),
branches in Guangdong, Fujian, Shanghai, Shenzhen,
Xiamen, Foshan, Shantao, Fuzhou, and Guangzhou.

33, Bank of the Orient, Xiamen Branch

34, The Agrnicultural Bank of China, Guangzhou Branch

35 The Agricultural Bank of China, Foshan Branch

. Standard Chartered Bank, Xiamen Branch

37. Fup Bank, Shenzhen Branch

38. The Industrial and Commercial Bank of China, Sichuan Branch

39 CITIC Industrial Bank

40, Bank of China Merchants

INVESTMENT CORPORATIONS

1. China Intl Trust and Investment Corp

2. Shanghai Investment and Trust Corp.

3. Guangdong Intl Trust and Investment Corp.

4. Fujian Provinaal Investment and Enterprise Corp.
5. Huber Provincial Int Trust and Investment Corp.

~Danpin Intl Trust and Investment Corp.
- Zhepang Intl Trust and Investment Corp

b S |

Bank of China Trust and Consultancy Company

Liaoning Intl Trust and Investment Corp
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10. Hebet Intl Trust and Investment Corp.

11, Guangzhou Intl Trust and Investment Corp.

12, Jiangsu International Trust and Investment Corp.
13, Beiping Intl Trust and Investment Corp.

14, Jiangxi Provincial Intl Trust and Investment Corp.
15. Shenzhen Intl Trust and Investment Corp.

16. Shenyang Intl Trust and Investment Corp.

17. China Chongqing Intl Trust and Investment Corp.

18, Shaanxi Provincial Finance and Joint Investment Corp.

19, Guangdong Intl Trust and Investment Corp. Shenzhen Branch
20. The Trust and Investment Co. of The 1CBC

21. Zhongvuan Development, Trust, and Investment Corp. (Henan)
22, Changjiang Intl Trust and Investment Corp. of Sichuan Province
23, Anhui Intl Trust and Investment Service Corp.

24. China Jilin Province Intl Trust and Investment Corp

25. China Ningxia Islamic Intl Trust and Investment Corp.

26. Shantou Intl Trust and Investment Corp.

27. Henan Provincial Intl Trust and Investment Corp.

28. Shanxi Economic Development and Investment Corp.

29, Guangxi Intl Trust and Investment Corp.

30.
31, China Venturetech Investment Corp.
32 Dahan Intl Trust and Investment Corp.

Hunan Int Trust and Investment Corp,

33. Nanjing Intl Trust and Investment Corp.

34. Lianyungang Intl Trust and Investment Corp.

35. Xiamen Intl Trust and Investment Corp.

36. Shanghai Ajjian Banking, Trust, and Investment Corp.
37. Ningbo Intl Trust and Investment Corp

38. Wuhan Intl Trust and Investment Corp.

39. Guangzhou Intl Trust and Investment Corp.. Economic and Tech-
nology Development Zone Branch

40. Foshan Trust and Investment Corp.

41. Xinjang Intl Trust and Investment Corp

42, Thanjin Trust and Investment Corp. of The ICBC

43. Chongqing Trust and Investment Corp. of The 1CBC

44. Fujian Overseas Chinese Investment Company

5. Wenzhou Intl Trust and Investment Corp.
16. Beipng Travel, Trust, and Investment Company

47, Trust, Investment, and Consultancy Company of Bank of China,

Chongging Branch.
FINANCIAL COMPANIES

1. Shenzhen SEZ Development and Finance Company
2. Everbright Finance Company

LEASING COMPANIES

1. China Electronics Leasing Company

2. China Foreign Trade Leasing Company
3. China Leasing Company, Lid.

4. Guangdong Intl Leasing Company

Source State Admimistraton of Exchange Control

Last released Apnl 30, 1987
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CHINA BUSINESS
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Betsy Saik

The following tables contain recent press reports of business contracts and negotiations exclusive of those listed in previous issues.
For the most part, the accuracy of these reports is not independently confirmed by The CBR.

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

Betsy Saik at the National Council for US-China Trade.

& 5p
" %

Foreign Party/
Chinese Party

SALES AND INVESTMENT THROUGH MAY 31

Arrangement/Value/
Date Reported

Agricultural Commodities

(Australia)/MOFERT and
Tianjin

(Thailand)/CEROILFOODS

Atochem SA, subs. of
Nationale Elf Aquitaine,
Ste. (France)

(Australia)

(Sweden)

Applied Animal Genetics
and University Genetics
Co. (US)/Gansu Provin-

Signed memorandum of understanding to
build poultry disease control diagnostic and
training center; includes supplying major
equipment, technical instruction, and train-
ing. $1 million. 2/87.

Will supply 200,000 tonnes of 25 percent-
grade rice for local consumption. $3 billion.
2/87.

Negotiating contract to supply castor hybrid
seeds to make castor oil. 2/87.

Negotiating 3-year contract to supply
750,000 tonnes of raw sugar. 3/87.

Signed agreement to supply pulp. 4/87.

Signed contract to provide training, equip-
ment, and supplies for conducting embryo
transfers. 4/87.

cial Animal Husbandry
Bureau and Zhangye Pre-
fecture Agricultural and
Animal Husbandry Bu-
reau

Agricultural Technology

Berga Impianti (Italy) Signed contract to supply technology and
equipment for three 15 TPH animal feed

plants. $12 million. 1/87.

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).

KEY: BOC: Bank of China; CAAC: Civil Aviation Administration of China; CAIEC:
China National Automotive Industry Import-Export Corp.; CCTV: China Central Tele-
vision; CEIEC: China Electronics Import-Export Corp.; CEROILFOODS: China Natinal
Cereals, Oil, and Foodstuffs Import-Export Corp.; CHINATEX: China National Textiles
Import-Export Corp.; CITIC: China International Trust and Investment Corp.; CITS:
China International Travel Service; CNCCC: China National Chemical Construction
Co.; CNOOC: China National Offshore Oil Corp.; CNTIC: China National Technical
Import Corp.; COSCO: China Ocean Shipping Co.; CPIC: China National Corporation
of Pharmaceutical Economic and Technical International Cooperation; ICBC: Indus-
trial and Commercial Bank of China; INSTRIMPEX: China National Instruments Im-
port-Export Corp.; ITIC: International Trust and Investment Corp.; MACHIMPEX:
China National Machinery Import-Export Corp.; MEL: Ministry of Electronics Industry;
MLI: Ministry of Light Industry; MOCI: Ministry of Coal Industry; MOPI; Ministry of
Petroleum Industry; MPT: Ministry of Posts and Telecommunications; MWREP: Minis-
try of Water Resources and Electric Power; NDSTIC: National Defense, Science, Tech-
nology, and Industry Commission; NORINCO: China North Industries Corp.;
SINOCHEM: China National Chemicals Import-Export Corp.; SINOPEC: China Na-
tional Petrochemical Corp.; SINOTRANS: China National Foreign Trade Transporta-
tion Corp,; SPC: State Planning Commission
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Chemicals and Chemical and Petrochemical Plants and Equipment

China’s Imports
Le Gaz Integral Enterprise
(France)/CNTIC

BP Chemicals Interna-
tional Ltd. (UK)

Hitachi Ltd. and
Marubeni Corp. (Japan)/
CNTIC

Mitsui Petrochemical In-
dustries Ltd., Mitsui Engi-
neering & Shipbuilding
Co., and C. Itoh & Co.
Ltd. (Japan)/CNTIC and
Jinan Chemical Fiber
Works in Jinan,
Shandong

Toyo Engineering Corp.
and C. Itoh & Co. Ltd.
(Japan)/CNTIC

Permea Inc. (US)/
SINOPEC, CNCCC, Luzhou
Natural Gas Chemical
Co. (Sichuan), Yunnan
Natural Gas Chemical
Co. (Yunnan), and
Cangzhou Chemical Fer-
tilizer Co. (Hebei)

Snam Progetti SpA (ltaly)/
CNTIC

Technipetrol (ltaly), subs.
of Tecnip SA (France)/
CNTIC

Tecmimont SpA (Italy)/
Shanghai

Xytel Corp. (US)/SINOPEC

Macpherson Drynamels
(UK), subs. ot Tikkurila
Oy (Finland)/Zhaoqing
Chemical Paints

Investments in China
H.B. Fuller Co. (US)

Signed contract for coal gasification plant to
power Zhengzhou Glass Factory, Henan.
1/87.

Licensed fluidized-bed process for high-
density and linear low-density polyethylene
for ethylene complex in Liaoning,. 2/87.

Signed contracts to supply equipment to
produce 66,000 TPY of polyester. 2/87.

Signed contract to build 75,000 TPY plant in
Beijing to produce purified terephthalic acid
with MPIL responsible for licensing, oper-
ator training, and start-up guidance; MES
for design, component procurement, and
construction guidance; and CIC for liaison
work with Chinese. $66 million (J¥10 bil-
lion). 2/87.

Received order for 130,000 TPY plant to
produce ethylene and propylene at chemi-
cal complex in Liaoning. $79.2 million (J¥12
billion). 2/87.

Will supply prism hollow-fiber membrane
gas separators to recover hydrogen from

purge gas of hydrodesulfurizer at Shengli
refinery in Shandong. 3/87.

Received order for plant to produce 40,000
TPY of polypropylene for chemical complex
in Liaoning. 3/87.

Received order for plant to produce
125,000 TPY of polyethylene for chemical
complex in Liaoning. 3/87.

Awarded contract to provide equipment
and machinery, engineering services, and
construction supervision for 70,000 TPY
polypropylene plant at petrochemical com-
plex near Shanghai. $45 million. 3/87.

Signed eight contracts to design and con-

struct computer-controlled pilot plants for
energy and fertilizer research. $3.8 million.
3/87.

Sold licenses to produce powder coatings
for metal products. $398,075 (£250,000).
4/87.

Will open joint venture plant in Guangzhou
to manufacture chemicals for construction
industry. $1.5 million. (US:60%-PRC:40%).
1/87.



Ecolab (US)/NORINCO

Chemicals (Agricultural)
China’s Imports
(Philippines)

Canpotex Ltd. (Canada)

FBM Hudson Italiana SpA
(ltaly)/cNECC

Imperial Chemical Indus-
tries Plc (UK) and Uhde
GmbH (FRG)/Puyang,
Henan

Incro SA, subs. of Cros
SA (Spain)

Xytel Corp. (US)/SINOPEC

Investments in China
Kemira Oy (Finland)/Wu-
han Chemical Engineer-
ing Corp.

Signed contract to establish Ecolab Chemi-
cal Industrial Co. in Shanghai to produce
rinsing agents. $2.4 million. 3/87.

Will supply fertilizers. $70 million. 12/86.

Will supply 500,000 tonnes of potash. $31.8
million (C$42 million). 12/86.

Signed contract to supply high pressure
heat exchanges for urea plant for World
Bank-supported Fertilizer Rehabilitation
Project. $2.1 million. 1/87.

Will license ICI's AMV process in new 1,000
TPD ammonia plant. 2/87.

Awarded contract to supply technology for
fertilizer plant being constructed by
Dragados y Construcciones (see The CBR,
May-june 1987, p. 57). 2/87.

Signed eight contracts to design and con-
struct computer-controlled pilot plants for
energy and fertilizer research. $3.8 million.
3/87.

Investigating possibility of forming joint ven-
ture to build 160,000 TPY fertilizer plant
and phosphoric acid unit at Yichang, Hubei.
12/86.

Construction Materials and Equipment

China’s Imports

Atlas Air Australia Pty,
Ltd./Shenzhen SEZ In-
formation Center

Atlas Copco AB (Swe-
den)/International Ten-
dering Co. of CNTIC

Caterpillar China Ltd,
(US)/International Ten-
dering Co. of CNTIC

Marubeni Corp. (Japan)/
International Tendering
Co. of CNTIC

Saab-Scania AB (Swe-
den)/International Ten-
dering Co. of CNTIC

Wako Koeki Co. Ltd. (Ja-
pan)/International Ten-
dering Co. of CNTIC

Meta Services, subs. of
Ederer Inc. (US)

Investments in China
The Jardine Engineering
Corp. Ltd. (HK)/China
Academy of Building Re-
search (Beijing) and
Shanghai General Ma-
chinery Associated Corp.

Mitsubishi Electric Corp.
(Japan) and Ryoden Elec-
trical Engineering Co.

Ltd. (HK)/Shanghai Me-
chanical and Electrical In-
dustrial Investment Co.
and MACHIMPEX

Awarded contract to supply 14 air con-
ditioning units. 2/87.

Awarded contract to supply five grouting
pumps and drilling machine for World
Bank-supported project to construct power
transmission line linking Shanghai and
Xuzhou. $228,981 (SK1.468 million). 3/87.

Awarded contract to supply 14 bulldozers,
loaders, and levelers for World Bank-sup-
ported power project (see Atlas Copco AB
entry above). $1.8 million. 3/87.

Awarded contract to supply four concrete
pump cars and a workshop facility for
World Bank-supported project (see Atlas
Copco AB entry above). $950,244 (j¥144
million). 3/87.

Awarded contract to supply tractors for
World Bank-supported project (see Atlas
Copco AB entry above). $96,709
(5K620,000). 3/87.

Awarded contract to supply six concrete
mixer-lorries for World Bank-supported
project (see Atlas Copco AB entry above).
$283,753 (1¥43 million). 3/87.

Awarded contract to supply two high-speed
cableway systems used to place concrete
for dam construction for World Bank-sup-
ported Yantan Hydroelectric Power Project.
$6 million. 4/87.

Signed letter of intent to establish joint ven-
ture air-conditioning service companies in
Beijing and Shanghai. 1/87.

Established Shanghai Mitsubishi Elevator
Co. Ltd. joint venture to produce 2,000
computerized elevators annually. $9.5 mil-
lion. (JPN:15%-HK:10%-PRC:75%). 3/87.

Terex (UK)/NORINCO

Consumer Goods

China’s Imports

1]V Co. (US)/liangsu Light
Industrial Import-Export
Corp.

Indesit-Industrial
Electtrodomestici Italiana
(Italy)/Shuzhou Wujiang
Refrigerator Equipment
Factory

Indesit-Industrial
Elettrodomestici Italiana
(Italy)

Shiseido Co. (Japan)/
Beijing No. 3 Daily Use
Chemical Factory

Investments in China
Hercules Inc. (US)/China
National Tobacco Co.
and Wuxi Textile Industry
Co., Jiangsu

Natural Beauty Products
(UK)

Rothmans International
Plc (UK)/Shandong Pro-
vincial Tobacco Corp.
and Jinan Cigarette Fac-
tory

Celanese Fibers Opera-
tions, subs. of Celanese
Corp. (US)/liangsu To-
bacco Corp.

Tele-Art Inc. (UK)/
Guangzhou

Other

EMI Music, subs. of
THORN EMI Plc (UK)/
China Record Co.

Negotiating joint venture to build plant to
produce 300 dump trucks annually in
Baotou, Inner Mongolia. 3/87.

Reached agreement to process sports balls.
$5 million. 1986.

Supplied refrigerator production line.
$700,000. 1986.

Signed turn-key contract to construct two
factories, one to produce electric motors
and the other to make compressors for re-
frigerators; includes supplying know-how
and machinery and equipment, and training
70 technicians in Italy. $8.5 million, 1/87.

Supplied technology to produce cosmetics
including cleansing and moisturizing cream,
lipstick, and rouge. 3/87.

Signed letter of intent to form joint venture
to manufacture polypropylene fiber tow for
CNTC and export sales. 3/87.

Reached agreement to establish joint ven-
ture factory in Beijing to produce 10 million
cosmetic items annually. $796,150
(£500,000). (50-50). 3/87.

Negotiating to establish joint venture to
produce cigarettes. 3/87.

Formed cigarette filter joint venture
Nantong Cellulose Fibers Co. Ltd. to pro-
duce 10,000 TPY of cellulose fiber. $35.17
million. (US:31%-PRC:69%). 4/87.

Established joint venture Asia Ebauches to
produce 1 million analog quartz watches
annually in first four years and 5 million per
year beginning in 1992. (US:65%-PRC:35%).
4/87.

Signed cooperation contract to market
EMI’s classical music collection in China and
EMI will market and distribute traditional
and contemporary Chinese music in 40
countries. 2/87.

Electronics and Electrical Equipment

China’s Imports
(US)/Provincial Computer
Corp., Fujian

Control Data Canada
Ltd./liaotong University,
Shanghai

Modular Robotic Systems
(UK)

Nestar Systems Inc. (US)/
China Business Associates

Dataprep (HK) Ltd./Guilin
China Hotel

Cable & Wireless Systems
Ltd. (HK)/BOC

Ing. C. Olivetti & C. SpA
(Italy)/Kunming

Standard Telephones &
Cables Plc (UK)

Put into operation warm disc assembly line
to manufacture 60,000 sets annually. 12/86.

Will supply computer system. 1/87.

Received order to supply robot for project
to automate electric motor production.
1/87.

Signed agreement to supply network com-
puter system to automate shipping arrange-
ments, inventory, and accounting control at
19 ports. $1.3 million. 1/87.

Signed contract to supply two ECI 3610 sys-
tems. 2/87.

Received order for 70 advanced
uninterruptible power systems for computer
installations, $512,689 (HK$4 million). 3/87.

Established factory to manufacture 25,000
M24 PCs annually. 3/87.

Negotiating contract to supply computer-
ized digital message system, digital tele-
phone exchange, and radio testing equip-
ment. 3/87.
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Investments in China
Tudor (Portugal), and
Nan Yut Trading Co. and
Mr. Ng Fok (Macau)/
Guangdong Machine Co.

IBS (Japan)/Shanghai Re-
search Institute of Com-
puting Technology

Nixdorf Computer AG
(FRG)

Microtecnica SpA (ltaly)/
CATIC

Electronic Data Systems
Corp. of General Motors
Corp. (US)/Beijing
Municipal Government
Commission for Science
and Technology

Ing. C. Olivetti & C. SpA
(Italy)/CATIC

Northgate Computer Ser-
vices Ltd. (UK)/Tianjin
Computing Center and
Tianjin New Technology
Development Co.

Electronics (Consumer)

China’s Imports
Polaroid Corp. (US)/
Guangzhou News Photo
Society

TDK Corp. (Japan)/CNTIC
and Hangzhou, Zhejiang

Three companies (Japan)/
Shandong Vacuum
Cleaner Factory

Investments in China

NV Philips (Netherlands)/
Nanjing, Jiangsu

NA (HK)/Tianjin Radio
Factory and Tianjin Eco-
nomic and Technical
Development District In-
dustrial Investment Co.

Established joint venture Tudor-Macau to
manufacture batteries and accumulators at
Macau and Guangdong plants. $10 million.
(Tudor:40%-NYTC:10%-Ng Fok:10%-
GMC:40%), 1/87.

Signed letter of intent to establish joint ven-
ture to develop computer software, 3/87.

Will open software development center in
1987. 3/87.

Opened marketing and maintenance office
for high-technology products in Beijing,
4/87.

Established Beijing International Information
Processing Co. Ltd. joint venture computer
center to offer information, technology, and
telecommunications services. $15 million,
(US:49%-PRC:51%). 4/87.

Opened service center in Beijing to provide
after-sales services for computers and elec-
tronic printers. 4/87.

Opened joint venture Northgate China
Computer Services Ltd. to develop and sup-
ply computer software. $796,150
(£500,000). 4/87.

Established instant photo products center to
promote instant imaging technologies, fa-
cilitate supply of instant photo products,
and provide maintenance and repair ser-
vices, 3/87.

Awarded contract to supply plant to pro-
duce 100 million video and audio magnetic
tapes annually. 3/87.

Put into operation plant to produce 500,000
vacuum cleaners annually, $1.39 million.
4/87.

Signed letter of intent to establish joint ven-
ture to build factory to produce 1.5 million
TV tubes annually. $90 million for equip-
ment and know-how. (Neth:30%-
PRC:70%). 1/87.

Established joint venture to build color TV
tube factory in Tianjin. $44.8 million. 2/87.

Finance, Leasing, and Insurance

China’s Imports
Reuters Holdings Plc
(UK)/CImc Industrial Bank

Other

The Mitsui Trust & Bank-
ing Co. Ltd. (Japan)/
China Investment Bank,
Beijing

Mastercard International
Inc. (US)/BOC

The Industrial Bank of Ja-
pan Ltd. and The Bank of
Tokyo, Ltd. (Japan)/Com-
munication Bank of
China

Will suppy foreign exchange monitoring
service. 3/87.

Signed agreement to cooperate in trust,
banking, and international business. 2/87.

Signed agreement for BOC to join
Mastercard, 3/87.

Signed contract to establish cooperative re-
lations with each company. 4/87.

Food Processing and Food Service

China’s Imports
Technoexport Prague
(Czechoslovakia)
(Bulgaria)/Qingdao Win-
ery and ML

Signed contract to supply brewery to pro-
duce 300,000 hectoliters annually. 12/86.

Signed agreement to update winery’s pro-
duction technology. 1/87.
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Simon-Rosedowns Ltd.,
subs. of Simon Engineer-
ing Plc (UK)/Changsha
Fat and Oil Chemical
Factory, Hunan

Alfa-Laval International
AB (Sweden)/MACHIMPEX
and Tongliao Dairy Fac-
tory of Inner Mongolia
Autonomous Region

Toula (Italy)/Beijing Inter-
national Hotel

Investments in China
Nestle SA (Switzerland)/
China Development and
Investment Corp.
(Beijing) and Heilongjiang
Shuangcheng County
Daily Industry Corp.

The Coca-Cola Co. (US)/
Nanning and Dalian

The Coca-Cola Co. (US)/
Shanghai ITIC and Shang-
hai Food Industry Devel-
opment Center

Will supply caustic refining plant for rice
bran oil. 3/87.

Signed contract to supply baby-food pro-
duction line to produce 2,000 tonnes of
powdered nutriments annually. $1.9 million
(SK12.5 million). 4/87.

Signed agreement to open restaurant; in-
cludes training Chinese hotel workers in It-
aly. 4/87.

Established joint venture to produce baby
food, milk cereals, and milk powder in
Shuangcheng. $14.3 million (SF22 million).
1/87.

Will set up new bottling plants. 2/87.

Will establish contractual joint venture for
bottling plant, beverage base plant, and
Coca-Cola concentrate plant. 3/87.

Machine Tools and Machinery

China’s Imports
Robertshaw Controls Co.
(US)/Nanjing Hotwater
Utensils Factory

Sira (UK)/Shanghai Gen-
eral Photosensitive Film
Factory

Black Clawson Interna-
tional (UK)

Clupak, Inc. (US)/liamusi
Paper Mill, Heilongjiang

DeVlieg Machine Co.
(US)/China Machine-
Building International
Corp. and Weihai Ma-
chine Tool Accessories
Works, Shandong

Ingersoll-Rand Interna-
tional Sales Inc. (US)/In-
ternational Tendering Co.
of CNTIC

Stord Bartz A/S (Nor-
way)/an alcohol plant in
Beijing

Investments in China
NA (HK)/Guangdong
Shunde Agricultural Ma-
chinery Factory

Lik Fung Machinery Co.
Ltd. (HK)/Shanghai Mea-
suring and Cutting Tools
Factory

Dori Co. Ltd. (US)/
Guizhou Branch of China

Export Commodity Cen-
ters Construction Corp.

Medical Equipment
China’s Imports

Smith Barney, Harris
Uphom & Co. Inc. (US)

Investments in China

(Japan)

(Belgium)/Science and
Technology Commission

Supplied safety valve production line. $1
million. 1986.

Received order to supply automatic inspec-
tion equipment. $477,690 (£300,000). 1/87.

Negotiating contract to construct and equip
mill to produce 500,000 TPY of newsprint
from pine timber, 3/87.

Signed license agreement to produce exten-
sive kraft paper. 3/87.

Signed license agreement granting manu-
facturing and sales rights for tooling systems
metal-cutting tools. 3/87.

Awarded contract to supply six air compres-
sors for World Bank-supported power
transmission line project linking Shanghai
and Xuzhou. $146,900. 3/87.

Concluded contract to supply designs for
equipment to purify waste water and pro-
duce proteins. $6.5 million (NK45 million).
3/87.

Signed cooperation agreement to establish
plastic machinery plant to produce plastic
injection machines. $2.9 million (HK$23 mil-
lion). 1/87.

Signed joint venture contract to produce
milling cutters and dial indicators; annual
output of 500,000 and 20,000 items respec-
tively. $2 million. 1/87.

Reached agreement to coproduce
“liashang’* brand machinery maintenance
agent. 4/87.

Received order for ambulatory ECG system,
$500,000. 12/86.

Established Changbaishan Ginseng-Antler
Medicine Co. Ltd. joint venture. 2/87.

Exchanged letters of intent to build and
manage joint biological technology center.
3/87.
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Sover (Italy)/a spectacles
factory in Suzhou

Signed agreement to establish Sisco joint
venture to produce 700,000 glasses frames
annually. $1 million. (50-50). 3/87.

Metals, Minerals, and Processing Technology

China’s Imports
Krupp Industrietechnik
(FRG)

Hitachi Zosen Corp. (Ja-
pan)/Baoshan Steelworks

Lazaro Cardenas las Tru-
chas Steel Mill (Mexico)

Mitsui Aluminum Co.
Ltd., Ryoka Light Metal
Industries Co. Ltd., and
Sumitomo Light Metal In-
dustries Ltd. (Japan)

Outokumpu Oy (Fin-
land)/Zhengzhou Cable
Works

Investments in China
Chilean Wrought Copper
Co. (Chile)/Beijing Non-
ferrous Metals Industrial
Corp. and Beijing No. 1
Copper Tube Factory

Other

Kawasaki Steel Corp. (Ja-
pan)

Military Equipment
Nationale Industrielle
Aerospatiale, Ste.
(France)/Peoples Libera-
tion Army

Mining Equipment
Troester KG (FRG)/MOCI

Packaging Materials

China’s Imports
Lansmont Corp. (US)/
NORINCO

Other

Tulsa Globe Trade Foun-
dation Inc. (US)/Chinese
Economic System
Restructuring Research
Institute

Received order for mill to manufacture
60,000 tonnes of copper rod annually.
12/86.

Will provide 4.5 million TPY sintering facility
including design, equipment, and technical
guidance. $33 million (J¥5 billion). 2/87.

Will supply 280,000 tonnes of steel in 1987.
3/87.

Negotiating agreement to supply aluminum
refining equipment. $99 million. (J¥15 bil-
lion). 4/87.

Supplied line to produce continuous cur-
rent-bearing copper wire. $1.2 million
(DM2.2 million). 3/87.

Signed agreement to establish Beijing-Santi-
ago Copper Tube Co. joint venture to build
copper tube factory. $9.93 million
(Chile:20%-PRC:80%). 4/87.

Began feasibility studies for site of new
steelworks; considering sites at Shijiusuo
(Shandong), Ningbo (Zhejiang), and Tianjin.
3/87.

Signed contract to supply 8 anti-tank heli-
copters and several anti-tank missiles. $29.5
million (FF180 million). 4/87.

Put into operation line to produce special-
ized cables for mines. $1.25 million. 3/87.

Received orders for eight laboratory pack-
aging test machines and associated com-
puter-based control systems. $650,000.
2/87.

Chinese and US companies will participate
in symposium in Tulsa, Oklahoma to im-
prove design, packaging, and quality of
products for international market. 3/87.

Petroleum, Natural Gas, and Related Equipment

China’s Imports

A/S Roulunds Fabriker
(Denmark)/Weizhou
Oilfield, Zhanjiang

Investments in China
Gaz de France (France)

Eastman Christensen
(US)/Sichuan Petroleum
Administration Bureau

Japan Petroleum Explora-
tion Co. Ltd., Esso China
Ltd., Shell Exploration
(China) Ltd., Texaco Pe-
troleum Maatschappij
(Netherlands), BP Petro-
leum Development Ltd.
(UK), Amoco Orient pe-
troleum Co. and NA/
CNOOC

Awarded tender to supply oil pollution pre-
vention equipment. 2/87.

Has 5-year cooperation agreement to train
60 Chinese gas engineers in natural gas
technology in France. 1/87.

Signed agreement to establish ChuanShi
Christensen Diamond Bit Co. joint venture
in Chengdu to manufacture and market nat-
ural and polycrystalline synthetic diamond
and drilling coring bits. (50-50). 2/87.

Signed eight contracts with 15 companies to
explore blocks in Pearl River Mouth and
South Yellow Sea. 3/87.

Pharmaceuticals

Investments in China

Merlin Gerin SA (France)/
three partners

Established Tianjin Merlin Gerin Co. joint
venture. (France:45%-PRC:55%). 3/87.

Power Plants and Equipment

China’s Imports

Meta Service Inc. (US)/In-
ternational Tendering Co.
of CNTIC

Philips Industries Inc.
(US)/MWREP

Mitsubishi Heavy Indus-
tries Ltd. (Japan)/CNTIC

Marubeni Corp. (Japan)
and United Conveyor
(US)/CNTIC

Trench Electric (Canada)/
International Tendering
Co. of CNTIC

Investments in China
(FRG)

ASEA AB (Sweden)/
MWREP

Signed contract to supply 20-tonne cable
crane, special tools, and spare parts for
World Bank-supported Yantan Hydroelec-
tric Power Project. $6.1 million. 10/86.

Received order for system to monitor large
turbines in 20 fossil-fueled power stations.
10/86.

Signed contract to supply coal handling sys-
tem for World Bank-supported Beilungang
Thermal Power Project. $26.3 million. 1/87.

Signed contract to supply ash handling sys-
tem for World Bank-supported Beilungang
Thermal Power Project. $7.3 million. 3/87.

Signed contract to supply 24 sets of current
limiting reactor for World Bank-supported
project to construct power transmission line
linking Shanghai and Xuzhou. $68,072
(C$89,800). 3/87.

China proposed cooperation in search for

and processing of uranium fuel for nuclear
power stations; includes possibility of FRG

firms investing in plant, taking part in pro-

duction, or cooperating with Chinese part-
ners. 1/87.

Signed letter of intent to cooperate in
establishing Sino-Swedish power transmis-
sion development center for high-voltage
transmission. 4/87.

Printing Equipment, Publishing, and Broadcasting

Investments in China

Cable News Network
(CNN) (US)/ccTv

Ministry of Communica-
tions (Canada)/Ministry
of Radio, Cinema, and
Television

MGM/UA Entertainment
Co. (US)/ccTv and China
Film Export-import Corp.

Pergamon GED Interna-
tional (US-UK joint ven-
ture)/CCTV and CITIC

Other

GTE Directories (HK)
Ltd./China Telephone Di-
rectory Corp.

NBC News (US)

Brazilian News Enterprise
(Brazil)/Xinhua News
Agency

Signed agreement to air reports in exchange
for advertising time and permission to es-
tablish news-gathering bureau in Beijing.
2/87.

Signed agreement to coproduce films. 2/87.

Signed agreement for MGM/UA to join pre-
viously announced Paramount/Universal
venture to release movies in China (see The
CBR, May-June 1987, p. 59). 3/87.

Signed agreement to coproduce 52 half-
hour programs entitled “What's New” to
introduce new Western ideas in science and
technology. 3/87.

Signed contract to appoint GTE as exclusive
agent for worldwide advertising and sales
for CTD. 1/87.

Signed agreement to air 12.5 hrs. of pro-
gram from mainland for five days beginning

Sept. 28. 2/87.

Signed agreement to exchange wire ser-
vices, 4/87.

Property Development and Property Management

China’s Imports
Seylla Corp. Ltd. (HK)/
China Sports Service
Corp.

Constructing Olympic Hotel in Beijing.
3/87.
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Investments in China
All Nippon Airways Co.
Ltd. (Japan)/Xiyuan Hotel
(Beijing) and BOC Beijing
Trust & Consultancy
Group

Asbee Corp. (US)/TK

Takenaka Komuten Co.
Ltd., Japan Airlines Co.
Ltd., and Japan Airlines
Development Co. Ltd./
Diplomatic Personnel
Service Corp., Beijing

Chalon Corp. (Japan)/
CAAC, Shanghai Branch

SARA AB (Sweden) and
Puloimatka (Finland)/NA

Elena Yee (US)/
Guangzhou

Other
(Sweden)

Scientific Instruments
China’s Imports

Beckman Instruments,
subs. of SmithKline
Beckman Corp. (US)/
State Education Commis-
sion

China Resources Machin-
ery Co. Ltd. (HK)/State
Education Commission

Wako Koeki Co. Ltd. (Ja-
pan)/State Education
Commission

Wako Koeki Co. Ltd. (Ja-
pan)/State Education
Commission

Western Japan Trading
Co. Ltd. (Japan)/State
Education Commission

Thermo Instrument Sys-
tems Inc. (US)/Anshan
Iron and Steel Complex

General Scanning Inc.
(US)/Dongjiang Electron-
ics Factory, Guangdong

Jobin et Yvon (France)

Investments in China

International Image Sys-
tem Corp. (US)/Oriental
Scientific Instruments Im-
port-Export Corp. of Chi-
nese Academy of Sci-
ences

Signed contract to establish Beijing New
Century Hotel Co., Ltd. joint venture in
Beijing to build and operate hotel/office
complex, Capital: $19.25 million, (Total in-
vestment expected to reach $80 million by
completion in 1989). (ANA:40%-PRC:60%).
1/87.

Signed final contract to build Old Dragon
Head Resort Village. (US:70%-PRC:30%).
$50 million. 1/87.

Signed contract to establish joint venture to
expand and upgrade International Club in
Beijing. 1/87.

Held ground-breaking ceremony for joint
venture Shanghai International Airport Ho-
tel. 2/87.

Formed joint venture company to construct
and manage new hotel in Beijing; SARA will
manage and own hotel and Puloimatka is
responsible for construction. SARA invest-
ment: $1-$2 million. 3/87.

Signed letters of intent to open a joint busi-
ness with Beiyunshan Pharmaceuticals Fac-
tory, invest in building apartments for over-
seas Chinese in Guangzhou, and provide
financial aid for 120 Guangzhou students to
study in US. 3/87.

Signed agreement to manage and operate
Beijing Huaqgiao Mansion. 4/87.

Signed contract to supply science labora-
tory equipment for World Bank-supported
Provincial Universities Project. $1 million.
11/86.

Signed contract to supply chemistry instru-
ments for World Bank-supported Provincial
Universities Development Project. $1.6 mil-
lion. 11/86.

Signed contract to supply chemistry instru-
ments for World Bank-supported Provincial
University Development Project. $2.2 mil-
lion. 11/86.

Signed contract to supply chemistry instru-
ments for World Bank-supported Provincial
University Development Project. $2.3 mil-
lion. 11/86.

Signed contract to supply chemistry instru-
ments for World Bank-supported Provincial
University Development Project. $1.1 mil-
lion. 11/86.

Received order for 7 computer-controlled
environmental monitoring systems. $1 mil-
lion. 1/87.

Signed contract to supply galvanometer for
use in oscillograph recorders. $2 million.
3/87.

Received order to equip 13 universities with
monochromatography and optical spectro-
scopes and to train technicians and engi-
neers for World Bank-supported Provincial
Universities Development Project. $819,054
(FF5 million). 3/87.

Established service center in Beijing to ser-
vice image processing hardware and soft-
ware. 3/87.
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Ludwig Krohne GmbH &
Co. (FRG) and Altometer
Co. (Netherlands)/Shang-
hai Guanghua Instrumen-
tation Factory

Shipping
China’s Imports

Opened Shanghai-Guanghua Altometer In-
struments Co. Ltd. joint venture in Minhang
SEZ to produce magnetic inductive
flowmeters. 3/87.

Norcontrol Surveillance Systems (Norway)/Ministry of Communications
and Qingdao HarborReceived order for vessel traffic management system.

1/87.

North East Shipbuilders,
div. of British Shipbuild-
ers (UK)/COSCO

Japan Marine Machinery
Development Association
and Sumitomo Heavy In-
dustries Ltd. (Japan)

Norcontrol Automations
A/S (Norway)/Dalian
Shipyard

Govan Shipbuilders Ltd.,
subs. of British Shipbuild-
ers (UK)/cosco

Investments in China

Paceco Corp. (US)/Dalian
Port

Takenaka Komuten Co.
Ltd., Takenaka’s civil en-
gineering subs., and
Marubeni Corp. (Japan)/
Ministry of Communica-
tions

Telecommunications

China’'s Imports
GTE Corp. (US)/Zhihua
Corp.

SPAR Aerospace Ltd.
(Canada)/MOPI and MLI

American Telephone and
Telegraph Co. (US)/Wu-
han, Hubei

Motorola Inc. (US)/
Shanghai ITIC

Northern Telecom Can-
ada Ltd./Beijing Telecom-
munication Administra-
tion and Beijing Foreign
Trade Commission of
China

GEC Telecommunications
Ltd. (UK)/Guangdong

Ericsson Radio Systems
AB (Sweden)/Beijing
Tourist Car Co.

Investments in China
Nitsuko Ltd. (Japan) and
Huadian Investment Co.
Ltd. (HK)/Beijing No. 3
Radio Factory and Beijing
Electronics Import-Export
Co.

Other

American Institute for
Cancer Research and
Cornell University (US)/
Chinese Academy of Pre-
ventive Medicine, Beijing

Negotiating contract to supply boxships.
$63.7 million (£40 million). 1/87.

Awarded contract to provide basic design
and conduct tank tests on 5,000-tonne-
deadweight tanker for Yangtze River trans-
port. 3/87.

Signed contract to supply automated com-
puter systems for shuttle tanker. 3/87.

Awarded contract to build two 46,000-
tonne containerships. $71.7 million-$79.6
million (£45 million-£50 million). 4/87.

Signed cooperation agreement to manufac-
ture and erect two ship-to-shore container
cranes and two container-stacking gantries.
2/87.

Established joint venture to build container
ship pier at Tianjin port. $23.1 million (¥85.9
million). 4/87.

Signed letter of intent to supply digital
switching system for northeastern China.
12/86.

Signed contract to supply 23 earth stations.
12/86.

Put into operation digital switching system.
2/87.

Received order for cellular system. 2/87.

Signed contract to supply automatic call
distributor system for directory inquiries.
2/87.

Received order for digital telephone ex-
changes. 3/87.

Put into operation mobile land radio sys-
tem. $2.2 million. 4/87.

Negotiating to establish joint venture fac-
tory to produce 50,000 electronic tele-
phones and 2,000 internal extension sets
annually. $1.8 million. (JPN:40%-HK &
PRC:60%). 3/87.

Supplied facsimile machine to provide di-
rect transmission of research data between
the Academy, Cornell, and Oxford Univer-
sity (UK) for joint research. 2/87.

Textiles and Textile Plants and Equipment

Asko Deutsche Kaufhaus
AG (FRG)

Signed contract to establish joint venture to
produce textiles. 2/87.



NA (Japan)/Yangzhou
General Fur and Leather
Clothing Factory, Jiangsu

NA (US)/Tianjin Button
Factory

Far-East Commerce Con-
sultative Co. Ltd. (US-HK
joint venture)/Yangzhou
General Fur and Leather
Clothing Factory, Jiangsu

Tootal Group Plc (UK)/
Guangzhou No. 2 Textile
Mill

Established coproduction workshop to pro-
duce 40,000 pieces of down and polyester-
and-cotton blended clothes annually. 3/87.

Signed contract to establish joint venture to
produce 300 million unsaturated polyester
resin buttons annually. 3/87.

Established Yangzhou Yuanyang Case Co.
Ltd. joint venture. 3/87.

Opened Guangying Yarn Co. joint venture
textile mill to produce 2 million kilograms of
industrial polyester sewing thread annually.
$10.8 million, (50-50), 3/87.

Transportation and Transportation Equipment

China’s Imports
All-Union
Energomasheksport Asso-
ciation (USSR)

Komatsu Ltd. (Japan)/
China National Heavy
Machinery Corp., First
Heavy Machinery Works,
Shanghai Heavy Machin-
ery Plant, Taiyuan Heavy
Machinery Plant, and
Qigihar No. 2 Tool Plant

Selective Electronic, Inc.
(US)/Anhui, Guilin,
Qingdao, and Chongging
truck tire manufacturing
plants

Dunlop Aerospace Group
(UK)/CAAC

Other

Yuasa Battery Co. Ltd.
(Japan)/a battery factory
in Shenyang, Liaoning

Signed contract to supply railway freight
wagons. 2/87.

Signed technology transfer agreement to

provide technology to manufacture large

presses used in motor vehicle production.
2/87.

Will supply four continuous profile scanning
systems, 2/87.

Received order for 6 Boeing 757 aircraft
with wheels and brakes. 4/87.

Concluded agreement to produce car bat-
teries, with Yuasa providing technical guid-
ance. 1/87.

Australian Development
Assistance Bureau/Shen-
yang, Fushun, Benxi,
Liaoyang, Anshan,
Yingkou, and Dalian

Miscellaneous
China’s Imports

Synergetics International
Inc. (US)

Investments in China
(FRG)

(Japan)

Foreign Ministry (Italy)

Amerex (US)/Ministry of
Light Industry

Kowin Development
Corp. and Simonds Cut-
ting Tools Co. (US)/
Beijing Steel File Co.

Signed memorandum of understanding for
aid package to provide engineers, techni-
cians, and equipment for river basin man-
agement study in preparation for water and
waste water projects; and traffic and trans-
port studies in Shenyang, Anshan, and Fu-
shun. (All projects have World Bank en-
dorsement and will take three years to
complete.) 3/87.

Received order for flood management sys-
tem for Daning and Yuzixi river basins of
Yangtze. $250,000. 3/87.

Signed agreement to jointly run center in
Tianjin to train teachers, managers, and
technicians for cooperation enterprises and
projects in fields of machinery and electron-
ics. FRG:$13.6 million (DM25 million) as fi-
nancial loan and $5.5 million (DM10 mil-
lion) as donation. 2/87.

Established joint venture economic informa-
tion center in Beijing to provide information
and consulting services on investment and
joint ventures in China. $2 million. (50-50).
2/87.

Signed 3-year cooperation agreement to
develop energy, transport, and chemical
projects. Italy: $190 million. 2/87.

Formed Sino Development Corp. joint ven-
ture. 4/87.

Put into operation Beijing Kowin-Simonds
Steel File Co. joint venture to produce 10
million industrial and consumer steel files
annually. 4/87.
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SUBSCRIBE NOW!

*

There are now over 800 U S compao-
nies with otfices in Hong Kong

*

Hong Kong was the 17th largest mar-
ket of the U.S. in 1985 — surpassing
the EEC countries, Japan and Australia

* In 1985, 15% of China’s exports pass-
ed through Hong Kong and 33% of all
Chinese exports to the US. did the
same

25% of all US. trade with China pass-
ed through Hong Kong in 1985

*

The US. is the largest foreign investor
n Hong Kong manufacturing, ac-
counting for 53% in 1985

THESE ARE SOME OF THE
GOOD REASONS AMCHAM IS
READ BY THE INTERNATIONAL
BUSINESS COMMUNITY .

IN AMCHAM, THE ORGANIZA-
TION, OVER HALF THE MEMBERS
ARE NOT AMERICANS

IN AMCHAM, THE MONTHLY
MAGAZINE, INTERNATIONAL
DECISION-MAKERS RAISE QUES-
TIONS, FIND ANSWERS, AND GET
DOWN TO BUSINESS.

SUBSCRIBE NOW AND IT'S
US$40 (SURFACE) OR US$75 (AIR-
MAIL) A YEAR, DELIVERED. OR
JOIN THE AMERICAN CHAMBER
OF COMMERCE IN HONG KONG
AND GET IT FREE. Send your
cheque or enquiry to the Publica-
tions Manager, AmCham Hong
Kong, 1030 Swire House or call
5-260165

TELEX ADDRESS: 83664 AMCC HX
FAX: 5-8101289
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THE NATIONAL COUNCIL FOR US-CHINA TRADE

OFFICERS

Chairman: Cravs M. HaLLE

Vice-Chairmen: CHarvEs E. HUGEL, Joux ].
MURPHY, ALEXANDER BrRODY

Secretary-Treasurer: WiLLiam |. McDoNOUGH

Counsel: WALTER S. SURREY

President: ROGER W. SULLIVAN

BOARD OF DIRECTORS

WiLLiam R. ArTHUR, former chairman, Merrill
Lynch International, Ine.

Donarp R. Beavl, president and chief
operating ofhicer, Rockwell International

ALEXANDER BroDy, president and chief
executive ofhicer, DYR Worldwide

PeTeR K. CHAPMAN, president, United
Technologies International .

ALAN CHIEN, chairman, Abacus Group of
America, Inc

R. DEREK FINLAY, senior vice president, H.J.
Heinz Company

THoMmas L. Gossace, senior vice president,
Monsanto International

WirLLiam B. GraHaM, senior chairman, Baxter
Travenol Laboratories, Inc.

ROGER W. HaLE, group vice pq-si(lrnl.
corporate enterprises, Bell §outh Corporation

Cravs M. Havve, president, Coca Cola
International

US GOVERNMENT OFFICES IN CHINA

AP

CHarLes E. HuGeL, president, Combustion
I'.'ngmﬂ'n'rag, Inc

WiLLiaM A. LIFFERS, vice chairman, American
Cyanamid Company

J. Davip LUENING, group director, Asia,
Pacific group stafteWestchester,
J Sy LR
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WitLiam | McDoNouGH, vice chairman of tl
board, First National Bank of Chicago

Joun J. MurpHY, chairman and chief
executive officer, Dresser Industries, Inc

CHRristopHER H. PHILLIPS (Honorary), retired
president, The National Council for US-
China Trade

Pavl Ravesies, president, ARCO International
Oil & Gas Company

STEVEN G. ROTHMELER, chairman and chigf
executive officer, Northwest Airlines, 2 «

Davin S. Tapean, Jr., chairman and chief
executive ofhcer, Fluor Corporation

Davip TeENDLER, chairman, Tendler Beretz
Assocrates, Jjd.

Pavr W. VAN ORDEN, executive vice president
and memBEr of the Corporate Executive
Ofthce, General Electric Company

Corin WEBSTER, executive vice president, The
Standard Oil Company

FRANK ZARB, pariner, Lazard Freres &
Company
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WASHINGTON STAFF
President: ROGER W, SULLIVAN
Vice President: RicHARD E. GiLLESPIE

Business Advisory Services: KAREN GREEN

China Business Review: Mapeiyn C. Ross

Information Services: MARIANNA GRAHAM

Business Information Center: JENNIFER LITTLE

Management and Budget: Ricnarp L.
PETERMAN

Address

1818 N Street, NW, Suite 500

Washington, DC 20036 USA

(202) 429-0340

Telex: 64517 NcuscTUW

Cable: USCHINTRAD WSH

Telefax: (202) 775-2476

BEIJING OFFICE

Director for China Operations: MARTIN WEIL
Deputy Representative: ANDREW NESS
Project Adviser: ZHENG X140

Assistant Adviser: Liv JINGMING

Suite 1136, Beijing Hotel

Telephone: 5007766, ext. 1136, 551361
Cable: USCHINTRAD

Telex: 22637 NCPEKCN

HONG KONG:

Associate Counsel: BExjaMin H. Fisusurng, 111

EMBASSY

Ambassador: WiNSTON LorD

Deputy Chief of Mission: PETER TOMSEN

Agricultural Counselor: Davip M. SCHOONOVER

Commercial Counselor: RICHARD JOHNSTON

Commercial Ofhicers: DENNIS BARNES, WILLIAM
BRrEKKE, PavL THEIL, VINCENTE TANG

Fconomic Counselor: KENT WIEDEMANN

3 Xiushui Bei Jie

Jianguomenwai, Beijing

Telephone: 52-3831

Telex: 22701 AMEMB CN

CHENGDU CONSULATE

Consul General: WiLLiam W, THOMAS, Jr

Deputy Principal Officer: Scott BALLARD

Jinjiang Hotel

180 Renmin Road

Chengdu, Sichuan

Telephone: 28-24481

Telex: 60128 ACGCH ©N

GUANGZHOU CONSULATE

Consul General: MARK PRATT

Deputy Principal Officer/Economic Section
Chief: STEPHEN A, SCHLAIKJER

Commercial Officer: NOra SUN, BARRY
FRIEDMAN

Economic Officer: SocHING Tsal

Dongfang Hotel

Telephone: 669-900

Telex: 44439 GzpFH CN
Atn: USA Consulate

SHANGHAI CONSULATE

Consul General: CHARLES T. SYLVESTER

Deputy Principal Officer/Economic Section
Chief: MATTHEW P WARD

Commercial Officer: BARBARA SLAWECKI

1469 Huaihai Zhong Lu

Telephone: 379-880

Telex: 33383 usca oN
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SHENYANG CONSULATE

Consul General: C. EUGENE DoRrRIs
Economic Ofhcer: LAWRENCE A, WALKER
Commercial Officer: WiLLiam CENTER
No. 40, Lane 4, Section b

Sanjing St, Heping District

Shenyang. Liaoning

Telephone: 290038
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HONG KONG CONSULATE

Consul General: DONALD M. ANDERSON

Deputy Principal Officer: ARTHER KOBLER

Commercial Officers: LYNN W, EDINGER, YING
Prick, NED QUISTORFF

Economic Section Chief: KAARN |. WEAVER

26 Garden Rd.

Telephone: 5-239011

Telex: 63141 vspoc Hx

EMBASSY

Ambassador: Han Xu

Minister Counselor for Commercial Affairs:
HuanG WENJUN

2300 Connecticut Avenue, N.W.

Washington, DC 20008

Commercial: (202) 328-2520 thru 2527

Visas: (202) 328-2517
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Commercial: 440673 prcc Ul

CHICAGO CONSULATE GENERAL

Consul General: DENG CHAOCONG

104 5. Michigan Avenue, Suite 1200

Chicago, I1. 60603

Administration: (312) 346-0287

Visas and Consular AfTairs: (312) 346-0288
HOUSTON CONSULATE GENERAL
Consul General: N1 Yaor

Commercial Consul: Wu Minxian

3417 Montrose Blvd.

Houston, TX 77006

Commercial: (713) 524-4064

Visas: (713) 524-4311

Telex: 762173 CHINCONSUL HOU

NEW YORK CONSULATE GENERAL
Consul General: TANG XINGBO
Commercial Consul: MEnG DEvi

520 12th Avenue

New York, NY 10036

Commercial: (212) 330-7428 & 7427
Visas: (212) 350-7409
Telex: 429134 ccony

SAN FRANCISCO CONSULATE GENERAL
Consul General: ZHAO XIXIN

Commercial Consul: Lu Zuwen

1450 Laguna Street

San Francisco, CA 94115

Commercial: (415) 563-4858

Visas: (415) h63-4857

Telex: 4970121 cosy
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To develop business successfully
in China an in-depth under-
standing of the country and its unique culture is
vital. Standard Chartered Bank has been in China
since 1858 and as such we have a wealth of
experience and a profound understanding of all the
problems that may be encountered in developing
China trade.

Our branches in major trading centres provide a full
range of banking services including trade financing
and business advice. We also offer comprehensive
business information and a variety of special
publications, such as “China News”, “Leasing in
China” ,“China Business Information” and

“A Forfait in China”, all of which will give you a
clearer understanding of the China market.

Benefit from our China experience, come and
discuss your China business project with us today.

Standard Z Chartered

Standard Chartered Bank

CHINA OFFICE ADDRESSES:

China Area Headquarters Beijing Guangzhou Shanghal Shenzhen Xiamen Dalian

5F Connaught Centre. 1 Connaugh! Place Suite 117 & 119 Jianguo Hotel Room 409, China Hotel Office Tower WF Union Building. Ground Floor Room 402404, Lujiang Hotel Room 420 Dalian Hotel
Central, Hong Kong Jianguomenwa Dayie Liv Hua Lu 100 Yanan Dong Lu Shenzhen Intemational 54 Lujiang Dao 6 Shanghas Lu

Postal Agdress P O Box 362 Hong Kong Tel 5002233 ext 119 Tel 677688 663388 ext 24002419 Tel 264820, 284022 Trade Centre Tel 22022 24622 exi 403404 Zhong Shan Qu

Tei 58410111 Telex: 20438 SCBBJ CN Telex 44386 SCBGZ CN Telex: 3087 SCBSH CN Renmin Nan Lu Telex 3068 SCBXM CN Tel: 239527

Telex: B0814 SCCHQ HX Cable: STANCHART BEWING Cable STANCHART GUANGZHOU Cable: STANCHART Tel 39100, 26730, 25731  Cable STANCHART XIAMEN Telex 86183 SCBDL CN
Cable: STANCHARTF SHANGHAI Telex 42244 SCBSZCN  Fax 20005

Fax: 58100807 Cable: STANCHART
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