


The National Council for US-China Trade

announces its name change to

The United States-China Business Council

Our new name underscores that we are:

& A professional organization representing the
interesis of our member companies with effective
programs in all types of China business: trade, of
course, but also investment counseling, project
financing, technology transfer, and licensing.

& A group with a proven track record for providing
in-depth market research in China, tailored
business briefings, and on-the-ground
troubleshooting in China.

& Avoice respected both in Beijing and Washington
speaking on our members’ behalf on issues
affecting US-China commercial relations.

& Improving understanding in the conduct of
business and increasing awareness of the
important role commerce plays in the overall
U.S.-China relationship through our new research
and educational arm, the China Business Forum.

For information on membership or services the Council provides
call (202) 429-0340 or write to:

The U.S.-China Business Council
1818 N Street NW, Suite 500
Washington, DC 20036
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CHINESE BONDS UNDER
SCRUTINY

Moody's  Investors Service an-
nounced on May 18 its first-ever
rating for a Chinese bond. A DM300
million ($170 million) Eurobond,
issued by the Chinese government
and due to mature in 1992, earned
an A3 rating, placing it in the lower-

middle range of Moody's scale of

investment-quality bonds. The rating
evaluates China's ability to generate
foreign exchange to pay its foreign
debt, which Moody’s estimates at a
low $27 billion. After receiving top
ratings since 1982 on Japanese and
European markets, Chinese officials
are reportedly disappointed with the
lackluster Moody’s rating.

The Moody’s rating is one of the
two credit  assessments  generally
needed before a country issues bonds

TRENDS & ISSUES

G

in the United States. A second
rating—Ifrom Standard & Poor’s—is
due out in early August. Issuing
bonds in the United States and
Western Europe will allow China to
diversify its debt, the bulk of which is
currently held in yen. Diversification
is desirable because yen appreciation
has caused China’s yen-denominated
debt to nearly double in recent years.

China’s bond falls within Moody’s
“A” range of bonds possessing
“many favorable investment attrib-
utes.” China thus ranks between the
two other Southeast Asian countries
rated, above Malaysia (Baal) but
below India (A2).

Steve Taran, Moody’'s senior China
analyst, explained, “The difference
between the A2 and A3 rating is how
the market reacts to events in the two
countries. In India, the structures

A NEW NAME FOR NEW TIMES
The National Council for US-China
Trade has a new name—the US—China
Business Council—to underscore its
expanding role in support of the
American business community in-
volved in China. The decision was
approved at the Council’s 15th anni-
versary annual membership meeting,
held in Washington, DC, in early June.
The name “The National Council
for US—China Trade' no longer accu-
rately describes the Council’s role as a
private business organization that rep-
resents and assists its member compa-

nies in the conduct of all types of

business in China. When the Council
was founded in 1973, six years before
normalization of political relations
between the United States and China,
it served a quasi-governmental role,
hosting high-level delegations and
helping US importers and exporters
make contacts within the Chinese
bureaucracy.

Fifteen years later, US-China com-
mercial relations have changed dra-
matically, and so has the role of the
Council. US-China trade has grown
from just $800 million in 1973 to
more than $10 billion in 1987. More-
over, trade is now only one of many
commercial activities involving US

firms with China. Companies now
engage in technology transfer, licens-
ing, countertrade, investment, and
other flexible forms of doing business.
More than 400 US firms have made
investments since China opened to
foreign investment just eight years
ago.

In response to this greater diversity,
the Council now offers a much
broader range of services. Companies
require sophisticated information and
analysis to plan their approach to the
China market and keep up with legal,
economic, and political developments
in their sector. The Council maintains
the most complete China business
information center in the United
States, and a staft of analysts trained
to advise and solve individual company
problems. Companies also face com-
plex commercial issues and disputes
that can be resolved most effectively
through concerted action within a
business group like the Council,
rather than through governmental
channels. As the spokesman for the
American business community in
China, the Council is dedicated to
supporting its member companies
through services that the companies
cannot or would rather not handle
alone.

that will have to deal with the changes
are in place and evolving slowly. The
predictability makes investors more
comfortable. In China, the interest-
ing changes taking place now—in the
control of the economy, patterns of
ownership, industrial structures, and
on the social side—appear to be
moving in a positive direction. But
there are still major policy contradic-
tions. Moody's is not concerned that
they're going to default—but the
market perception of China paper
could be adversely affected by short-
and intermediate-term problems in
the economy.”

Like Moody’s, the Standard &
Poor’s assessment will analyze in
general terms China’s ability to pay
foreign debt—but will not assign a
number or letter grade. Instead, a
hypothetical bond issue will fall into
one of six broad categories. The first
three are termed “investment grade”’
and the second three “‘speculative.”

The forthcoming S&P assessment
will doubtless be viewed against those
of other countries. Southeast Asian
countries already rated include Sin-
gapore in the top category, Taiwan in
the number-two place, and Hong
Kong, South Korea, and India in the
third category of investment grade
ratings. Will China trail India again
and land among the “speculatives”
or will it pull even this time? There’s
no doubt that on this next test China
is hoping for a higher grade. —SER

MERGER MANIA

When a Chongqing weaving mill
went ¥12 million into debt last year,
it found an unexpected white knight
in the form of the prosperous and
well-managed  Chongqing  General
Flax Textile Mill. By acquiring the
failing weaving mill, the more suc-
cessful textile mill was able to add
new workers and workshop space.
And in only three months under new
management, the weaving mill was
back in the black, posting a profit of
¥60,000. Moreover, its workers each
received a ¥50 bonus, their first in
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more than four years.

This is but one example from a
rising tide of what the Chinese call
mergers. They could more accurately
be termed acquisitions, since in most
cases an economically viable enter-
prise takes over one in  serious
financial trouble. While China does
have a few actual mergers, conflicts
between the two different manage-
ment teams make this a more chal-
lenging option.

Since early this year, mergers have
been touted as a new way (o
strengthen economic reforms. At a
national conference called to discuss
the tricky theoretical issues involved,
some participants claimed that allow-
ing “‘the big fish to swallow the little”
smacks -of pre-revolutionary capital-
ist practices. But even a commentary
on the front page of People's Daily,
China’s Party newspaper, called the
merger of loss-making enterprises
with profitable enterprises "‘an inev-
itable phenomenon of survival of the
fittest in the course of the develop-
ment of the commodity economy.”

From the government’s perspec-
tive, mergers offer a way to weed out
money-losing enterprises and de-
crease their dependence on State
financial support. Moreover, efh-
ciency and productivity should rise as
larger factories institute economies
of scale. The whole industrial system
could benefit as the product mix is
readjusted, distribution of the fac-
tors of production are rationalized,
and the number of economic units is
scaled back.

But the exact role of the govern-
ment must be clarified before the
mergers and acquisitions process is
allowed to go much farther. Govern-
ment approval appears to be a
prerequisite for most acquisitions,
and in some cases, local governments
have helped promote and guide the
process. Some managers, however,
wish the government would simply let
market mechanisms operate. The
opening of the first “enterprise
annexation market” in Wuhan this
year may be a sign that government
intervention will decline as the prac-
tice becomes more widespread.

The valuation of assets is another
thorny problem. And up to now—
although some managers have been
transferred after a merger—all work-
ers have been kept on. What happens
if some become redundant after the
merger and the new company wants
to dismiss them?
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Despite such problems, the gov-
ernment is likely to prefer acqui-
sitions to bankruptcy. Forcing an
enterprise into bankruptcy raises a
host of new administrative problems,
while mergers and acquisitions can
actually help spread efficiency to
more of the industrial system. In fact,
the Chinese press is already predict-
ing that mergers will become the
third phase of enterprise reforms. At
least for now, China, like Wall Street,
appears to be bullish on M&A.—]SS

THE LONG MARCH TO PEACE—
CORPS

When then-Foreign Minister Wu
Xuegian announced in March that
Peace Corps volunteers would be
welcome in China, one of the last
strands of the ““Bamboo Curtain”
quietly disintegrated. Since the Peace
Corps was established in the early
1960s, the two sides have been at
odds, with China charging the organ-
ization was an imperialist arm of the
CIA, while the Peace Corps espoused
anticommunist rhetoric throughout
the Third World.

A team of Peace Corps officials
plans to visit China later this year to
work out the details of the agree-
ment. China’s impressive advances in
the fields of health care and agricul-
ture will probably limit the need for
Peace Corps activity in these areas.
But it seems safe to speculate that
China’s appetite for learning Eng-
lish, whetted by the quest for foreign
technology, will result in a request
for English teachers—Ilots of them.
The Peace Corps should have few
problems filling the posts as a large
number of past volunteers have
already expressed interest in pio-
neering the Peace Corps presence in
China, according to Paula Hirschoff,
writing in WerldView Magazine, pub-
lished by the National Council of
Returned Peace Corps Volunteers.

While cynics may speculate China
simply wants to tap a cheap source of
well-qualified English teachers will-
ing to go to less developed interior
areas, the Peace Corps sees the move
as a major milestone. China is the
first communist country to ask the
Peace Corps to lend a hand. Accep-
tance of Peace Corps volunteers not
only opens a new source of develop-
ment expertise for China and nur-
tures a group of Americans who
understand the country, but it also
signals China’s more relaxed and
ever-broadening world view. —AED
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Servicing Foreign Equipment

Providing after-sales service is now more than an afterthought—it’s an
essential part of most major sales to China. Here, American companies share
their views on how it should be done

n the early 1980s it was not

uncommon to hear stories of

sophisticated, imported

equipment lying useless in
China’s warehouses. Sometimes the
customer had not been properly
trained to use the product. In other
cases, the equipment was broken and
the parts and knowledge to fix it were
simply unavailable.

Such instances of unused or un-
derutilized foreign equipment in
China are now dwindling thanks to a
change in the attitudes of both
buyers and sellers. Realizing that
service is essential to establishing a
long-term market, foreign companies
have helped set up more than 200
service centers in China since 1983,
And their Chinese customers, learn-
ing from past mistakes, have gradu-
ally come to expect spare parts,
service, and training to be part of any
purchase contract. Some American
firms involved in these centers (see
list) shared their thoughts with The
China Business Review on how these
changes have come about, and what’s
involved in  providing
China.

service in

Maturing Chinese customers

In the last decade Chinese
endusers have matured as interna-
tional consumers. In the early 1980s
“the concept of supplying service to
China didn't exist
.. the idea took awhile to pene-

customers in

trate,”” according to Robin Dick of

Cummins Engine Company. During
on-site equipment inspections made
by Cummins technicians, Chinese
customers might act as though every-
thing was satisfactory—until further
investigation uncovered the machin-
ery actually “laying in the feld in
bits.” Even then, Chinese managers
tended to blame themselves for the
problem. “Supposedly our engine

Perri Strawn

was perfect,” Dick said.

Lack of contact between foreign
manufacturers and Chinese endusers
contributed to these problems. Chi-
na's large foreign trade companies
generally negotiated major equip-
ment contracts on  behalf of
endusers, who had no idea how to
reach the manufacturer for help with
equipment problems. But ongoing
foreign trade reforms are giving
Chinese enterprises a greater role in
trade decisions, and improved sup-
plier—enduser contact.

The Chinese are learning another
basic lesson: service costs money.
Although this can still be a sticking
point during negotiations, most Chi-
nese endusers now realize that they
must pay for service after their
warranty runs out.

Deciding when and how to
provide service

Foreign companies are realizing
that  providing their
equipment helps build their reputa-
tions in China and improves their
competitive position. Although the
average service center in China just
breaks even on operating costs, it is
a positive selling aspect, there’s no
two ways about it,” according to Pete
Pastoor of Cincinnati Milacron.

Producers of computers, auto-
mated control systems, engines, min-
ing and drilling machinery, and other
equipment with moving, breakable
parts are most likely to need an after-
sales service facility. In addition,
original equipment manufacturers
(OEMs) that make components for
equipment being sold to China play
an active role in the service scene.
Original parts must be maintained—

service  for

Perri Strawn is an editor of East Asian
Business Intelligence, and worked as
an intern for The CBR this spring.

everything stops, for example, when
the control system of an oil-mining
operation breaks down. “One of the
reasons we went to China is that our
customers [i.e., foreign equipment
suppliers] are dragging us there,”
said John Butler of the Allen-Bradley

joint venture in Xiamen that will

produce, sell, and service the compa-
ny’s automation control products.

Many companies choose not to
establish in-country service because
their business in China is too small to
warrant the expense. Instead, they
send field technicians from the
United States or other company
bases to China as needed. One
American manager recommends that
when a company’s annual sales to
China exceed $500,000, it should
consider an in-country service ar-
rangement.

There are many different levels of
service to consider. Should a com-
pany provide only for installation and
simple repair work, or for customer
training as well? What skills should a
service center's staff have? Where
will spare parts be stored? Will the
company have equipment scattered
throughout China?

The Chinese partner in a
leading role

Most foreign companies that pro-
vide service in China rely heavily on a
Chinese partner. The most common
form of cooperation is a contractual
agreement in which the Chinese
counterpart is responsible for install-
ing and servicing the company’s
products, and receives a service fee
from the foreign company. Such
arrangements are less expensive for
the foreign firm than stationing
expatriates in China or setting up an
equity joint venture. The Chinese
side also benefits from a guaranteed
source of foreign exchange and the
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training and employment the ar-
rangement provides.

Choosing a Chinese partner com-
patible with the company’s needs is
not always easy. The reputation of an
organization, its size, and ability to
service all the firm’s customers, no
matter who they are or how scattered
around the country they may be, are
the most significant factors to con-
sider.

Many companies sign service
agreements with their largest—but
by no means only—Chinese cus-
tomer. But the ministry or company
chosen as the service agent will often
“service themselves first and better”
before helping the foreign partner’s
other customers, according to Tim
Wheeler of Prime Computer. For-
eign firms should therefore look for a
partner willing to provide impartial
service to any enduser.

Structuring a cooperative service
agreement

The foreign company may choose
to pay its Chinese counterpart a
fixed fee or a percentage of the
company’s China sales. One Chinese
counterpart receives $£50,000 a vear
for each of the three service centers
it operates on behalf of an Ameri-
can company. Another receives |
percent of the value of each China
sale made by the American firm,
with an additional half-percent ev-
ery three months during the war-
ranty period that the center pro-
vides service without help from the
home office. In addition, the Chi-
nese partner often charges a “start-
up fee” of several thousand dollars
to cover the initial
opening an office.

Flexible payment terms help com-
panies accommodate changes in busi-
ness patterns. Beckman Instruments
originally paid a fixed percentage of
its revenue from China sales to
support its service center. But several
years of 100 percent sales increases
caused these payments to soar, and as
the payment terms were
changed 1o a fixed annual fee,
according to Beckman’s Sandy Tam.

Many foreign companies originally
hoped to operate distributorships in
which a Chinese agent would be paid
a relatively high fixed fee to sell and
service all the company’s products.
But Chinese staft are often unwilling
to act as salesmen. Cummins Engines
originally agreed to pay its Chinese
partner a commission for every Cum-

a result
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mins sale in China. But because the
Chinese were directly involved in so
few sales, the terms were altered so
that Cummins now pays a commis-
sion only when the Chinese employ-
ees actively participate in making a
sale.

The joint venture option

Although an equity joint venture
(EJV) allows the foreign party greater
operational control over its service
center, this more formal agreement
has not been a popular option. EJVs
in the service sector usually require
the foreign firm to make a greater
investment of time and money than
in a cooperative service arrange-
ment. Because it is hard for a service
operation with no manufacturing or
licensing component to turn a profit,
both sides are often unwilling to
make the initial investment.

One exception is Lockheed Air-
craft Services International (LASI),
which plans to establish an EJV
service center with the Guangzhou
branch of China's civil aviation ad-
ministration, CAAC. The $30 million
initial investment will be split 50-50
between the foreign partners (Lock-
heed and Hutchison Whampoa) and
CAAC, with CAAC paying the center
to service its planes. Bob Menke of
LASI said China's willingness (o
pursue this EJV stems from CAAC’s
strong desire to improve mainte-
nance, and its belief that the center
will bring in significant amounts of
foreign exchange.

Several manufacturing joint ven-

Bailey Controls Company moved from its
first technical service center (shown) to a
new location at the Beijing Automation
Technical Research Institute in 1986. To
keep pace with changes in technology,
many companies find it useful to locate
their service centers at a research facility
of their host organization.

tures also have well-developed ser-
vice capabilities. The joint venture
formed by Allen-Bradley Corp. and
its Chinese partners is setting up four
technical centers—in
Xiamen, Shanghai, and
Shenyang—to provide sales, service,
and applications support. The service
component plays a support role, with
no intention to pull in profits,
according to Allen-Bradley’s John
Butler.

service

Beijing,

Selecting Chinese employees

Most service centers are staffed
primarily by local Chinese. Company
managers from Hong Kong or else-
where in Asia often oversee opera-
tions, while the Chinese partner
selects the service center's techni-
cians from within its own ranks.

An increasing number of foreign
companies are now able to influence
the selection of their service center
staff—a process once tightly con-
trolled by the Chinese side. Prime
Computer, for instance, specified in
its contract the level of experience,
education, and English ability the
center’'s employees should have, and
also tested prospective employees.
Cincinnati Milacron chooses service
staft from a group recommended by
its partner, the Precision Machine
Tool Maintenance Corporation, and
has negotiated informally for the
right to reject or dismiss unsatisfac-
tory candidates. “Technically we
can’t dismiss anyone, but they always
honor our request,” said Cincinnati
Milacron’s Pete Pastoor. Some Amer-
ican companies report that suitable
employees can also be found through
China’s fledgling labor market.

Most company managers are ex-
tremely positive about the ability and
enthusiasm of their Chinese workers.
Use of local labor minimizes sup-
plier—customer communications
problems—a big plus for the foreign
party. And foreign companies have
found that with training and experi-
ence a local Chinese staff provides
top-notch service.

Training the work force

Training of the Chinese stafl gen-
erally takes place in an overseas
company facility. Many companies
prefer to conduct this training at
their branch offices in other Asian
countries. This keeps transportation
and living costs relatively low and in
some cases allows the workers to be
trained in Chinese. When this option



is unavailable, training frequently
takes place in the United States.

Training costs are negotiable.
Since 1985 Nicolet Instruments has
paid all costs for three US training
programs for its Chinese technicians.
Sunnen Products Company pays US
doméstic expenses while their Chi-
nese partner covers the roundtrip
airfare for trainee groups.

If an American company plans to
provide training on advanced equip-
ment, whether in the United States,
China, or a third country, a license
permitting the transfer of technical
data may be required by the US
government. Normally, such licenses
are processed by the Deparument of
Commerce (DOC) in one month, but
if interagency or COCOM review is
required, approval can take much
longer.

Many companies fear newly
trained employees will be pulled
from their service centers by the
controlling Chinese agency and
moved to other factories. But Prime
Computer’s contract stipulates that
skilled workers cannot be tranferred
to other jobs for one or two years.
This guarantees some stability and
prevents the center from becoming
merely a training ground.

Keeping spare parts in supply

Another important aspect of main-
taining a service facility is keeping a
ready supply of spare parts on hand.
This is often more complicated than
it sounds.

Many companies choose to set up a
bonded warehouse for the storage of
spare parts. Like spare parts included
in an initial joint venture contract,
parts stored in this reserved area of
the service center enter China duty-
free. The duty is waived as long as
they are used in one-for-one swaps to
replace defective parts. But the buyer
must pay duty if the parts are sold
rather than swapped.

Setting up a duty-free area re-
quires special approval from the
Chinese government. American
firms must also get a license from the
US government to ship spare parts to
China—a process that has proved to
be a headache for many. As Norman
Mulvenon of EG&G Ortec—a sup-
plier of nuclear radiation detection,
analysis, and measurement instru-
ments—said, “Unfortunately you
can have a completely assembled unit
that doesn’t require an export li-
cense, but the parts do.” The DOC
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approval process often takes months.

In the past companies shipped
their parts to China under a service
supply license, used primarily for the
immediate servicing of equipment.
But the number of companies using
the service supply license has de-
creased as the general licensing
regulations have been simplified,
according to Michael Hoffman, di-
rector of licensing for the DOC's
Special Licensing Division.

The general licensing regulations
were liberalized in 1987 to allow the
export of parts “for use as one-for-
one replacements in previously ex-
ported equipment.” No shipment of
replacement parts to China under
this license may exceed $75,000 in
value.

In filing for an export license, a
company names the service center
the ultimate consignee and attaches a
list of endusers. This list can include
potential customers as well as active
customers, avoiding the need to seek
subsequent authorization each time a
new customer is added.

Most company spokespeople said
the licensing process has improved
recently, but were quick to add that it
still involves too much time and
paperwork. Some companies have
decided it’s not worth the effort to
get the US and Chinese licenses for
bringing spare parts into China. A
few try to source compatible replace-
ment parts made in China, while
others just let their Chinese endusers
order parts as needed.

“No service, no sales”

How a well-developed service ca-
pability translates directly into in-
creased sales in China is hard to
demonstrate conclusively. But service
and sales are related and will become
more so with time. Many companies
believe that in-country service for
their products gives them a competi-
tive advantage. Kent Chu of Applied
Color Systems said some of the
company’s rivals have not fared as
well in China because they had to rely
on outside service. “'It is our feeling
that having a service center has
helped us in most of our business
dealings there. I believe some of our
competitors have not done as well."”
As Chinese endusers get more ex-
perience in international trade, those
companies willing to stand behind
their products with service should
have an increasingly strong advan-
tage. %
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Babcock and Wilcox Beijing Company Ltd.

ne of the most serious

constraints China faces as it

tries to modernize its econ-

omy and improve the stan-
dard of living is a crippling shortage
of electric power to run factories and
support increasingly popular con-
sumer goods such as refrigerators,
washing machines, and fans. China’s
demand for electricity can be ex-
pected to grow well into the 21st
century, but expanding power gen-
eration to meet this demand will not
be easy. In addition to difficulties in

transporting coal and a shortage of

large generating stations, planners
stumble over China's inability to
produce enough large-scale utility
boilers imperative to efficient power
generation. Boilers play a role in the
first phase of power production by
making the steam used in steam
turbines, which are attached to the
generators that produce electricity.

In the early 1980s the Chinese
government approached the Bab-
cock & Wilcox Company, a subsidiary
of McDermott Incorporated (US)
and a leading supplier of large utility
and industrial boilers, to ask if the
company was interested in forming a
joint venture. Babcock & Wilcox's
market research showed that China
was the world’s largest market for
utility boilers, with demand for in-
dustrial steam growing faster than in
the United States. Pleased with the
potential and the Chinese govern-
ment’s strong interest, the company
began negotiating a joint venture in
1983.

By October 1985, a $12 million
50-50 equity joint venture deal to
produce both Chinese-designed in-
dustrial boilers and Babcock &
Wilcox-designed utility boilers was
inked between Babcock & Wilcox and
the Beijing Boiler Works. Under the
agreement, Babcock & Wilcox
Beijing Company Lid. took over

Julia §. Sensenbrenner

about two-thirds of the Beijing Boiler
Works, leaving the rest of the original
plant and staff to continue its pro-
duction of smaller industrial boilers
under separate operations. To sup-
plement the existing facilities, the
joint venture constructed several
new buildings, including a 9,000
square meter fabrication shop, an
engineering center, and an adminis-
tration building.

A success story

Hugh Benton, vice president for
Ventures and Licensing at Babcock &
Wilcox International, says the com-
pany considers its China joint ven-
ture a success. Revenue levels origi-
nally projected for the fifth year of
operations were generated in Bab-
cock & Wilcox Beijing’s first full year
of production. The venture's first
contract for a 200 megawatt (MW)
boiler was received at the start of
operations, about two years earlier
than originally expected. And the
process of transferring the technol-
ogy for 300 MW boilers is ahead of
schedule, with a higher percentage of
the engineering now being done in
China than originally thought possi-
ble. Benton comments, "“The solid
technical foundation of our Chinese
engineers should permit more of the
engineering to be performed in
China with only terminal backup
from Babcock & Wilcox in North
America.”

In addition factory productivity
has risen 30 percent since operations
began in late 1986. Benton credits
much of this to the expatriate team
that provides proven management
practices and to wide-scale worker
acceptance of an incentive pay pro-
gram based on the production of an
entire shop. Meeting pre-set produc-

Julia S. Sensenbrenner is editor of The
China Business Review.

tion goals has encouraged teamwork
and dedication to the job—to the
point that employees concerned
about falling short of quotas have
worked extra shifts on their own.
Currently the factory is working
about 3 million manhours a year in
three shifts—which is still somewhat
short of full plant capacity.

Nine resident expatriates, involved
in such key areas as general manage-
ment, technology, engineering, qual-
ity assurance, and materials manage-
ment, have become an integral part
of the joint venture team. These
people, who either head departments
in the plant or hold key positions
within departments, teach the Chi-
nese workers how to run the plant
while imparting principles of ad-
vanced management and technology.
The expatriates have earned the
respect of most Chinese workers by
their hard work, demonstrated ex-
pertise, and commitment to making
the joint venture succeed.

Benton ascribes the success of
integrating the expatriate team into
the Chinese factory to two primary
factors. Most of the nine expatriates
had already worked together in the
United States prior to their China
posting and thus formed a cohesive
group from the start. And General
Manager Irl Hicks has been ex-
tremely adapatable as he attempts to
cope with multiple problems un-
known to US managers. These range
from communications challenges and
staff living conditions to power
shutofts and slow bureaucratic re-
sponse.

China currently has an oversupply
of small, less efficent boilers, but
Babcock & Wilcox Beijing's products
are in high demand due to their size
and quality. In 1987 the venture
shipped 70 coal-fired boilers, includ-
ing the factory’s first 200 MW unit.
In 1988, the 67 boilers on order are
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generally larger in capacity, including
the venture’s first 300 MW unit.
Because Babcock & Wilcox Beijing
produces each boiler on receipt of an
order, the success of the sales and
marketing team is essential. A Chi-
nese manager heads the team, al-
though General Manager Hicks re-
final approval all
marketing plans and prices.

tains over

Building strong relationships

Many factors have contributed to
the venture's progress. Benton re-
gards laying a solid legal and financial
foundation and establishing a good
working relationship with the part-
ner in the planning and negotiating
phase as primary prerequisites.
Crafting an all-encompassing con-
tract requires thorough and com-
plete planning by both sides, and an
attempt to foresee all contingencies.
Throughout the two-year negotiating
period, Babcock & Wilcox found it
had to balance persistence with
patience on the pace of negotiations.
Fielding a small, stable negotiating
team committed to pushing
project forward turned out to be the
key.

But negotiations require two
sides—and Benton adds that the
Chinese partner must also be enthu-
siastic about forming a joint venture.
Since Babcock & Wilcox had a
product China needed, the Chinese
government helped by recommend-
ing the best potential partner. But
even when all factors work in favor of
v joint venture, the deal can only
reach a conclusion if both sides have
a clear understanding of non-nego-
tiable elements and are willing to
compromise in less crucial areas.
production began, other
factors important to smooth opera-
tions are emerging. On the produc-
tion line, workers are enthusiastic,
Chinese engineers make significant
contributions, and the equipment is
well serviced. A strong and cohesive
board of directors has become a
reliable and trusted forum for iron-
ing out problems.

Forging a close working relation-
ship between industry and govern-
ment has been an important aspect of
the venture's success. The Beijing
location is a plus in this respect,
providing ready access to officials at
all levels. And high-level ofhcials can
visit the venture

the

Since

casily as well, as
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The need for large quantities of high-quality imported pipes has forced Babcock &
Wilcox Beijing to use creative methods to supplement foreign exchange shortfalls.

Finishing touches are now being put on boiler components at the Babcock & Wilcox
Beijing Company, Ltd. The joint venture’s employees have responded well to a shop-based
incentive pay program, increasing productivity by 30 percent since late 1986.

Babcock & Wilcox found when Party
Secretary Zhao Ziyang decided to
tour the boiler plant in March. The
venture enjoyed an unexpected ben-
efit in the favorable publicity result-
ing from this visit.

Foreign exchange shortfall

Like many joint ventures in China,
Babcock & Wilcox Beijing faces a
continuing shortage of foreign ex-
change. Almost all materials for the
industrial boilers can be
domestically, but the more sophisti-
cated boilers require large
quantities of imported materials. In
the venture’s feasibility study, Bab-
cock & Wilcox Beijing expressed its
desire to export 20 percent of total

sourced

utility

production by the early 1990s as a
way of balancing foreign exchange
While the joint venture recently won
its first export job and will supply two
small industrial boilers to the Philip-
pines next year, the 20 percent goal
may be difficult to attain. In the
Third World, Babcock & Wilcox
Beijing must compete against inter-
national boiler producers with estab-
lished reputations and financial sup-
port from their home governments.
This makes Babcock & Wilcox Beijing
quite concerned that it may never
earn enough through exports to
meet the ongoing foreign exchange
expenses of importing materials, pay-
ing expatriates, and supplying some
of the highly technical engineering
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now performed in North America.

As a result, the venture is explor-
ing options for tapping outside
sources of foreign exchange. One
possibility briefly considered was
investing in a hotel project in Tianjin.
Swapping renminbi for foreign ex-
change is another alternative, but
Babcock & Wilcox Beijing currently
cannot afford to pay the premium
required when the money is ex-
changed with another company. To
date the venture has only swapped
renminbi for foreign exchange at
official rates.

Problems in reaching full
productivity

Babcock & Wilcox is pleased with
progress so far, but to bring the
venture up to full productivity and
profitability, several goals must still
be achieved. A shortage of skilled
workers prevents production at full
capacity. And until the venture can
offer suitable housing for its new
workers, it will have trouble recruit-
ing skilled technicians and engineers
from distant areas.

Raw materials have been another
ongoing problem area. Since materi-

als can only be purchased from State
supply channels twice a year and
shortages of key materials are not
infrequent, the venture must plan in
advance and maintain a relatively
high inventory on site. But because
Babcock & Wilcox Beijing holds an
important position in China’s overall
industrial development, the State raw
material supply system grants it high
priority, allocating the joint venture
40 percent of its needs. Still, the
company must fill in gaps, and buying
additional raw materials on the open
market is expensive. Despite im-
provement in the past year, the
plant’s material utilization rates re-
main too low, with too much scrap.
China has begun the difficult
process of improving its infrastruc-
ture, but for now the country’s
overstrained transport system fur-
ther complicates business opera-
tions. Babcock & Wilcox Beijing has
faced problems gaining timely access
to a sufficient number of railroad
cars to guarantee shipment of ma-
terials and products. And on occa-
sion, shipping larger-sized compo-
nents has proved problematic. The
company hopes to be able to eventu-

ally cut costs by increasing the size of
components made in the factory and
reducing the extent of on-site assem-
bly.

Facing the future

These problems have by no means
discouraged Babcock & Wilcox. In
fact, Babcock & Wilcox Beijing plans
to continue expanding production by
about 5 percent each year through a
combination of improved productiv-
ity, additional workers, and stepped-
up training. But since growth is
currently limited more by the size of
the plant than by sales potential,
Babcock & Wilcox is now considering
building more facilities at the Beijing
site or possibly forming another joint
venture.

The company believes that its
commitment to this joint venture will
help it compete against other foreign
companies working in China. But the
ultimate goal, says Benton, is to
successfully participate in the Chi-
nese market and export internation-
ally. If Babcock & Wilcox Beijing
achieves this goal, it will certainly be
able to claim its place as the newest
producer of a world-class boiler.
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The Long-Awaited
Cooperative Venture Law

Despite raising more questions than it answers, the new law fills a major void

ine years after the
promulgation of & law on
equity joint ventures
(EJVs) and after more
than 5,200 cooperative venture con-
tracts had been approved, China's
National People’s Congress finally
adopted a law for cooperative ven-
tures (also known as cooperative
joint ventures) in April. The Law of
the PRC on Chinese-Foreign Co-
operative Joint Ventures (the lLaw)
fills a gaping hole in China’s legisla-
tive framework for foreign invest-
ment, assuaging Chinese embarrass-
ment over an increasingly obvious
neglect of Western-style legality.

Because the cooperative venture
(CV) investment form offers greater
flexibility than that of an equity joint
venture, the absence of legislation
did not prevent CVs from atiracting
greater amounts of foreign invest-
ment (see graph). Dealmakers could,
on an ad hoc basis, experiment with
any arrangement that could win
official approval.

But most existing CVs in China are
modest projects involving Hong
Kong investors and overseas Chinese.
Many multinational investors were
deterred from this form of invest-
ment by the lack of authorizing
legislation. As China’s leaders be-
came more aware of the importance
of law in facilitating cooperation with
foreign business—and increasing in-
vestor confidence—the problems
caused by the lack of a CV law
became increasingly apparent.

A fairly flexible framework

In providing a basic framework for
cooperative ventures, the law re-
flects nine years of operating experi-
ence. In general, however, it is a
vague, broad statute that leaves many
questions unanswered. Details and
clarifications must await promulga-
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Jerome Alan Cohen

tion of implementing regulations,
which authoritative sources say may
be issued “‘within a few months.” Yet
the diversity of contractual arrange-
ments embraced by the term “co-
operative venture'' and the complex-
ity of some of the legal problems
involved could easily cause consider-
able delays.

The new Law does confirm the
legality of many of the features that
differentiate a CV from an EJV, albeit
in language that is sometimes less
than explicit. A cooperative venture
can be an independent legal person
like an EJV, with its highest authority
lying in a board of directors led by a
chairman. But it may also operate as a
so-called nonlegal person, with the
top authority apparently residing in a

joint management body led by a

director.

The CV Law also allows the con-
tracting parties to determine the
distribution of earnings or products
of the venture as they choose, rather
than in proportion to specific owner-
ship shares as required under EJV
law. This eliminates the need for the
parties to agree on a precise valua-
tion of their contributions to the
venture in order to ascertain owner-
ship percentages, removing the valu-
ation problem frequently encoun-
tered in EJV negotiations. Moreover,
unlike the EJV law, which generally
sets a 25 percent minimum for the
foreign party’s contribution to regis-
tered capital, the new law imposes no
minimum percentage on foreign in-
vestment.

Although the CV law does not
touch directly on the issue of regis-

Jerome Alan Cohen, a senior partner of

the law firm of Paul, Weiss, Rifkind,
Wharton & Garrison, commutes among
offices in New York, Hong Kong, and
China.

tered capital, in some cases it may still
be necessary to value the partners’
contributions to the CV and establish
a registered capital. Authoritative
investment officials have made it
clear that, at least if a CV wants legal
person status, it must have registered
capital and the amount must be
stated at the time the CV registers
with the State Administration for
Industry and Commerce (SAIC). If a
CV has registered capital, it will
presumably be subject to the rules
promulgated in 1987 and 1988 on
debt—equity ratios and the form and
timing of capital contributions. Both
of these rules are specifically ad-
dressed to EJVs but are stated to
apply by reference” to CVs. How
strictly these rules will be applied to
cooperative ventures remains to be
seen, but one hopes the traditional
flexibility of the CV form—which the
new law seems generally to con-
firm—will not be unduly restricted.

Another difference from the EJV
Law, which prohibits any reduction
in registered capital during the con-
tract period, is that the CV parties
have the right to provide for the
foreign investor to recover its invest-
ment during the term of the venture.
Recovery can be made on a pre-tax
basis if the financial and tax authori-
ties approve—an approval that will
be difficult to obtain if experience is
any guide. However, if the parties do
agree to early investment recovery,
all the CV’s fixed assets go to the
Chinese side when the contract term
expires.

Fewer management requirements

An important and distinctive
characteristic of a CV is confirmed by
the Law: a foreigner may serve as
chairman of the board of directors of
the CV, or as director of the joint
management body when a CV is

The China Business Review/July-August 1988



Chart by Pam Tobey

formed without legal person status.
The chairman's small amount of real
power lies in the role as the venture’s
legal representative with the ability to
legally bind the venture. Thus the
opportunity to appoint the chairman
is valuable to the foreign side—and is
one that the foreign party does not
have under the EJV Law.

In general, the CV Law offers
investors greater freedom to orga-
nize their venture as they see fit.
Although it requires that a Chinese
be named vice chairman if a for-
eigner serves as the venture's chair-
man, it places no requirements on
the posts of general manager and
deputy general manager. In fact, it
does not even require that there be a
general manager and fails to mention
any other position. In addition, the
CV Law permits the investors to
entrust a third party to assume
management and operations of the
venture, subject to unanimous board
consent, government approval, and a
modification of the CV’s registration.
In certain localities contracts be-
tween joint ventures and hotel man-
agement companies have gone into
effect without government approval
in the past. It is unclear whether the
Law's third party management provi-
sion will apply to future hotel man-
agement contracts, which some hotel
companies regard as not affecting
management of the venture itself but
only of the hotel, one of its assets.

The more flexible management
provisions in the CV Law may fore-
shadow changes in the EJV Law,
which is due for revision after almost
a decade of practice. Other signs
point in this direction. General Sec-
retary Zhao Ziyang declared last
January that at China’s present stage
of economic development the coun-
try can benefit from foreign-man-
aged joint ventures. And the PRC’s
new leaders—with a less nationalistic
view of China’s sovereignty than their
predecessors—have advocated that
foreign-invested ventures follow “‘in-
ternational practice.”

Bringing investment law up to
date

Current investors should also be
alert to other provisions of the new
Law that diverge from the EJV law.
Most of these changes reflect im-
provements in China’s rapidly evolv-
ing investment environment or at-
tempts to protect the country from
previous problems with foreign in-
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vestment. Unlike the maximum 50-
year contract term for EJVs, there is
no specified time limit for the term of
a CV. This suggests that CVs may be
allowed longer terms, although fu-
ture regulations may ultimately crush
this hope. The new Law also autho-
rizes CVs to open foreign exchange
accounts at any banks approved by
the State foreign exchange authori-
ties. That ventures are no longer
forced to work with the Bank of
China (BOC) or BOC-approved
banks is further evidence that the
BOC has lost its monopoly in the
arena of foreign-related banking.
The promise of quicker decisions on
applications to establish CVs is an-
other significant feature of the CV
Law. Decisions must be rendered
within 45 days, half the time allotted
to EJV applications.

The lLaw also demonstrates that
the Chinese government recognizes
some responsibility for eliminating
the greatest single obstacle to suc-
cessful foreign investment in the
PRC—foreign exchange. Although
the Law makes a ritual bow to the
principle that each CV is responsible
for balancing foreign exchange re-
ceipts and expenditures, it realisti-
cally goes on to state that, if a CV
cannot attain such a balance, “it may,
in accordance with State provisions,
apply to relevant authorities for
assistance.” Details of how this will
work in practice are not provided.

The Law adopts a more restrictive
tone in dealing with financing. Arti-
cle 17 provides that “‘with respect to
funds borrowed by Chinese and
foreign cooperative venturers to be
used for investment or conditions for
cooperation, and the guaranties

therefor, each party shall resolve
these on its own.” Although the
meaning of this is unclear, like earlier
regulations it appears to be designed
to prevent the recurrence of situa-
tions in which a foreign “‘investor™ in
a CV involves the venture or the
Chinese party in the risks of financ-
ing the foreigner’s capital contribu-
tion to the venture, by arranging, for
example, for the venture or the
Chinese party to guarantee repay-
ment of funds borrowed by the
foreigner for its capital contribution.
The provision, however, would not
seem to go beyond that to prevent
the venture from guaranteeing any
loan taken out by the foreign party to
finance the difference between the
CV'’s capital and the total investment
required for the project. Yet the
cryptic language has already gener-
ated confusion in contract negotia-
tions. The Ministry of Foreign Eco-
nomic Relations and Trade
(MOFERT) plans to clarify this issue in
the near future.

The lingering problem of limited
liability

For almost a decade foreign inves-
tors have hoped Chinese law would
give them the best of both worlds—
the flexibility of a CV along with the
protection offered through limited
liability. Since the EJV Law clearly
established EJVs as limited liability
companies, investors have anxiously
awaited the same legislative assur-
ance for CVs.

Unfortunately, the new Law never
mentions the problem. However, the
General Principles of Civil Law
(GCPL) provides that legal person
CVs, like EJVs and wholly foreign-

Value of Foreign Investment
Will Cooperative Ventures Regain Ground Following Promulgation of the New Law?
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owned enterprises, ‘‘bear civil liabil-
ity to the extent of the property the
enterprise owns, unless the law pro-
vides otherwise.”” This is widely un-
derstood to mean that, generally,
legal person CVs can have limited
liability if they follow the proper
steps. After the Law was promul-
gated, Deputy Director Chu Baotai
of MOFERT’s Foreign Investment
Administration Bureau said that a
legal person CV will enjoy limited
liability “if it publishes its registered
capital and declares itself to be a
limited liability company.”

Yet to become a legal person a CV
must convince the SAIC that, among
other things, it meets the require-
ment of the GCPL that it ““possess the
necessary property or funds.”” This
means it must state its registered
capital when it applies to register
with the SAIC. Given the difficulties
of determining the value of certain
types of nonmonetary capital con-
tributions, if such contributions in
kind predominate over cash con-
tributions the SAIC may determine
that some CVs that otherwise possess
the characteristics of a legal person
are undercapitalized.

A nonlegal person CV is not
endowed with limited liability. Thus,
if assets are insufficient to meet
debts, the investors must use their
own assets to pay off a CV’s debts.
But third parties should beware, for
the GPCL suggests that each investor
in a nonlegal person CV is liable only
“in accordance with its share of
capital contribution or the provisions
of their agreement;” the investors
will be jointly liable only “if the law
or agreement so provides."

Because Article 22(3) of the Law is
poorly drafted, it could be inter-
preted to mean that, if the parties
agree to let the foreign investor
recover its investment during the
term of the CV, even a venture that
would otherwise have limited liability
would lose it. This reportedly is the
view of some National People’s Con-
gress delegates. Yet knowledgeable
MOFERT officials say this language
was not intended to deprive a CV of
limited liability, but merely to assure
that the Chinese party would not be
left holding the bag should the
foreigner recover investment early
and leave the CV with too many debts
for its remaining assets. They say the
provision was designed to ensure that
both parties to a limited liability legal
person CV keep available to the
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venture all assets originally commit-
ted—not that they sacrifice their
other assets to pay off the CV's debts.

Chu Baotai has written that, in the
case investment is recovered early,
the foreign co-venturer must provide
a guarantee or goods as security for
its obligation to return the recovered
investment if needed to shoulder a
fair share of the CV’s debts. The CV
contract can arrange this in various
ways. In a contract approved in
Shanghai in 1987, for example, the
parties agreed to treat the early
return of capital as an interest-free
loan to the foreign party that was
subject to call by the CV if necessary
to honor its obligations.

No changes in taxes—at least
temporarily

Although ambiguous, the new
Law’s tax language seems designed to
leave tax matters virtually unaf-
fected. Unlike EJVs (which pay in-
come tax under special legislation
that generally imposes a flat 30
percent national rate and a local rate
of 10 percent), income tax for most
CVs is not paid by the venture, but by
each of the investors based on their
income share. Absent special consid-
erations, the Foreign Enterprise In-
come Tax Law (FEITL) imposes on
the foreign investors a national tax at
progressive rates that vary from 20-
40 percent and a local income tax of
10 percent. The Chinese investors,
usually State enterprises, are taxed
under other legislation that imposes
a higher rate.

Some investors had hoped the Law
would expand the limited income tax
preferences currently granted under
the FEITL to foreign investors in
ordinary CVs and shift income tax
responsibility for legal person CVs to
the venture itself. In creating income
tax incentives that promote China’s
economic policies, the trend has
been to equalize the benefits offered
to CVs, EJVs, and wholly foreign-
owned enterprises (WFOEs). For ex-
ample, specific legislation for various
special zones makes geography more
important than the form of invest-
ment. Similarly, under the Provisions
for the Encouragement of Foreign
Investment, the ability of the busi-
ness to meet standards set for export-
oriented or technologically advanced
certification—rather than the form
of investment—is the determining
factor for reduced rates and addi-
tional income tax benefits.

In light of this trend, both Chinese
officials and foreigners have ques-
tioned the desirability of maintaining
two separate income tax regimes—
one for EJVs and the other for CVs,
WFOEs, and foreign enterprises en-
gaged in other activities. It is widely
anticipated that by the end of 1988
an already announced overhaul of
the foreign-related income tax laws
will lead to an integrated law, one
that is likely to give all types of
foreign investment enterprises sub-
stantially equal tax treatment.

A disturbing bounty of
unaddressed issues

The CV Law bristles with ques-
tions. Can labor services or goodwill
continue to serve as an investment
item? How do the "'rights to the use
of the land"” mentioned in Article 8
differ from the “rights to the use of
the site” referred to in EJV legisla-
tion? Does a provision encouraging
the establishment of export-oriented
and technologically advanced CVs
mean that other productive ventures
and service CVs will be actively
discouraged or simply given fewer
incentives?

Other areas also remain vague.
The nature of a nonlegal person CV
is one outstanding example. Is this
entity similar to an American part-
nership? What are the registration
requirements it, or the foreign ven-
turer, must meet? Is the director of
its joint management body its legal
representative? Can each of the
partners create legal relationships
with others that will bind the ven-
ture? There is great need to clarify
the relationship between these as-
pects of the CV Law and the relevant
provisions of the GPCL.

Similar gaps exist in another area
of great concern to foreigners—
early recovery of investment. In
dealing with this alternative, Article
22 implicitly raises tax questions
concerning both substance and ad-
ministration. What methods will the
financial and tax authorities approve
for recovering investment before
income tax is paid? For example, in
what circumstances will the foreign
investor be able to resort to acceler-
ated depreciation? Moreover, when
must approval take place? If the
authorities will not consider the
matter prior to contract signing, will
it be possible to make this approval a
precondition to the contract’s legal
effectiveness? In addition, questions
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remain about the scope and treat-
ment of fixed assets belonging to the
Chinese side upon early recovery of
investment.

Despite all of these problems and
unanswered questions, the promul-
gation of the CV Law is an important
achievement—one that on balance
should facilitate further foreign in-
vestment in China. It would have
been preferable if a draft of the Law
had been published prior to its final

formulation, so that many of the
questions and criticisms  presented
here and elsewhere could have been
considered before promulgation.
Nevertheless, the lLaw has already
begun 1o stimulate a process of
reflection, discussion, and clarifica-
tion. If experience with the EJV Law
is any guide, this should eventually
lead to the issuance of implementing
regulations more impressive and use-
ful than the law that spawned them.

The Law of the People’s Republic of
China on Chinese-Foreign Cooperative

Joint Ventures

Article 1. This Law is formulated in
order to expand economic cooperation
and technical exchange with foreign
countries and to promote the establish-
ment by foreign enterprises and other
economic organizations or individuals
(hereafter referred to as “"foreign cooper-
ative venturers’’) jointly with enterprises
or other economic organizations of the
People’s Republic of China (hereafter
referred to as “‘Chinese cooperative

venturers’') of Chinese—foreign cooper-

ative joint ventures within the territory of

China (hereafter referred to as “cooper-
ative ventures') in accordance with the
principle of equality and mutual benefit.

Article 2. In establishing a cooperative
venture, the Chinese and foreign cooper-
ative ventures shall, in accordance with
the provisions of this Law, reach agree-
ment in a cooperative venture contract
on such matters as the investment or
conditions for cooperation, the distribu-
tion of earnings or products, the sharing
of risks and losses, the manner of
operation and management, and the
ownership of the property upon termina-
tion of the cooperative venture.

A cooperative venture that meets the
provisions of Chinese law regarding the
conditions for being a legal person shall
acquire the status of a Chinese legal
person in accordance with law,

Article 3. The State shall, in accordance
with law, protect the lawful rights and

interests of cooperative ventures and of

Chinese and foreign cooperative ventur-
ers.

Cooperative ventures must abide by the
laws and regulations of China and must
not cause harm to China's social public
interest.

The relevant authorities of the State
shall, in accordance with law, carry out
supervision of cooperative ventures.

Article 4. The State encourages the
establishment of productive-type cooper-
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ative ventures that are export-oriented or
technologically advanced.

Article 5. To apply for the establish-
ment of a cooperative venture, such
documents as the agreement, the con-
tract, and the articles of association
signed by the Chinese and foreign co-
operative ventures shall be submitted for
examination and approval to the depart-
ments in charge of foreign economic
relations and trade under the State
Council or to departments and local
governments authorized by the State
Council (hereafter referred to as the
“examination and approval authority™).
The examination and approval authority
shall, within 45 days from the date of
receiving the application, decide whether
or not to grant approval.

Article 6. After the application for the
establishment of a cooperative venture
has been approved, within 30 days after
receipt of the certificate of approval, an
application for registration shall be made
to the administrative authorities for
industry and commerce and the business
license obtained. The date of issuance of
the business license of a cooperative
venture shall be the date of establishment
ol such venture.

A cooperative venture shall, within 30
days after the date of establishment, carry
oul tax registration with the tax authori-
Lies.

Article 7. 1f, during the period of
cooperation, the Chinese and foreign
cooperative venturers agree through con-
sultation to make major modifications to
the cooperative venture contract, they
shall report to the examination and
approval authority for approval; if the
contents of the modifications involve

Adopted by the First Session of the Seventh
National People's Congress on April 13,
1988. © Translated by Paul, Weiss, Rifkind,
Wharton & Garrison.

items for which the law prescribes indus-
trial and commercial registration or tax
registration, procedures for change of
registration shall be carried out with the
administrative authorities for industry
and commerce and the tax authorities.

Article 8. The investment or the condi-
tions for cooperation provided by the
Chinese and foreign cooperative ventur-
ers may be in cash, in kind, in rights to the
use of the land, industrial property rights,
nonpatented technology, and other prop-
erty rights.

Article 9. The Chinese and foreign
cooperative venturers shall, in accor-
dance with the provision of laws and
regulations and the agreements in the
cooperative venture contract, perform in
a timely manner the obligations to
contribute the investment fully or to
provide the condition for cooperation. In
the event of failure to perform by the
stipulated time, the administrative au-
thorities for industry and commerce shall
set a time limit for performance; in the
event of continued failure to perform by
the expiration of such utme limit, the
matter will be handled by the examination
and approval authority and the adminis-
trative authorities for industry and com-
merce in accordance with the relevant
provisions of the State.

The investment or the conditions for
cooperation provided by the Chinese and
foreign cooperative venturers will be
verified, and a certification issued, by an
accountant registered in China or by the
relevant agency.

Article 10. 1f a Chinese or foreign
cooperative venturer assigns all or a part
of its rights or obligations under the
cooperative venture contract, it must
obtain consent from the other party or
parties and report to the examination and
approval authority for approval.

Article 11. Cooperative ventures shall
carry out operation and management
activities in accordance with the approved
cooperative venture contract and articles
of association. The right of autonomy of
cooperative ventures in their operation
and management shall not be subject to
interference.

Article 12. Cooperative ventures shall
establish a board of directors or a joint
management body which shall, in accor-
dance with the provision of the cooper-
ative venture contract or the articles of
association, decide the major issues of the
cooperative venture. If one or the other
of the Chinese and foreign cooperative
venturers assumes the chairmanship of
the board of directors or the directorship
of the joint management body, then the
other side will assume the vice chairman-
ship or the deputy directorship. The
board of directors or the joint manage-
ment body may decide to appoint or
employ a general manager to be in charge
of the daily operation and management
work of the cooperative venture. The
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general manager will be responsible to
the board of directors or the joint
management body.

If, after its establishment, a cooper-
ative venture changes to entrusting a
person other than the Chinese and
foreign cooperative venture with its
operation and management, it must
obtain the unanimous consent of the
board of directors or the joint manage-
ment body, report to the examination and
approval authority for approval, and
carry out the procedures for change of
registration with the administrative au-
thorities for industry and commerce.

Article 13. Such matters as the employ-
ment, dismissal, remuneration, welfare
benefits, labor protection, and labor
insurance of the staff and workers of
cooperative ventures shall, in accordance
with law, be stipulated through the
conclusion of contracts.

Article 14. The staff and workers of
cooperative ventures shall, in accordance
with law, establish trade union organiza-
tions, conduct union activities and pro-
tect the lawful rights and interests of the
staff and workers

Cooperative ventures shall provide the
necessary conditions for the activities of
their trade unions.

Article 15, Cooperative ventures must
keep accounting books within the terri-
tory of China, file accounting statements
in accordance with provisions, and accept
supervision by the financial and tax
authorities.

Cooperative ventures that contravene
the preceding paragraph and do not keep
accounting books within the territory of
China may be fined by the financial and
tax authorities, and the administrative
authorities for industry and commerce
may order them to stop business or
revoke their business licenses.

Article 16. Cooperative ventures shall,
on the strength of their business license,
open foreign exchange accounts with
banks or other financial institutions
approved by the foreign exchange con-
trol authorities of the State to carry out
foreign exchange business.

The foreign exchange transactions of
cooperative ventures shall be carried out
in accordance with the relevant provi-
sions of the State on foreign exchange
control.

Article 17. Cooperative ventures may
borrow funds from financial institutions
within the territory of China and may also
borrow funds outside the territory of
China.

With respect to funds borrowed by
Chinese and foreign cooperative ventur-
ers to be used for investment or condi-
tions for cooperation, and the guarantees
therefor, each party shall resolve these on
its own.

Article 18. The various kinds of insur-
ance for cooperative ventures shall be
purchased from insurance institutions
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within the territory of China.

Article 19. Cooperative ventures may,
within the approved scope of operation,
import goods and materials needed by the
venture and export products produced
by the venture. Goods and materials such
as raw materials and fuel needed by
cooperative ventures within the approved
scope of operation may be purchased on
the domestic market, and may also be
purchased on the international market.

Article 20. Cooperative ventures shall
resolve on their own the balance of
foreign exchange receipts and expendi-
tures. If a cooperative venture cannot
balance on its own its foreign exchange
receipts and expenditures, it may, in
accordance with State provisions, apply
to the relevant authorities for the grant-
ing of assistance.

Article 21. Cooperative ventures shall
pay taxes in accordance with State
provisions regarding taxation and may
also enjoy preferential treatment of
reduction of and exemption from taxes.

Article 22. The Chinese and foreign
cooperative venturers shall, in accor-
dance with the agreements in the cooper-
ative venture contract, distribute earn-
ings or products and assume risks and
losses,

In cases where the Chinese and foreign
cooperative venturers have agreed in the
cooperative venture contract that upon
the expiration of the period of coopera-
tion all the fixed assets of the cooperative
venture will belong to the Chinese
cooperative venturer, the parties may
agree in the cooperative venture contract
upon methods for the foreign cooper-
ative venturer (o recover its investment in
advance during the period of coopera-
tion. In cases where it is agreed in the
cooperative venture contract that the
foreign cooperative venturer will recover
its investment before the payment of
income tax, application must be made to
the financial and tax authorities, and the
financial and tax authorities shall exam-
ine and approve the application in
accordance with provision of the State
regarding taxation.

In cases where, in accordance with the
provisions of the preceding paragraph,
the foreign cooperative venturer is to
recover in advance its investment during
the period of cooperation, the Chinese
and foreign cooperative venturers shall,
in accordance with the provision of
relevant laws and the agreements in the
cooperative venture contract, assume
responsibility for the liabilities of the
cooperative venture.

Article 23. After the foreign cooper-
ative venturer has performed the obliga-
tions stipulated by law and agreed in the
cooperative venture contract, it may
remit abroad, in accordance with law, the
profits distributed to it, other lawful
revenues and the funds distributed to it
upon termination of the cooperative

venture.

The salary revenue and other lawful
revenue of the foreign staff and workers
of cooperative ventures may be remitted
abroad after the payment of individual
income tax in accordance with law.

Article 24. Upon the expiration or early
termination of a cooperative venture,
liquidation shall be carried out with
respect to the assets, claims, and liabilities
in accordance with the procedures stipu-
lated by law. The Chinese and foreign
cooperative venturers shall, in accor-
dance with the agreements in the cooper-
ative contract, determine the ownership
of the cooperative venture’s property.

Upon the expiration or early termina-
tion of a cooperative venture, procedures
for the cancellation of registration shall
be carried out with the administrative
authorities for industry and commerce
and the tax authorities.

Article 25. The period of cooperation
of cooperative ventures shall be deter-
mined through consultation by the Chi-
nese and foreign cooperative venturers
and shall be clearly specified in the
cooperative venture contract. If the
Chinese and foreign cooperative ventur-
ers agree to extend the period of
cooperation, they shall apply to the
examination and approval authority at
least 180 days prior to the date of
expiration of the period of cooperation.
The examination and approval authority
shall decide whether or not to grant its
approval within 30 days after the date of
receipt of the application.

Article 26. When disputes between the
Chinese and foreign cooperative ventur-
ers arise in the performance of the
cooperative venture contract or the
articles of association, they shall be
resolved through consultation or media-
tion. If the Chinese and foreign cooper-
ative venturers do not want to resolve the
matter through consultation or media-
tion, or if consultation or mediation is
unsuccessful, they may, in accordance
with the arbitration clause in the cooper-
ative venture contract or a written
arbitration agreement reached by the
parties after the fact, submit the dispute
for arbitration by a Chinese arbitration
agency or another arbitration agency.

If the Chinese and foreign cooperative
venturers did not conclude an arbitration
clause in the cooperative venture con-
tract, and do not reach a written arbitra-
tion agreement after the fact, the Chinese
and foreign cooperation venturers may
bring suit in China’s courts.

Article 27. The department in charge of
foreign economic relations and trade
under the State Council shall formulate
detailed implementing rules in accor-
dance with this Law, which shall go into
effect after being reported to and ap-
proved by the State Council.

Article 28. This Law shall go into effec

e

on the day of promulgation. 5
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The Garden Hotel, Guangzhou, js a
five-star hotel that understands
businessmen want much more from
a hotel than business facilities.

And thats why we haye the widest
selection of top international class
restaurants in town, including a
totally unique Sampan-style restay.-
rant where quests .

can sample a fas-
Cinating variety of
Southern Chinese
Specialities.

Not to mention
outstanding sports
and entertainment
facilities, shopping
arcades and myriad
services.

Of course, we also have an extensive
range of business facilities: business
centre, a special Executive Floor, vast
Mmeeting and conference facilitjes, And
tate-of-the-art CoOmmunications,

All'in an ideal locationjust minutes
from the city centre and within
€asy reach of the railway termina|
and airport,

But the happiest
news of all js that
You won't have to
Pay a fortune for
any of it.

Which is just part of
=- The Garden Hotel's
attitude to serving
guests,

The Garden Hotel, Guangzhou,

Better for business.

GUANGZHOU GARDEN GETAWAY
(Valid until Oct 13, 1988)

Ask about our advanced booking all-in
Package, including railway terminal
and airport transfers, up-graded
accommodation, discounted tours and
more. Please cal|.

The Peninsula Group Reservation Centre,
Hong Kong. Tel: 3-7321321

The Garden Hotel, Guangzhou,

Tel: 338989 Telex: 44788 GDHTL CcN
Fax: 338989 ext. 3232 Cbl: 4735

AR
The Garden Hotel
GILUAN( ZHOL)

Managed by
The Peninsula Group

%)



8861 Jsndny-A|n(/maiadd ssauisng eulyDd YL 0T

Cupsaanuud Yig] s, jrouno)) ay} 2D 10WIWUL0D O} aopd

aunosto]? Jupdala vv ynm pouno)) 24l pa;uas.ud of
yorym jo dautip s, Kopsaupam 3ugp.n(ud uorydadras ayl
o 1yg vyf ULy} LIdDD puP 93 aqoy sAuraod

-uoissas Juputout Kppsany [, 241 0 saaypads paanas Jo auo ‘spaadsoad puv
sa1angod utiofas s, DUYD paz{jpup quaupanda@ 21018 Si ayy Jo apdurg sputoy |

‘uoissas Furuiout Lopsany |
um pulyy) Ul sjuawdojanap -quawidojaaad POS P

yor) uoly awouaf 42ypads 1u0u0q aof 4ajud) youpasay 1IUNC) 20} S DUIYD) Jo aoppaatp
‘amduoy) if ynm sma adupyaxa sanypjuasaida {updwod 4aquid |y

ayy Sunp siaquiant jouner) 43410 Yl up ‘ppauiojouydL

piia) sassnasip (fa wo.f puodas) ua

%

g

S

=

g

3

L &
-uoo 110dxa woij—sansst O afuel Jsooely SHEPY eantjod 10j NS a1 awel s [uno) 21 afueyd
Areuiplovnxa  ue uo ynsuod  mot jo Ale1a10as 1opun ‘1ISOIRULLY oeyo o1 paoa pue—0od CLO1UTYSEMN
sruowit1aaod om1 UL Anunod 1t AN AQ ss2IpPY ue Sunimieaj lauuip ui g1 yun{ uo apei] vuyH)—-SN 103
ur 2eqIp uesnaed puoiaq yutod v qum  uedaq uoneaqal2d ML jpunoy) [PUoleN sy Jo Atesiaaluue
e 01 diysuoner 3yl Jyanoaq aaey puiy) G Ayl NeIQIR? o1 paiaied spuey
apen ul moad ployol ® pue ‘sua| uoneziuedio prediaiunod s [raunog gsauisn( EUIY) UE1919A ‘SI0AEIPUD
-qoad uo uoneInsuo? SSUOISSNISIP o H(AL1dDD) apedl, |puOnEWIIU] smny 10) satdaens pue saouatiad

[paa-ysiy unnod eyl Ino Gunutod jo uonowold 2 (0] [UNoD) PUl) <o sed wo1y sANOpIIUE Fuueys

co8e apreiap € Apteau gonezipuLou a1 Wodj uonedalep v SEM SOTIIANISI) NOILVHE313D
Jouls  suoneal gn-ourg ut opruwt ayy wof 01 ruiy) Wodj Fuipoari], AHVSYIAINNY HI1G! S, IIDNNOD
cearGord  apqeemal 24 pauino (g d 2as) ouno) ssautsng euyD—S0N 1v JuNLNd ANV {IN3S3Yd ‘1SVd

SALLIALLOV TIONNOD

f‘_'r—’r__i——jr




trols to human rights in Tibet—with
no adverse consequences for other
aspects of the relationship.

Armacost predicted that the Sino-
US relationship would grow even
stronger in the 1990s. As the interna-
tional dominance of the two super-
powers gives way to multiple power-
sharing, China will no longer have to
walk a high wire between Washington
and Moscow. Despite gradual im-
provement in Sino-Soviet relations,
he sees little chance the two countries
will return to the tight ties of the
1950s, because the need for Western
technology will keep China focused
on the importance of solidifying
relationships with the United States
and its allies. Armacost advised that
to ensure a future of friendship and
growth, China and the United States
must continue their forthright ap-
proach to problems while insulating
the core of the relationship from the
frictions that are bound to arise on a
day-to-day basis.

At the Council’s annual meeting
the following morning, Ji Chongwei,
director of China’s State Council
Research Center for Economic,
Technological, and Social Develop-
ment, and Thomas Fingar, chief of
the China Division of the US State
Department’s Bureau of Intelligence
and Research, provided perspectives
on the recent reorganization of
China’s State bureaucracy. Jerome
Alan Cohen, the well-known China
legal expert, recounted his 15 years
of experience in negotiating con-
tracts in  China, highlighting the
tremendous changes that have taken
place in the business climate. Finally,
the Council’s research director, Da-
vid Denny, outlined the findings of a
Council study on the American com-
petitive position in China. Denny
noted that American companies have
fared surprisingly well in sales of
technology and services during the
past two years but have been outper-
formed in equipment sales by Japan
and West Germany.

Member company representatives
participated in afternoon roundtable
discussions that followed up on the
issue of competitiveness. They ex-
changed ideas about the effect of the
lower value of the dollar on trade,
export financing, and US govern-
ment support. The Council will
pursue several suggestions during
the roundtables on how to improve
the competitiveness of member com-
panies in China.
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Ambassador Han Xu, Council President Roger W. Sullivan, Vice Premier Tian
Jiyun, and Council Chairman of the Board Claus M. Halle.

COUNCIL HOSTS LUNCHEON HONORING VICE PREMIER TIAN JIYUN

On May 12, the Council hosted a
luncheon in honor of Vice Premier
Tian Jiyun. Tian, the highest-ranking
Chinese official to visit the United
States this year, is in charge of China’s
international economic policy. He also
assumed responsibility for foreign
investment following the recent retire-
ment of State Councilor Gu Mu.

At the luncheon, Tian met with
member company representatives and
delivered a speech outlining China’s
current economic priorities and devel-
opment strategies. He described Chi-
na's emphasis on developing its coastal
regions and the newly created prov-
ince of Hainan, and said he was
confident that the 13th Party Con-
gress decision last fall to open more
than 140 coastal cities and counties to
foreign trade would help direct re-
sources and foreign investment to the
areas where China's infrastructure is

already strongest. Tian added that the
essential purpose of China’s export
drive is to increase imports, but
expressed concern that US protec-
tionism and tight export controls
could hinder that progress as well as
harm bilateral relations.

In answering questions after his
speech, Tian revealed that foreign
insurance companies would be permit-
ted to operate on Hainan Island on an
experimental basis. This represents an
important change in policy, as the

People's Insurance Corporation of

China has long resisted relinquishing
its monopoly on underwriting. And
Tian reassured investors that China
now recognizes the importance of
reinvestment to economic growth,
adding, “‘the Chinese are no longer
the tight-fisted people of the past,
putting their money in pots and
burying them in the ground.”
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The Chinese Academy of Sciences, once a monolithic research
bureaucracy, has set up new entrepreneurial companies to change the way
China develops technology

Laying Corporate Foundations
for China’s High-Tech Future

hina's impressive achieve-
ments in space and nuclear
weapons stand in sharp con-
trast to the backward pro-
duction technologies found in most
of the country’s industries. Much of
this inequality can be blamed on the
loose links between China’s R&D
institutions and the factories that
apply technology in the production
process. In the past, State enterprises
did not need to employ rescarchers
since everything they produced—
regardless of quality and technical
sophistication—could be sold to the
State. Research institutes, mean-
while, subsisted comfortably on an-
nual State grants. Science and tech-
nology leaders, well aware of this
paradox, have proposed a series of
practical reforms to encourage fac-
tories and research institutes to
combine forces in new ways.

At the heart of these changes lies
the Chinese Academy of Sciences
(CAS), China’s premier organization
undertaking research in basic and
applied sciences and new technol-
ogies. Previously, the relatively ad-
vanced R&D work done at CAS
institutes was geared toward national
defense needs. But, at the behest of
government leaders, CAS is now
setting up a variety of new companies
to develop high-tech products and
conduct research on a contract basis.
CAS President Zhou Guangzhao has
coined the phrase, “one academy,
two systems’’ to signify the evolution
of the Academy into an organization
committed both to R&D and com-
mercialized results.

National priorities for developing
technology

The many grass roots changes in
science and technology development
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Richard P. Suttmeier

Entrepreneurial high-tech
companies affiliated with the
Chinese Academy of Sciences
are already helping China
improve its ability to apply
new technology on the factory

floor.

are taking place within a framework
of well established national priorities.
In March 1986 a small group of
senior Chinese scientists proposed
that China undertake a special pro-
gram to promote R&D in high-
technology fields, and the top Party
leadership quickly agreed. For the
next year, some 100 leading scientists

Richard P. Suttmeier, Henry P. Bristol
Professor of International Affairs at
Hamilton College, has written exten-
sively on Chinese science and technology.
During 1987 he directed the Beijing
Office of the National Academy of
Sciences/Committee on Srhularly Com-
munication with the PRC. He has also
worked as a sentor analyst for the US
Office of Technology Assessment on the
recent study, Technology Transfer to
China.

worked with the State Science and
Technology Leading Group to map
out high technology development
until the year 2000.

The resulting Baliusan Program
(the name means 86,/3—the date the
program was first proposed) sets two
initial goals for China's S&T pro-
grams to accomplish by 1990: the
establishment of new engineering
research the field of
robotics, biotechnology, and new
materials; and the opening of 50 new
national laboratories. In addition,
beginning in late 1987, research
grants were removed from the aus-
pices of the bureaucratic five-year
fiscal plans. Instead, the Baliusan
Program supports research through
a rolling application process, with
individual project proposals re-
viewed and approved by committees
of specialized experts.

Funding will focus on fields
deemed critical to China’s future:
biotechnology, space technology, in-
formation technology, laser technol-
ogy, automation technology, energy
technology, and advanced materials.
The State Science and Technology
Commission administers five of these
program areas, while space and laser
developments, with their important
defense applications, are monitored
by the National Defense Science,
Technology, and Industry Commis-
ston (NDSTIC).

The budget for the Baliusan pro-
gram has not been made public, but
reports indicate that the govern-
ment's commitment is extensive.
Some ¥60 million has reportedly
been budgeted for the information
technology projects, while about ¥30
million will support automation work
tor the next few years.

Although funding for individual

centers in
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projects is limited by the large
number of projects requiring sup-
port, the Baliusan program is likely to
enhance significantly China’s ability
to “track” important developments
and to upgrade its own high-technol-
ogy production during the 1990s.

Corporate spin-offs from CAS

The CAS probably receives a sig-
nificant portion of the Baliusan
grants. The way in which CAS spends
the money is changing rapidly.

In the early 1980s only 20 to 40
percent of all CAS research results
were being applied in production. At
that time, China’s industrial reforms
began to provide incentives for en-
terprises to improve industrial meth-
ods and technologies. At the same
time China's S&T policymakers be-
gan to encourage more cooperation
between R&D institutes and enter-
prises (see The CBR, May—June 1987,
p- 53). As a push in this direction,
State funds for research institutes
declined 10 to 15 percent a year. The
academy—along with other R&D
organizations—was forced to in-
crease contract research to raise
revenues.

Insp. “d by US encourage of high-
tech . ms in such places as the
Silicon Valley and Route 128 in the
Boston area, the Academy decided to
form new high-tech companies to
increase the commercial applications
of its research. With the advent of
these companies under CAS, the
amount of all research results uti-
lized for industrial applications has
reportedly risen to some 50 to 70
percent.

Dozens of fledgling CAS compa-
nies are now in operation. More than
15 of them—either the first to be set
up or those working in key areas—
are run by the central staff of the
Academy (see p. 26), under the
direction of CAS Deputy Secretary
General Hou Zigiang. More than 100
companies are run by the Academy’s
120 affiliated institutes (as opposed
to the central CAS administration),
while some 50 joint ventures have
been formed between CAS and local
governments. Finally, a growing
number of companies have been
formed through cooperative agree-
ments between the Academy and
foreign firms.

High-tech trailblazers

Two companies directly under CAS
illustrate the scope of activities these
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new companies have undertaken.
One of the earliest enterprises
founded under the new policy is the
Keli Company, established in 1985 by
researchers from the Institute of
Acoustics. Keli recently joined with
other research and production units
to form the Keli Group, which boasts
5,000 employees (including 1,000
university graduates) in 20 research
and production facilities.

Keli conducts a wide range of R&D
projects involving signal processing
technologies. In one recent success,
Keli actually beat out the Ministry of
Petroleum Industry’s own research
institutes to win a contract for work
on advanced array processors as part
of a key national project. Building on
past research by the CAS Institute of
Acoustics, the Keli Group hopes to
produce array processors for off-
shore oil exploration that approach
US technological standards. Keli is
also building a new factory to pro-
duce typewriters, scanners, and high-
resolution color monitors. This
project will cost ¥10 million, ¥3
million of which will come from the
State Planning Commission. Another
ongoing R&D effort involves cooper-
ating with British and Japanese com-
panies to develop low-cost video-
phone technology.

San Huan is a second promising
new CAS company, working in the
area of new materials. San Huan
specializes in producing high-energy
magnetic materials employing Chi-
na’s abundant “‘rare earth” elements.
The company was founded in 1985
by personnel from the CAS Institute
of Physics in cooperation with the
ministries of electronics, metallurgy,
and nuclear industries, and main-
tains a relatively small staff in Beijing.
Participating institutes apply their
research findings in 10 factories
around the country.

The magnetic materials San Huan
produces are among the most sophis-
ticated in the world and have wide-
spread industrial applications, such
as enabling motors to be made
smaller and lighter. In 1987 San
Huan exported products worth
$800,000, and their overseas sales
are expected to rise to some $2
million in 1988. On the strength of
this performance, San Huan is now
the leading member of a consortium
of Chinese companies working with
US and Hong Kong investors to build
a major new plant in Tianjin. The
plant, scheduled to employ 500-600

people by 1990, will produce super
high-energy NdFeB magnets supe-
rior to those made in the United
States and Japan—currently the only
other countries with this technology.
The consortium plans to produce
goods worth $30 million by 1990,
primarily for export.

Support for infant companies

CAS currently serves as the “'incu-
bator’ for most of these new firms,
granting permission for commercial
initiatives based on often ambiguous
policies that dictate the relationship
between the central institute and the
spinoff company. While strong sup-
port in the early phase is essential,
the companies receive conflicting
signals concerning their degree of
autonomy.

Many research institutes, for ex-
ample, are reluctant to allow person-
nel to transfer to the new companies.
CAS—in keeping with national pol-
icy to get S&T personnel out of
institutes and into enterprises—usu-
ally backs the companies in these
cases. Yet, to reduce the risks for

X% TianMa

CHINESE
WORD PROCESSING

“likely to turn writing Chinese characters
into a far easier task, even fun.”
—Language Monthly—

BEXT
B3R R %

Anyone familiar with Pinyin or Zhuyin
Fuhao (Bopomofo) can use TianMa im-
mediately! Knows 9,000 characters and
38,000 word combinations in classical
and simplified forms. 2 type sizes!
Converts with 95% accuracy in a
standard business letter.

For IBM PC/XT/AT's and compatibles
or the PS/2 Model 30.

TIAN MA II now available! Requires
expansion slot, 640K of RAM and a hard

@/;, CHINA BOOKS
Y& & Periodicals, Inc.
%

2929 24th St. 136 W. 18th Street

San Francisco, New York,

CA 94110 N.Y.10011

(415) 282-299%4 (212) 6274044

3




personnel associated with the compa-
nies, CAS continues to supply hous-
ing and other social services and
holds the dossiers of transferred
personnel. This gives employees the
option to return to CAS if the
company proves unprofitable.

As part of its incubator role, CAS
typically advances capital to the
companies (at present, without inter-
est) to be repaid once the company is
commercially successful. In  the
startup stage, the Academy also gives
the companies space in buildings
belonging to its institutes. However,
in keeping with the objective of
“graduating” the companies to the

status of independent economic enti-
ties, expanded commercial opera-
tions are increasingly financed inde-
pendently of CAS. Although no
company has yet paid back the
original loan, a transition stage has
been reached in which companies
such as San Huan and Keli are
increasingly independent.

The establishment of CAS-spinoff

companies seems to be alleviating
some of the perennial problems
within China’s S&T system. Compa-
nies are more aware of the need to be
accountable for the use of research
funds to reduce costs and to improve
the quality of work. R&D personnel

The story of China's exploration
into the commercialization of high
technology would be incomplete with-
out noting the rise of what are
ambiguously referred to as “‘nongov-
ernmental” (min ban) enterprises.
Some 10,000 of these new firms now
operate outside the State sector.
Different from the traditional “collec-
tive" enterprises of the past, many
were founded by scientists and engi-
neers who became disaffected with
work in classical socialist institutions.
Although these companies have yet to
work out all the problems of recruiting
new personnel and providing for their
welfare and housing, many of them are
thriving.

The best known—and probably the
largest and most successful-—of Chi-
na's nongovernmental high tech firms
is the Beijing-based Stone (Si Tong)
Corporation. Stone was siarted in
1984 by Wan Runnan, a young soft-
ware specialist at the compurer center
of the Chinese Academy of Sciences.
With only a ¥20,000 loan from a
commune in the Beijing suburbs, Wan
and his colleagues helped Stone
achieve total sales of ¥600 million in
1987. The corporation now consists of
10 companies involved with computer
technology and networks, office auto-
mation, electronic devices and compo-
nents, printing, technology service
centers, and electronics shops. It
employs several hundred people in
Beijing and has a national sales and
service network.

Stone'’s initial success came from
sales of Japanese-made printers cus-
tomized for use with Chinese charac-
ter software. This reliance on im-
ported hardware has continued with
the introduction of Stone’s first major
product, an advanced, multiscript,
electronic typewriter. Hardware for
the MS 2400 machines is made in
Japan by Mitsui and is sold to China

THE STONE CORPORATION: CHINA’S IBM?

Japanese and European languages.

without “intelligence.” The Stone
software is then encoded on chips and
installed at a modest but well run new
assembly plant in Beijing. Designed
for Chinese-language use in Chinese
offices, the machine also handles

Stone hopes to introduce an advanced
personal computer tailored to the
Chinese market in the near future.

Stone’s existence, its success as an
economic entity operating outside of
the State economy, and its strategy of
relying on sales of imported hardware
devices, all make it controversial. The
company’'s continuing need for for-
eign exchange to import technology
requires creative operating proce-
dures. Stone has, for example, entered
into business relationships with rural
enterprises, particularly in southern
China, which earn foreign exchange
by selling processed food products but
have no effective strategy for using
these earnings.

The Stone Corporation’s operations
combine risk taking, technology, and
marketing in ways not yet attempted
by Chinese State enterprises. Despite
official approval, however, Stone con-
tinues to be hampered by “the sys-
tem.”” Its legal status (including the
question of who owns its assets)
remains cloudy, and its personnel
management practices are constrained
by the norms of socialist egalitarian-
ism. Unorthodox business opera-
tions—for China—contributed to
making Stone the object of a high-
level political investigation in 1986. It
is a sign of the times, however, that by
early 1987 Stone had been officially
sanctioned as a model of what tech-
nical entrepreneurship can do for the
nation. By prospering “‘on the periph-
ery,” the Stone Corp. has demon-
strated what a more liberalized econ-
omy could do for technology-based

companies. —RPS
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at the new enterprises are finding
their work challenging, less bureau-
cratic, and usually more lucrative,
And many of the companies now
farm out research contracts to their
parent institutes, a development that
CAS believes is improving the quality
of research done by the institutes.

Despite grumbling among scien-
tists that basic research is being
neglected under current policy, new
market-driven demands also pose
challenges and opportunities for ba-
sic research. Some observers feel the
“oriented basic research’ that is
emerging is often more disciplined
and productive than the undirected
basic research of the past.

As it accumulates experience with
the new companies, the Academy has
also begun to provide more compre-
hensive business services to its fledg-
ling enterprises. In conjunction with
the former State Economic Commis-
sion, CAS recently organized a R&D
lending agency. And early this year,
CAS also linked up with US and
Hong Kong investors to create a new
finance company, which can legally
raise funds.

A newly established CAS informa-
tion and consulting center will serve
as a matchmaker for new companies
that want to establish foreign or
Chinese contacts. The Academy also
plans to expand the availability of
legal and accounting services. Finally,
in May, CAS joined with China’s first
venture capital firm, Venturetech,
and the China National Chemicals
Import—Export  Corporation to
found the Newtech Development and
Trade Corporation aimed primarily
at promoting the export of CAS
technology.

Overseas alliances for CAS firms

The role of the new companies—
and their pursuit of profits—is evolv-
ing rapidly. In the initial stages, the
companies mainly tried to integrate
high-tech devices into functioning
systems. But as more CAS-spinoft
companies entered the race, the
profitability of this type of work
declined rapidly. One common solu-
tion has been to move into produc-
tion by forming larger “groups”
combining factories with research
institutes. But because China has no
domestic mass market for high-
technology products, many compa-
nies have had to adopt an export
orientation, trying to find market
niches somewhere between the ad-

The China Business Review/July-August 1988



vanced technological products and
services of the OECD countries and
the low-cost products of Hong Kong,
South Korea, Singapore, and Taiwan.

Foreign enterprises, often at-
tracted by innovative technology, are
beginning to form limited commer-
cial alliances with the new CAS
companies. Hong Kong firms are the
most active thus far, but companies
from the United States, Japan, Singa-
pore, the United Kingdom, and
Australia are also involved in cooper-
ative research, technical services, and
production. A Hong Kong firm and
the Institute of Zoology, for example,
formed a venture to produce pesti-
cides, while a Japanese company is
helping to produce infra-red filters.

Another CAS Chinese firm,
Kejian, has a joint venture with
Massachusetts-based Analogic Cor-
poration to produce phased array
sector medical scanning systems. This
has involved some technology trans-
fer to China, joint research in Massa-
chusetts, and production at a new
facility in the Shekou Special Eco-
nomic Zone. Reportedly, the cost/
performance ratio of the resulting
scanning system is superior to any-
thing on the market, forcing Japa-

nese ('()I]ll)(‘ii[()l"- to cut [)l'i('(’S Lo
compete. Kejian is cooperating with
the same firm to make a Nuclear
Magnetic Resonance (NMR) ma-
chine. In this effort, the American
partner supplies the electronics,
Kejian provides the magnets, and
software and systems engineering are
developed jointly.

A lift from the top

The success of the CAS companies
and other experiments in technical
entrepreneurship have captured the
imagination of China’s leadership.
Zhao Ziyang has endorsed the new
entrepreneurship, and in March the
Chinese Communist Party Central
Committee completed a study of the
“‘high-tech economy’ of the
Zhongguancun area in northwestern
Beijing where many of the new firms
are located, and wurged Beijing
municipal authorities to join with
Haidian district, the local university
community, and the Chinese Acad-
emy of Sciences, to take measures to
promote technological development.
The result is a new 100 square
kilometer high-technology enterprise
zone that provides tax incentives and
business services to firms located

there. Already Zhongguancun has
attracted many new companies that
spun off from CAS, various minis-
tries, or universities, as well as groups
of enterprising individuals. High-
tech zones following the
Zhonguancun model are being estab-
lished in other cities as well, includ-
ing Shanghai, Nanjing, Guangzhou,
and Tianjin.

Leading these reform efforts are
the new leaders of China’s S&T
institutions, technical agencies, and
research institutes, who are well
schooled in the realities of China’s
technological infrastructure. Edu-
cated in the Soviet Union and at
China’s top universities prior to the
Cultural Revolution, these leaders
were once R&D personnel them-
selves. Now administrators, they
want to overcome the bureaucratic
entanglements that frustrated their
professional work in the past.

If China can combine such top-
down change with the exciting new
“market-driven”’ approaches to the
commercialization of research, the
future relationship between research
and production should change dra-
matically, smoothing China’s passage
into the 21st century. %
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By clamping down on imports of integmted circuits and other electronic
components, China hopes to boost its producers to international heights

Integrating the
Electronics Industry

lectronics are the key com-

ponent in crafting the

world’s high-tech future.

Distances between coun-
tries are growing smaller thanks to
advanced telecommunications sys-
tems. Computers now run everything
from production lines to the com-
pany payroll in advanc ed industrial
countries—and the number of possi-
ble applications mounts with each
passing hour. Chinese leaders agree
that to catch up with the rest of the
world economically, their country
must make a quantum leap and enter
the electronics age.

This transition requires a major
overhaul of China’s electronics in-
dustry. Production technologies that
are common in the West remain
difficult for the Chinese to master,
and few technical advances are
shared between researchers and pro-
ducers. And the bureaucracy encom-
major electronics
Hll(‘h as C()I]l[)lll{:‘['ﬁ, consumer gO(ldS.
telecommunications, and machinery
has long been fragmented, with each
sector carving out its own kingdom
for research, development, and pro-
duction.

To address these problems, China’s
economic planners have been work-
ing to develop a new electronics
strategy over the past few years. After
several adjustments and some fine
tuning, the plan is now merging into
a coherent whole. Increasing pro-
duction of all electronic products is
emphasized, with top priority fo-
cused on integrated circuits—the
components that coordinate and
guide the functions of electronic
products. By the end of 1990, China
hopes to bring its electronics tech-
nology up to 1970s and 1980s
Western technological levels.

But the approach Chinese plan-
ners have taken may not be the most

passing SeCLors
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Denis Fred Simon

Fearful of being left behind as
the technological revolution
enters the 21st century, China
has intensified efforts to im-
prove integrated circuit pro-
duction, and thus support ad-
vances in other vital sectors of
the electronics industry.

efficient for the industry. To catch up

as quickly as possible, China is
restricting imports and striving for
greater self-sufficiency, hoping that
the country’s research institutes and
factories will rise to the challenge.
The danger is that China may find
itself falling even further behind if
endusers cannot get the high-quality
components needed to raise the
technical level of their own produc-
tion.

Integrated circuits: the electronic
key

Just as iron and steel were the
underpinnings of the Industrial

Denis  Fred Simon, a specialist on
China’s science and technology, is a
professor at the Fletcher School of Law
and Diplomacy at Tufts University.

Revolution, integrated circuits (ICs)
serve as the building blocks of
modern information-based econo-
mies. Through their complex pro-
gramming options, integrated cir-
cuits allow technicians to customize
the operations of different types of
equipment. Thus the capability to
produce a sufficient supply of high-
quality, reliable circuits is directly
related to the ability to design the
highly sophisticated computers and
microprocessers that are the hall-
mark of a modern electronics indus-
try.

Recognizing the critical impor-
tance of 1Cs, China has stepped up
p]‘()(lll('[i()” over lh(’ pil'\l 5(‘\'01‘;11
years, in part by purchasing more
production lines from abroad. Total
production of almost 24 million 1Cs
in 1983 more than doubled to reach
53 million by 1985 and hit 78 million
in 1987. And 1989 production is
expected to exceed 100 million units.
China currently produces about 680
types of 1Cs in 30 different catego-
ries, most using technology from the
late 1960s or early 1970s that is
based on US and Japanese designs.
Serial production lines mainly put
out linear, small-scale 1Cs for use in
low-end electronics products such as
televisions and washing machines.

Problems with self-reliance

Because most of the integrated
circuits China produces do not meet
the higher technology needs of Chi-
na's telecommunications and com-
puter industries, demand for high-
quality, reliable ICs greatly exceeds
supply—especially for medium- and
large-scale ICs. Of the 53 million [Cs
produced in 1985, for example, only
4 percent were medium- or large-
scale circuits. As a result, China's
advanced industries were
forced to import large quantities of

more
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medium- and large-scale I1Cs.

In the mid-1980s, Chinese leaders
decided that the country should aim
for greater self-sufficiency in elec-
tronics production in order to con-
serve foreign exchange and protect
domestic industries that were losing
ground to cheaper and more reliable
foreign components. Curbs on im-
ports of ICs and related electronic
components were announced in late
1985 and further tightened in 1987.
Planners hoped that restricting for-
eign competition would give a boost
to domestic industry. But it will take
some time before China's 1C manu-
facturers can take up the slack
previously filled by imports. The
industry is plagued by low yields,
unstable product quality, hizh ex-
penses and operating costs, and
extreme waste of manpower and
materials. Chinese circuits cost from
five to 10 times as much to make at
home as to purchase from abroad.
Therefore, in addition to dealing
with the limited capacities of low-
quality ICs, electronics enterprises
that must rely on domestic 1C tech-
nology also face inflated costs.

Inadequate equipment anc facili-
ties are at the heart of the production
problems. For example, most ad-
vanced industrial countries have pro-
gressed to using lasers to cut inte-
grated circuits, while China still relies
on diamond saws that tend to be less
precise. And the existing design and
layout of Chinese factories cannot

While it will be years before
China becomes internation-
ally competitive on the high
end of electronic component
production and technology-
intensive applications, the
overseas market for simple
Chinese electronic products
can be expected to expand as
South Korea and Taiwan
gradually move their own
electronics exports upmarket.

easily accommodate IC production
lines, which need to be laid out in a
continuous line, rather than stacked
on different floors, to operate most
efficiently. Chinese researchers have
not provided help in solving these
problems, because they persist in
designing sophisticated technologies
that cannot be applied in many
Chinese manufacturing enterprises.

A constraint on computer
development

MOS: metal oxide semiconducror
RAM: random access memory
TTL: transistor—transistor logic

A 3-STAGE PLAN FOR INTEGRATED CIRCUITS

Laying the foundation: 1986-90. Master 3-inch silicon chip and 3.5 micron
production, and begin work on 2 micron technology. Ensure reliable mass-
production of 4K MOS RAM, 16K DRAM, 4K CMOS RAM, 8- and 16-bit
microprocessors, 1,600-2,400 CMOS gate array logic circuits, and low-power TTL
circuits. Focus R&D efforts on 2 micron technology and and CMOS circuits.

Continuing development: 1991-95. Continue to focus on large-scale integrated
circuit (LSI) production, mastering 4-inch silicon chips and 2 micron production
technology. Attain mass-production of 64K MOS RAM and 6,400-12,800 CMOS
gate arrays. Continue to concentrate on 16-bit microprocessors, with some work on
32-bit processors and 256K MOS RAM. Begin work on gallium arsenide (GaAs)
circuits. Focus R&D efforts on 5-inch, 1 micron technology.

VLSI production: 1996-2000. Develop very large-scale integrated circuit (VLSI)
production, including mass-production of 256K and 512K MOS RAM and 32-bit
microprocessors. Produce some 1 megabyte memories. Focus R&D efforts on new
generation ICs such as advanced superconductors and bioelectronic circuits. Strive
to attain equivalent of the 1990 IC production level of the United States.

DRAM: dynamic random access memory
CMOS: complementary metal oxide
semiconductor

Sources: China Computer World, May 8, 1984; MEI
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China’s shortage of quality inte-
grated circuits has broad implica-
tions for the modernization of other
industries. The computer industry
feels the effects perhaps more than
any other sector.

China’s annual computer produc-
tion is set to reach 1,800 large and
medium computers and 40,000 mi-
cro and single board computers by
1990. This expansion is coupled with
the computer industry’s own self-
sufficiency drive, which calls for 80
percent of the country's microcom-
puter needs to be met by domestic
suppliers by 1990.

Current restrictions on 1C imports
hamper these ambitious goals by
limiting the available supply of so-
phisticated, high-quality compo-
nents. This in turn affects not only
the number of computers that can be
produced, but the extent to which
they can be customized for diverse
uses. In particular, computer-aided
design (CAD) and computer-aided
manufacturing (CAM) technology—
vital to reaching the next stage of
industrial modernization—will suf-
fer, as circuits must be specially
designed for use in the microproces-
sors that guide machines.

By slowing the pace of technologi-
cal advancement in the computer
industry, the shortage of high-quality
integrated circuits has retarded
developments in industrial manufac-
turing, communications, and trans-
portation. Only top-priority projects
requiring specialized computer sys-
tems—such as the establishment of
nationwide scientific and technical
computerized information net-
works—are likely to move forward
quickly.

Good news in consumer
electronics

Consumer electronics develop-
ments are also held back by the poor
quality of domestically made compo-
nents. China’s inability to supply
inexpensive, high-quality semi-
conducters and ICs limits the extent
of design and innovation possible for
consumer electronics producers.
China is not yet able to mass produce
products such as microwave ovens,

for example, because it cannot
cheaply manufacture the compo-
nents.

But the consumer electronics sec-
tor holds out some hope for what
China might be able to accomplish if
ICs and other electronic components
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can be produced at adequate quality
levels. Rising domestic demand for
such consumer goods as televisions,
washing machines, electric fans, and
tape recorders has called more atten-
tion to the industry and caused
domestic content to increase dra-
matically in a short time.

A China Daily article published last
July estimated that 80 percent of the
television sets and 50 percent of the
tape recorders made in China in
1988 will use domestically produced
integrated circuits. This demon-
strates that domestic components are
increasingly adequate for consumer
electronics products utilizing basic
technology.

When producers can source com-
ponents that better suit their tech-
nical requirements, the quality of
their products should improve. Pro-
ducers of black and white televisions,
for example, have improved the
mean time-between-failure rate from
8,000 hours to over 15,000 hours in
1987.

This expanding ability to produce
simple electronic products is paying
off abroad. The China Electronics
Import-Export Corporation con-
cluded a deal last summer with Mona
International Electronics, Canada’s
second-largest electronics company,
to provide $120 million worth of
color and black and white television
sets over the next five years. The TVs
will be marketed in Canada and the
United States.

While it will be vyears before
China becomes internationally com-
petitive in the high end of elec-
tronic component production and
technology-intensive applications,
the overseas market for simple Chi-
nese electronics products can be
expected to expand as South Korea
and Taiwan gradually move their
own electronics exports upmarket.
Plans call for quadrupling 1987
electronics export levels to reach an
annual total of $800 million by
1990. A big boost to the export
effort will come from a ¥104 million
($28 million) subsidy, approved in
1985, from the Industrial and Com-
mercial Bank of China to assist in
the renovation and modernization
of existing electronics production
lines. The newly formed Ministry of
Machine-Building and Electronics
has agreed to pay the projected ¥8
million ($2.15 million) interest at-
tached to these loans. The require-
ment that the factories must repay
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The Chinese Institute of Metallurgy is one of six major institutes researching integrated
circuit technology.

Raising the quality of integrated circuits and other electronic components is essential
if China is to achieve its goal of raising production of the electronics industry to
1970s and 1980s Western technological levels by 1990. Here, workers assemble elec-
tronic components at the Shanghai No. 18 Radio Factory.

TECHNOLOGICAL DEVELOPMENT
OF MEMORY CHIPS: CHINA VS. THE WORLD

Year Integration density Line width Wafer size
developed (bit) (microns) (inch)
Intl China Intl China Intl China
1970 256 10 2
1973 1K 3
1975 4K 1K 7 4
1977 16K 5
1979 64K 4K 3 5
1981 16K 5
1983 256K 2 6
1984 64K
1985 1024K ¥ 185 4-5 3-4
1986 4096K 0.5-1 3-4 6-8

Sources: Guo Pingxin: “The Development of Microelectronics and the Emergence of Bio-
Microelectronics,” Guide to China’s Computer Industry (Beijing: Electronics Industry Publishing
House, 1985), various Chinese sources,
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INTEGRATED CIRCUITS ORGANIZATIONS
Leading Production Facilities

Chinese Academy of Sciences Factory No. 109 (Beijing)
Beijing No. 2 Semiconductor Factory

Beijing No. 3 Semiconductor Factory

Dongguan Electronics Factory 878 (Beijing)

Tianjin Semiconductor Factory

Shanghai No. 5 Components Factory

Shanghai No. 14 Radio Factory

Shanghai No. 19 Radio Factory

Shaoxing Electronics Factory (Shaoxing, Zhejiang)
Changzhou Semiconductor Fuctory (Changzhou, Jiangsu)
Jiangnan Semiconductor Factory (Wuxi, Jiangsu)
Tianguan Electronics Factory [military facility] (Qinan, Gansu)
Lishan Microelectronics Corporation (Xi'an, Shaanxi)

Leading Research Institutes

Institute of Semiconductors [under the Chinese Academy of Sciences] (Beijing)

Institute of Microelectronics [under Qinghua University] (Beijing)

Institute of Metallurgy [under the Chinese Academy of Sciences] (Shanghai)

Nanjing Solid State Device Research Institute

Hebei Semiconductor Research Institute (Shijiazhuang, Hebei)

Shenyang Liaohe Experimental Research Institute [under the Ministry of Machine-
Building and Electronics Industry]

Source: Ministry of Machine-Building and Electronics Industry
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the loans should encourage efficient
use of the purchased technology as
factories strive to shorten the
payback period.

Reorganization to promote
cooperation

While early efforts to upgrade the
industry focused on increasing out-
put, integration of the different
electronics subsectors is the latest
adjustment to China’s national elec-
tronics plan. To better coordinate
research and applications of elec-
tronics technology, the Ministry of
Electronics Industry (MEI) and the
State Machine-Building Industry
Commission were merged in March
to form the Ministry of Machine-
Building and Electronics Industry,
headed by Zou Jiahua. The decision
to combine these two powerful enti-
ties reflects China’s strong interest in
emulating Japan’s successful devel-
opment of “mechatronics,” or the
integration of mechanical and elec-
engineering. But these at-
tempts to force coordination be-
tween the various users of electronics
technology could fall flac if tradi-
tional bureaucratic loyalties are not
dissolved, and instead continue to
restrict the amount of cooperation
that takes place.

To force further integration, the
ministry is also experimenting with
new organizational structures. Four
major computer conglomerates in
Beijing, Shanghai, Shenyang, and
Guangzhou illustrate how Chinese
planners are trying to increase the
horizontal links between producers
and endusers. The Great Wall Com-
puter conglomerate in Beijing, for
example, is composed of 58 com-
puter production units, four R&D
institutes, and five universities that
work together to coordinate elec-
tronics  development, production,
and application. Although other ex-
periments along these lines receive
less national attention, they may have
the flexibility to move forward more
rapidly (see p. 22).

The electronics bureaucracy, ex-
perimental conglomerates, research
institutes, and production enter-
prises face an uphill battle as they
try to raise China’s technological
level. Shaping an integrated elec-
tronics industry—one that can sup-
ply components of appropriate
quantity and quality to all sectors—
can be expected to take years if not
decades. 5

tronic
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From software to satellite launches, overseas technology sales are
gradually gaining in sophistication

China’s Technology

ince 1980 China’s budding
technology exports have been
overshadowed by the exten-
technology imports
needed to modernize the country's
industrial base. Nonetheless, China
has increased technology exports
with growing sales of technology
licenses, military hardware, and ser-
vices ranging from construction to
satellite launching.

Efforts to commercialize China's
research and development program
(see p. 24), along with a system of
awards for scientific results and the
protection offered by the four-year-
old patent law, have nurtured a new
crop of scientific and technological
advances. And the realization that
technology trade is one of the fastest
growing components of the interna-
tional market has given China an
additional incentive in its drive to
develop and export technology—and
thus earn foreign exchange and
increase its international stature.

sive

Wide swings in sales
China’s vague export classifica-
tions and confusing customs statistics
make it practically impossible to get a
clear picture of total technology
exports. Watches and televisions, for
example, are frequently classed as
technology exports, although in most
countries they would be considered
technology-intensive products rather
than actual technologies. And statis-
tics on the country’s thriving defense
technology exports are obscured
within the huge “‘products not classi-
fied elsewhere” customs category—
if they are included at all.
Technology exports can be broadly
broken down into four categories:
technology licenses, military equip-
ment, services, and capital goods.
Export values tend to fluctuate
widely from year to year (see graphs),
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Erik Baark

China’s efforts to market its
technology abroad provide
concrete evidence of the coun-
try’s growing technological ca-
pabilities and confidence.
Technology licenses and mili-
tary arms exports are growing
at a particularly fast pace.

because of unstable world

partly
market trends but also because China
lacks an established structure for

technology development and export.

Monitoring the types of Chinese
technology offered for sale at exhi-
bitions abroad is one way to measure
how China is faring in this respect.
The statistics show that technologies
offered can vary substantially from
year to year. From 1986 to 1987, for
example, exhibits of items with in-
dustrial applications dropped from
66 percent to 37 percent of total

Erik Baark is a research fellow at the
Institute of Economics and Planning,
Roskilde University Centre, Denmark,
and senior research fellow at the Re-
search Policy Institute, University of
Lund, Sweden. He is currently writing a
book on China’s technology markets.

Exports

technology exhibited. In contrast,
both environmental protection and
agricultural production technologies
bt‘gilll Lo illJPl'll[‘
exhibits, rising from about 2 percent
of exhibits to just under 10 percent
during the same period.

Exhibits of medical technologies
declined slightly from 1986 to 1987,
from 16.9 to 14.4 percent of all
technologies offered abroad. Cos-
metics production technologies en-
tered the scene only in 1987, ac-
counting for 6.2 percent of
technologies offered. Strong
showings in these areas reflect Chi-
na’s traditional skills in herbal medi-
cine and fermentation techniques.

The absence of technologies re-
lated to energy is surprising in view
of China’s emphasis on this sector
and may illustrate the highly theoreti-
cal orientation of technology devel-
opment. Most R&D is conducted in
research institutes rather than in
industrial facilities, where more prac-
tical designs—such as those for

more often at

energy-saving devices
phasized.

might be em-

Building a reputation

As much to accumulate prestige as
foreign exchange, China targets in-
dustrialized countries for technology
sales and proudly publicizes what it
considers to be significant purchases.
One such success story is the Chi-
nese-language software package with
five-stroke Chinese-character input
technology sold to Digital Electronic
Corporation (US) in 1987 by the
China National Technical Import
C()l'p()r;l[i()n (TECHIMPORT). An-
other computer success is a Chinese
character microcomputer typesetting
system invented by the China Print-
ing Science and Technology Research
Institute. The system has garnered
$100,000 in sales agreements with

The China Business Review/July-August 1988



foreign businesses.

China also points with pride to the
sale of certain types of medical
equipment to Japanese and US pur-
chasers, such as the SDL Corpora-
tion’s $10 million purchase, an-
nounced in 1987, of 20,000
physiatric tools that utilize tradi-
tional Chinese medical techniques to
regulate blood circulation and en-
ergy forces. Another model sale is a
new Vitamin C fermentation technol-
ogy licensed to Hoffman LaRoche
(Switzerland) in 1986.

Most technologies sold by Chinese
inventors—at home as well as
abroad—Ilack final development and
engineering design. Consequently,
most foreign purchasers must per-
form further engineering work, such
as adjusting processes for mass pro-
duction. This is also common prac-
tice when Western countries pur-
chase technology from the Soviet
Union and Eastern Europe. Because
most technologies require extensive
refinement by the purchaser, China’s
technology sales are not usually
linked to equipment purchases.

Toehold in the Third World

While industrialized countries are
the most desirable markets, Third
World countries have been a steady
focus of technology exports, which
often take the form of official aid.
For example, China played a vital
role in building the 1,160 mile
Tanzania—-Zambia railway, begun in
1968 and opened to traffic in 1976,
by both financing the project
through grants and long-term con-
cessional loans and carrying out
construction.

China has participated in the Tech-
nological Cooperation Between
Developing Countries (TCDC), a pro-
gram developed by the United Na-
tions and funded primarily by the
United Nations Development Pro-
gram (UNDP). Recent TCDC projects
include building centers for biogas
development and setting up facilities
for, small hydropower generation,
sericulture, and integrated fish farm-

bought technology to produce gun-
nysacks and woven bags.

Exhibitions lead to licensing deals

To encourage individual inventors
or research units that lack the means
to systematically market their efforts
abroad, the Chinese government
subsidizes entrance fees to all over-
seas technology exhibitions, leaving
the exhibitor responsible only for a
nominal fee of ¥300. Subsidizing
participation in international tech-
nology exhibits appears to be paying
off. Foreign licenses of Chinese
technology have surged dramatically
since the mid-1980s when China
began to actively participate in over-
seas technology exhibitions and
sponsor domestic shows.

The first Chinese delegation to
display technology wares abroad ap-
peared at the 13th International
Exhibition of Inventions and New
Technology in Geneva in April 1985.
Chinese exhibitors showed 19 items
and went home with 12 contracts in
hand. Between April 1985 and No-
vember 1986, China participated in
eight international technology exhi-

CHINA'S
TECHNOLOGY
EXPORTS
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bitions in the United States, Japan,
and Europe, showing an average of
32 items at each fair. By the end of
1986, China had signed a total of 125
contracts or letters of intent for
exhibited technology.

Many of China’s inventions have
won awards at technology exhibitions
around the globe. At the 35th Eureka
World Fair for Inventions held in
Brussels in 1986, for example, Chi-
nese inventions captured 49 of the
191 medals awarded—and took an-
other 46 medals home from the
following year's exhibition.

Starting with a 1986 fair in
Shenzhen, China has also sponsored
exhibitions at home featuring domes-
tic technology achievements. Some
general shows are held in conjunc-
tion with regular events such as the
Guangzhou Trade Fair, while others
focus on more specialized technol-
ogies or regional achievements.
Shenzhen has become a popular
exhibition site due to its proximity to
Hong Kong and export orientation.
The 1986 fair featured defense in-
dustry spinoff technology such as the
well-known Long March rockets and
microreactors for small nuclear en-
ergy plants. In late 1987, China
branched out by sponsoring a tech-
nology export fair in Hong Kong,
offering 1,779 different items for
sale. Another fair along these lines
will be held in Shenzhen late this fall.

Military hardware exports

While Chinese customs statistics
do not clearly indicate the total value
of arms exports, a recent US congres-
sional report ranks China as the
fourth-largest supplier of arms to
developing countries, with total sales
exceeding $5 billion. A large portion
of China’s military hardware exports
go to war-torn countries in the
Middle East, including Iran, Iraq,
and Afghanistan.

Some US analysts estimate that
Iran purchases about $1 billion in
weapons from China each year. And
the Stockholm International Peace
Research Institute reports that the

ing. Playing an active role in TCDC Bmwm%a;dpni:leeoods Iranians recently signed a $1.6 bil-
may not pay off in cash, but it should Vaiue of Complete Sefs lion deal with China to trade oil for
raise China’s stature in the Third milion 3 of Equipment and Materials Chinese fighter aircraft, tanks, and
g World 500 N missiles. Sales of Silkworm missiles to
< China’s relations with developing 400 Iran and CSS-2 intermediate-range
g countries have turned more commer- 300 missiles to Saudi Arabia indicate an
£ cial recently. In 1986, for example, 200 o increasing level of sophistication in
2 Nepal purchased equipment and L A ] China’s military hardware produc-
Eknow-hnw to produce 80,000 sets of 0931 1982 1985 1984 1985 1086 1987 tion, which should bode well for

T bus tires per year while Burundi SOURCES: State Statistcal Yearbook, Bejing Review future technology sales.
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More demand for construction
and satellite services

In addition to arms, the Middle
East provides China with a sizable
market for engineering and construc-
tion services. But as strife in the
region has slowed demand, China has
successfully shifted promotion of
construction  capabilities to  Asia,
Latin America, and Western Europe.
From 1982 to 1986, the value of
China's annual export of engireering
and construction services nearly tri-
pled, from $346 million to $1.189
billion. Hong Kong and Macau,
contracting for services on projects
totaling $224 million in 1986, are
China’s largest foreign customers.

One potentially prestigious—but
currently stalled—export service is
launching satellites for other coun-
tries using China’s Long March
rockets. Although China’s attrac-
tively discounted satellite piggyback
service was widely publicized as
recently as 1986, so far it has found
few firm buyers.

China’s ability to recover as well as
launch satellites—only the United
States and the Soviet Union share
this technology—is attracting more
international attention. In August

P.R.C. Business Firms in Hong Kong
and Macau: The first annual directory of
mainland Chinese affiliated business en-
tities in Hong Kong and Macau is schedul-
ed for release in January 1988. Some 500
entries have been compiled in a
cooperative publishing venture between
the U.S. & Foreign Commercial Service
of the U.S. Consulate Genera! in Hong
Kong and The American Chamber of
Commerce in Hong Kong.

A team of U.S. government staff members
and business people active in China and
on the executive committee of AmCham
HK'’s 600-member strong China Commer-
cial Relations Committee spent months
compiling and checking listings.

There are three major categories of
listings: geographic distinction, which in-
dicates national, provincial and urban cor-
porations of China; generic distinction,
which covers six major industrial or
service categories specifically -— Banking
& Finance, Insurance, Oil Companies,
Shipping Agents, Travel Services,
Publishing and News Media; Holding/
Parent firms, those with extensive sub-
sidiary networks. Chinese names of firms

1987 the French firm Mantra Espace
rented space on a Chinese satellite to
test micro-gravity experimental de-
vices, successfully recovering the
satellite after five days in space.
Companies in other countries have
since expressed interest in the satel-
lite recovery service.

Capital goods on the decline

The major exception to China’s
expanding technology sales picture is
the drop in exports of capital goods;
that is, machinery utilizing technol-
ogy for new production processes.
Exports of textile machinery, ma-
chine tools, production lines, and
turn-key projects have declined
steadily from 1980 until 1986, when
customs statistics showed a small
upturn (see graph).

While China’s export figures paral-
lel the world recession and subse-
quent upturn, the figures also high-
light the technological gap between
China and advanced industrial coun-
tries. During the early 1980s, for
example, China started modernizing
the textile industry by importing
textile machinery rather than buying
technology to manufacture these
machines at home. This import strat-
egy widened the gap across the board

N\

are given in a separate appendix. Price
US$37. (includes airmail postage).

China Commercial Relations Directory:
Now in its eighth year as the prime source
of information about AmCham Hong
Kong's leading China trade and trade
service companies. This biennial publica-
tion contains over 230 company listings
and a separate Products & Services
directory to the companies. Price: US$20.
(includes airmail postage).

Checks for the books should be made
payable to The American Chamber of
Commerce in Hong Kong and sent with
orders to the attention of the Publica-
tions Manager, Room 1030, Swire House,
Central, Hong Kong.

AmCham Hong Kong Offers Two New Titles

between Chinese and state-of-the-art
technology. While the current five-
year plan emphasizes upgrading ma-
chine-building technology, these ef-
forts will take years to show results.
In the meantime, China may con-
tinue to export capital goods success-
fully to other Third World countries
but is unlikely to break into markets
in advanced industrial countries.

Incremental improvements

China’s entry into the interna-
tional technology market is powered
by a range of domestic reforms
ranging from evolving patent legisla-
tion to increased cooperation be-
tween research institutes and enter-
prises. While these and other factors
have led to an increase in the number
of inventions and technologies devel-
oped and sold abroad, declining
capital equipment exports—espe-
cially of sophisticated machinery—
highlight fundamental weaknesses in
China’s technological base. Substan-
tial amounts of time, money, and
effort will have to be invested in
overhauling the industrial base be-
fore China can garner a place among
the major suppliers of sophisticated
technology to the international mar-

e
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Increased predictability—>but more restrictions

New Rules for
Technology Imports

s China's modernization

program picks up steam,

officials have become in-

creasingly frank about the
vital role foreign technology plays in
the process. The desire to import
technology is tempered, however, by
China’s dual fears of unleashing a
foreign exchange spending spree and
inadvertently acquiring redundant,
outdated, or inappropriate technol-
ogy. Statistics tell a tale of caution
and control: last year, China signed
561 technology import contracts for
a total of $2.96 billion, a 34 percent
drop from 774 contracts totaling
$4.45 billion in 1986. Recent decen-
tralization in sourcing and purchas-
ing authority heightened the govern-
ment’s concern about monitoring the
cost, kind, and quantities of technol-
ogy imports.

The “*Detailed Rules for the Imple-
mentation of the Regulations on
Administration of Technology Im-
port Contracts,”” (the Rules), issued
last January, reflect both China’s
needs and worries in this area. The
new Rules expand on some hitherto
vague or ambiguous provisions in
China's technology import regula-
tions and provide the clearest view
yet of the attitudes prospective for-
eign suppliers can expect to encoun-
ter in negotiating technology trans-
fer contracts. Despite supplying a
welcome increase in predictability,
the new Rules also officially reaffirm
some restrictions that were previ-
ously cast only as internal guidelines
or model contract terms. Thus from
the perspective of foreign compa-
nies, the regulations demonstrate
progress in the evolution of China’s
technology import procedures, but
still leave room for improvement.

Defining technology transfer

The new Rules expand and refine

The China Business Review/July-August 1988

Christopher G. Oechsli

New guidelines make it clear
that China will only purchase
from abroad those technol-
ogies necessary for moderniz-
ing its industrial base.

the definitions of technology import
contracts originally laid out in Chi-
na’'s 1985 Regulations on the Admin-
istration of Technology Import Con-
tracts (see The CBR, Nov-Dec 1985,
p. 36). First, “"know-how™ contracts
now include leasing contracts, sales
of technical materials such as operat-
ing manuals, and assembly or pro-
('Cssing contracts. Second, contracts
to transfer ‘‘pure
trademark licensing that involves no
other type of technology transfer—
are explicitly exempt from coverage
under the new Rules. However, most
trademark licenses accompany some
type of technology transfer that is
subject to the Rules.

A third change expands exemp-
tions for foreign investment enter-
prises (FIEs), by including cooper-
ative joint ventures and wholly

trademarks’ —

Christopher G. Oechsli is an attorney in
the Shanghai office of the San Francisco-
based law firm McCutchen, Doyle,
Brown & Enersen.

foreign-owned enterprises in the
definition of an FIE. Contracts trans-
ferring industrial property rights or
know-how to an equity joint venture
generally are regulated by the rele-
vant FIE laws rather than the tech-
nology import contract regulations.
However, given the comparative lack
of detailed guidelines governing the
capital contribution of technology to
FIEs, it is likely that many FIE
contracts containing foreign technol-
ogy contributions will be scrutinized
according to the technology import
contract rules.

Spelling out more in the contract

The original technology regula-
tions specify certain terms that must
be included in a technology transfer
contract, and the new Rules expand
the list of required items.

P Testing risks and responsibil-
ities. The two parties must specify
who is responsible if the technology
fails to meet established targets in the
agreed-upon time, and the respon-
sibilities of each party in that event.
Chinese buyers often insist on some
form of automatic compensation or
withholding of final payment if the
technology fails the certification test.
The tests, therefore, should be
clearly and realistically designed,
with the standards for raw materials,
utilities, personnel, and quality con-
trol to be used in the testing proce-
dures spelled out in detail.

The new Rules also state that the
supplier must deliver technical docu-
mentation (such as operating man-
blueprints) within a
timeframe that accommodates the
recipient’s work schedule.

| 4 Confidentiality and shared
improvements. The parties must
make provisions in their agreement
regarding confidentiality. The Rules
specify that the confidentiality term

uals or
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generally may not exceed the length
of the contract. If, however, the
supplier provides confidential im-
provements to the technology, the
supplier may impose an additional
confidentiality period for the im-
proved technology. The issue of who
will own the improved technology,
and how it will be shared, must also
be addressed.

P Compensation. Compensation
terms for contract breaches by either
party must be set. In practice,
suppliers have found it difficult to
negotiate limits on their liability
because the Chinese prefer to pro-
pose penalty provisions that, while
negotiable, do not contain ceilings.

P Dispute resolution. The parties
must specify the methods they will
use to resolve disputes.

P> Definition of terms. The Rules
introduce the requirement that com-
mon or key terms and phrases be
clearly defined in the contract. This is
a standard US legal practice that
helps establish a “‘meeting of the
minds’’ on terminology.

P Trademark samples. The 1985
Technology Import Regulations re-
quire the supplier to provide the
registration or application numbers
for all patents and trademarks re-

Intellectual Property
publications from Asia

IP ASIA, a comprehensive
report published ten times a
year covering legislation,
enforcement and new devel-
opments affecting intellectual
property, marketing and com-
munications law in Asia.
US$330

CHINESE TRADEMARKS,

a special report on translation
of Western marks into Chi-
nese characters and related
legal issues. US$60

Write to:

Shomei Ltd, M5 New Henry
House, 10 Ice House Street,
Central, Hong Kong

Tel: 5-253722

Fax: 5-8105602
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lated to the technology being trans-
ferred. The new Rules require sup-
pliers to attach samples of all related
trademarks. This information is re-
quired whether or not the patents
and marks are registered in China.
Suppliers can, however, strike an
independent confidentiality agree-
ment with the recipients if they are
worried about protecting the tech-
nology and trademarks supplied.

Confidentiality problems

The 1985 Regulations provide that
a technology import contract should
generally not exceed 10 years, and
the new Rules add that protection of
the technology's confidentiality
should generally last only as long as
the contract. This new provision
reflects the reluctance of Chinese
recipients to commit to extensive
confidentiality terms unless the tech-
nology is highly desired.

The 1988 Rules also state that if
the technology is publicized through
no fault of the recipient, the recipi-
ent is no longer required to keep the
technology secret. The Rules also
protect the recipient’s right to con-
tinue using the imported technology
after the contract expires, unless the
supplier receives official approval for
restricting the technology’s use.

Bans on export restrictions

China's 1985 Technology Import
Regulations prohibit suppliers from
imposing ‘“‘unreasonable” restric-
tions on exports of items made with
the transferred technology. The new
Rules reflect China’s current export
emphasis by stating that suppliers
may not impose any export restric-
tions at all, except on exports to
countries or regions where the sup-
pliers hold an exclusive license or
distributorship. Only the official or-
ganization that examines and ap-
proves the contract can grant the
supplier an exemption from this
restriction.

Besides restating an existing rule
requiring suppliers to pay relevant
Chinese taxes, Article 16 also codi-
fies existing practice by specifying
that suppliers may not shift tax
responsibilities to the recipient.

Gaps in the approval process

The new Rules generally reaffirm
the contract approval provisions of
previous technology import legisla-
tion. For example, if the approval
authority does not act on a submitted

basic contract within 60 days, the
contract is considered to be ap-
proved. But it remains unclear what
happens in the case of contracts
requiring special approval—those
calling for an extended confidential-
ity period, export restrictions on the
recipient, or preferential tax treat-
ment, for example. If no action is
taken on such a contract within the
prescribed time, is it considered
approved? The Rules add importance
to this issue by reaffirming that
banks, customs offices, and tax au-
thorities may refuse to do business
with the contracting parties unless
they provide a certificate of govern-
ment approval. Where will a certifi-
cate come from in the event of
“passive’” approval? These continu-
ing questions and ambiguities make
the approval-granting provision un-
reliable.

The new Rules further undermine
predictability by expanding the ap-
proval authorities’ discretion to re-

ject or modify a contract. The broad

language in Article 18 allows rejec-
tion of contracts that are “‘imper-
fect,” contain “‘unreasonable’ price
or payment terms, or assign ‘‘un-
clear, unequal, or unreasonable”
responsibilities or obligations to each
party. The authorities’ ability to
define these terms—and thereby
force contract modification in the
final stages of agreement—will likely
remain a frustration for foreign
negotiators.

Who'’s calling the shots?

The Rules, along with the parent
Regulations, give prospective foreign
suppliers a clear picture of what their
Chinese negotiating partners—and
the approval authorities—will accept
in a technology import contract.
Satistying both of these parties is
essential for foreign companies that
want to see their technology contract
executed. Although economic decen-
tralization has increased the number
of entities that can import technol-
ogy on their own, the central authori-
ties have retained their right to
approve contracts in order to regu-
late the overall import picture. Thus
to avoid unexpected obstacles at the
end of the road, foreign suppliers
should first ensure that their negoti-
ating partners have the authority to
participate in a contract and then try
to confirm important contract terms
with approval authorities throughout

o

the negotiating process. b
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List Your Company In

The 1988 US-China Business Services Directory

Take advantage of this opportunity to be included in the new edition of the US-China Business Council’s best-
selling business services directory, which will be published this fall. This directory includes more than a
thousand listings of companies providing a wide range of services to China traders in the US and the People’s
Republic. Anindispensable reference guide for anyone doing business with China, the US-China Business Ser-

vices Directory offers an excellent opportunity to promote your company’s services.

Listings in The US-China Business Services Directory are free. To be included, simply fill out this form and

return to the address below by August 29, 1988. Don't be left out!

Categories to be listed:
Accounsing Consulting )
Advertising & Public relations Educational and Professional Programs
Airlines Embassies & Co S
Architectural & Construction Engineering otions '
Banking and financial services Freight Forwarders & Courier
Business 1t systems Hote
Commodity }nspeca'on services Insurance
Computer & Telecommunications Services Leasing Services

Legal Services

Market Research & Marketing
Ports

Public Relations

Publications & Other Media
Real Estate Development

g‘%&aﬂs & Trading Companies

My company’s entry in US-China Business Services Directory 1988 should read as follows:

Company Name

Categories from the above list that best describe my company’s business (limit of 2)

/

Brief description of my company’s services:

US Office: PRC or Hong Kong office:
Address Address
Telephone Telephone
Telex Telex
Fax Fax
Contact Contact
(title) (title)

Other Asian Offices

Please send me information on advertising

Person completing form

Title

Date Phone

Send completed forms to: Business Services Directory; US-China Business Council, 1818 N St., NW:

Suite 500; Washington, DC 20036; USA



Efforts to improve vocational training may shift from schools to factories
following funding cutbacks

The Technical
Education Challenge

hina's work force has long

been educationally under-

qualified. Up to 70 percent

of the workers in most in-
dustries have only seven to eight
years of schooling. Because the coun-
try's limited number of college grad-
uates are usually assigned to aca-
demic or bureaucratic positions, few
factories harbor any hope of employ-
ing a college graduate. Instead, mid-
level specialists trained at vocational-
technical schools form the technical
core in China’s factories.

More vocational graduates

During the Cultural Revolution,
from 1966-76, China’s existing vo-
cational-technical education system
suffered through a *“‘revolution in
education’ that emphasized practical
farming skills and small-scale produc-
tion in school-run factories. The
emphasis on experience over aca-
demics did not provide students with
strong scientific and technical skills,
resulting in a dearth of technical
specialists among workers educated
at that time.

In the late 1970s, as China's
leaders realized that this shortage
would hinder efforts to improve
industrial productivity, they began to
look for ways to revamp vocational-
technical education. After studying
systems in several countries, China
adopted an experimental scheme
incorporating elements from various
approaches.

In the early 1980s, the Ministry of

Education (now known as the State
Education Commission) embarked
on a new course. Some general
academic high schools were con-
verted into vocational or agricultural
high schools, while others added
vocational classes to the general
curriculum. Enrollment climbed in
every type of vocational school from
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Jurgen Henze

Graduates of wvocational

schools form the core of Chi-
na’s technical work force. But
factory workers may need bet-
ter preparation if they are to
lead China to a high-tech
future.

1980—-87 (see box). But numbers
alone will not resolve all the prob-
lems related to a shortage of skilled
technicians. Improvements in the
quality and efhiciency of technical
training programs are also needed.

Problems in the job market

As the number of students at
vocational—technical schools has
grown, so have the problems in
matching the job skills of graduates
with the employment needs of Chi-
nese enterprises. One attempt to

solve this problem was to get rid of

the old job assignment system, under
which ministerial, regional, and uni-
versity competition for students hin-
dered rational assignments. Now
vocational-technical school gradu-

Jurgen Henze is a researcher at the
Institute of Comparative Education,
Ruhr University, West Germany.

ates are recommended for jobs based
on the results of special examinations
given by local labor departments.
Surprisingly, in some regions the
vocational grads have difficulty find-
ing employment. Overstaffed pro-
duction and service industries are
becoming more cost-conscious, care-
fully monitoring entry-level recruit-
ment to prevent an overinflated
payroll. Labor authorities have re-
sponded by enforcing manpower
forecasting, setting up new coordi-
nating administrative organs, re-
forming salary structures, and direct-
ing more people to private enterprise.

Problems in the school system

The rising demand for experi-
enced industrial technicians is luring
qualified teachers out of the schools
and into more lucrative factory jobs.
As a result, obtaining and retraining
qualified teachers for vocational
schools is a serious problem. Some
40 percent of all vocational-tech-
nical school teachers hold only a
specialized secondary school degree
(see box) or less. And the lack of any
national curriculum or unified and
systematically prepared teaching ma-
terials leaves these minimally quali-
fied teachers on their own for both
teaching methods and materials.

But potential cutbacks in govern-
ment funding pose the most serious
threat to the vocational-technical
education system. The National Peo-
ple’s Congress held last March rec-
ommended that more money be
diverted away from education and
toward industrial projects offering a
high rate of return. While the entire
educational system will certainly feel
the pinch, vocational schools may
suffer the most, since their per unit
expenditures can run three to four
times higher than schools offering a
standard academic curriculum. One
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proposal reflecting the interest in
cutting down State educational costs
has been to encourage vocational
schools to help finance themselves
through earnings from school-based
production or farming.

Responsibility falls to the factory

Funding cutbacks have already
forced changes in the current system.
One increasingly popular practice is
commissioned training, in which en-
terprises agree to sponsor a student
to study a specific subject, at a cost of
¥450-¥650 per year, in return for
the student’s commitment to join
that factory upon graduation.

Some factories are responding to
the continuing inadequacies of the
vocational-technical education sys-
tem by bringing more worker educa-
tion and training in-house. A wide
range of on-the-job and off-the-job
training is currently in use, including
workers’ universities, correspon-
dence courses, radio and television
courses, and evening classes. In-
house education is increasingly im-
portant for units that want to stay at
the forefront of new technologies.
And a new emphasis is being placed
on adult “life-long” education, in
which workers receive additional
training over the course of their
employment. This approach to rais-
ing workers’ skills will require fewer
funds than upgrading the quality of
vocational-technical schools.

Because extra training requires
extra cost, these efforts will succeed
only if enterprises are given greater
financial autonomy. But the biggest
hurdle may be convincing plant
managers and Party secretaries that
education is a long-term investment
offering definable rates of return.

A time of transition

China’s vocational-technical edu-
cation system is entering a transition
period. Leaders are learning that the
system set up in the early 1980s must
be modified to meet the demands of
today's marketplace. And the role of
factories will continue to grow as they
are forced to rely primarily on their
own resources to raise employees’
technical skills.

China’s industrial reform program
could benefit from the support of a
strong technical education program.
This will only happen when a stable,
coordinated alliance is forged be-
tween the State, vocational—technical
schools, and Chinese enterprises. b
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A GLANCE AT SECONDARY EDUCATION

High schools with a standard academic curriculum
1980: 55.08 million students
1987: 58.69 million students

The vast majority of Chinese students still attend high school programs with a
general curriculum, although more vocational electives are integrated into the
academic program. About 24 percent of these high school graduates attend college.

Specialized secondary schools
1980: 1.24 million students
1987: 1.87 million students

Primarily financed and administered by industrial ministries or their regional
departments, these schools—which include technical high schools and teacher-
training schools—allocate 50 percent of instruction time to a standard curriculum,
and split the other half equally between specialized education and practical training
or internships. During a three- to four-year course, students specialize in areas such
as engineering, veterinary science, medicine, agriculture, forestry, economics, and
finance. Most graduates are assigned to high-level jobs at key enterprises under
whichever ministry runs the school. Graduates generally start out at grade 3 or 4 on
the eight-grade wage scale for industrial employees. There is, however, often a
mismatch between the student’s field of study and actual job.

Workers training schools
1980: 700,000 students
1985: 742,000 students

These long-established three-year school-based training programs produce the
majority of China's skilled workers and mid-level technicians. Students study
roughly the same subjects as students at specialized secondary schools, but at a
lower level. About one-third of the students join the program after graduating from
high school, but others enter with just a junior high school diploma. The schools
may be shifting their emphasis toward more practical training if recent plans
released by the Ministry of Machine-Building and Electronics Industry are any
indication. The 50-50 split between theoretical instruction and practical training
will be changed to favor two-thirds training.

Vocational high schools and agricultural high schools
1980: 454,000 students
1987: 2.68 million students

Run by a variety of regional or local industrial, service, or governmental units,
this catch-all category includes one- to three-year programs that offer the lowest
level of instruction, and generally face a shortage of teachers and teaching
materials. The schools vary greatly in character and length of study, but about 31
percent of the students study agriculture, 26 percent engineering, and 12 percent
administration. Graduates usually get low-salary, low-status jobs ranking at grade 1
or 2 on the wage scale.

Training centers for vocation-technical education
1980: NA
1985: 1.7 million students

These short-term programs financed by local labor departments were first
established in the late 1970s to absorb urban high school graduates who could not
immediately be placed in jobs. The schools provide basic training.
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The New Face of Nonferrous Metals

Shifting priorities in China’s nonferrous industry open a window of
opportunity for forergn companies

ince the early 1980s, China’s
consumption of nonferrous
metals has increased dramati-
cally to keep up with the need
for more raw materials in the mili-
tary, machine building, packaging,
and construction industries. Despite
having vast reserves of almost all
nonferrous metals, China has be-
come a net importer. By 1987 the
annual nonferrous metal import bill
had reached almost $1 billion, with
China spending close to $350 million
to bring in aluminum and copper, its
two primary nonferrous imports.

Economic planners originally
chose to import nonferrous metals
rather than spend the billions neces-
sary to develop existing resources.
But a $3.2 billion nonferrous trade
deficit from 1980-85 and the serious
foreign exchange shortage of 1985-
86 made them reconsider. While
most industries faced tightened capi-
tal construction budgets in 1987, the
State Council moved to increase
funding for major projects in the
nonferrous industry. As a result of
the heightened interest in exploiting
China’s underdeveloped mining and
smelting capacity, many new large
nonferrous projects are now in the
works (see list).

To complement this new develop-
ment strategy, in September 1987
China’s State Council enlarged the
decision-making authority of the
China National Nonferrous Metals
Industry Corporation (CNNC), the
ministry-level organization charged
with monitoring the operations and
administration of China's nonferrous
metals industry. CNNC was given the
power to determine what percent of

David Richter, a program manager at
the US—China Business Council, follows
developments in the energy and resource
sectors for member companies,
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production at each nonferrous enter-
prise must be turned over to the
State. By being more flexible in
letting enterprises sell more metals
on the free market and retain a larger
share of their earnings, CNNC should
be able to encourage producers to
increase production, improve mar-
keting, and expand exports.

Finding funding

China plans to tap a wide variety of
sources to obtain the money needed
to support increased investment in
the nonferrous sector. In addition to
mobilizing State and provincial
funds, China will borrow money from
abroad, looking first to concession-
ary funding sources. The World Bank
and the Asian Development Bank
(ADB) are obvious choices, but plan-
ners are also pursuing government-
to-government soft loans. Both
France and Canada have already

indicated their willingness to extend
generous loan packages for nonfer-
rous projects (see list).

The nonferrous industry is likely to
make its first attempt to secure a
World Bank loan later this year. In

June 1987, CNNC General Manager

Fei Ziwen visited the World Bank to
discuss the possibility of obtaining a
loan for the proposed Great Wall
Aluminim Complex near Zhengzhou
in Henan Province. The Chinese
have yet to make a formal request for
the loan, but World Bank ofhcials
expect the application will soon be
made. The Bank’s in-depth feasibility
study process makes it unlikely that
money would be available for the
project before 1990.

Only when concessionary sources
have been exhausted will China turn
to the more expensive alternative—
commercial financing. Commercially
funded projects must be able to

Dexing Copper Mine in Jiangxi Province is one of China’s largest and has purchased
American equipment and services. Here workers prepare to transport ore.
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export enough nonferrous metals to
carn the foreign exchange for loan
repayment. China considered com-
mercial financing for a new alumi-
num smelter at Weinan, near Xi'an in
Shaanxi Province, until Canadian
government financing became avail-
able.

An alternative source of invest-
ment is the China International Trust
and Investment Corporation (CITIC),
which first demonstrated its interest
in the nonferrous sector when it took
a 10 percent stake in the Portland
Aluminum Smelter in Australia in
1986. CITIC's first domestic commit-
ment is a significant 35.6 percent
share in the Bohai Aluminum Com-
pany—a $286 million project in
Hebei Province. And since Huang
Dichun, the former deputy general
manager of CNNC, was recently lured
into a position at CITIC, it appears
likely that more nonferrous projects
will be part of CITIC’s future plans.

To coordinate foreign investment,
nonferrous industry leaders are dis-
cussing the establishment of an in-
vestment corporation that would
focus on this sector. Such a corpora-
tion would be consistent with China’s
current plans to decentralize project
financing and fundraising respon-
sibilities, transferring this task from
the State Planning Commission to
the industrial ministries. If a nonfer-
rous investment corporation is
formed, it will probably be based on
the steel industry’s model, the China
International Iron & Steel Invest-
ment Corporation (CSI). Jointly ad-
ministered by the Ministry of Metal-
lurgical Industry (MMI) and the State
Planning Commission, CSI has ac-
tively promoted foreign investment
in China’s major steel projects since
it was formed in 1987 and recently
signed its first two loan agreements
worth a total of $80 million.

Aluminum projects illustrate
strategy shift

Investment in all nonferrous met-
als—including copper, lead, zinc,
and rare earths—has increased, but
so far the lion’s share of resources
has gone to aluminum. In the early
1980s China realized the importance
of this sector for both defense and
commercial applications and began
developing the domestic industry (see
The CBR, May—June 1986, p. 61). As
the trial case for the nonferrous
industry, aluminum offers some les-
sons on how development of other

The China Business Review/July-August 1988

metals may proceed.

Domestic production of aluminum
has grown rapidly during the decade,
reaching 615,000 tonnes in 1987, up
from 400,000 tonnes in 1982, CNNC
expects annual aluminum produc-
tion to hit 1 million tonnes by
1991 —still not enough to achieve
China’s goal of meeting domestic

demand by the early 1990s.

Early efforts 1o boost domestic
aluminum processing capacity fo-
cused on imports of secondhand
plants and equipment to outfit the
industry. This strategy played to the
strengths of Japanese companies,
who sold China a number of used
plants, including the Showa Smelter

CNIEC AND MINMETALS FIGHT FOR EXPORTS

Photo courtesy of Xinhua News Ag

Jiangxi’s Xialong Tungsten
Mine. China hopes to add
nickel and rare earths to
the list of major nonfer-
rous exports such as tung-
sten, molybdenum, and tin.

A second element of China's new
nonferrous strategy is to expand
exports. Major projects already un-
derway in rare earth metals and nickel
(see list) offer new foreign exchange
earning possibilities that will supple-
ment the income from traditional
exports like antimony, tungsten, mo-
lybdenum, and tin.

As a first step in increasing exports,
CNNC established the China National
Nonferrous Metals Import—Export
Corporation (CNIEC) in January
1984. CNIEC entered the company of
the China National Minerals and
Metals Import-Export Corporation
(MINMETALS) under the Ministry of
Foreign Economic Relations and
Trade, and the China Metallurgical
Import-Export Corporation (CMIEC)
under the Ministry of Metallurgical
Industry, becoming the third organi-
zation officially authorized to market
nonferrous metals overseas. CMIEC
primarily handles ferrous metal prod-
ucts, but does export a small amount
of nonferrous and rare earth metals
produced at MMI's iron and steel
facilities, which include the world's
largest rare earth deposit at the
Baotou Iron and Steel Plant in Inner
Mongolia.

Competition between CNIEC and

MINMETALS has been fierce as the

newcomer has moved in on what was
previously a near-monopoly for
MINMETALS. To increase CNIEC's
international exposure, CNNC spon-
sored three trade symposia in Japan,
West Germany, and the United States,
one each year beginning in 1985.
These shows were a success, generat-
ing Chinese sales worth $52 million in
West Germany and $60 million in New
York. And to begin making inroads
into MINMETALS' longstanding
overseas contacts, CNIEC opened an
office in New York in 1987 and in
Essen, West Germany, in June 1988.
But CNNC's determination to chan-
nel more exports through its own
company are hampered by the re-
quirement that provincial branches of
CNIEC coordinate exports with the
head office in Beijing. In contrast,
MINMETALS’ local offices can now
act independently and sell directly to
foreign parties. This decentralized
authority gives MINMETALS more
flexibility in exporting nonferrous
metals produced at both the local and
provincial levels. While the two orga-
nizations will continue to jockey for
position, the government will gladly
accept foreign exchange earnings
from either. —DR
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A PROFILE OF MAJOR PROJECTS
IN CHINA’S NONFERROUS METALS INDUSTRY

ALUMINUM

PINGGUO ALUMINUM COMPLEX (Pingguo County, Guangxi)

Present capacity: Greenfield plant

Financing: $300 million French mixed credit financing package for purchase of French
equipment.

Description: Joint venture between CNNC, Guangxi Provincial Government, and
CITIC. Total investment of $485 million. Project will use domestic technology.
Aluminum Pechiney is leading French company involved. Phase I: Design capacity of
300,000 tpy alumina and 100,000 tpy electolytic aluminum. Projected completion: 1990.
Phase 1I: Increase production to 1 million tpy alumina and 500,000 tpy electrolytic
aluminum. Trial production: 1993.

Power: Hydroelectric; 250 MW hydropower station will be built to power the plant.
Equipment to be imported: For alumina processing: Bayer process and relevant
equipment; decomposition technology and equipment for producing alumina sand at
super-concentrated precipitation; energy-saving falling-film still; large-sized alumina
production equipment and meters; and static flash calciner with auxiliary equipment.
For alumina smelting: four sets of 220-KV power transformers and rectifiers; 220 KV
transforming substations and switchgears; DC power measurement and stabilization
system loops; frequency filters and capacitor compensation systems, and digital
treatment and controls systems.

GREAT WALL ALUMINUM COMPLEX (Jiaozuo, Henan)

Present capacity: Greenfield plant

Financing: SPC-approved project considering seeking US Trade and Development
feasibility study grant and applying for World Bank loan. Will build alumina plant,
aluminum smelter, and coal-fired power plant. First phase: Design aluminum smelting
capacity of 300,000 tpy. Projected completion: 1990. Second phase: Design production
capacity of 500,000 tpy aluminum. Projected completion: 1992-93.

Power: Thermal; coal from Shanxi Province.

SHANXI ALUMINUM PLANT

Financing: Domestic sources. Possible French export credits.

Description: Aluminum Pechiney (France) will supply bauxite digestion facility. Phase I:
design processing capacity 500,000 tpy alumina. Projected completion: 1990.

Power: Hydroelectric power.

SOUTHWEST ALUMINUM FROCESSING PLANT (Chongging, Sichuan)

Present capacity: 50,000 tpy processed aluminum

Financing: Japanese government financing may support import of cold rolling mill.
Description: Aluminum processing capacity to be expanded to 200,000 tpy by 1990-91.
Wean Industries (US) and United Engineering (US) are bidding for the cold rolling mill
project against West Germany and Japanese companies. In March 1988 §11 million
worth of contracts to supply technology and equipment for hot rolling mill were signed
by Japanese companies Ishikawajima-Harima Heavy Industries Company, Mitsubishi
Electric Corporation, and Toyo Menka Kaisha. Expected on stream late 1990.
Equipment to be imported: Cold rolling, coating, and foil lines; aluminum foil finishing
mill; coilers and slicing machine; tension-leveling machine; protective gas annealing
furnace; continuous color coating line; and roll-grinding machine.

GUIZHOU ALUMINUM SMELTER (Guiyang, Guizhou)

Present capacity: 100,000 tpy

Financing: Domestic funds.

Description: Complex includes two bauxite and one limestone mine, one alumina plant,
and two electrolytic aluminum smelters. Second aluminum smelter modernized with
technology and equipment from Japan, France, West Germany, Switzerland, Italy, and
the United States. Phase II: Expansion will add aluminum capacity of 80-100,000 tpy.
Seventh Five-Year Plan (7th FYP) project.

Power: Hydroelectric power.

Equipment to be imported: Transformer rectification unit, computer, horizontal
casting machine, heat transfer medium boiler, pulverized dense phase material
transportation device, continuous proportion scale, continuous kneader, and a four-
axial screw preheater.

QINGHAI ALUMINUM SMELTER (Datong County, Qinghai)

Present capacity: 100,000 tpy

Financing: Domestic funds.

Description: Construction began in 6th FYP. Phase I: Nearing completion of first
100,000 tpy. Phase I1: Expansion will add aluminum capacity of 100,000 tpy. 7th FYP
project. Projected completion: 1990.

Power: Hydroelectric power ‘rom the Longyangxia Hydropower Station.

Equipment to be imported: Anode production system; transformer rectification unit;
automatic control system for aluminum electrolysis; pollution control unit; and casting
system for primary aluminum and on-line molted aluminum purification device.
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from Chiba (which went to the Baiyin
Aluminum Plant in Gansu Province).
Only a few aggressive American
companies, such as Dorr-Oliver and
Alcoa, who sold equipment to the
Shanxi Alumina Plant, captured a
share of the business.

But ongoing work on the Qinghai
Aluminum Plant project signals a
major change in strategy that is likely
to be applied to other nonferrous
projects. China is now importing only
key pieces of equipment and technol-
ogy from foreign companies, while
domestic equipment and local engi-
neers will be used for the bulk of the
production and engineering work.

More opportunities for foreign
companies

Foreign companies will still be able
to participate in the development of
China’'s domestic nonferrous metals
industry through sales of mining and
plant equipment, engineering ser-
vices, computers and controls, and
technology transfer.

American companies, active on all
these fronts, have been particularly
successful in selling equipment. The
Dexing Copper Mine in Jiangxi
Province purchased large quantities
of US equipment, including process-
ing machinery from Allis Chalmers
and Rexnord, trucks from Euclid and
WABCO, and shovels and blast hole
drills from other American compa-
nies. At another copper mine—the
Zhongtiaoshan Copper Mine in
Shanxi Province—the Chinese
adopted US block-caving technology
and purchased much American
equipment.

While industry officials have begun
to recognize the value of foreign
engineering services, foreign ex-
change constraints will probably limit
foreign engineering company partici-
pation to technical components of
projects that Chinese engineers can-
not handle on their own.

The Dexing Copper Mine demon-
strates the usual Chinese approach to
foreign engineering services in the
nonferrous industry. Although Fluor
Corporation (US) completed the fea-
sibility study for the project, Dexing
elected to use domestic engineering
for project management.

On the other hand, China will
probably turn to a foreign engineer-
ing firm to supply the special design
and engineering work to exploit the
Chenmenshan Copper Mine in
Jiangxi Province because the bulk of
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the deposit lies under a lake.

The concessional financing edge

The future of American participa-
tion in China’s nonferrous sector
now looks brighter because US com-
panies can offer technology and
equipment at competitive prices fol-
lowing the decline in the value of the
dollar. But industry experts say that it
will probably be financing—and not
technology—that determines the
winners in nonferrous projects. As a
result, American companies are
keeping their options open. CNNC
strongly encouraged Wean Industries
and United Engineering to put to-
gether a bid on a cold rolling mill at
the Southwest Aluminum Processing
Plant in Sichuan Province. But to
make their bid more competitive, the
two companies turned to Mitsui for
financing. And Alcoa—already work-
ing on a tabular alumina joint ven-
ture in Shandong Province—is pur-
suing several other projects in which
the company’s technology gives them
the competitive edge. On one, the
Weinan aluminum project, Alcoa is
hedging its bets by working with
Bechtel Canada to take advantage of
Canadian governmental financing.

American companies must keep
pace with financing packages offered
by foreign governments, for these
aggressive, concessionary export fi-
nancing programs can give foreign
companies an advantage over their
American competitors. Aluminum
Pechiney of France, for example,
gained a leg up on Guangxi's
Pingguo Aluminum Complex Project
because the company’s advanced
technology had the added backing of
a $300 million government export
credit package.

The case of the Luoyang Mono-
crystalline Silicon Plant demonstrates
the benefits to US companies when
the United States is able to offer some
financing assistance. US companies
made $10 million in equipment sales
after the US Trade and Development
Program provided a feasibility study
grant to CNNC. Despite this success,
US government support is likely to
continue to be limited. Thus US
participation in China’s major non-
ferrous projects will depend on the
extent of China’s commercial bor-
rowing—and whether American
companies can take advantage of
bilateral financing programs spon-
sored by other countries when com-

e

mercial loans are limited. 7
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SHAANXI WEINAN ALUMINUM SMELTER (Weinan, Shaanxi)

Present capacity: Greenfield site

Financing: Canadian govenment soft loan under negotiation.

Description: Smelter with design capacity of 100,000 tpy electrolyzed aluminum.
Bechtel Canada working with Alcoa technology is competing against, among others, team
of Lavalin (Canada) with Alcan technology. Projected completion: 1990.

Power: Thermal power; coal from Shaanxi Province.

BOHAI ALUMINUM COMPANY, LTD. (Qinhuangdao, Hebei)

Present capacity: 10,000 tpy aluminum

Financing: Australian, Hong Kong, and domestic sources provided funding for this
$286 million project.

Description: Joint venture between Aluminium Smelters of Victoria Ltd. (Australia),
Shortridge Ltd. (HK), CITIC, Hebei Provincial Metallurgical Industry Corporation,
Qinhuangdao Municipal Land and Sea United Shipping Corporation, and MM signed in
July 1987. Phase I: Expand rolling capacity to 100,000 tpy. Projected completion date:
1990. Phase II: Further expansion of rolling capacity to 300,000-500,000 tpy.
Projected completion: 1992-93.

Power: Thermal power plant.

RARE EARTHS

BAOTOU IRON & STEEL COMPANY (Baotou, Inner Mongolia)

Financing: Domestic funds.

Description: Rare earth deposit is largest in world. State Council recently approved
$330 million renovation and expansion plan primarily for iron and steel production but
does not include rare earth component. Total investment estimated at $330 million. Plan
will increase rare earth concentrate, rare earth chloride, and rare earth monoxide
production capacity by 4.5, 2.3, and 7.3 times, respectively, over 1985 level. Projected
completion: 1990. Iron and steel capacity will each be expanded to 2.5 million tpy, and
rolled steel capacity to 1.7 million tpy. Targeted completion date: 1990. Plan also calls
for: expanding capacity of transportation system of the Bayan Obo iron mine; adding an
ore dressing line; building a 180 sq m large sintering machine; expanding capacities of
open-hearth furnace and convertor; adding pretreatment facilities for molten iron and
out-of-furnace refining facilities; renovating the main power room of the rolling
workshop; adding a new rod rolling mill; raising capacity of 75 kilogram rail processing
line; and upgrading capacity of oil pipeline production line.

NICKEL

JINCHUAN NONFERROUS METALS COMPANY (Lanzhou, Gansu)

Present capacity: 20,000 tpy nickel, 10,000 tpy copper, and 180,000 tpy sulphuric acid
Financing: Domestic funds. Possible Swedish export credits.

Description: China’s largest nickel reserves and second-largest copper and cobalt
reseves. Complex encompasses two underground mines, a small open pit, and a
metallurgical plant. Company favors vertical crater retreat mining method in order to
secure low-grade nickel reserves in the overlying strata. Phase I: Expansion and
modernization of present facility up to design capacity of 40,000 tpy nickel, 20,000 tpy
copper, and 400,000 tpy sulfuric acid. Project will also retrieve platinum and paladium
powder. Projected completion: 1990. Phase II: CNNC will expand and modernize mine
and metallurgical complex. Mine production will increase to 8,000 tpd of ore by 1990
and 17,000 tpd by 1995. Will expand production capacities by an additional 20,000 tpy
nickel, 10,000 tpy copper, and 220,000 tpy sulphuric acid. Phase I1I: Will futher expand
electrolytic nickel capacity to 80,000 tpy. Projected completion: 1995.

Equipment to be imported: Advanced underground mining equipment, continuous
mining equipment, engineering design services in both mechanized undercut-and-fill
and overhand cut-and-fill mining methods, and large-diameter blast hole drills.

LEAD AND ZINC

CHANGBA LEAD-ZINC MINE (Chengxian County, Gansu) and NORTHWEST
(XIBEI) SMELTER (Beiying, Shanxi)

Financing: Domestic funds.

Description: Expansion of Changba's new surface mine and lead-zinc smelter. Smelter’s
design capacity is 50,000 tpy of lead and 100,000 tpy of zinc. Total investment is $270
million. Lurgi (West Germany) constructing lead smelter. Japanese companies Mitsui
and Teho Zinc constructing zinc smelter. Eventually Changba Lead-Zinc Mine will
overtake Guangzhou's Fankou Mine as China’s largest lead and zinc producer. Projected
completion: 1990.

Equipment to be imported: Construction of 20-mile slurry pipeline to transport lead—
zinc concentrate to nearest rail line is under consideration.

COPPER

DEXING COPPER MINE (Jiangxi)

Financing: Domestic funds.

Description: Mine will produce 90,000 tpd of ore by end of Phase I1I expansion.
Projected completion date: 1990. Basic engineering package done by Fluor, Inc. (US).
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Announcing:

Opportunities in China’s Major Projects:
Can American Companies Compete?

The US-China Business Council has just completed a new study analyzing

American competitiveness in China and and presenting outstanding business
opportunities in coming years.

The Council has created a database of Chinese major projects which offer
exciting opportunities for American companies. This superb resource guide to 257
key central projects is included in the study. The projects are broken down
conveniently by sector and include the name, description, location, status, and total
investment for each project.

The report also:

Presents a case study of how American companies can successfully win
China business.

Explains China’s planning and approval process for major projects and the
effect of recent government restructuring on this process.

Explores the tension between China’s traditionally secretive negotiating
practices and international competitive bidding standards.

Describes the major projects in the context of China’s overall investment
program.

Analyzes US performance by specific sector, including petrochemicals,
transportation infrastructure, telecommunications, power, chemicals, metals,
coal, and building materials.

Details key factors affecting the competitiveness of American firms and
recommends ways to improve the US competitive position.

Opportunities in China’s Major Projects: Can American Companies Compete?
is available from the US-China Business Council. All orders must be prepaid.
Council members $145; non-members $220. International airmail orders, add $15.

To order your copy send payment to:

The US-China Business Council
Publications Sales, MPC-1
1818 N St., NW Suite 500

Washington, DC 20036



Computers that Speak Chinese

Three software programs that bring the Chinese language into the computer
age—and simplify business communication

s computers began to gain

widespread popularity a

decade ago, it appeared

Chinese characters might
be destined to go the way of Egypt's
hieroglyphics: admired for their
beauty but gradually discarded as a
means of communication. Those
companies and scientists trying to
develop a simple software system
faced a variety of problems as they
tried to render the 6,000-7,000
Chinese characters in common daily
use with only a standard computer
keyboard.

In English, words are formed from
a small, finite set of letters. Chinese,
on the other hand, uses one or more
characters to represent each word.
Since new characters can be created
as needed by combining simple char-
acters into complex ones, the num-
ber of Chinese characters is theoreti-
cally limitless.

Transliterating Chinese is no an-
swer, either. Replacing characters
with an alphabet using the system
known as hanyu pinyin (or simply
pinyin) raises the problem of hom-
onyms. There are over 40 different
characters with the pinyin transcrip-
tion shi, for example.

Yet despite the apparent obstacles,
an explosion of new software, hy-
brids of software and hardware, and
stand-alone hardware systems have
now made Chinese-language com-
puting one of the most exciting
aspects of the information age. New
companies are entering the field both
in the United States and Asia. Many
of the systems are enormously expen-
sive, since stand-alone machines des-
ignated for a particular client or
application are largely unsuitable for
mass distribution. Yet several rela-
tively inexpensive software packages
designed to run on IBM personal
computers and their so-called
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10 avoid spending vast sums
on poorly planned schemes to
computerize the office with a
Chinese word processing pro-
gram, a firm should care-
Sfully investigate its options.

“clones” have become available,
making the job of firms in the China
field somewhat easier.

Defining your needs

When personal computers were
first widely introduced into the work-
place five years ago, managers all too
often went out and purchased sys-
tems that were unpopular with (and
often unsuited to) the employees who
had to use them. To avoid spending
vast sums on poorly planned schemes
to computerize the office with a
Chinese word processing program, a
firm should think through the follow-
ing questions:

P What will I ask the system to do? It
is important to understand what
kinds of documents will be created
and how they will be used. For
example, individuals engaged in sci-
entific research or academic writing
involving extensive vocabularies of
specialized characters need more
flexibility than a law firm or import—
export company that will use its
software chiefly for writing business

William Cross is a free-lance correspon-
dent who reports on business and culture
n Asia.

letters.

P How often will the system be used
and by how many people? A large firm
with multiple personal computers
may need a local area network to
efficiently meet its needs. Not all
software packages offer this option.

P What is the background of the user?
The different transliteration and
romanization methods used in the
PRC, Hong Kong, and Taiwan can
greatly effect the user’s efficiency on
a particular system.

P Will it be necessary for the software
to integrate with other business computer
programs such as databases and
spreadsheets already in use?

P Will documents be written in
traditional Chinese characters, the sim-
plified ones used in the People's Republic
of China, or both?

It would be very time-consuming
Lo survey every computer system now
able to handle Chinese. This article
looks at three systems and attempts
to evaluate them for their ease of
operation, usefulness, and ability to
solve real business problems.

CHINASTAR

One of the most widely used
systems in Asia, Chinastar—not to be
confused with the popular English-
language word processing software
Wordstar—is a powerful Chinese
word processing program suited to
almost any discipline. It offers five
input modes to accommodate users
with different educational back-
grounds, can expand to include
other languages such as Japanese,
and is compatible with several major
computer networks. Yet along with its
strengths come some weaknesses.

The greatest advantage of China-
star is clarity. The primary text entry
method is called cangjie, after the
legendary inventor of the Chinese
language. First the user mentally
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breaks a character into its compo-
nents, then types an alphanumeric
code that calls up that character onto
the screen. The method requires a
thorough familiarity with written
Chinese. Anyone who can speak and
read Chinese but who cannot easily
visualize characters from memory
will have trouble using Chinastar.

A series of letter codes is used to
call up each of the 20,000 characters
stored in the system. The codes are
related to 24 major ‘‘radicals,” or
character parts, which form the
underpinnings of written Chinese.
For three different characters con-
taining the same radical, the users
would hit the “a” key to produce the
character for ri (“'sun’); type ‘“‘ab”
for ming (“next”), and “amyo” to
form shi (“‘to be'). Each character
requires up to five keystrokes, but
typing in pinyin or other romaniza-
tion systems is certainly no less labor-
intensive.

The developers of Chinastar
clearly favor traditional characters.
One version of the software only
comes with traditional characters.
And even the “professional” version
of Chinastar, which includes both
traditional and simplified characters,
requires that users load a separate
disk onto the computer, precluding
an easy shift between the two styles.

If it sounds complicated, it is. Even
the software’s distributor concedes it

takes at least two weeks to learn
Chinastar. The system is powerful
and has many useful features, includ-
ing four other text entry methods (a
modified cangjie that works with the
first and last letters of the code to call
up all related characters; hanyu
pinyin; bopomofo; or zhuyin fuhao, the
transliteration system developed in
1913 that is still used on Taiwan; plus
the option of selecting another ro-
manization system, such as Wade-
Giles or Yale). Still, the system’s
complexity remains a serious consid-
eration for the potential user.

TIANMA (FLYING HORSE)

For anyone who learned Chinese
using the pinyin romanization sys-
tem, Tianma is by far the easiest
program to learn and operate. Ro-
manized Chinese words are typed
onto the screen using an ordinary
computer keyboard. Then a tap of
the F10 function key transforms the
pinyin into characters.

Tianma tackles the problem of
multiple homonyms by borrowing a
page from artificial intelligence re-
search. Before automatically choos-
ing a Chinese character, the program
“reads’’ the text for context—often
relying on the statistical frequency of
word usage to make a reasonable, if
not always correct, choice. An on-
screen help menu makes the system
easy to operate. And unlike

Chinastar, shifting back and forth
between simplified and traditional
characters requires only a keystroke
with Tianma.

The conversion from pinyin to
Chinese characters may look like
magic, but the results can sometimes
seem more like a shell game. Fre-
quently used family and given names,
literary words, and technical jargon
can confuse the program and yield
incorrect characters with the same
pinyin transcription, requiring the
operator to go back and correct
them. Still, proofreading is quite
easy. Simply move the cursor to the
incorrect character and hit a second
function key. A string of homonyms
with the same pinyin romanizations
will appear at the top of the screen.
The user then moves the cursor
beneath the right character and
makes the switch with a keystroke.

To test the software’s accuracy in a
business situation, a randomly cho-
sen passage from a report on Chinese
trademarks was typed in. Surpris-
ingly, the system picked up technical
terms like shangbiao (“‘trademark’)
and giye (“enterprise’’) with no trou-
ble, but stumbled over simple con-
nectors like jiu (‘'only’’). The overall
error rate was an acceptable 9
percent.

What's more, the program raised
its efficiency when two additional
features were used: a personal dic-

h X2 E
ChinaStar-11"

Advantages: Accurate entry of indi-
vidual characters; five different input
methods; suitable to all applications;
expandable to handle other languages
including Japanese; supports most
dot-matrix and laser printers; compat-
ible with networks like Sperry Sernet
and IBM PC Net.

Drawbacks: Difficult to install and
time-consuming to learn; support
manuals not “‘user friendly.”

Hardware requirements: IBM PC,
AT, or compatibles equipped with
Hercules mono graphics card. Other
hardware requirements vary with the
configuration (see below).

Cost: Model 11-46 with only tradi-
tional characters sells for $199 (re-
quires 640K of memory plus 10 MB
hard disk). Professional Chinastar II
needs only 256K of memory (charac-

THREE SYSTEMS AT A GLANCE

ters are generated by a “hard card”
installed in the computer’s internal
expansion slots). Cost is $695 in either
traditional or simplified characters,
$895 for both. For information, con-
tact JHL Research, Inc., 2552 W.
Woodland Drive, Anaheim, CA 92801
(Tel: 714/827-7420).

Tianma X G

Advantages: Little or no training
needed; easy to use; set-up requires
installation of “hard card,” but soft-
ware automatically loads itself; com-
patible with several popular printers,
including Hewlett-Packard Laserjet.

Drawbacks: Works easily in business
applications, but requires more proof-
reading when using extensive “‘non-
standard’ vocabulary.

Hardware requirements: IBM PC,
XT, AT, or compatible with a mini-
mum of 512K memory, plus a hard
disk and a graphics card (Hercules,
EGA, or CGA); Hercules card pro-

vides highest on-screen resolution, but
card used does not affect printout
quality.

Cost: Tianma II is available for
$695 from Asia Communications,
Inc., 2761 McColl Place, Victoria, BC
Canada VBN 5Y8 (Tel: 604/477-
7829).

BRFPXIMFF S
Intex QT RIFT™ &

Advantages: Simple to use and
accurate; loads easily.

Drawbacks: Only works with
Toshiba dot-matrix printers; poor
character resolution and print-out.

Hardware Requirements: IBM PC,
XT, AT, or compatible with 640K
RAM, a hard drive, and a Hercules
graphics card.

Cost: Available for $395 from Intex
Software Systems International, Lid.,
One Penn Plaza, Suite 4330, New
York, NY 10119 (Tel: 212/750-1140).
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tionary and homonym ordering. Fre-
quently used words or pinyin com-
binations can be stored in the
dictionary to improve the conversion
success rate. And by rearranging the
order homonyms are listed in the
program, often-used terms can be
placed at the beginning where they
are more easily found. Obviously,
anyone writing letters or documents
that recycle the same vocabulary will
benefit from these features.

Tianma so heavily favors users
schooled in pinyin that native speak-
ers of Chinese from Hong Kong and
Taiwan frequently dislike the pro-
gram and complain about its inaccu-
racy. One explanation for low effi-
ciency is mistakes made while
inputting pinyin. For example, the
compound Zhongguo (*‘China”) will
be incorrectly rendered if Zhong
(“middle”’) and guo (*‘kingdom’) are
not typed together. The program is
certainly less than perfect, and hav-
ing to go back and correct improp-
erly chosen characters can be annoy-
ing and time-consuming. Yet of the
three systems reviewed here, Tianma
is the quickest to learn and easiest to
operate.

INTEX/ASIAGRAPHICS ZLZ

Dr. Christopher George, the devel-
oper of the Asiagraphics system,
credits his Chinese father-in-law with
the breakthrough that made the zi lai
zi ("words from the self” or ZLZ)
program workable. Dr. George had
been searching for a way to call up
characters on a computer screen by
using ‘‘radicals,” the basis of written
Chinese. Radicals sometimes have a
meaning related to the character, and
most speakers of Chinese have at
least a passing familiarity with them.

For example, shuo (“‘to speak”) has
the radical yan (“language”) in it, and
is thus related to other words having
to do with language arts. Cooking
terms invariably have the radical for
fire (huo) in them, etc. Unfortunately,
there are 214 radicals and only 52
letter keystrokes on a standard com-
puter keyboard. His father-in-law
pointed out that 52 radicals could
accommodate most characters in use,
and neatly fit onto a 26-letter key-
board with upper- and lower-case
keys.

The result is an elegant, easy-to-
use software that combines the ease
of pinyin typing with the accuracy of
Chinastar’s individual character en-
try. One simply types in the Chinese
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word in pinvin along with iis tone
plus a code letter or
number indicating the radical family.

It sounds complicated,
practice is quite straightforward.
Typing “shui;s’ brings up the charac-
ter the screen.
Dancing the fingers over letters
“peng/U” and “you;F" introduce
“friend”’; a spin along the keyboard
to “dian|L17 “shilP”
the TV.

The last example shows that the
codes have a few minor wiggles to
handle homonyms. Unfortunately,
this is one of the weaknesses of the
Asiagraphics system. Committing all
the codes to memory will work for
some, but it is hardly a practical
solution. The instruction manual
provides an appendix of all the
characters in the system organized
alphabetically, but looking up words
this way can be time-consuming.

There are other minor flaws, such
as the failure of the manufacturer to
include stickers with the 52 different
radicals to put on the computer
keyboard. This complaint may seem

indicator,

but in

for “‘water” on

and turns on

like quibbling, but if the
isn’t used every day, the codes quickly
vanish from memory.

More annoying is the low quality of

program

the character image and the soft-
ware’s limited printer use. The ZLZ
character font (that part of the

software used to create the character
on screen from dots of light) is clearly

inferior to both Chinastar and
Tianma. In addition, ZLZ will only
print out on Toshiba dot-matrix

printers. Dot-matrix quality is often
acceptable in rough drafts and for
some correspondence, but few busi-
nesses will be satisfied with less than
laser printer quality for important
documents.

Getting down to the decision

So which is the best system? The
answer depends on the needs of the
individual user. Chinastar, its
power and expandability to Japanese,
Russian, and Greek, will appeal to
firms doing business in languages
other than Chinese and English. The
program comes in several versions
(see box), one of which can be

with

installed on up to four PCs at once,
clearly a cost-saving feature in offices
with multiple personal computers.

Non-native Chinese speakers will
likely be more comfortable with a
system geared to pinyin, and here
Tianma has the advantage in terms of
ease of operation (though its forceful
artificial intelligence features
require so much proofreading as to
dilute advantage). Although
Chinastar has a pinyin entry method,
Tianma is both less expensive than
the “professional” version and cer-
tainly easier to use.

The Intex/Asiagraphics program
is the most for small
businesses and individuals who need
the ability to type in Chinese but
don’t require the smooth graphic
look of a laser printer. The program’s
graphic look is perfectly readable,
and the pinyin text entry method is
uncomplicated.

In the end, when it comes down to
making a decision regarding a pack-
age, it is wise to keep in mind the
Chinese proverb liang ti cai yi—
“make the clothes fit the body.” «
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Trademark Update

China’s new trademark rules stem abuse by clarifying application procedures
and strengthening infringement provisions

s business opportunities

for both Chinese and for-

eign companies have ex-

panded in China, the coun-
try’s fledgling trademark system has
been flooded by a growing number of
applications. In 1987 total domestic
and foreign trademark applications
filed with the Trademark Office of
the State Administration of Industry
and Commerce (SAIC) topped
187,000, up from only 18,500 in
1982.

During the same period, the inci-
dence of trademark infringement
began to rise as factories tried to
improve profitability by reproducing
popular brand names. Some unknow-
ingly violated trademarks, while oth-
ers simply wanted to make a quick
profit. China’s trademark system has
begun to show the strains of coping
with both the magnitude of applica-
tions and the increasing incidence of
trademark violations.

New rules and new actors

Chinese authorities are gradually
developing the administrative appa-
ratus and legislation needed to facili-
tate the trademark application and
protection process. When authorities
realized that China's 1982 Trade-
mark Law and 1983 Implementing
Rules were inadequate, they re-
sponded by abrogating the Imple-
menting Rules with a beefier version
promulgated as the *‘Detailed Imple-
menting Rules for the Trademark
Law of the People’s Republic of
China,” which took effect last Janu-
ary. In general, these new rules are
more detailed and broader in scope
than the 1983 Implementing Rules
that they replace.

The new rules should make it
easier to handle the growing number
of applications and the problem of
trademark infringement. But China
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also needs more trained personnel in
this field. Due to a lack of trademark
examiners, trademark applicants in
China must wait between 12 and 18
months for an application to be
approved. The personnel shortage
also prevents the authorities from
moving quickly to take products with
counterfeit marks off the market.
One piece of good news for
foreign firms frustrated by delays is
that the new rules allow an expansion
in the number of official trademark
agencies. Until now, foreign compa-
nies had to handle all trademark
matters through the Beijing-based
China Trademark Agency under the
China Council for the Promotion of
International Trade (CCPIT) or its
affiliate organization, China Patent
Agent (HK) Ltd. The new trademark
rules eliminate this monopoly by
permitting the State Administration
of Industry and Commerce (SAIC) to
appoint other organizations to act as
foreign trademark agents. Although
the SAIC has not yet opened any new
agencies, the opportunity to do so
should help reduce the backlog that
has been building up at CCPIT and
China Patent Agent (HK) offices.

More specific application rules

The new rules provide clearer
guidelines in a number of areas that
were problematic or vague under the
previous legislation.

P Encouraging consistent use of
Chinese names. Article 10 of the
new rules requires that the trade-
mark applicant’s name be consistent
with the approved or registered
name already in use in China. One of
the most common trademark reg-

David B. Kay is an attorney specializing
in Chinese intellectual property issues in
the Hong Kong office of the international
law firm Baker & McKenzie.

istration problems crops up when an
application—which must be in Chi-
nese—fails to provide a translation
of the applicant’s name. The trade-
mark agent assigns a Chinese name
for the company, but if this ad hoc
name is not used consistently on all of
the foreign party’s applications,
problems will crop up. The company
can find its application blocked by
another company’s prior registration
of an identical trademark, when in
fact the “other” company is actually
the same foreign party under a
different Chinese name. Applying to
amend the name used on earlier
applications will cost the company
$120 for each name change.

P Limiting registration to goods
within the company’s scope of
business. The Trademark Law limits
the exclusive right to use a registered
trademark to the goods specified on
the trademark application and ap-
proved by the Trademark Office. The
1988 rules go on to stipulate, how-
ever, that the goods may not exceed
the applicant’s registered scope of
business. It is difficult to know how
this will be enforced, as applicants
are not required to submit a business
license or certificate of incorpora-
tion indicating scope of business,

In any case, this new requirement
may curtail a type of defensive
registration, now commonly prac-
ticed in China. Owners of especially
well-known trademarks who like to
control use of their marks even on
products they don’t produce, fre-
quently register their marks under
classes that are unrelated to their
scope of business. Under the new
rules, the owner of a mark registered
in, for instance, the class for soft
drinks will not generally be able to
generally object to someone else
using the identical mark on a com-
pletely unrelated product such as T-
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shirts.

Hotels, accounting firms, and
other service organizations may find
it even more difficult to protect their
marks if forced to comply with this
provision. Under China’s current
system only products—and not ser-
vices—can be registered. A hotel,
unable to register its name as a
service mark, generally seeks protec-
tion by registering the name under a
wide range of classes for products
ranging from matchboxes and ash-
trays to towels and neon signs in
order to keep others from using the
hotel’s name. Since the production
and sale of these goods is technically
outside of the hotel's scope of
business, the new rules would allow
the trademark authorities to refuse
such applications. In the absence of
alternative protection for service
marks, however, it is highly unlikely
that this will occur.

P Clarifying use of geographic
names. Article 6 of the new rules
expands on the Trademark Law’s
prohibition against using narmnes that
are identical or similar to the names
of foreign countries. The new
amendment specifies that both ad-
ministrative divisions at and above
the county level and commonly
known foreign place names—not just
names of countries—may not be
used as trademarks. The new rule,
will not, however, affect marks that
have already been registered. Trade-
mark applications approved after the
recent amendments to the law, such
as Reno brand clothes and Malibu
cigarettes, suggest either that this
rule is not being rigidly enforced or
that some Chinese trademark exam-
iners are unfamiliar with foreign
geographic names.

P Expanding mandatory reg-
istration. Previously only pharma-
ceutical and tobacco products were
required to bear registered trade-
marks, but the new rules give the
SAIC the right to add other products
to the list in order to more easily
regulate items that pose a potential
hazard to consumers. In the absence
of more developed consumer protec-
tion legislation, it is possible that
such items as alcoholic beverages and
some consumer electrical appliances
may be added to the list.

More companies may now face the
administrative inconvenience of sub-
mitting a certificate of authorization
with trademark applications. To reg-
ister tobacco trademarks for prod-
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ucts imported into China, foreign
applicants usually provide a certifi-
cate proving that the applicant is
licensed by the home country govern-
ment to manufacture or market
tobacco products. And for pharma-
ceutical and tobacco products manu-
factured in China, the application
must be supported by a certificate of
authorization from the relevant Chi-
nese authorities.

> Broadening the non-use provi-
sion. The Trademark Law stipulates
that any registered trademark not
used for three consecutive years can
be cancelled. Previously only local
branches of the SAIC were autho-
rized to request a cancellation, but
the 1988 rules allow anyone—Chi-
nese or foreign—to make the re-
quest. This should offer some relief
to foreign trademark owners blocked
from registering their mark because
similar or identical marks were previ-
ously registered—but unused. But
foreign trademark registrants will
also have to be vigilant in making
sure their trademark is used at least
once every three years. A company
owning a trademark that is the object
of a cancellation request is notified
by the Trademark Office and given a
specific time frame for demonstrat-
ing use. If the evidence is late or
insufficient, the trademark can be
cancelled.

Although some foreign companies
have technically violated the use
requirement, the Trademark Office
has not yet reported the cancellation
of any registered foreign trademark
h'db't‘d on ||'I(" non-use 1".1]('.

> Requiring assignment of asso-
ciated trademarks. The new rules
require that when a registered trade-
mark is sold, or in legal
“assigned,”” the seller—or as-
signor—must assign the mark along
with other identical or similar trade-
marks that are registered for the
same or similar goods. For example,
a manuflacturer such as Polaroid may
have registered its mark in a variety
of different but related classes, such
as cameras and photographic flm.
The Polaroid mark in these two
classes would be considered “associ-
ated marks.”” Under the new rules, if
Polaroid decided to sell off its camera
division—and the Polaroid trade-
mark—to another party, the com-
pany could also be required to sell, or
assign, the Polaroid trademark for
film. This new
common international practice.

erms,

provision follows

P Mandating registration of li-
censing contracts. Under the new
rules, a trademark holder who li-
censes the use of a registered trade-
mark to another party must now
submit the licensing contract to the
county-level SAIC office (for record-
ing purposes rather than approval).
Refusal to comply with this rule can
result in cancellation of the mark and
seizure of the licensor’s trademark
representations. Presumably, manda-
tory registration of the licensing
agreement with the SAIC will make it
easier for the authorities to track
down a manufacturer who produces
defective or sub-quality goods. Also,
trademark licenses are now governed
by the Regulations on Administra-
tion of Technology Import Contracts
and their recently promulgated Im-
plementing Regulations (see p. 35).

Expanded trademark protection

China’s trademark system has a
relatively strict first-to-file rule, and
does not require—as do other coun-
tries—that an applicant file in good
faith, believing that he is the mark’s
true owner or an authorized licensee.
A number of registrants—both for-
eign and Chinese—have taken what
is considered unfair advantage of the
first-to-file rule by registering other
companies’ marks in China before
the true owners did so, forcing the
owners to buy back the exclusive
rights to use the marks in China.

In arbitrating several such cases,
trademark authorities have fre-
quently decided in favor of the true
owner of the mark, basing their
decisions on accepted international
practice or on the provision for “well
known' marks in the Paris Conven-
tion for the Protection of Industrial
Property. Previously, nothing in Chi-
nese law supported these decisions,
but some amendments in the new
trademark rules are apparently de-
signed to give victims a statutory
basis for attacking abusers of the
first-to-file rule.

Under the Trademark Law, an
objection to a trademark registration
can be raised with the Trademark
Review and Adjudication Board
(TRAB) within one vear from the date
the registration is approved. The
1988 rules now codify common
practice by stating that this objection
procedure is available only to trade-
mark registrants. However, to accom-
modate foreign trademark holders
who have not yet registered their
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marks in China, a separate article in
the 1988 rules allows anyone 1o apply
to cancel an “improperly registered”
trademark—a vague term that ap-
pears to have been left intentionally
undefined in order to give the
trademark authorities greater leeway
in interpreting the article’s applica-
tion. This wording presumably re-
moves the requirement that the
objector must hold a trademark
registration, while allowing compa-
nies to make a cancellation request
after more than one year.

There are several limitations on
this new objection procedure, how-
ever. First, a request to cancel an
“improperly registered” mark can-
not be brought against a disputed
mark that has already been adjudi-
cated. Second, there are indications
that “improperly registered’” will be
interpreted narrowly. A recent news-
letter published by the China Patent
Agent (HK) Ltid. states that objec-
tions to a prior-registered
nonfamous mark are only permitted
if the mark is identical to another
mark, although an objection can be
filed against a famous mark if it is
either identical or similar. Unfortu-

nately, there is no clear indication of

what standards will be used in deter-
mining what constitutes a famous
mark, although the TRAB has used
the Paris Convention’s definition in
previous cases.
New infringement procedures

To stem growing abuse of the

trademark the rules
significantly strengthen various pro-

system, new

visions relating to infringement of

trademark rights.

P Expanded definition. In addi-
tion to the unauthorized use or sale
of a registered mark, the Trademark
Law also cites as infringement any
damage to another’s exclusive right
to use a registered mark. The 1988
rules go on to list specific acts that
are considered to cause damage and
thus constitute an infringement.
These include distributing goods that
bear an infringing trademark; us-
ing—as the name of a product or on
packaging—writing or figures that
are the same as or similar to another
party’s registered trademark for the
same or similar goods, where such
use is sufficient to cause confusion;
and intentionally facilitating a trade-
mark infringement by storing, trans-
porting, mailing, or concealing ille-
gally marked goods.
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P Steeper fines. According to the
new rules, the penalties imposed on
infringers have been changed from a
maximum of ¥5,000 to up to twice
the profit earned through the in-
fringement.  Also, while previous
regulations allowed parties dissatis-
fied with the local authority’s deci-
sion in an infringement suit to
institute court proceedings, the 1988
rules state that a higher adminis-
trative authority (the SAIC office in
Beijing) should first review the local
decision. If the higher level decision
still proves unsatisfactory, the matter
can then be taken to court. Since
SAIC personnel have more experi-
ence with trademark matters than the
average Chinese judge, involving the
central SAIC in the appeals process
should reduce the number of cases
going to court.

P Extended authority to act
against infringers. Under the 1983
rules, only a party whose trademark
had been directly infringed could
lodge a complaint with the SAIC or
one of its local branches. The 1988
rules allow anyone to lodge a com-
plaint against a suspected infringer
or counterfeiter, while the party
whose right has been infringed may
also file a suit in the people’s court.

This amendment may be intended to
give the SAIC the authority to pursue
infringers and counterfeiters on its
own initiative. It is unclear what
effect  this change will have on
trademark licensing agreements and
joint venture contracts that give the
foreign licensor the exclusive right to
pursue infringements.

Accepting international practice
China’s trademark authorities re-
cently announced that China will
replace its outdated trademark classi-
fication system with the International
Classification of Goods. Despite this
positive change, there is still room
for improvement in some aspects of
the system. China is unable to con-
duct trademark searches in order to
determine whether a similar or iden-
tical mark has already been regis-
tered. And no Chinese organization
is currently capable of carrying out
routine commercial investigations of
the market to determine il counter-
feit goods are being distributed.
Nevertheless, the spirit and—one
hopes—the implementation of the
new rules clearly indicate China’'s
commitment to bringing its system of
intellectual property protection in
line with international practice. 7
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any Chinese enter-

prises try to heighten

their products’ con-

sumer appeal by
choosing a name that associates the
product with famous objects or ideas.
A sampling of the Beijing telephone
directory, for example, reveals that
enterprises named after the Great
Wall manufacture everything from
electric fans, tires, and wine to
refrigerators, radios, and even un-
derwear. A Chinese law firm and one
of the most famous hotels in the
country have also taken the Great
Wall name as their own.

Trends toward economic decen-
tralization and entrepreneurship
have fueled tremendous growth in
the number of enterprises in China,
with registered enterprises totaling
4.9 million in 1986, an increase of
more than 20 percent over 1985. The
absence of strictly enforced regula-
tions to prevent duplication or unau-
thorized use of enterprise names has
created ‘‘a state of chaos,” according
to one Chinese official, causing
manufacturers to lose profits to
competitors and consumers to be-
come confused over product identity.

In June 1985 China’s State Admin-
istration of Industry and Commerce
(SAIC) took the first step toward
reining in some of the abuses by
promulgating the Provisional Regu-
lations on the Registration of Indus-
trial and Commercial Enterprise
Names, granting exclusive use rights
and legal protection to properly
registered enterprise names. But
until implementing regulations speci-
fying explicit registration procedures
and the scope of protection are
released, many basic questions re-
main.

Foreign applications await final
approval

The regulations were drafted with
China’s domestic enterprises in
mind, so until implementing regula-
tions appear the SAIC will not offi-
cially apply the regulations to foreign
enterprises doing business in China.
Yet foreign enterprises should still
consider applying under the existing
informal procedure because the first-
to-file principle at least gives an
enterprise some statutory basis for
protecting its name.

Enterprises register their name
through a two-step application pro-
cess. First, the applicant submits a
letter to the SAIC requesting permis-
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The absence of strictly en-
forced regulations to prevent
duplication or unauthorized
use of enterprise names has
created “‘a state of chaos,”
according to one Chinese

official.

sion to apply to register, giving the
preferred Chinese and English
names as the applicant wishes them
to appear and the reason for seeking
registration. Chinese enterprises may
register their names on the county or
provincial level, while all foreign
enterprises must register with the
central SAIC authorities or other
local-level SAIC subordinates empow-
ered to accept foreign applications.

Foreign applicants must also sub-
mit documentation proving the name
is registered or protected in the
country of incorporation. American
companies have met this requirement
by providing notarized and
consularized copies of their articles
of incorporation, along with Chinese
translations of the notary and con-
sular certificates.

Upon satisfactory review of the
request and accompanying documen-
tation, SAIC will give the applicant a
form to fill out and submit with a
¥300 filing fee. Chinese applications
can be officially approved, but for-
eign requests will be held on file until

Mitchell A. Silk is an attorney with the
international law firm of Hughes, Hub-
bard & Reed in New York City, and a
consultant to the East Asian Legal
Studies program at the University of
Maryland Law School.

after the implementing regulations
are promulgated.

Special breaks for foreign firms

Enterprises are granted the exclu-
sive use of properly registered
names—within limits. Chinese enter-
prise names are protected only up to
the level at which they registered;
that is, an enterprise registered at a
county-level SAIC authority is
granted the exclusive right to the
name only within that county. For-
eign enterprises, by contrast, will
receive national protection—which
also extends to joint ventures and
wholly foreign-owned enterprises.

Foreign companies also receive
special treatment in other respects,
including the right to use the word
“China” (Zhongguo or Zhonghua) in
their names—a privilege otherwise
reserved for national-level Chinese
enterprises. Further, foreign enter-
prises are exempted from the blanket
prohibition against using names of
foreign countries, or those in foreign
languages or Chinese pinyin. And a
SAIC official says foreign companies
not registered in China may also
reserve enterprise names in advance
by going through the informal appli-
cation procedure. Whether the for-
eign company must secure official
approval as a foreign enterprise prior
to application is unclear, but protec-
tion for the name automatically
lapses if operations do not start up
within one year after registration.

Legislation lacks teeth

For both Chinese and foreign
enterprises suffering name infringe-
ments, the regulation’s enforcement
provisions offer no specific penalties
beyond stating that violators ‘‘shall
be disciplined by the administration
authorities for industry and com-
merce.”” A SAIC official elaborated
that, in addition to injunctions
prohibiting unauthorized use of a
name, SAIC will employ the provi-
sions of the Regulations Governing
the Registration of Industrial and
Commercial Enterprises to impose
fines of up to ¥1,000. For a success-
ful enterprise this amount—Ilittle
more than an incidental business
cost—will not serve as an effective
deterrent to illegal use of a registered
name. Only if stronger disciplinary
measures are added to the imple-
menting regulations will China be
able to restore order to the current
chaotic state of enterprise names. 7
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ometime this year China is

likely to lose the distinction of

being the only major nation

without a copyright law. After
working through almost 20 drafts in
the past 10 years, Chinese officials
have crafted a copyright law that
reflects the intense study and wide
range of resources drawn upon
during the formulation process. A
paraphrased summary of the draft
law as it currently stands is provided
below.

Despite the meticulous drafting
process, the new law will not solve all
China’s problems related to the
protection of published works. Some
foreign authors fear that their books
will still be pirated since China’s need
for copyrighted information—par-
ticularly in the area of science and
technology—is extensive, while for-
eign exchange for copyright pay-
ments remains scarce. In addition, to
expedite the enactment of the copy-
right law, China decided to exclude
computer software from protection.

Chapter One: Preamble. The purpose
of the law is to protect the rights of
authors in their literary, artistic, and
scientific works; to regulate relations
among creators, distributors, and the
general public; to encourage creation and
distribution of excellent works; and to
foster science and culture.

Chapter Two: Scope of the Law.
Citizens and legal persons within China
are to enjoy copyright protection for
their works whether they are published in
China or abroad. The law also provides
copyright protection for foreigners
whose works are first published in China
and for unpublished works of both
Chinese and foreign citizens. Foreigners
also enjoy protection for works originally
published outside of China in accordance
with bilateral or multilateral agreements
to which China is a party.

Chapter Three: Works Protected. The
list includes writings; oral works; musical
works; works of fine art; photographic
works; works of applied art; illustrations,
maps, plans, and models relating to
geography, topography, architecture, or
science; and other literary, artistic, or
scientific works.

Chapter Four: Defining Authorship
and Author’s Rights. The author is the
person who has directly created the work.
Authors’ rights are divided into moral
and economic rights. Moral rights include
the right to: decide whether or not to
make a work public, claim authorship,
have one's name associated with a work,
protect the integrity of a work, revise a
published work, and withdraw a pub-
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The extremely complicated issue of
safeguarding software authors’ rights
will be addressed in separate legisla-
tion that is currently being drafted.
Two other controversial categories
affecting Chinese authors—work
done under the auspices of employ-
ers and works based on folklore—are
also specifically excluded from pro-
tection. In China, almost all authors
of copyrighted works are paid em-
ployees—either professional writers
who receive fixed salaries or authors
of technical or scientific works that
depend on guidance and financing

lished work (under certain conditions).
Economic rights include the right to
publish, reproduce, record, publicly per-
form, broadcast, and cinematize, and the
right to be remunerated by assigning
rights and authorizing their exploitation
by others.

Chapter Five: Copyright Ownership.
The copyright belongs to the author(s)
who created the work. Copyright to a
work created within the scope of the
author's employment generally belongs
to the employer. Copyright in a work
made for hire belongs to the commission-
ing party.

Chapter Six: “Neighboring Rights.”
Performers enjoy the right to have their
performances respected, to have their
images protected from distortion, to
authorize or prohibit broadcasting or
recording of their performances, and to
be compensated. Producers of
phonograms have the right to authorize
or prohibit the commercial reproduction
and distribution of their programs and to
be compensated. Broadcasters have the
right to authorize or prohibit the re-
broadcasting, retelevising, fixation, and
reproduction of their programs for com-
mercial purposes and to be compensated.

Chapter Seven: Copyright Duration.
Economic rights endure for the life of the

Gao Hang works in the International
Division of the National Copyright
Administration of China. The views
expressed in this article do not necessar-
ily represent those of the Administration.

from their employer. Debate has
raged over whether these people
should be entitled to make profits
from work done on the job. The
current draft of the law rules that, in
general, such works remain the prop-
erty of the employer. And although
many people argue that China should
follow the example of other develop-
ing countries and protect its exten-
sive body of folklore, those who fear
conflicts in defining authorship pre-
vailed in the draft.

After the copyright law is promul-
gated, China plans to join either or
both of the major conventions gov-
erning international copyright pro-
tection—the Universal Copyright
Convention (UCC) and the Berne
Convention for the Protection of
Literary and Artistic Works. Passage
of the new copyright law later this
year and membership in these orga-
nizations should help pave the way
for expansion of exchanges of copy-
righted information between China

e

and the rest of the world. 7T

author plus 50 years. The term for
neighboring rights is 25 years from first
publication. Moral rights are perpetual.

Chapter Eight: Inheritance, Transfer,
and Licensing of Copyrights. Upon
death an author’s economic rights can be
inherited in accordance with the Inheri-
tance Law of the PRC. Economic rights
can be transferred for a fixed period, not
exceeding 20 years. Exploitation of eco-
nomic rights may be licensed to others for
a set period of time using a certain means.

Chapter Nine: Copyright Limitations.
If the name of the author, title, and
source are indicated and the other rights
of the author are respected, certain types
of exploitation of published works do not
require authorization or payment. The
following types of exploitation do not
require consent but do require payment:
broadcasting published works other than
editorials; performing published works;
and reprinting in newspapers and period-
icals works from other types of news
media.

Chapter Ten: Enforcement and Reme-
dies. In the case of infringement, the
author or copyright owner can either
appeal to the local copyright office or
institute legal proceedings in Chinese
People’s Courts. The copyright adminis-
trative offices have the power to stop
infringements, make public apology and
compensate for damages, confiscate in-
come from the infringer, and impose
fines. Any dissatisfied party may, within
three months of notification, institute
legal proceedings in Chinese People's
Courts. %
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MEMBER SPOTLIGHT

INTERKILN FIRES UP SEVERAL CERAMICS VENTURES

The Houston-based Interkiln Corporation of America
has made a major commitment to China, investing in
three ceramics joint ventures in the past three years, with
negotiations for a fourth just concluded. The company’s
commitment to China capitalized on timing: in the mid-
1980s, when China was looking to attract foreign
technology to improve its ceramics industry, Interkiln
was seeking opportunities to expand.

The first joint venture, the China Ceramics Co. Lid.,
started production in Xiamen last January. Interkiln
teamed up with two Chinese partners, the former Xiamen
Ceramics Factory—which tore down its plant to make
way for the joint venture operations—and the Xiamen
Construction and Development Corporation, a minority
partner that acts as the guarantor. Investment for the
project totals ¥125 million ($33 million), with Interkiln
contributing 40 percent of the registered capital.

The venture actually consists of two factories, one for
sanitary ware and one for porcelain dinnerware, which
share the site and pool their earnings. Interkiln Vice
President Lyle Haber noted that the dual design was
requested by the Chinese partner, but this type of joint
operations is not unusual in the ceramics industry. He
added, “having both factories strengthens our position;
should the market vary, one factory can compensate for
the other.”

The sanitary ware plant, currently operating at about
60 percent of its planned capacity of 285,000 picces per
year, expects to reach full production sometime in 1989.
Two separate production lines manufacture English-style
and US-grade bathroom fixtures—including vanity ba-
sins, toilet bowls, tanks, and pedestals—which differ in
size and specifications. The English-grade products are
now exported to the United Kingdom. Production of US-
grade ware for sale in the United States is scheduled to
begin later this year, while off-grade products—about 20
percent of production—will be sold on the domestic
market. The production breakdown of English- ver-
sus US-grade ware will vary according to market de-
mand. Most of the dinnerware factory output will be ex-
ported.

A second Interkiln sanitary ware joint venture factory
is under construction in Shanghai. The Shanghai Pacific
Ceramic Co. is scheduled to begin production of 350,000

English- and American-style pieces per year at the end of

1989. The products of the two joint ventures will,
however, differ in style and appearance and will be sold
under separate brand names. The Xiamen output will
target the low-end market, while the Shanghai products
will be aimed at medium-price purchasers. Both factories
might eventually move their products upmarket depend-
ing on demand.

Construction is just about complete on a third
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Interkiln joint venture, the Taishan Ceramics Co., Ltd. in
Shanghai, which will produce glazed and unglazed floor
and wall tile. Production of 1 million square meters per
year of tile—about 60 percent for export—is set to begin
later this year. And negotiations have just been concluded
for a joint venture brick and tile factory in Dalian.

AMERICAN STANDARD STARTS PRODUCTION AT
SANITARY WARE VENTURE

For American Standard, Inc., the January 1988 start-
up of a joint venture in Guangdong caps eight years of
smooth cooperation. Negotiations between the Intex
Group of American Standard’s Building Products sector
and the Qingyuan Economic Development Corporation
of Guangdong Province began in 1980. A contract was
signed in 1986 to form the Hua Mei Sanitary Ware Co.,
Lid., based 100 kilometers northwest of Guangzhou.
American Standard, which provided technology and
equipment, holds a 51 percent share of the project’s total
$12 million investment.

The factory, built in 1987, was completed right on
schedule, and production began with contracts for the
first few months of output already in hand. Production,
which includes commercial and residential toilets, bidets,
and lavatory pedestals, is currently running at about 50
percent of the factory’s design capacity of 300,000 pieces
per year. Two-thirds of sales are targeted toward the
high-end domestic market, including Western-style hotels
and office buildings, with the rest slated for eventual
export to Southeast Asian countries,

So far American Standard is pleased with the venture’s
progress. Hau Mei's General manager Bing Benetua says,
“We've had no problem finding Chinese buyers—at
present our goods are in great demand.” The venture's
marketing activities include attending exhibitions and
taking out advertisements in Guangdong. Right now
much effort is focused on maintaining customer rela-
tions. Benetua notes that Hua Mei must improve logistics
to ensure delivery. “The roads are poor—delivery takes a
long time, and there’s often damage in transit.” Efforts to
reduce damage have been hampered by problems in
sourcing quality packing materials. Assuming all goes
well, future plans call for expansion of the product line to
include toilet seats and plastic tank fittings.

In addition to the Intex Group, two other American
Standard subsidiaries have been involved in successful
China operations. In 1986 the Michigan-based Tyler
Refrigeration Corporation sold a license to Luoyang
Refrigeration Machinery Factory in Henan Province to
manufacture refrigerated display cases. And three
factories in Shanghai have been producing commercial
air-conditioning equipment since the 1970s using tech-
nology licensed from the Wisconsin-based Trane Co.
Sharon E. Ruwart
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The New China: Com-
parative Economic
Development in Main-
land China, Taiwan, and
Hong Kong, by Alvin
Rabushka. Pacific Re-
search Institute for
Public Policy, Westview Press, 1987.
254 pp. $32.50.

China: Asia’s Next Economic Giant?
by Dwight H. Perkins. Seattle: Uni-
versity of Washington Press, 1986.
98 pp. $12.95.

Last year, the “Four Tigers" of
East Asia (South Korea, Taiwan,
Hong Kong, and Singapore) posted
Gross Domestic Product (GDP)
growth rates ranging from Hong
Kong's high of 13.6 percent to
Singapore’s “low" of 8.8 percent—
statistics that give proof to the
dynamism of the Tigers’ approach to
development. But what are we to
make of China, which registered a
remarkable 9.4 percent increase in
GDP for 19872 Has Beijing benefited
from following successful East Asian
development patterns?

Yes, indeed, according to Perkins
and Rabushka. Both authors
attribute China’s economic momen-
tum to features common to Japan
and the Asian Newly Industrialized
Countries (NICs)—the drive to ex-
port combined with a Confucian
emphasis on education, thrift, and
hard work. Perkins also points to
increasing political stability, and
Rabushka to market forces, as signifi-
cant factors enhancing productivity
in China and the NICs. And both
authors agree that while the road to
greater economic efficiency is
fraught with difficulty, China’s ex-
periments have been successful
enough to warrant their continua-
tion.

While Perkins presents a sure-
footed analysis of China's economic
potential, and Rabushka provides a
wealth of information on Taiwan,
China, and Hong Kong, neither
author does justice to the magnitude
of constraints facing Chinese eco-
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nomic reform policies—constraints
that make China’s achievements all
the more astonishing.

Take the problem of developing
entrepreneurship, for example. Tai-
wan and South Korea had to find a
balance in the 1950s between provid-
ing enough protection to native
industries to give managers and
workers experience, but not so much
as to stymie their desire and ability to
compete. Unlike Chinese managers
today, NIC enterpreneurs did not
have to grapple with Party officials or
government bureaucrats for control
over their own enterprises, or face a
long-term struggle simply to fire
redundant or incompetent labor. For
the most part, Taiwanese and South
Korean managers had sound market
forces to respond to—and if they
didn't react, they failed. In China,
managers operate under a system
that combines price subsidies and
supply monopolies with partial mar-
ket mechanisms, and they face little
risk of failure. In short, China’s
domestic environment does not pro-
mote the kind of discipline and risk-
taking that led the NICs to export-
competitiveness.

Both Perkins and Rabushka have
also largely neglected significant
ideological differences between
China and the Asian NICs that make
a repetition of the NIC experience
very difficult. China’s socialist lead-
ership confronts serious, time-con-
suming questions, such as how many
laborers a private entrepreneur
should employ, how rich the entre-
preneur should become, and
whether stockholding constitutes
speculation. To be sure, no develop-
ing state, however dictatorial, is free
of divisiveness over policies or un-
concerned about its legitimacy in the
eyes of the public. But few govern-
ments perceive so many economic

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

strategies as potential threats to their
rule: every market-oriented move in
China portends a change in the
balance of power, inevitably dimin-
ishing the Communist Party’s author-
ity while giving more control to
technocrats. Moreover, inflation, un-
employment, and increasing income
disparity is much more disturbing to
Chinese than to citizens of other
Asian one-party states, where social
order has not been based on the
premise of rigid equality.

The main shortcomings in Perkins’
highly readable essays concern points
of emphasis rather than interpreta-
tion. For example, he correctly
points to “‘political stability under an
independent sovereign govern-
ment,”” combined with relatively
modest income differentials, as a
major contributor to the success of
East Asian economic policies. More
to the point, however, is the fact that
the postwar governments in Taiwan
and South Korea had an unusual
degree of power to shape national
policies. Not only were both govern-
ments spared severe religious and
ethnic tensions, but Taiwan and
South Korea did not confront a
powerful bloc of landlords, and were
free to control big business through
such mechanisms as loans, taxes, and
licenses. Furthermore, they opened
their doors to foreign investment
only after they were politically strong
enough to call the shots on matters
like investment priorities and equity
shares.

China may not have feudal land-
lords, but it does have an enormous
network of bureaucratic fiefdoms
that have for decades obstructed
implementation of national policies
and made it necessary for Beijing to
bargain with more numerous and
powerful special interests than ever
confronted Taipei and Seoul.

Of the two books, Perkins' is the
better bet for its capable analysis of
China's economic potential. Despite
the promise of the title, Rabushka's
book makes few comparisons be-
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tween China, Taiwan, and Hong
Kong—and then only fitfully, within
the six pages entitled *“Conclusion
and Future Prospects.” The conclu-
sions mainly amount to an unre-
served encomium for market-ori-
ented policies, ignoring other
significant factors such as the consid-
erable role of Taiwan's government
in managing economic development.
For energetic readers inclined to sift
out comparisons on their own, the
volume is a handy compilation of
information on the three economies.
But those who suspect that China’s
economic planners are as concerned
with socialist imperatives as Fast
Asian success strategies will probably
not find the analyses they are looking
for in either book.

—Deborah Diamond-Kim

Foreign Trade, Investment, and the
Law in the People’s Republic of China,
edited by Michael ]J. Moser. 2nd ed.
New York: Oxford University Press,
1987. 603 pp. $45.

This book is a must for all but the
most seasoned China business practi-
tioners—and will make a handy shelf
reference even for them. It covers in
great detail the significant areas
affecting business dealings with
China, including trade, investment,
technology transfer, taxation, bank-
ing and finance, and intellectual
property protection. The chapters
are written by many leading China
legal experts, yet the book has a
decidedly practical style and is
unmuddled by legalese.

The sole note of caution is that this
book can quickly become outdated.
In the short period since the book’s
1987 publication, for example, new
foreign investment and technology
transfer legislation already calls for
modification of these portions of the
text.

The book is unsurpassed as an
analysis of China’s business environ-
ment as of late 1986. But frequent
revision will be necessary to keep this
volume up to date and give it the long
shelf-life it deserves. —]John Frisbie

Tiiw. | China Tax Guide, by
ﬁ Michael J. Moser and
Winston K. Zee. New
York: Oxford University

Press, 1988. 197 pp.
$29.95.
Like the book re-

viewed above, the China Tax Guide is
a thorough and practical handbook.
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The bulk of the guide analyzes
China’s Individual Income Tax, Con-
solidated Industrial and Commercial
Tax, Joint Venture Income Tax, and
Foreign Enterprise Income Tax laws
and their application. Additional
chapters examine customs duties,
special taxes, and tax treaties. The
sample tax forms provided in the

appendix are especially useful to
those who will be paying taxes in
China.

The timeliness of this book will also
suffer from China’s ever-changing
tax codes—for example, individual
tax rates have been halved since the
book was published. Nevertheless,
the Guide puts China’s tax codes and
practice in a single volume whose
usefulness can be prolonged if the
reader keeps abreast of current
developments. —John Frisbie

PRC Business Firms in
Hong Kong & Macau,
compiled by TF Ting
and the US and Foreign
Commercial Service in
Hong Kong. Hong
Kong: American Cham-
ber of Commerce in Hong Kong
(1030 Swire House, Central), 1988.
70 pp. $36 including airmail charge.

Each month more PRC companies
set up shop in Hong Kong to tap
business potential and prepare for
1997, This directory—the most ex-
haustive compendium so far—Ilists
alphabetically by industry 400 PRC
companies with offices in Hong Kong
and Macau. All entries include the
company’s address, telephone and
telex numbers, and key personnel,
while about 15 percent also include
information on products or services.
Two indices offer additional useful
facts, listing companies by aegis and
local authority and providing com-
pany names in both English and
Chinese. —]JLL

China Commercial Rela-
tions Directory 87/88.
7th ed. Hong Kong:
American Chamber of
Commerce in Hong
Kong, 1987. 156 pp.
$20 including airmail

charge.

Over 200 US and foreign compa-
nies belonging to the American
Chamber of Commerce in Hong
Kong paid to be included in this
biennial directory, which has proven
a useful tool for companies that want
to introduce their products and
services to China. Entries listing
addresses and contact information
are given in English and Chinese and
arranged alphabetically, along with
information on representative of-

fices in China. Listings are also
indexed by product and service.

—]JLL
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Jennifer Koch and Susan Poole

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

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

SALES AND INVESTMENT
THROUGH MAY 31

Arrangement/Value/
Date Reported

Agricultural Commodities

China’s Imports

Canadian Wheat Board Sold 4.4 million tonnes in April. 5/88.

(Canada)

(Zimbabwe)/China Na- Sold 10,700 tonnes tobacco. $30 million,
tional Tobacco Corp. 1/88.

(Cuba) Will supply raw sugar. 3/88.

US Department of Agri- Sold 350,000 tonnes wheat at subsidized
culture prices. 4/88.

(Mexico) Sold 300,000 tonnes of raw sugar. 5/88.

Investments in China

Sapporo Breweries Ltd.
and Tokyo Maruichi Shoji
Co. (Japan)/Xinjiang

Agricultural Technology

China’s Imports
Canpotex (Canada)

Food Engineering Service
(us)

(Hungary)

Established Xinjiang Fubei Sapporo Hop
Corp. joint venture to cultivate aromatic
hops. (SBL:45%-TMS:5%-PRC:50%). 2/88.

Sold 550,000 tonnes potash. $60 million.
3/88.

Signed contract in egg processing industry.
$3.5 million. 3/88.

Sold two fodder production lines. 3/88.

Abbreviations used throughout text: BOC: Eank of China; CAAC: Civil Aviation Ad-
ministration of China; CAIEC; China National Automotive Industry Import-Export

Corp.; CASS: Chinese Academy of Social Sciences; CATIC: China National Aero Tech-

nology Import-Export Co.; CCTV: China Central Television; CEIEC: China Electronics

Import-Export Corp.; CEROILFOODS: China National Cereals, Oil, and Foodstuffs Im-

port-Export Corp.; CHINATEX: China Natioral Textiles Import-Export Corp.; CITIC:
China International Trust and Investment Corp.; CITS: China International Travel Ser-
vice; 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; H PDC: Huaneng International Power
Development Corp. ICBC: Industrial and Commercial Bank of China; INSTRIMPEX:
China National Instruments Import-Export Corp.; ITIC: International Trust and Invest-

ment Corp.; MACHIMPEX: China National Machinery Import-Export Corp.; MAL: Min-

istry of Aviation Industry; MEI: Ministry of Electronics Industry; MINMETALS: China
National Metals and Minerals Import and Export Corp.; MLI: Ministry of Light Indus-
try; MOCI: Ministry of Coal Industry; MOFERT: Ministry of Foreign Economic Rela-
tions and Trade; MOPI: Ministry of Petroleum Industry; MPT: Ministry of Posts and
Telecommunications; MURCEP: Ministry of Urban and Rural Construction and Envi-
ronmental Protection; MWREP: Ministry of Water Resources and Electric Power; NA:
Not Available; NDSTIC: National Defense, Science, Technology, and Industry Com-
mission; NORINCO: China North Industries Corp.; SINOCHEM: China National
Chemicals Import-Export Corp.; SINOPEC: China National Petrochemical Corp.;
SINOTRANS: China National Foreign Trade Transportation Corp.; SITCO: Shanghai
Investment and Trust Corp.; SPC: State Planning Commission
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Investments in China
China Nordic Co. Ltd.
(Norway)/Guangdong
Provincial Aquatic Prod-
ucts Co.

Other

National Agronomic Re-
search Institute (France)/
Ministry of Agriculture,
Animal Husbandry, and
Fisheries

European Economic
Community

Signed contract establishing Autou Aquatic
Breeding Farm joint venture. $2.9 million.
3/88.

Presented 16 breeding pigs in bilateral co-
operation program. 3/88.

Signed aid agreement to develop China’s
dairy industry. 3/88.

Chemicals, Petrochemicals, and Related Equipment

China’s Imports
Petrolite Fuel Technol-
ogies (US)/Shengli
Qilfield, Shandong

Coates Brothers (Hong
Kong) Ltd. (UK)/
Guangdong

Sulzer-Escher Wyss (Swit-
zerland)/Jilin Chemical
Industries

Stord Bartz A/S (Norway)

Britain Oxygen Co. (UK)/
CNTIC

Chiyoda Corp. (Japan)/
Fushun, Liaoning

UOP Inc., subs. of Allied-
Signal Inc. (US)/CNTIC
and LIGHTINDUSTRY

Tecnicas Revnidas
(Spain)/CNTIC

Davy-Zimmer AG (FRG),
subs. of Davy McKee
(UK)/Shaanxi and
Heilongjiang

Davy-Zimmer AG (FRG),
subs. of Davy McKee
(UK)/Guangdong

Investments in China

Loctite Corporation (US)/
Yantai, Shandong

PS Brandschutz (FRG)/
Jing’an Equipment I/E
Corp. and Beijing Build-
ing Coating Factory

Will install two fuel oil treatment plants.
3/88.

Will supply inks and coatings for aerosol
spray cans, $128,000 (HK$1 million). 3/88.

Will supply compressor group for nitric acid
plant. 1/88.

Delivered waste recovery plant to a Beijing
industrial alcohol plant. $7.8 million (NKr50
million). 1/88.

Will supply product compressor and 125
TPD nitrogen plant. $3 million. 1/88.

Will build 10,000 TPY butene-1 plant. 3/88.

Signed licensing agreements to produce lin-
ear alkylbenzene and linear olefins at Fu-
shun Detergent Chemical Plant in Liaoning.
3/88.

Will supply complete set of production
equipment for fatty alcohol plant at Fushun
Detergent Chemical Plant in Liaoning. $94
million. 3/88.

Signed contracts to provide two nylon
plants to produce tire cord. 3/88.

Will build 8,000 TPY polyester polyconden-
sation plant to produce film base for audio
and video tape. 3/88.

Opened industrial glue production joint
venture while exploring future ventures in
Shandong. 5/88.

Established North Fire Protection Coating
Co., Ltd. 1o produce fire protective coatings.
$2.7 million (¥9.9 million). (FRG:33.3%-
JEIE:30%-BBCF:36.7%). 5/88.
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Goulds Pumps Inc. (US)/
Nanjing Deep Well Co.

Chemicals (Agricultural)

China’s Imports
Ammoinia Casale S.A.
(Switzerland)/CNCCC

Nichimen Corp. (Japan)/
CNTIC

Occidental Chemical
Corporation (US)/China
Wuhan Chemical Engi-
neering Corp. and
CNCCC

Construction Materials

China’s Imports
Vicwood Development
Ltd. (HK)

General Electric Co.
(UK)/Shanghai

Schuller Engineering,
subs. of Glaswerk
Schuller GmbH (FRG)

Established joint venture to produce pump
units for four US petrochemical plants.
3/88.

Will provide engineering services to ammo-
nia converters and synthesis loops through
World Bank-supported Fertilizer Rehabilita-
tion Project. $1.7 million. 1/88.

Will supply 10 tonnes saturn insecticide.
$22,900. 3/88.

Signed agreement for licensing of fertilizer-
grade phosphoric acid production technol-
ogy using Occidental’s hemihydrate pro-
cess. 5/88.

Awarded eight contracts to supply steel
parts for a World Bank-financed rural water
supply program. $1.9 million. 5/88.

Installed elevators in 23-story Telecom
Building. 3/88.

Will supply and install glass fiber mat plant
to produce floor and wall coverings, and as-
phalt roofing. 3/88.

Chinese Investments Overseas

Sammi Corp. (South Ko-
rea)/China Construction
Engineering Corp.

Consumer Goods

China’s Imports
NA (FRG)

Investments in China
Kobayashi Kose (Japan)

Hoechst Celanese (US)/
China National Tobacco
Co.

Chen Hsong Machinery
Co. Ltd. (HK)/Juye
County Leather Co.,
Shandong

Warner-Lambert Co.
(US)/Harbin No. 3 Sweet
Factory

Playmates Holdings (HK)/
Huangpu, Guangdong

Acme Marls Ltd. (UK)/
LIGHTINDUSTRY

Swarovski Ventures Ltd.
(Austria)/Huizhou Munic-
ipal Porcelain Coloring
Crafts Factory and
Guangdong Foreign
Trade Development
Corp.

Established joint venture in Macau to pro-
duce construction materials. 2/88.

Will supply several single-machine wallpa-
per factories. 1/88.

Will establish joint venture to produce cos-
metics. (Registered capital $2.4 million).
2/88.

Formed second joint venture to produce
cellulose acetate tow cigarette filters in
Nantong, Jiangsu. 2/88.

Established Southwest Shandong Leather
Ltd. joint venture to produce leather prod-
ucts. $4.8 million (¥18 million). (HK:45%-
PRC:55%). 3/88.

Established Harbin Warner-Lambert Con-
fectionery Co. joint venture to produce
chewing gum and cough drops. $5 million.
3/88.

Established toy manufacturing joint venture.
$15 million, (HK:55%-PRC:45%). 3/88.

Signed contract to cooperatively produce
bone china. $2.9 million (£1.67 million),
3/88.

Established 30-year joint venture Huisi Fash-
ion Jewelry and Crafts Co. to produce cus-
tom jewelry and gift items. $2 million. (50-
50). 4/88.

Electronics, Electrical Equipment, and Computer Software

China’s Imports
NA (Japan)/Beidou Micro
Motor Plant, Hebei

Canon Co. (Japan)
Nixdorf AG (FRG)/MPT

CAD Centre (UK)/China
Shipbuilding Corp.

Hewlett-Packard Co.
(US)/liaotong University,
Shanghai

Sold micro motor production line. 3/88.

Will sell four microchip manufacturing ma-
chines. 1/88.

Will supply China’s post offices with elec-
tronic data processing equipment. 2/88,

Signed licensing contract for CAD software.
3/88.

Sold complete computer system, $700,000.
3/88.
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Polaroid Corp. (US)/Me-
dia Diskette Manufactur-
ing Factory, Zhuhai SEZ

Hamilton/Brighton (US)/
Nanjing University
Hamilton/Brighton (US)/
Yongji Factory, under
Ministry of Railways,
Shaanxi
Hamilton/Brighton (US)/
State Administration for
Industry and Commerce

Investments in China
Progeni (New Zealand)

Other
Canon Co. (Japan)/
Beijing

Hewlett-Packard Co. (US)

Electronics (Consumer)

China’s Imports

Asahi Glass Co. (Japan)/
Hongguang Cathode Ray
Tube Plant, Chengdu,
Sichuan

Investments in China
NA (Hong Kong)/
Shenzhen SEZ and Eco-
nomic Development Ser-
vice Center

Signed licensing contract for production of
floppy diskettes. 3/88.

Sold integrated CAD system, 3/88.

Sold electrical design and engineeering
CAD system, 3/88.

Sold administrative control network com-
puter system. 3/88.

Filed application to establish wholly owned
computer venture, 5/88.

Opened copier service and maintenance
center. 3/88.

Opened liaison office in Shenyang, Liaoning
for marketing, service, and training. 4/88.

Will supply technology and equipment to
renovate color TV tube glass frame produc-
tion line. 5/88.

Will jointly establish and manage for 10
year term the Shenzhen Huale Standard
Parts Co., Ltd. to sell household appliances
abroad. $779,130 (¥2.9 million).
(HK:31.2%—PRC:68.8%). 5/88.

Chinese Investments Overseas

CATV (HK)/China Na-
tional Posts and Tele-
communications Industry
Corp. and Shandong Pro-
vincial Television

Finance and Banking

Banking Agreements
Banca Commerciale
Italiana/Investment Bank
of China

Sparbankernas Bank
(Sweden)/ICBC

Union Bank (Switzer-
land)/Agricultural Bank of
China

Credit Suisse (Switzer-
land)/Investment Bank of
China

Loans

Chemical Bank (US) and
Sanwa Bank (Japan)/
Beijing ITIC

Hokkaido Takushoku
Bank (leading manager)
and 18 banks from Japan,
Great Britain, and
France/Guangdong

Scandinavian Far East and
Skandinavisak Enskilda
Banken (Sweden) and
Den Norske Creditbank
(Norway)/BOC and CITIC

The World Bank

(France)/Sichuan Tumor
Research Center and
Hospital

Export-Import Bank (US)/
HIPDC

Signed agreement giving Chinese partners
10 percent stake in CATV's cable television
franchise. 5/88.

Concluded cooperation agreement. 5/88.

Concluded mutual representation agree-
ment. 1/88.

Signed cooperation agreement to promote
new business. 4/88.

Established a correspondent relationship to
handle transactions through letters of credit
and documentary collections. 5/88.

Arranged 12-year $138 million loan for con-
struction of Beijing Amex Center, a US-PRC
office/apartment joint venture. 5/88.

Signed five-year $150 million loan for devel-
opment funds. 5/88.

Negotiating a $41.5 million 12-year syndi-
cated loan for construction of SAS Grand
Hotel. 5/88.

Approved $63 million IBRD loan and $25
million IDA credit to finance construction at
Huangpu Port, Guangzhou. 1/88.

Provided $7 million loan to purchase large-
scale diagnostic and treatment equipment
from French companies, 3/88.

Will provide $151 million loan to purchase
equipment and services for the Shidongkou
coal-fired power plant in Shanghai. 3/88.
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Barclays Bank Hong Kong
(HK)/cImic, Hong Kong

Mitsui Bank Ltd. (Japan)/
Bank of Communications,
Shanghai

C. Itoh & Co. Ltd. (Ja-
pan)/China Kanghua
Development Corp.

The World Bank/Dalian
Port Administration

The World Bank

Arab Economic Develop-
ment Fund (Kuwait)/
Shenyang, Liaoning

Consortium banks (HK)/
China Development Fi-
nance Co. of BOC

12-bank consortium in-
cluding Chase Manhattan
Corp. (US) and Midland
Bank (UK)/BOC

Other

First City Bank of Texas
(US) and Alexander Y.
Chow and Co. (HK)/BOC
and MOFERT’s China
United Trading Corp. and
China Export Bases
Development Corp.

Occidental China Inc.,
sub. of Occidental Petro-
leum (US)/China
Kanghua Development
Corp.

American Express (US)/
BOC

Signed agreement for five-year $200 million
loan. 3/88.

Provided $20 million loan for economic
development. 3/88.

Signed letter of intent to provide $1 billion
loan. 3/88.

Signed agreement to provide $96 million
loan for construction of Dayaowan wharf
and infrastructure at Dalian Port. 3/88.

Approved $60 million IDA credit to expand
commercial fishing and livestock farming.
3/88.

Signed loan agreement for Jinzhou Harbor
project. 3/88.

Will provide 10-year, $204.9 million loan at
concessionary rates. 4/88.

Will provide 20-year loan at 5 percent an-
nual interest to HIPDC for two generating
units for Yueyang Thermal Power Plant, Hu-
nan. $300 million (£172 million). 4/88.

Set up ACB International Ltd. to encourage
trade between the US and China by serving
as consultants and partners in joint venture
projects. 5/88.

Established OK Investment Company.
(US:55%-PRC:45%). 5/88.

Signed agreement to launch gold and cor-
porate charge cards in China. 5/88.

Food Processing and Food Service

China’s Imports
Rapistan Lande (Nether-
lands)

Electra Food Machinery
(US)

Meincke Food Processing
Equipment A/S (Den-
mark)

Investments in China
Pepsico Inc. and McCor-
mick & Co. (US)/Shang-
hai Foodstuff & Sundries
Co.

Seagram (China) Ltd.
(Canada)/China Distillery,
Shanghai

NA (Singapore)/Qingdao
Laoshan Mineral Water
Plant, Shandong

Chen Hsong Machinery
Co. Ltd. (HK)/Cao
County Food Ltd.,
Shandong

Lowenbrau AG (FRG)/
Huizhou, Guangdong

Leasing and Insurance
Investments in China
National Bank of Labour
and Locafit Industrial
Equipment Leasing Co.
(italy)/Chengdu, Sichuan

Supplied two general sorting systems for
food distribution firms. $1.8 million (DF3.4
million). 1/88.

Sold corn chip processing line. $300,000.
2/83.

Will supply bakery equipment. $5.5 million
(DKr36 million). 2/88.

Formed Shanghai McCormick Seasoning &
Foodstuffs Co. to produce approximately
3,500 tonnes of spices and seasonings an-
nually for export. $3 million. (US:60%-
PRC:40%). 5/88.

Established Shanghai Seagram Ltd. to pro-
duce 1 million crates of wine, whisky, and
champagne annually. (Registered capital $6
million). (50-50). 5/88.

Established Qingdao Laoshan Huaxin Bever-
age Corp. Ltd. joint venture. $4 million (5$8
million). (50-50). 3/88.

Signed two joint venture agreements to
produce food products. $4 million.
(HK:40%-PRC:60%). 3/88.

Signed cooperative agreement to produce
Lowenbrau beer, (FRG:30%-PRC:70%).
3/88.

Established a 20-year joint venture to lease
machinary, trucks, meters, and instruments.
(Registered capital $8 million). (ITL:30%-
PRC:70%). 5/88.

Fuji Bank Ltd. (Japan)/
China Kanghua Develop-
ment Corp.

Mitsubishi Trust and
Banking Corp., Mitsubishi
Corp., and Ryoshin Leas-
ing Corp. (Japan)/
Everbright Industrial Co.
and Everbright Finance
Co.

C. Itoh & Co., Daiichi
Kangyo Bank, and Cen-
tury Leasing System Co.
(Japan), and Credit Lyon-
naise (France)/Henan
ITIC and three Chinese
companies, Zhengzhou,
Henan

Agreed to establish 20-year leasing firm,
(JPN:40%-PRC:60%). 3/88.

Established The Everbright International
Leasing Co. Ltd. joint venture to import and
export machinery and electrical and trans-
portation equipment. $6 million. (50-50).
3/88.

Will establish Yellow River Leasing Interna-
tional Co. to lease industrial machinery.
(Registered capital: $5 million). (JPN:25%-
FR:15%-PRC:60%). 4/88.

Machine Tools and Machinery

China’s Imports
JH Fenner (UK)/Yichang,
Hubei

Investments in China
Chen Hsong Machinery
Co. Ltd. (HK)/Heze Cast-
ing Machine Plant,
Shandong

Will build conveyor belt factory. $5.3 mil-
lion (£3 million). 3/88.

Will establish Chenlu Machinery Ltd. joint
venture to produce plastic injection ma-
chines. $2 million. 3/88.

Medical Equipment and Devices

China’s Imports
(France)/Sichuan Tumor
Research Center and
Hospital

Investments in China

Glaxo Hong Kong Ltd.
(HK), subs. of Glaxo
Group (UK)/China
Pharmaceutical Industrial
Co.

Other

International Develop-
ment Cooperation (US)/
China State Pharmaceuti-
cal Administration

International Save Our-
selves (SOS) Assistance
(Switzerland)/Interna-
tional Center for Medical
and Health Exchange un-
der the Ministry of Public
Health

Will purchase large-scale diagnostic and
treatment equipment from French compa-
nies with $7 million French loan. 3/88.

Planning joint venture to produce Ventolin
inhalers. $17.6 million (£10 million). (50-50).
3/88.

Agreement to exchange information, con-
duct feasiblity studies, and provide US tech-
nology for medical equipment and other
development projects. 5/88.

Signed agreement to open five SOS Alarm
Centers to give medical treatment to for-
eigners living or traveling in China. 4/88.

Metals Minerals, and Processing Technology

China’s Imports
Bauxite Alumina Trading
Co. (Jamaica)

(NA) Venezuela

Mill Equipment & Engi-
neering Corp. (US)/
Shoudu Iron and Steel
Co., Beijing

Investments in China
OK Investment Company
(JV between Occidental
China Inc. (HK) and
China Kanghua Develop-
ment Corp.)/Henan Linru
Coking Plant

Agency of Natural Re-
sources under MITI (Ja-
pan)/SPC

Other

Kaiser Engineers (US)/
Ministry of Energy

Will sell 100,000 tonnes of alumina to China
over two-year period at $230/tonne. 5/88.

Negotiating to sell 250,000 tonnes of alu-
mina. 5/88.

Will provide equipment and services for
plate and steckel mill. 2/88.

Signed 25-year contract to build and man-
age the OK-L Coal Company to process raw
metallurgical coal for use in Linru Coking
Plant. (JV:60%-PRC:40%). 5/88.

Negotiating an agreement to jointly extract,
refine, and use rare earths. 5/88.

Will provide training program for coal min-
ing equipment through a US Trade and
Development Program grant. $125,000.
5/88.
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Sumitomo Metals Indus-
tries Ltd. and Sumitomo
Corp. (Japan)

Military Equipment

China’s Imports
Litton Corp., Guidance
and Control Division (US)

Signed two-year compensation trade agree-
ment in which Sumitomo will supply assis-
tance and facilities for coking kilns in ex-
change for vanadium pentoxide. 5/88.

Will supply LN-39 inertial navigation sys-
tems for F-8 aircraft under subcontract from
Grumman Corp. 3/88.

Petroleum, Natural Gas, and Related Equipment

Investments in China
ACT Operators Group,
including Agip (Italy),
Chevron (US), and
Texaco (US)/CNOOC

Other

US Trade and Develop-
ment Program/Bohai Oil
Corporation

US Trade and Develop-
ment Program/China
State Shipbuilding Corp.

Pharmaceuticals
Investments in China
Janssen Pharmaceutical
Co. (Belgium)/Shaanxi
Pharmaceutical Industrial
Company

Schering Corp. (US)/

Shanghai No. 2 Pharma-
ceutical Works

NA (HK)/Heilongjiang
and Zhuhai SEZ,
Guangdong

Other

SmithKline Beckman
Corp. (US)/Shanghai and
Sichuan

G.D. Searle & Co., subs.
of Monsanto Co. (US)/
China State Pharmaceuti-
cal Administration

Ports

China’s Imports
Ginge-Kerr A/S (Den-
mark)

The World Bank

Signed supplementary agreement to further
develop Huizhou Oilfield near the Pearl
River. 3/88.

Will provide $645,000 for feasibility study of
off shore oil development in Liaodong Bay.
5/88.

Will provide $600,000 for feasibility study of
natural gas production in the East China
Sea. 5/88.

Establishing Xi'an Janssen Pharmaceutical
Ltd. Company to produce medicines for do-
mestic market. $30 million. 5/88.

Will provide technology, formula, equip-
ment, and $200,000 loan to cooperatively
produce netobimin, an anthelmintic. 12/87.

Established Huagang Group Ltd. joint ven-
ture to produce traditional Chinese medi-
cines. 3/88.

Will conduct joint research to develop a
vaccine for hepatitis B. 5/88.

Signed agreement to cooperate in pharma-
ceutical research and development.
$500,000. 4/88.

Will supply fire-fighting equipment for ship-
yard. $108,000 (DKR700,000). 1/88.

Approved $63 million IBRD loan and $25
million IDA credit to finance construction at
Huangpu Port, Guangzhou. 1/88.

Power Plants and Power Equipment

China’s Imports
GEC Turbine Generators
Ltd. (UK)/HIPDC

Combustion Engineering
Co. (US)/CNTIC

(FRG)/Shanxi

Newman Generators
(UK)/Chaoyang,
Guangdong

IMI Titanium (UK)/Daya
Bay Nuclear Power Sta-
tion

Ansaido S.p.A. (Italy)/
Huaneng Power Genera-
tion Corp.

Other

(FRG)

Will supply Yueyang, Hunan plant with two
350,000-KW generating units. 5/88.

Supplied instrumentation and control
equipment for Beilungang Thermal Power
Project in Ningbo, Zhejiang. $8.49 million.
12/87.

Will supply second-hand Barbarak coal-
fired power station. 1/88.

Will supply five megawatt mini power sta-
tion. 1/88.

Will supply 850 miles of welded tube. 2/88.

Will renovate generating unit at Xinhua
Power Plant, Heilongjiang. 3/88.

FRG will be allowed to bury its nuclear
waste in the Gobi Desert in exchange for
nuclear power technology and develop-
ment assistance. 2/88.
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NA (Belgium)/Pingtan Is-
land, Fujian

Built four-windmill windfarm. 2/88.

Property Management and Development

Sheraton Asia Pacific
Corp. (US)/Joint venture
between Guiging Hotel
Organization Office of
Guilin and Tai Hing Man-
darin Realty Company,
Inc (US)

Holiday Inns Corp. (US)/
Wuhan

Cheong Profit Develop-
ment Ltd. (HK)/Beijing
Xinhua Enterprise Indus-
trial Corp. and Shanghai
Jinjiang Holdings Co.

Investments in China
Aoki Corp. (Japan) and
Prescott Bush Resources
Ltd. (US)/Shanghai Sports
Service Corp. and Zhu Jia
Jiao (construction) Co.,
Qingpu County

Kanok Furniture & Con-
struction Co. (Thailand)
and United Industrial
Corp. (Singapore)/CITIC

Scientific Instruments

China’s Imports
Acton Research (US)

NA (FRG)/Institute of
Water Conservancy and
Hydroelectric Power Re-
search, Beijing
Investments in China
Hamamatsu Photonic Ltd.
(lapan)/Beijing Nuclear
Instrument Factory

Ships and Shipping
China’s Imports

Finsam Industrier (Nor-
way)

MacGregor Naivre (UK)/
COsSCo

Investments in China
(NA) Britain/COSCO

Telecommunications

China’s Imports
NA (Sweden)/Chongging,
Sichuan

Kabmatic AB (Sweden)/
CNTIC

Spar Communications
Group (US)/China Elec-
tronic System Engineering
Co.

L.M. Ericsson (Sweden)/
Guangdong

Alcatel (France)/Beijing
Telecommunications Ad-
ministration

Will manage 500-room Sheraton Guilin
Hotel, 2/88.

Began construction on 350-room Holiday
Inn-Tian An Wuhan Hotel. 2/88.

Will co-manage Kunlun Hotel in Beijing.
4/88.

Established a three-way venture to develop
18-hole golf course and resort facility in
Shanghai. $18 million. 5/88.

Established CIT-UIT Investment Co. joint
venture for interior design projects. 4/88,

Signed contracts for several monochro-
mator systems and 11 spectrometer sys-
tems. $280,000. 1/88.

Sold vibration simulator for earthquake re-
search. $1.5 million. 3/88.

Established Beijing Hamamatsu Photon
Techniques Ltd. joint venture to research,
develop, and manufacture photomultipliers
and optical detectors. 4/88.

Will supply refrigerated containers, $7.8
million (NKR50 million). 2/88.

Will supply two cellular hold hatch covers
for container ships. 3/88.

Established Coso-HO shipping agency to
operate container transportation service for
52 COSCO container ships. 5/88.

Will supply 40,000 program-controlled tele-
phone sets and exchanges. $10 million.
5/88.

Contract signed for sale of production line
for telephone, distribution, iron-conductor,
and mine cable at Tianjin No. 2 Cable Fac-
tory. $1.92 million. 5/88.

Will supply six transportable earth stations.
$2.9 million. 2/88.

Will supply AXE digital public switching sys-
tem. $73 million. 2/88.

Will supply exchanges, digital satellite ex-
changes, digital transmission equipment,
and optical links. 3/88.

61



Investments in China
Philips N.V. (Nether-
lands)/Wuhan Trust Loan
Investment Corp. and
Wuhan Optical Fiber
Communication Technol-
ogy Co.

Northern Telecom Ltd.
(Canada)/China
Tonggang Electronics
Corp. in Shenzhen
Other

(Canada)

Northern Telecom Lid.
(Canada)

Textiles and Textile Plants
Investments in China
NA (Japan)/Shanghai

Teshima Co. Ltd. and
Seiko Industrial Co. Ltd.
(Japan)/Shanghai Yinfeng
Woolen Mill

Established 20-year joint venture to manu-
facture optical fiber and optical cable. $38
million (DG72.5 million). (50-50). 3/88.

Established Tongguang Northern Telecom
Co. to produce integrated service networks
and digital telephone sets. $13 million.
4/88.

Signed memorandum of understanding for
cooperation in telecommunications science
and technology. 3/88.

Will denate digital telecommunications
switching equipment worth $3.5 million to
1990 Asian Games. 4/88.

Set up Huazhong Sock Company to pro-

duce 10 million pairs of socks annually with -

60 percent exported. 5/88.

Established Shanghai Yinfeng Garment Co.
Ltd. joint venture to produce western-style
trousers. $950,000. 3/88.

Transportation and Transportation Equipment

China’s imports

COFATA, subs. of
Aerospatiale (France)/
CAAC

Grotnes Metalforming
Systems, Inc. (US)/
Liuzhou Minicar Factory,
Guangxi

Marubeni Corp. (Japan)/
CNTIC

Nichimen Corp. (Japan)/
CNTIC

Toyota Tsusho Corp. (Ja-
pan)/CNTIC

Mitsubishi Corp. (Japan)/
CNTIC

Investments in China
Uni-Carden (FRG) subs.
of GKN (UK)/Shanghai
Automobile and Tractor
Industries Corp.

Isuzu Motors Ltd. (Japan)

and Shortridge, Ltd. (HK)/
Beijing No. 2 Automobile
Plant and CITIC

Sold 23 Trinidad TB-20 training planes to
train commercial pilots. $5 million. 3/88.

Sold automotive rim manufacturing line.
3/88.

Will supply five pickup trucks. $53,000
()¥6.8€ million). 3/88.

Will supply two hydraulic truck cranes.
$235,000 (J¥30.4 million). 3/88.

Will supply 16 window vans and related
parts. $163,000 (J¥21 million). 3/88.

Will supply six cable-working trucks and

eight cargo trucks. $690,000 (¥89.4 million).

3/88.

Established Shanghai GKN Drive Shaft Co.
to produce drive shafts for Volkwagen’s
Shanghai-made Santana cars. (UN1:25%-
FRG GOVT:25%-PRC50%). 5/88.

Established joint venture to produce BJ-136
light trucks based on Isuzu design. (Regis-
tered capital $54.1 million) Total invest-
ment: $145.2 million (¥537 million). 5/88.

Sprick (FRG)/Tianjin No.
2 Bicycle Factory

British Raleigh Co. (UK)/
Anyang Bicycle Industry
Co., Henan Province

Royal Nedlloved Group
of Hansen Far East Ltd.
(Netherlands)/ Shanghai
International Trade In-
formation and Exhibition
Co. and SINOTRANS,
Shanghai Branch

Northwest Engineering
Corp. (Scotland)/Inner
Mongolia No. 2 Machin-
ery Co.

Other

Sir Owen Williams and
Partners (UK)/Bureau of
Highways under the Min-
istry of Communications

Air France (France)/
CAAC

Cathay Pacific Airways
(HK)/CAAC

Aerospatiale (France) and
Aerospace Technology
(Australia)/CATIC

Malaysia Airline System
(Malaysia)/China Aviation
Supplies Corp.

Semaly Co. and Sofretu
(France)/Guangzhou

Miscellaneous

China’s Imports
Lyonnaise Des Eaux,
subs. of Degremont
(France)

Ecology and Environment
Inc. (US)/Environmental
Protection Bureau of
Shenyang, Liaoning un-
der MURCEP

Investments in China
Trans Asia Trading Corp.
(Canada)/Shaanxi Prov-
ince

National Tourist Organi-
zation (Greece)/China
National Tourist Adminis-
tration

Columbia Business
School (US)/University of
International Business
Economics of Beijing

Producing German brand-name bicycles at
imported German factory. $3 million (DM5
million). 3/88.

Will establish joint venture to produce Ra-
leigh brand bicycles. 4/88.

Will jointly operate the Shanghai Exportrans
Ltd. to package and transport foreign prod-
ucts for exhibition in the Shanghai vicinity.
5/88.

Formed North Hauler Ltd. to produce large
off-highway dump trucks. 5/88.

Won consultancy contract for World Bank-
supported Tanggu-Beijing-Tianjin Express-
way project. 1/88.

Will jointly operate a Boeing 747 freighter
service linking Paris and Shanghai. 5/88.

Agreed to increase flights between Hong
Kong and Beijing to three per week. 2/88.

Began feasibility study on cooperative de-
sign, development, and production of new
lightweight helicopter. 2/88.

Signed agreement to provide repair and
maintenance services for aircraft compo-
nents. 3/88.

Conducting feasibility study for Guangzhou
subway. 4/88.

Will build water treatment plant in Xi‘an,
2/88.

Will conduct feasibility study of hazardous
waste treatment and disposal facility funded
by US Trade and Development Program.
$325,000. 2/88.

Established a joint venture to promote
Shaanxi's products in North America and
Southeast Asia. 3/88.

Signed agreement on tourist cooperation,
5/88.

Concluded agreement establishing execu-
tive program on joint venture management
funded E.I. du Pont de Nemours and Co.
and CITIC. 5/88.

CLASSIFIED ADVERTISING

POSITION WANTED

manufacturer; seek entry-level post

CHINESE SEEKS WORK with US
firm doing business in China. Fluent
Eng. Hard-working. Can travel/stay
in China. Short-term OK. Bob Lu
(404) 874-0486. 2755 lLaVista Rd.,
Decatur, GA 30033,

FLUENT MANDARIN, 3 yrs. Tai-
wan, BA, 1 yr+ head int'l sales for US

62

in China Operations/Int’l Sales—
Jack Whiteford, Box 607, Annapolis,

MD 21405. (301) 536-4842

CHINA-MARKETING/JV Secking
a marketing or joint venture position
in China. Fluent in Mandarin. BS/
ME, MS/Mat'l E, 6 yrs exp with IBM,
2 yrs in printer mfg, 2 yrs in
semicond. mfg, and 2 yrs in large

account mktg. Please call Yenho,
Office: (203) 727-4702. Home: (203)
635-7310.

NATIVE CHINESE textile designer,
BIA from Fashion Inst. of Tech. 3
yrs. exp. in NY fashion industry,
fabric design and approval, super-
vises staff. Seeks oppty in US-China
trade. Willing to travel. Contact Ren
Shao Tseh, 258 Riverside Dr., NY,
NY 10025, (212) 749-2194.
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THE US-CHINA BUSINESS COUNCIL

OFFICERS

Chairman: CHarLES F. HUGEL

Vice-Chairmen: JAcK |. MURPHY, ALEXANDER
Brooy, STEVEN G. ROTHMEIER

Secretary-Treasurer: FRANK ZARB

Counsel: WALTER S. SURREY

President: ROGER W. SULLIVAN

BOARD OF DIRECTORS

Donarp R. BEaLL, chairman of the board and
chief executive officer, Rockwell
International Corporation

ALEXANDER Brony, president/international
Ogilvy & Mather Worldwide, Inc.

ALAN CHIEN, chairman, Abacus Group of
America, Inc.

DANIEL W. DERBES, president, Allied-Signal
International

R. DEREK FINLAY, senior vice president, H.[.
Heinz Company

PATRICK |. GNAZZO, president, Unated
Technologies International Corporation

TrOMAS L. GOsSAGE, president, Hercules
Specialty Chemicals Company, Hercules
Incorporated

WiLLiam B. GraHAM, senior chairman, Baxter
Healtheare Corp.

ROGER W. HALE, group vice president,
BellSouth Corparation

CrLAus M. HALLE, president, Coca-Cola
International

US GOVERNMENT OFFICES IN CHINA

Joun A. Hinps, president, AT&T
International, Inc.

CHARLES E. HUGEL, president and chief
executive officer, Combustion Engineering,
Inc.

WiLLIAM A. LIFFERS, vice chairman, American
Cyanamd Company

J- Davip LUENING, group director, APG staff-
Westchester, IBM World Trade Asia/Pacific
Group

WiLLiaM ]. MCDONOUGH, vice chairman of the
board, First National Bank of Chicago

Jack J. MurpHY, chairman of the board,
president, and chief executive officer,
Dresser Industries, Ine.

CHrisTOPHER H. PHILLIPS (Honorary), retired
president, The US-China Business Council

PauL RAVESIES, president (ret), ARCO
International il & Gas Company

STEVEN G. ROTHMEIER, chairman and chief
executive officer, Northwest Airlines, Inc.

Davip S. Tarpan, JR., chairman and chief
executive othcer, Fluor Corporation

Davip TENDLER, chairman, Tendler Beretz
Associates Lid.

PauL W. VAN ORDEN, executive vice president
and member of the Corporate Executive
Office, General Electric Company

CoLIN WEBSTER, executive vice president, BP
America, Inc.

FRANK ZARB, partner, Lazard Freres &
Company

WASHINGTON STAFF

President: ROGER W. SULLIVAN

Vice President: RicHARD E. GILLESPIE

Business Advisory Services: KAREN GREEN

China Business Review: JULIA S.
SENSENBRENNER

Publications: MADELYN C. Ross

Business Information Center: JENNIFER LITTLE

Management and Budget: RicHARD L.
PETERMAN

Research: Davip L. DENNY

Address

1818 N Street, NW, Suite 500

Washington, DC 20036 USA

(202) 429-0340

Telex: 64517 NCUSCTUW

Telefax: (202) 775-2476

BEIJING OFFICE

Director for China Operations: MARTIN WEIL
Project Advisor: ZHENG XI1A0

Assistant Adviser: LiU JINGMING

Suite 6036, Beijing Hotel

Telephone: 5137766, ext. 6036

Cable: USCHINTRAD

Telex: 22637 NCPEKCN

HONG KONG:

Associate Counsel: BENJAMIN P FISHBURNE, 111

EMBASSY

Ambassador: WINSTON LORD

Deputy Chief of Mission: PETER TOMSEN

Agricultural Counselor: Davinp M. SCHOONOVER

Commercial Counselor: RICHARD JOHNSTON

Commercial Officers: DENNIS BARNES, WILLIAM
BREKKE, TIMOTHY P. STRATFORD,
VINCENTE TANG

Economic 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 BELLARD

Jinjiang Hotel

180 Renmin Road

Chengdu, Sichuan

Telephone: 28-24481

Telex: 60128 ACGCH CN

GUANGZHOU CONSULATE

Consul General: MARK PraTT

Deputy Principal Officer/Economic Section
Chief: STEPHEN A. SCHLAIKJER

Commercial Officers: NorA SUN, BARRY
FRIEDMAN

Economic Officer: SOCHING Tsal

Dongfang Hotel

Telephone: 669-900

Telex: 44439 GzDFH CN
Attn: 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 usce oN

PRC GOVERNMENT OFFICES IN THE US

SHENYANG CONSULATE

Consul General: C. EUGENE DORRIS
Economic Officer: LAWRENCE A. WALKER
Commercial Officer: WiLLIAM CENTER
No. 40, Lane 4, Section 5

Sanjing St, Heping District

Shenyang, Liaoning

Telephone: 290038

Telex: 80011 amcs oN

HONG KONG CONSULATE

Consul General: DONALD M. ANDERSON

Deputy Principal Officer: ARTHER KOBLER

Commercial Officers: LYNN W. EDINGER, YING
PRICE, NED QUISTORFF

Economic Section Chief: KAARN |. WEAVER

26 Garden Rd.

Telephone: 5-239011

Telex: 63141 uspoc 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

Telex: 440038 prc Ul

Commercial: 440673 prec Ul

CHICAGO CONSULATE GENERAL

Consul General: DENG CHAOCONG

104 S. Michigan Avenue, Suite 1200

Chicago, 11. 60603

Administration: (312) 346-0287

Visas and Consular Affairs: (312) 346-0288
HOUSTON CONSULATE GENERAL
Consul General: N1 YaoL1

Commercial Consul: WANG YIXUAN

3417 Montrose Blvd.

Houston, TX 770652

Commercial: (713) 524-4064

Visas: (713) 524-4311

Telex: 762173 CHINCONSUL HOU

LOS ANGELES CONSULATE GENERAL
Consul General: MA YUZHEN

501 Shatto Place, Suite 300

Los Angeles, CA 90020

Administration: (213) 380-3105

Visas: (213) 380-2506 & 2507

Fax: (213) 380-1961

NEW YORK CONSULATE GENERAL
Consul General: TANG XINGBO
Commercial Consul: SH1 JINGXIN

520 12th Avenue

New York, NY 10036

Commercial: (212) 330-7428 & 7427
Visas: (212) 330-7409

Telex: 429134 ccony

SAN FRANCISCO CONSULATE GENERAL
Consul General: ZHAO XIXIN
Commercial Consul: Lu ZUWEN

1450 Laguna Street

San Francisco, CA 94115

Commercial: (415) 5634858

Visas: (415) 563-4857

Telex: 4970121 cosF



Are You Interested In Doing Business With China?

IBM
BALLY
KODAK
AMC JEEP
TOUCHE ROSS
NORTHWEST AIRLINE
BANK OF THE ORIENT

Organizations like those listed above know the best way to present their products and
services to The People’s Republic of China. They advertise in the . .

FOREIGN PRODUCTS AND SERVICES DIRECTORY FOR CHINA,
published and distributed throughout China by Westbourne Ltd. Westbourne Ltd has the
exclusive contract to provide this service through a long term agreement with The People’s
Republic of China.

TO INCLUDE YOUR COMPANY IN THIS DIRECTORY
CALL

1-800-542-0075
1-214-701-8070

WESTBOURNE LTD

HONG KONG ¢ |IONDON ¢ MUNICH e LOS ANGELES ¢ DALLAS



