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You’ve got China with American Express.

From Guangzhou to Harbin. From Shanghai
to Urumgi. The American Express® Card

is accepted in more than 130 cities all

over the country. Now consider the other
privileges our Cardmembers and customers
enjoy.

Emergency Cheque Cashing

Should you need emergency cash, just bring
your personal cheque and the Card ro the
designated branches of the Bank of China,
the CITIC Industrial Bank or the Bank of
Communications all over the country. Your
cheques will be cashed on the spot.

Travelers Cheques

You can encash American Express Travelers
Cheques at most hotels and branches of the
above three banks too. If they are lost or
stolen, you can claim a refund at most of their

branches. And with our Worldwide Retund
Delivery Service, we can arrange to have
your refunds® delivered to where you are
staying. Just phone the American Express
Regional Refund Center in Hong Kong
(Tel: 852-8859331).

Travel Services

In cooperation with China International
Travel Services (CITS) Beijing Head Office,
we can arrange bookings of the best tours,
hotels and airline tickets tor you. Our exclusive
Worldwide Customer Care Service is also
available at our Beijing Office, White Swan
Horel in Guangzhou and the CITS branch
office in Shanghai and Xian to provide on-
the-spot travel related services.

Beijing Office
Quir friendly staff will help you with travel

intormation reporting of lost Cards and
Travelers Cheques, emergency Card
replacement and even a client’s mail service.
These are some of the many services that
support the American Express promise that
‘Membership Has lts Privileges™. You will
find us at Shop L115D, West Wing, China
World Tower, China World Trade Center,
Beijing. Or call 5052639.

" Excepr war zones and disaster areas

e TRAVEL
EXPRESS RELATED
SERVICES

An American Express company

The American Express Card 1s welcomed in over 130 cities, These include Betjing, Chongqing, Dalian, Fuzhou, Guangzhou, Guilin, Hangzhou,
Kunming, Nanjing, Shanghai, Shenzhen, Suzhou, Tianjin, Wuhan, Wuxi, Xian, Yangzhou and Zhuha



Letter from the President

In order to ensure a smooth transition of the Council presidency at a
eritical juncture in US-China relations, outgoing President Roger W.
Sullivan and incoming President Donald M. Anderson visited Hong
Kong and China in May to meet with key Council contacts. The cul-
mination of their trip was a two-hour meeting with Premier Li Peng in
the Great Hall of the People.

The Word from Beljing

y hrst taste of life as

president of the US-

China Business Council

occurred before I ofh-
cially took over the helm—when
Roger Sullivan and [ traveled to
China and Hong Kong. For Roger
the trip was a chance to say farewell
to his many friends in Beijing, while
for me it offered a valuable opportu-
nity to strengthen contacts in Hong
Kong and get a feel for the mood in
Beijing as we enter the debate over
China’s Most Favored Nation (MFN)
trading status.

In Beijing we met with senior
officials of the Ministry of Foreign
FEconomic Relations and Trade
(MOFERT), the China Council for the
Promotion of International Trade
(CCPIT), the State Planning Commis-
sion, the State Council, and the
Ministry of Foreign Affairs. Our final
meeting was with Premier Li Peng,
who informed us that he considered
the meeting a way to speak to the
entire American community—an ex-
traordinary nod to the influence and
respect the Council commands in
Beijing.

Confronting the issues

Several themes dominated our
discussions, but foremost was the
MEN issue. We explained to the
Chinese the current environment on
Capitol Hill, including Congress’s
concern over human rights, prison
labor, the trade deficit, and prolifera-
tion of nuclear and conventional
weapons. Our Chinese counterparts,
appreciative of the candor with
which we outlined the situation, were

clearly anxious to explore avenues
that might have a beneficial impact
on the debate. MOFERT officials, for
instance, were eager to learn if the
large buying mission that visited the
United States in May would help yield
positive results. And Li Peng, in
response to our exhortations that
China abide by international norms
of arms control, told us that the
controversial Chinese-supplied nu-
clear reactor in Algeria would be
available for international inspection
by the International Atomic Energy
Association.

Despite these encouraging signs, it
was also apparent that there was a
limit to what the Chinese leadership
was willing to do to preserve MFN. As
Premier Li said, China is “working
for the best, but is prepared for the
worst.” His message was unequivo-
cal: China had taken measures to
maintain the relationship, but would
further. Any attempt by
Congress to impose conditions on
China would be rejected by the
leadership.

Another prominent topic during
our meetings was China’s growing
trade surplus with the United States.
Again and again, the Chinese argued
the surplus was really with Taiwan
and Hong Kong, and that they didn’t
profit much by the approximately
$15 billion (in US figures) worth of
exports they sold to the United States
last year. According to Deputy Minis-
ter of the State Council He Chunlin,
$7-8 billion of these exports were
imported materials processed in
Guangdong and Fujian and then re-
exported. Deputy He claimed that

BgO no

China earns only a small amount—
perhaps $700 million—f{rom these
exports. To surmount this problem,
He said that at top levels there was
discussion of introducing a certifi-
cate of origin program that would
require processing enterprises to add
at least 25 percent to the value of a
product. This claim—as well as nu-
merous references to the over-con-
centration of the processing industry
in South China—bears watching.
These remarks were echoed by
Premier Li, who noted that due to
the low value-added nature of Chi-
na's processing industry, the amount
of hard currency the country would
lose if MFN is revoked would be
small. Li added that the impact on
employment would also be mini-
mal—the two million or so workers
in southern China who would likely
lose their jobs would just return to
their farms. Li claimed that foreign

enterprises would lose far more than
Chinese enterprises in such a sce-
nario, again making it clear that the
threat of withdrawing MFN will not
bring about major, substantive policy
changes in Beijing.

In sum, the Chinese with whom we
met were clearly concerned about
MFN and, more generally, the direc-
tion of US-China relations. While our
reception was extremely cordial, it
seemed there was an air of uncer-
tainty hanging over all of our talks—
uncertainty about the probable out-
come of the MFN debate and about
the course China should follow. The
answer to the first question, at least,
should be clearer by the end of the
SuImIner.
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USTR Targets China

On April 26, the office of the US
Trade Representative (USTR) cited
China and three other countries for
inadequate protection of intellectual
property under the terms of the 1988
Omnibus Trade Act. China was desig-
nated a priority country under spe-
cial 301 provisions of the law, which
authorizes USTR to conduct a six-
month investigation of the practices
of offending countries. Barring ma-
jor progress in protection of patents,
trademarks, and copyrights of US
companies in China, at the end of the
investigation the US government may
retaliate with prohibitive tariffs on
selected Chinese exports to the
United States.

The US government has long been
dissatisfied with China’s protection
of intellectual property, claiming

that US companies lose millions of

dollars each through unau-
thorized use of proprietary products
and information. The high numbers
of pirated copies of US software and
computers, in particular, have been
of growing concern. By USTR esti-
mates, Chinese predation of software
alone cost US companies as much as
£300 million last vear.

Chinese ofhcials, who are well
aware of the problems, have engaged
in a number of negotiations with
USTR representatives to address US
concerns, but progress has been slow
at best. Chinese officials claim that
the passage of the long-awaited
copyright law last fall put China on a

year

New Ambassador
to Beijing

J. Stapleton Roy, former US am-
bassador to Singapore, has been
nominated by President Bush to
replace James R. Lilley as ambassa-
dor to the People’s Republic of
China. Roy, who was born in Nanjing

in 1935, served as deputy chief of

mission in Beijing from 1978-81.
Confirmation hearings on Roy's
nomination are expected to take
place this summer.

Japan and China Joseph

par with other developing countries,
but the law has serious gaps in
serveral key areas (see The CBR,
November-December 1990, p. 4).
Computer software, for example, can
be copied by any non-commercial
entity, while literary works are pro-
tected only if first published in
China. Effective since June 1, the law
has not quelled US concern over
protection of intellectual property in
China.

In the patent area, delay of amend-
ments to the 1984 Patent Law leaves
pharmaceutical and chemical prod-
ucts without adequate protection.
Given the opposition of the counter-
part Chinese industries to extending
patents to products in addition to
processes, no breakthroughs are ex-
pected during USTR's investigation.

During the latest round of USTR-
Chinese negotiations in June, Assis-
tant US Trade Representative for
Massey
raised the issue of market barriers in
addition to the intellectual property
protection issues already on the
table. This could indicate that USTR
is considering initiating an investiga-
tion into Chinese trading practices
under 301 provisions of the 1988
Trade Act, though no formal deci-

Issues
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sion has yet been made. Included on
USTR’s list of barriers were lack of
transparency of Chinese rules and
regulations affecting foreign trade
and investment, the large numbers of
products subject to import bans or
licenses, excessive tariffs, and failure
to employ international competitive
bidding procedures for government
contracts. —VL

US Trade Deficit
with China Soars

US-China bilateral trade in 1990
rose about 12 percent to a new high
of $20 billion, according to the US
Department of Commerce (DOC).
The overall trade increase, however,
masked a substantial deterioration in
the trade balance, with US exports to
China falling by $4.8 billion, down 17
percent over the previous year. Chi-
nese exports to the United States, in
contrast, climbed nearly 27 percent
to $15.2 billion. As a result, the US
trade deficit with China reached
$10.4 billion in 1990—the third
highest, behind Japan and Taiwan—
compared with only $6.1 in 1989.
Preliminary fgures for the first few
months of 1991 indicate that the
trend is continuing, making it possi-
ble for the US deficit with China to
reach $15 billion by vear’s end.
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The New WFOE
Implementing Regulations

Investors are unlikely to find the going any easier

nce discouraged by Chi-

nese leaders and es-

chewed by foreign inves-

tors, wholly foreign-
owned enterprises (WFOEs) have
grown increasingly popular with both
groups over the last few vears. As
China’s austerity program put the
crunch on local investment funds,
local authorities urged foreign inves-
tors to set up WFOEs rather than
joint ventures. And foreign compa-
nies, encouraged by the success of
carly WFCEs of such companies as
PepsiCo. Inc. and W.R. Grace, com-
plied. Though joint ventures remain
foreign investors’ favored type of
investment, the number of WFOEs
Jjumped from 18 in 1986 to over
1800 in 1590.

Exactly what sectors WFOEs were
supposed to operate in and what
(.‘XI)U'I'I 'l‘(‘(lllil'(’”]f'nls 1ht‘_\' were 1o
meet, however, was never made clear
by the Chinese until recently (see The
CBR, January-February 1990, p. 30).
The 1986 lLaw on Foreign Capital
Enterprises (the WFOE law) did pro-
vide some rough guidelines, but
foreign investors had to wait four
years until more detailed implement-
ing regulations were announced in
December 1990, The new Detailed
Rules for the Implementation of the
LLaw on Foreign Capital Enterprises
(the WFOE Implementing Regula-
tions) cover a number of topics,
including procedures required to
establish a WFOE, the legal form of
the investment, methods of capital
contribution, land use, purchases
and sales, taxation, and grounds for
liquidation. Though the WFOE Im-
plementing Regulations do offer

Lucille A. Barale

Reflecting the govern-
ment’s concern with the
potential for overvalu-
ation of assets, the
WFOE Implementing
Regulations explain in
great detail how to
value in-kind contribu-
tions to an investment
with no Chinese part-
ners.

some insight as to which sectors will
likely welcome WFOE operations,
foreign investors will probably find
the regulations make it no easier to
establish and maintain WFOEs than
before.

In which sectors can a WFOE be
established?

The new regulations offer few
surprises; many of the areas
precluded from WFOE investment
are those unlikely to be approved for
any kind of foreign participation.

WFOEs are prohibited in the areas of

news media, publishing, movie pro-

Lucille A. Barale is an attorney with the
international law firm of Coudert Broth-
ers. Now based in Washington, DC,
Barale headed the firm's Beijing office
from October 1983-July 1959

duction, insurance, radio or televi-
sion broadcasting, and post and
telecommunications operations—ar-
eas where Beijing has always sought
to maintain a high level of control.
Underscoring China's preference for
“pr(')dm‘(i\.'t' enterprises,’” investors
are also prohibited from establishing
WFOEs set up for the sole purpose of
engaging in domestic commerce or
foreign trade.

The second tier to this policy of
exclusion includes sectors in which
WFOEs will be restricted, though not
prohibited outright. Presumably, this
means that WFOE investment would
not ordinarily be found in these
sectors, but might be permitted
under certain circumstances. These
sectors include: public utilities, trans-
portation and shipping, real estate,
leasing, and trust and investment.
Regardless of the size of the invest-
ment, if a WFOE is to be set up in one
of these areas, approval must be
obtained from the Ministry of For-
eign Economic Relations and Trade
(MOFERT), rather than from local
authorities.

What technology and export stand-

ards must WFOEs now meet?

The 1986 WFOE law contained

vague requirements that a WFOE
must use “advanced technology and
equipment’” or “export all or the
majority of its products.” The WFOE
Implementing Regulations explain
more fully how to meet these goals,
but do not raise existing technology
and export requirements. Basically,
WFOEs that wish to be accepted on
the basis of the technological level of

8
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their operations must use advanced
technology and equipment, develop
new products, and conserve energy
and raw materials. In addition, such
WFOEs should upgrade existing do-
mestic manufacturing capacity so
that their products may serve as
import substitutes.

Alternatively, a WFOE may be
found acceptable on the basis of
robust export sales and a healthy
foreign exchange account. Potential
WFOEs seeking approval on these
grounds must show that the value of
their annual exports will be more
than 50 percent of the value of that
year's total production. Further-
more, WFOEs must either balance
foreign exchange revenue and ex-
penditures or realize a surplus.

QHOw is @ WFOE established?

Clearly, any foreign company

wishing to set up and operate its
own enterprise in China faces signifi-
cant market barriers at the outset;
the WFOE Implementing Regulations
fail to simplify the approval process.
Potential investors must still pursue
both informal and formal channels to
gain approval, but neither route is
described in much detail in the new
regulations.

As far as the formal process is
concerned, the WFOE Implementing
Regulations are short on details on
the early stages. The Regulations
state only that prior to making an
application to establish a WFOE, the
foreign investor must submit a report
to the local government discussing
the purpose of the WFOE, the scope
and scale of its production, the
technology it will utilize, the propor-
tion of output to be sold on the
domestic and international markets,
land and utility needs, and any other
requirements. The regulations are
silent as to which government organs
to approach, but do state that the
foreign investor should receive a
response within 30 days of submis-
sion of the report to local authorities.
Previous experience has shown that a
copy of the potential investor’s re-
port is usually sent to the local
planning commission with a letter of
introduction from the relevant in-
dustry bureau.

Gaining the support of this bureau
must be done through informal
channels. The bureau is likely to be

concerned with how local factories in
the same or a similar industry would
be affected by the WFOE—Iocal
market shares could be threatened,
for example, or raw materials in short
supply could become even harder to
obtain. Although not stated in the
law, these and other concerns of the
local industry and bureaucracy must
be satisfied before the potential
WFOE investor even submits an appli-
cation.

Once the local government ap-
proves the investment, the foreign
investor can file an application with
MOFERT or its local equivalent. At
this point, a complete feasibility
study is required, along with the
articles of association for the WFOE.
Approval authorities will also be
interested in the identity of the board
of directors or other representatives
of the WFOE, the items which the
foreign investor intends to import
for the WFOE, and proof of the legal
existence of the foreign investor and
his creditworthiness.

If the WFOE is to be established
with more than one foreign owner,
the approval authorities will want to
see a copy of the agreement between
the foreign owners. Once all docu-
ments have been submitted, the
WFOE Implementing Regulations
stipulate that approval authorities
must decide within 90 days whether
the WFOE can be established.

QHow are WFOE assets priced?

Aninvestment in a WFOE may be

made with freely convertible
currency, renminbi earned from other
investments in China, or in-kind
contributions of equipment, technol-
ogy, or other industrial property.
Reflecting the government's concern
with the potential for overvaluation
of assets, the WFOE Implementing
Regulations explain in great detail
how to value in-kind contributions to
an investment with no Chinese part-
ners.

The Regulations state, for exam-
ple, that if equipment or machinery is
to be used as an in-kind contribution
to the capital of a WFOE, the
equipment must be necessary for
production and not otherwise “avail-
able” in China. Availability is deter-
mined by whether the equipment is
manufactured domestically, and if it
is, whether local suppliers can meet

the technical specifications or deliv-
ery terms of the WFOE. The value
assigned to the equipment or ma-
chinery must not be higher than the
prevailing international price.

Similarly, the WFOE Implementing
Regulations provide that industrial
property or technology may be con-
tributed as capital when the foreign
investor can show it owns the prop-
erty or technology and will use it to
manufacture products China ur-
gently needs or can export. The
WFOE Implementing Regulations
state that “'in principle” the value of
these intangible contributions should
be the same as the value used
internationally. In reality, however, it
may be quite difficult to identify an
appropriate international value for
such contributions.

Detailed information regarding
equipment, machinery, industrial
property, and proprietary technology
to be invested in the WFOE must be
included in the application. This
information will then be used as a
basis for verifying the in-kind con-
tribution after the WFOE is estab-
lished. Chinese commodity inspec-
tion authorities have the right to
make a determination regarding any
discrepancies between the equip-
ment and machinery described in the
application and that which arrives at
port. Customs authorities may also
require the foreign investor to rem-
edy the situation within a certain
period of time.

Proprietary technology and indus-
trial property that have been contrib-
uted as part of the capital to the
WFOE will also be inspected once put
into practice by the WFOE. The
inspection will be conducted by the
approval authorities, who also have
authority to require the foreign
investor to correct any deficiencies
they find between the industrial
property or proprietary technology
described in the application and that
actually used by the WFOE.

How much autonomy does a WFOE

Qhaw?

One of the main attractions of

WFOEs is the degree of control
over business matters they offer
foreign investors—a benefit not al-
ways enjoyed by joint ventures.
Though the WFOE Implementing
Regulations reafhrm earlier legisla-
tion that provides each enterprise

July-August 1991 e The China Business Review
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“autonomy in formulating and im-
plementing its production and oper-
ations” and stipulates that opera-
tional plans be submitted to the
Chinese department in charge for the
record only, they also spell out a
number of significant limitations on
the right of a WFOE to act on its
own—even within the scope of its
permitted business purpose.

Under the WFOE Implementing
Regulations, the price at which a
WFOE imports materials is not to be

CBR: How do the final WFOE imple-
menting regulations differ from the draft

you prepared?

Liu: There weren't many changes,
but the final regulations are more
detailed, especially with regards to
transfer pricing. Chinese officials
have always been concerned that
WFOEs might provide a means for
foreign companies to evade Chinese
taxes by buying goods at artificially
high prices from a parent or affili-
ated company outside China and
then selling to them at artifically low
prices, thereby transferring any
profit to the other company. Some
Hong Kong companies have actually
been caught doing this. To prevent
this practice, the original WFOE law
stipulated that WFOEs must keep
account books; the implementing
regulations now specify that goods
must be sold at international prices.
In addition, the Ministry of Finance
recently passed regulations on this
issue, and can send someone to a
WFOE to set prices if it deems they
have been set too high or too low.

CBR: How do the implementing regula-
tions deal with WFOE holding compa-
nies? Are they allowed?

higher than the prevailing interna-
tional market price for similar ma-
terials. When importing technology
or labor, the price paid by the WFOE
must be a “normal” price. Export
prices for WFOE products are to be
set by WFOEs themselves with refer-
ence to international market prices,
but not lower than a ‘‘reasonable
export price.”” These provisions ap-
parently reflect concern over tax
evasion—tax authorities are given
the right to investigate and assign

liability when materials are imported
at high prices and WFOE products
sold at lower prices in order to evade
Chinese taxes (see box).

Eventighter restrictions are spelled
out in the WFOE Implementing Regu-
lations for products to be sold on the
domestic market. Prices of WFOE
products to be sold in China are to be
in accordance with price control
regulations when applicable. And if a
WFOE's domestic sales are likely to
exceed the percentage stated in its

Thumbs Up for WFOE:s

Deputy director of the Department of Treaties and Law at the Ministry of Foreign
Economic Relations and Trade (MOFERT) from 1982-88, Liu Chu is currently a
visiting professor of law at the University of California, Los Angeles, and of counsel at
the law firm Gibson, Dunn & Cruicher. During his tenure at MOFERT, Liu led the
drafting of the wholly foreign-cumed enterprise (WFOE) implementing regulations,
which were passed last December. Liu spoke with Editor Pamela Baldinger about the

evolution of the regulations.

Liu: This is a gray area, not directly
addressed anywhere. You know, cur-
rently in China the thinking is that if
something is not outright prohibited
by law and is generally in line with the
policy of opening and reform, it can
be tried. Therefore, if the law is silent
on this issue, someone should be able
to experiment. There are currently
eight or nine joint venture holding
companies, but I don’t know of any
WFOE holding companies. There
could be a problem with such a
company, however, since holding
companies are subject to tax. A
WFOE holding company might be
taxed twice after its subsidiaries
submit their after-tax profits to it, as
there is currently no protection
against such double taxation. This
obviously would reduce the incentive
to create such a company.

CBR: Do you think the new WFOE
implementing regulations will make
WFOEs more attractive to potential
foreign investors?

Liu: I think so, because they are
virtually the same as the joint venture
implementing regulations—there is
no discrimination against WFOEs.
Foreign investors therefore no
longer have to consider Chinese
attitudes when deciding which type
of enterprise to invest in; the deci-

sion lies totally with them.

CBR: But Chinese attitudes toward
WFOEs improved over the last few years
because WFOEs enabled China to attract
foreign investment without having to lay
out any cash. How can foreign investors
be sure Chinese attitudes won't change
when capital is more readily available?

Liu: It's true that in the mid-1980s
WFOEs were not the favored form of
foreign investment by Chinese offi-
cials. But since retrenchment began
in 1988, China has had little money
to invest in joint ventures. WFOEs
seemed better than nothing, so more
approvals were granted. Since then,
it has become clear that WFOEs do
have benefits for China—they em-
ploy local workers, buy local materi-
als, pay taxes, and export their
output to earn foreign exchange.
Furthermore, they do all of this at no
risk to China. This has changed
official attitudes towards WFOEs.
You can see this in the recently
passed unified tax law, which gives
WFOEs the same tax rates as joint
ventures. I don’t think Chinese atti-
tudes toward WFOEs will become
negative again—the benefits are
clear, and there are now laws to put
WFOEs on an equal footing with
other forms of foreign investment.

10
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application documents, permission to
proceed with the sales must be obtain-
ed from the approval authorities.

Can a WFOE apply to Chinese
agencies for foreign exchange assis-
tance?

In this area the WFOE Imple-

menting Regulations are crystal-
clear—Article 56 states that an im-
balance in the foreign exchange
revenue and expenditures of a WFOE
shall be resolved by the WFOE on its
own. In the unlikely event that a
WFOE was approved despite stating
on its application that it would be
unable to cover its hard currency
needs, the authority that approved
the WFOE would be responsible for

resolving the imbalance. However, if

the application did not indicate that
there would be a foreign exchange
shortage during the course of opera-
tions, the WFOE Implementing Regu-
lations state that no government
department shall step in to resolve

the matter for the WFOE.

How does a WFOE cease opera-
tions?

The WFOE Implementing Regu-

lations contain a number of pro-
visions detailing WFOE termination
procedures. As with joint ventures,
WFOEs are terminated at the end of
their approved terms or when they
suffer severe losses or bankruptcy.
However, the WFOE Implementing
Regulations also provide that the
State has the right to terminate a
WFOE "as a result of violation of the
laws and regulations of China or as a
result of harm to the social and public
interests.”” Though this right is im-
plied in other foreign investment-
related regulations, the WFOE Imple-
menting Regulations are the first to
explicitly state that termination is
possible on such grounds.

Do the new regulations make
setting up WFOEs easier?

Whether the WFOE Implement-

ing Regulations will ease the way
for the establishment of wholly for-
eign-owned investments—as the Eq-
uity Joint Venture Implementing
Regulations did for equity joint
ventures—remains to be seen. The
welcome news is that the require-
ments regarding export sales volume
and the level of technology that
WFOEs must maintain have not been
made more stringent.

Ironically, however, some investors
may find there are disadvantages to
having certain requirements clari-
fied. China’s previous vague policy
and rules toward WFOEs gave foreign
investors leeway in crafting enter-
prises suitable to their business
needs, and permitted Chinese offi-
cials greater discretion in approving
these investments. The new WFOE
Implementing Regulations bring
greater clarity of regulation, but may
also bring more control and supervi-
sion as enterprise approval and
operating requirements are defined. %

Puzzled by China’s new investment climate?

US-China Business Council
1818 N St NW, Suite 500C80
Washington, DC 20036 USA
Tel 202/429-0340 Fax 202/775-2476

As China swings toward recentralizing foreign

trade and investment, understanding the workings

of China’s key business organizations is more

important than ever. Whatever line of business

you're in, whether you're new to the China market

or an old hand, you'll find the facts you need about

the organizations you deal with in A Guide to

China’s Trade and Investment Organizations.

¢ How is the market divided among China’s key trade and
investment organizations?

» How do they deal with foreign companies?

e Where do they fit in the bureaucracy?

¢ Howdo I contact them in China--or in the US?

NOW MORE THAN 40% OFF REGULAR PRICE!

US$55 ($30 for USCBC members) - International
airmail orders please add $10. Send US dollar check
or MC/Visa information. You may call in, fax, or mail

your order.
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Sorting Out the Issues

“The issue of MFN and
China involves a
particularly complex
set of questions. How
can the United States
best promote human
rights and
democratization in
China, as well as a
range of strategic and
political interests?
Where specifically
does MFN fit into that
calculus? Do we have a
better chance of
promoting our multiple
interests by revoking
MFN, by renewing it, or
by imposing some sort
of conditionality?”
Rep. Stephen J. Solarz,
chairman of the House

Subcommittee on Asian
and Pacific Affairs

ven before the President
notified Congress on May
29 of his intention to renew
China’s Most Favored Na-
tion (MFN) trading status without
conditions for another year, debate
on the issue had already begun on
Capitol Hill. Like last year the
discussion is an emotional one, and
reflects as much discontent with the
administration’s handling of China
policy as with Beijing itself. Thanks to
a myriad of new complaints against
China—the rising trade deficit, arms
proliferation, etc. (see p. 7)—how-
ever, this year’s battle promises to be
more difficult and more intense.

Currently there are about a half-
dozen bills regarding MFN in each
house of Congress, fairly evenly split
between those that would revoke the
status and those that would impose
new conditions on it. The two types
of bills are subject to different
legislative procedures this year,
which virtually ensures that at least
one bill will be considered by both
houses. Last year the House of
Representatives voted overwhelm-
ingly to place additional conditions
on MFN renewal, but the bill died
when the Senate recessed without
having considered it.

Now, any bill that seeks to revoke
MFN and was introduced into either
house after the President’s notifica-
tion is eligible for expedited—or
“fast-track”’—procedures, as stipu-
lated in the Customs and Trade Act
of 1990. Under these procedures,

the relevant commmittees (Ways and
Means in the House and Finance in

‘“The most compelling
reason to renew MFN
and remain engaged in
China is not economic,
it’s not strategic, but
moral. It is right to
export the ideals of
freedom and
democracy to China. It
is right to encourage
Chinese students to
come to the United
States, and for
talented American
students to go to
China. It is wrong to
isolate China if we
hope to influence
China.”

President George Bush

in his commencement

address to Yale University,
May 27, 1991
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We wholeheartedly believe that China’s trade
status should be conditioned upon its
performance on a number of human rights

issues, including political imprisonment,

torture, forced labor, and human rights in

Tibet . . . Congress must be committed to ending
MFN if those improvements are not made within
a specified time frame.

Holly J. Burkhalter,
Washington director, Asia Watch

the Senate) have 30 days after the bill
is introduced to hold hearings and
make recommendations; if they do
not act, the measure goes straight to
the floor. Once on the floor, both
houses have until August 31 to vote
on the bill—no amendments are
allowed. If it passes both houses, it
then goes to the President. If the
President vetoes the bill—as appears
certain—Congress has 15 legislative

‘““China maintains that
no country or
organization should be
allowed to interfere in
the internal affairs of
other countries by
exploiting the issue of
human rights.”

The embassy of the
People’s Republic of China

days to try to muster the two-thirds
majority needed in both houses to
override. If Congress succeeds, MFN
would expire 60 days later.
Currently, it appears that forces
wishing to revoke MFN have the
necessary support in the House; it is
unclear, however, whether they will
get two-thirds of the Senate. It

therefore appears that some form of
conditionality bill may have a better
chance of passing both bodies with
the required margin. Though these
bills are subject to the normal
legislative process—meaning there is
no time frame within which any
action must be taken and they may be
amended—both houses seem to be
preparing to vote on a conditionality
bill at the same time they vote on a
resolution of disapproval.

The conditionality bills presently
before the two houses vary both in
the types of conditions they seek to
impose as well as what measures the
President would have to take to waive
them. The White House has made
clear that the President will veto any
measure that limits his maneuverabil-
ity by forcing him to certify that the
Chinese had taken specific actions to
meet Congress’s demands.

The battle, therefore will likely
focus on whether to impose mild
conditions. Barring any new revela-
of Chinese misbehavior, it
currently appears that the adminis-
tration will be able to prevail over
pro-condition forces, though the
count will be close. Some analysts
believe that the US Trade Represen-
tative (USTR) may initiate 301 pro-
ceedings against China for alleged
market barriers later in the summer
to help divide the trade and human
rights forces in Congress currently
aligned against MFN, thereby help-
ing the President’s hand. For busi-
nesspeople, it looks like a long,
uncertain summer ahead. —PB

tions

‘“We strongly believe
that this privilege
should be revoked at
the earliest possible
moment because it is
harmful to both China
and the United States . .
Our objections to MFN
are many—about 20 in
number. Our central
concern, however, is
that MFN status
contributes directly to
the Chinese
government’s brutal
repression of China’s
working men, women,
and children.”

Rudolph A. Oswald,
Director, Department of
Economic Research,
AFL-CIO
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Project Notebook
One Step Ahead

A sophasticated technology transfer agreement may enable Gelman
Sciences to set a pharmaceutical industry standard

with no established

product identification
or loyalty. This meant we could
pioneer the market, rather than
follow in someone else’s path,” says
Eric Gelman, vice president of
Gelman Sciences’ international divi-
sion. The company, a Michigan-based
producer of microfiltration prod-
ucts, recently concluded a compli-
cated set of technology transfer,
distribution, and buy-back arrange-
ments that took six years to complete.
Though the firm stands to gain some
$5.2 million over the next several
years from the China contract, it
clearly has bigger margins—and a
longer time frame—in sight.

Filling a gap

Gelman Sciences has agreed to sell
China the technology and equipment
necessary to manufacture microfil-
tration cartridges, which are used in
research and clinical laboratories,
health care facilities, and industrial
process industries. The four types of
cartridges to be produced in China
will be used for filtration of various
fluids and fermentation of drug solu-
tion preparations. According to
Charles Robrecht, Gelman’s vice
president of international business
development, China will be able to
absorb and assimilate the microfil-
tration technology “without diffi-
culty.”

Adopting the new technology will
be critical to China's pharmaceutical
industry, which is seeking to bring its
overall manufacturing capability and
quality standards up to Good Manu-
facturing Practices (GMP) standards,
the international norm in the indus-
try. Until these standards are met,
Chinese pharmaceutical manufactur-

‘ ‘ n China we perceived
an emerging market

Kelly Nelson

ers are effectively blocked from
exporting their products. The com-
pany estimates that China’s pharma-
ceutical industry should be able to
meet GMP standards within 10 years.

A four-pronged contract

Gelman’s contract with the China
National Pharmaceutical Foreign
Trade Corp. involves a combination
of technology transfer and equip-
ment sales agreements, a long-term
supply arrangement, a distribution
agreement, and a complex buy-back
plan—all to be implemented over the
next seven years. To accommodate all
the arrangements, the contract is
separated into four separate agree-
ments.

The first aspect of the contract is a
technology transfer arrangement, un-
der which Gelman will transfer micro-
porous membranes and the technol-
ogy necessary to produce the
cartridge filtration devices that em-
ploy the membranes. The Chinese
licensee is Shanghai’s Ji Cheng Phar-
maceutical Co. (JCPC), which already
produces similar products. Nearly all
the JCPC-produced cartridges will be
used in the domestic industry.

The technology transfer agree-
ment calls for Gelman to sell JCPC the
technology and equipment necessary
for the Chinese company to build a
plant to produce the microfiltration
cartridges. Approximately 18 ma-
chines are needed to make just one
completed filter; each machine per-
forms specialized functions such as
endcapping, seaming, and stamping
the product. The proposed filtration
plant—a 16,000 sq ft facility located
outside Shanghai—is currently un-

Kelly Nelson regularly reports on new
business ventures in China for The
CBR.

der construction and is expected to
begin full operations by May 1992.

Both technology and equipment
will be transferred to JCPC under a
non-exclusive manufacturing license,
which is non-transferable. JCPC will
manufacture all products under its
own name—the contract does not
give the company permission to use
Gelman Sciences’ name either on the
product or for promotional pur-
poses. JCPC and Gelman’s Chinese
distributor have also agreed to pro-
tect from disclosure all proprietary
information transferred for the life
of the contract. In a further effort to
protect its intellectual property
rights, Gelman will retain all trade-
mark rights to its products, though
the company has not registered its
trademark in China.

Penetrating the domestic market

The second part of the agreement
is a long-term supply arrangement,
under which Gelman will provide
JCPC filter membranes, an essential
component in the microfiltration
cartridge production process. For
the first five years of the contract,
Gelman will sell the membranes at
competitive international market
prices.

JCPC is to finance its purchases of
the membranes and technology
through scheduled progress pay-
ments, the first of which was made in
November 1990. For the first year,
payments are due every 4-5 months.
They will then decrease to about one
per year, ending in April 1993. Once
the manufacturing process has be-
gun, future supplies will be pur-
chased by letter of credit. Gelman has
agreed to sell any components
needed to produce the cartridges
should the local factory have prob-
lems manufacturing them.

14
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A third component of the contract
is a three-year distribution agree-
ment with the Chinese Pharmaceuti-
cal Industry Corp. (CPIC). CPIC will
distribute Gelman Science laboratory
and process products manufactured
in the United States to China’s
pharmaceutical sector. The contract
does not provide for any profit
sharing between CPIC, JCPC, and
Gelman Sciences, but CPIC will re-
ceive commissions from distribution
of Gelman products. As the expira-
tion date of the contract approaches,
each side will have 90 days to
terminate the agreement; barring
termination, the contract will auto-
matically be extended two years.

Financing the deal

The last portion of the contract, a
buy-back agreement, is the most
complicated—but crucial—part of
the relationship. The buy-back plan
will allow JCPC to sell its cartridge
filtration devices, as well as other
pharmaceutical products manufac-
tured in China, back to Gelman
Sciences. Gelman is obligated to
purchase a specified-dollar amount
of products each year, and may fulfill
its guarantee by buying products not
produced under the technology
transfer arrangement, provided the
Chinese agree. Gelman currently has
plans to meet some of its obligation
by buying labor-intensive products
produced outside of its contract with
JcPC.

Under the terms of the buy-back
contract, the Chinese can earn up to
80 percent of the cost of their
purchases of membrane material; the
remaining 20 percent will be fi-
nanced from commissions earned
under the distribution clause. Both
CPIC and JCPC will cooperate in the
distribution of Gelman products—
CPIC will specialize on the commer-
cial aspects, and JCPC will focus on
technical support. This arrangement
will allow the Chinese manufacturer
to obtain the foreign exchange neces-
sary to continue to purchase micro-
porous membranes from Gelman.
Without a steady supply of the
membrane material, JCPC would be
unable to continue to manufacture
the cartridges.

The agreement stipulates that all
JCPC products subject to buy-back
provisions must meet specified qual-
ity standards—Gelman staff will per-

form any necessary quality checks.
Gelman reserves the right to refuse
to purchase the cartridges should
they not meet the pre-arranged
standards. According to Robrecht,
the Chinese have “‘guaranteed” their
products will meet the quality levels
specified in the contract.

Putting the deal in motion

Given the sophisticated nature of
microfiltration technology, training
is an integral part of the contract,
and will be conducted in both the
United States and China. As laid out
in the contract, Gelman will provide a
four-week training session at its Ann
Arbor headquarters for nine people
from JCPC. All costs for this session
are to be borne by the Chinese. On-
site training in China for up to 24
man-hour weeks is also included in
the contract, and will begin after the
equipment is installed in the new
Shanghai facility. For this training
session, Gelman Sciences will cover
all costs for the two trainers it sends
to China to set up the production
line.

The first training session is
planned for August, when Chinese
operators and managers of the soon-
to-open Chinese plant will receive
hands-on training at Gelman Sci-
ences. A special production line will
be set up for the trainees to study,
and will be dismantled and shipped to
China after the delegation has had a
chance to test it and observe produc-
tion line procedures.

Formal training for CPIC employ-
ees in the areas of filtration technol-
ogy and product application has
already been completed. This train-
ing will enable CPIC to conduct
educational seminars for Chinese
endusers on the applications of the
microporous membranes and other
microfiltration products. Additional
training will be provided by Gelman
Sciences’ Hong Kong representative
as needed. All documentation and
proprietary information provided by
Gelman Science to JCPC and CPIC for
training is to be protected from
disclosure during the contract pe-
riod.

Finding the right format

Gelman Sciences first became in-
terested in establishing relations with
China in 1984. After several unsuc-
cessful attempts to penetrate the

Chinese market through participa-
tion in trade shows, the company
decided to consider investing in a
joint venture. ““The Chinese wanted
us to invest the capital and technol-
ogy upfront in return for their
supplying labor, land, and facilities,”
said Eric Gelman. *‘But ours is a high-
capital, technology-intensive field—
labor is a very small component of
our overall costs, so we really had no
incentive to invest under those condi-
tions. A joint venture would have left
us with no way to realize a return on
our investment.” After nearly two
years of negotiations, Gelman broke
off the discussions and switched tack.
Convinced that technology transfer
was the best mode of cooperation for
a high-technology company, he lo-
cated a new potential Chinese part-
ner and started negotiations from
scratch.

Progress, however, did not come
quickly, for a number of reasons.
First, Gelman Sciences found that it
had to scale down the size and scope
of its original proposal in order for
the Chinese to find it acceptable. The
Chinese also insisted on manufactur-
ing some equipment locally, rather
than relying solely on imports. Other
points of contention included the
percent of purchases against which
buy-back would be necessary, labor
rates, and the amount of labor
required per operation. The final
contractual sticking point was the
terms of payment.

Despite the wait—and the frustra-
tion along the way—Gelman Sci-
ences is confident that it will occupy a
leading position in its niche of
China’s pharmaceuticals sector.
Gelman anticipates revenue from the
technology transfer to reach $2.8
million within two years, and fore-
casts cumulative revenues of $5.2
million by 1997. An additional
$300,000 is expected from sales of
Gelman products under the distribu-
tion agreement with CPIC.

Gelman Sciences’ contract with
China—the company’s largest inter-
national deal to date—may offer
some encouragement to other high-
tech companies seeking an entry into
the China market. Though negotia-
tions were long and often difficult,
Eric Gelman says the results were
well worth the effort, since "“The only
easy deal you can make in China is a
bad deal.”
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Satisfying Labor Laws—and

eeds

Human resource management in China requires skill, patience, and
understanding of the system

n the world of international

business, one of the greatest

challenges for an expatriate

general manager may well be
the start-up and ongoing manage-
ment of a manufacturing venture in
China. Faced not only with the
demands and inconveniences of a
centrally planned developing econ-
omy, expatriate managers must also
deal with a wide range of human
resource issues. A foreign general
manager essentially takes on the
responsibilities of the factory direc-
tor in a State-owned enterprise; most
of these directors spend 50 percent
or more of their time on employee-
related welfare issues. Though much
of this responsibility can be delegated
to the Chinese partner, the general
manager must ensure that human
resource issues are being tackled to
the benefit of both employees and
venture.

Even though all foreign companies
examine labor issues in feasibility
studies before investing in China, the
treatment of local human resource
issues usually boils down to calcula-
tions of numbers and costs of em-
ployees. Final contracts generally
stipulate only that Chinese employ-
ees be hired on a contract system and
be given the right to form a union if
their numbers warrant. These two
documents reveal little about the
complexities of human resource
management in China, nor how to
navigate the bureaucracies that regu-
late this area. Yet in order for a
foreign-invested enterprise (FIE) in
China to succeed, its expatriate staff
must understand how the venture fits
into the larger framework of China’s
labor management system; only then

Christine Casati

FIEs must implement a
labor contract system
and assume total respon-
sibility for all employee
welfare programs, subsi-
dies, and pensions.

will they be able to balance the
obligations of the State with those of
their venture.

Fitting into the landscape

In China labor is strictly controlled
and is a key factor in the govern-
ment's economic and fiscal planning.
Beijing is trying to move away from a
lifelong subsidized labor system by
encouraging the use of five-year
“labor contracts,” under which en-
terprises themselves assume more of
the burden for labor costs from after-
tax profits. Under current laws, all
FIEs must implement a labor con-
tract system and assume total respon-
sibility for all welfare programs,
subsidies, and pensions during the
period of the contract, which can
range from 1-5 years. Most Chinese
workers, however, are fearful of

Christine Casati is managing director of

the China Human Resources Group,
Inc., a Princeton, New jersey-bcued
management consulting firm specializ-
ing in start-up planning, human re-
sources administration, and recruiting
for US investment projects in China. She
has assisted numerous FIEs with their
start-up operations in China.

moving into a contract system and
giving up lifelong benefits, especially
in poorer areas. Chinese statistics
show that the government has suc-
ceeded in convincing only about 15
percent of its urban laborers to move
into the contract system. FIEs may
thus find it difficult to recruit work-
ers who fear they will lose job security
after the FIE contract expires.

Perhaps even more ingrained in
the Chinese mentality than the con-
cept of the “iron rice bowl” and its
guaranteed benefits are the distinc-
tions between classes of employees
and the general lack of mobility
between them. All Chinese employ-
ees in the State-sector are divided
into two categories: laborers
(gongren) and cadres (ganbu). These
labels, which are based upon level of
completed education and job assign-
ment, are hard to change and tend to
last a lifetime. The two groups of
employees are administered by dif-
ferent organizations; laborers fall
under the jurisdiction of the Ministry
of Labor, which regulates labor
planning and wage levels for all State
production enterprises, while cadres
in State organs are administered by
the Ministry of Personnel. The vari-
ous provincial, city, and county gov-
ernments, along with their associated
party committees, are responsible for
appointing local labor and personnel
bureau directors. General managers
of FIEs will have to deal with both
bureaus in managing their employ-
ees.

During the first quarter of each
year, FIEs are required to submit to
the local bureaus a plan reporting the
number, skill levels or job titles, and
sometimes age ranges of workers
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they plan to employ. This plan will
also be shown to the industrial
bureau which supervises the Chinese
joint-venture partner. Any major
changes in the plan during the year
due to unexpected production re-
quirements should be reported for
approval.

In major coastal cities, the local
labor bureaus can usually provide
both the English and Chinese transla-
tions of regulations pertaining to
labor management of FIEs, along
with samples of labor contracts used
in other ventures. They have the
right to ensure that FIEs are using a
labor contract system and will re-
quest a copy of employee contracts
for their files. They may also request
verification that FIEs are not illegally
employing children and are paying
wages and pension benefits on time
and in compliance with relevant
regulations. They do not get involved
with employee income tax payment
issues, which are handled by the local
tax bureau.

Local labor officials will assume
that the foreign manager of an FIE
will know nothing about their system
and will maintain contact with the
venture through the Chinese part-
ner, if there is one. The general
manager, however, should insist on
meeting these ofhicials, especially in
the start-up phase of the venture.
This will give the local officials *‘face”
and allow them to help the general
manager understand the mentality,
work ethics, needs, and expectations
of Chinese workers. After the ven-
ture is up and running, relationships
with local labor officials can largely
be maintained by Chinese staff.

Foreign managers will also have to
deal with the Chinese bureaucracy
inside their ventures; chances are the
FIE’s deputy general manager and
leading managerial cadres are mem-
bers of the Chinese Communist
Party. These people will likely be
under pressure to form a party cell in
the FIE, but will tend to conduct
their meetings off-site at times that
do not conflict with the running of
the venture.

Party members can be extremely
useful to an FIE and should not be
feared or denigrated. Some of the
best workers and managers in China
are party members, most of whom
are eager to learn western manage-
ment philosophy. In addition, their
connections with the local bureau-

Party members can be
extremely useful to an

FIE and should not be
feared or denigrated.

cracy can often help resolve difficul-
ties confronting the venture. Party
members rarely cause trouhle in FIEs
for political reasons.

Aside from the party, FIEs with
more than 25 employees may also
have to deal with a trade union. The
official function of the union is to
protect the rights and interests of the
workers. Though technically consid-
ered an organ of political education,
the union more often tends to focus
on employee welfare, recreation, and
labor discipline issues in production
enterprises. Union-organized strikes
familiar in the West are almost non-
existent in China, but may become
more common as the economy be-
comes more market oriented.

To date, few FIEs have complained
of union interference in manage-
ment issues, despite relatively new
regulations that grant the unions
legal-person status and the right to sit
in on board meetings (se¢ The CBR,
March-April 1990, p.30). Neverthe-
less, foreign managers wishing to
avoid dealing with a union should
establish a management system that
gives all employees access to the top
ranks. This way, workers will not need
separate representation. Some FIEs,
for instance, have created employee
representative committees that meet
regularly with the general manager to
discuss labor issues. These commit-
tees have effectively removed pres-
sure for creation of a formal union.

Determining wage structure

Before an FIE can begin recruiting
employees—a lengthy, complex pro-
cess requiring numerous approvals
(see box)—it must determine how to
structure the employee pay package.
Although most FIEs must provide
the same types of benefits as State
enterprises (see list), they do have
flexibility in administering these
benefits. The real issue is whether the
FIE should lump together all types of
cash payments into one high monthly
payment, or separate them as the
Chinese do. Most foreign managers
prefer to pay a lump sum, but this

method may not result in the greatest
economic benefit to the employee—
or the venture—given the current
Chinese taxation and accounting
system.

Under this system, cash subsidies
are designated by State authorities
either as taxable or tax-exempt. If all
subsidies are lumped together as part
of the employee’s take-home pay
regardless of their tax status, how-
ever, Chinese employees will end up
paymg higher income taxes. And
FIEs, which are required to pay
various types of insurance premiums
based on a percentage of take-home
pay, will also end up paying more.
Since Chinese employees aren’t used
to paying taxes at all (the tax is
applicable only after take-home pay
exceeds a certain level), they will
likely protest.

Given these drawbacks, it may be
wiser for FIEs to structure a wage
package that features a base salary
derived from the foreign company’s
own salary grading system. Theoreti-
cally, this method should help inte-
grate the Chinese enterprise into the
foreign company’s global manage-
ment system. Subsidies not subject to
taxation should be accounted for
separately, while all others can be
lumped together into a “cost of
living"” or “livelihood™ subsidy and
added to the basic wage.

Working around the system

The various subsidies and bonuses
Chinese employees expect to receive
from FIEs increase labor costs con-
siderably, but are necessary to attract
and keep the best workers—espe-
cially in light of recent attempts to
limit the basic wages of FIE employ-
ees. Due to complaints by State
enterprises that they are losing their
best employees because they cannot
match the salaries of higher-paying
FIEs, the central government in
August 1990 issued internal
directives that cap these wages (see
The CBR, January-February 1991,
p-8).

These internal, or neibu, docu-
ments state that salary levels of
Chinese employees can exceed 120
percent of the average salary of
employees in comparable State-run
enterprises only when ‘“increased
efficiency and profits permit.” Salary
levels exceeding 150 percent of the
State wage must be approved by the
FIE’s supervising department and
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the local labor bureau upon examina-
tion and verification of economic
efficiency. Currently, many FIEs have
basic wage levels well above 150
percent of local rates.

Though the overall impact of these
rules has been minor thus far, some
FIEs have increased non-cash bo-
nuses to compensate for the cap on
basic wages. FIEs have considerable
freedom in designing such incentive
schemes, which offer Chinese em-
ployees opportunities they would not
receive in their own system. Typical
incentives include extended vacation
time, study trips, and housing pur-

chase programs.

Providing welfare benefits

Aside from the many incentives
and subsidies FIEs grant their em-
ployees directly, they also pay premi-
ums to outside organizations (o
provide medical coverage and vari-
ous other types of insurance. FIEs
have some leeway in determining
how they will administer certain of
these payments—such as health in-
surance and housing subsidies—
while others, such as retirement
pensions, are bound by more rigid
guidelines.

I 0000

FIE Wage Packages*

Actual monthly employee take-home pay encompasses the following:
e Base salary (120-150 percent of base wage in comparable local industry)
¢ Production bonus (usually around 30 percent of base salary. Some FIEs

do not issue any bonuses)

e Positional allowance/floating salary (can be 15-45 percent of base salary,

according to finance regulations)

e Afternoon or night-shift allowance (around ¥15)
e Length of service bonus (¥.5-5 per year of service. Some FIEs have elimi-
nated this bonus; others use it as an incentive)

¢ Personal hygiene allowance (¥8-18)

e Single-child allowance (¥2.5)

¢ Transportation subsidy (¥2-15 depending on distance and mode of trans-

port)
e Non-staple food subsidy (¥39)

e Special zone or suburb subsidy (local laws allow enterprises in special
zones—such as the Minhang zone in Shanghai—to provide subsidies as an
incentive to attract workers to the zone)

e Books and newspaper subsidy (¥60-150 per year)

e Other enterprise subsidies (granted at the enterprise’s discretion)

Additional items comprising the total wage package:
(these benefits are calculated as a percentage of take-home pay)

¢ Retirement insurance (30 percent)

Medical coverage (8-12 percent)

Housing fund (15-20 percent)

Workman’s compensation (1-8 percent, depending on the type of work)

Employee benefits not considered part of the total wage

for accounting purposes:
¢ Lunch subsidy (¥1.5-8 per day)

e Nutritional subsidies (nutritional items—or money for such items—dis-
tributed to employees working under hazardous conditions. ¥.2-.7 per day)

Hot weather subsidy (given from July-September. ¥3-5 per month)
Trade union dues (2 percent of total wage)

Note: Actual employee take-home pay—Iless certain deductibles, such as the
non-staple food subsidy—is subject to personal income tax if it exceeds ¥420
per month. The FIE is responsible for deducting and paying employee in-

come tax.

* These subsidies and figures are based on the Shanghai area. They vary sub-
stantially according to region and locality.

Source: Christine Casati

® Medical care

FIES are expected to cover medi-
cal costs for the period of an
employee’s contract. Providing the
same care as a State enterprise will
offer a sense of security and attract

job applicants without being very

costly, as the coverage provided by
the State is very basic. Although it is
possible to design a co-payment plan
if salaries are high enough, such a
scheme would almost certainly be
opposed by Chinese managers and
workers, who are unused to paying
for most medical expenses. Generally
speaking, there are three ways for
FIEs to arrange medical care for
Chinese employees:
Contracts with key hospitals
(guagou) Under this system—the one
most commonly used by foreign
enterprises—the FIE selects one or
more hospitals to serve its employees.
Each employee receives an identity
card and number for registration at
the relevant hospital; FIEs are sent a
bill for services rendered by the
hospital on a regular basis. An FIE
may provide unlimited benefits as in
State enterprises, or may obtain
agreement to establish an annual or
lifetime limit per person. Most State-
owned enterprises also pay for 50
percent of all medical costs of one
dependent (spouse, child, or parent)
proven to be without any medical
(,'()VC]"dg(f.
Arrangement with individual
through employer’s clinic (baogan)

The purpose of this system, initi-
ated in the State sector during the
early 1980s, is to discourage unnec-
essary hospital visits and drug dis-
pensing to relatives of beneficiaries.
Under this system, the employer
agrees (o pay the enterprise clinic a
certain amount per year for each
employee. The clinic is expected to
control expenses so that its total
allowance (i.e., number of employees
x individual amount) is not exceeded.
If an employee’s expenses exceed his
allowance, the clinic will work out an
agreement whereby the employee
must pay a certain percentage of the
extra expenses. If the allowed
amount is not claimed during the
year, the employee may receive a
percentage as a bonus at year end.
The clinic also receives a bonus for
controlling costs successfully.

One disadvantage of the baogan
system is that it may encourage
employees to forego necessary medi-
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cal treatment in order to increase
their year-end bonuses. This system is
still considered experimental in some
localities; there are many variations
of it in State enterprises. A few joint
ventures have designed a variation of
this system, whereby the company
pays (for example) 90 percent of all
medical costs per year up to a limit of
¥1,000, in addition to 100 percent of
major medical expenses. The com-
pany may subcontract this liability to
a medical insurance program.

Medical insurance FIEs can pay
premiums to the People’s Insurance
Corp. of China (PICC), but these
premiums are expensive and the

maximum benefits generally cover
only 70 percent of the costs. The
additional 30 percent must be picked
up by the FIE, unless a co-payment
plan has been worked out. Because
medical costs in China are still
relatively low, it may be less expensive
to simply pay for actual expenses.
There are other insurance programs
offered by banks—such as the Bank
of Communications in Shanghai—
which provide higher levels of medi-
cal and accident coverage and may
offer FIEs a “‘package deal” includ-
ing other kinds of insurance. Compe-
tition among banks is growing in
large cities, but it is hard to find many

options in smaller cities and town-
ships.

FIEs with more than 500 employ-
ees may wish to consider a combina-
tion of methods to cover potential
medical liabilities. For example, the
enterprise itself may wish to cover 45
percent of expenses, offer 45 per-
cent coverage through insurance,
and have the employee contribute
the remaining 10 percent, up to a
certain level.

* Housing

Most FIES at the start-up stage
have no money for the purchase or
construction of new housing unless
they allocate funding from capital

Finding the Right People

Recruiting employees in China can
be an arduous process, due to lack of
trained personnel and labor mobility,
the influence of children of high-
ranking cadres, and new regulations
designed to stem the exodus of highly
skilled personnel from State enter-
prises to foreign-invested enterprises
(FIEs). Nevertheless, there are meth-
ods to help ease the recruiting
burden. For instance, examinations
should be used to screen all potential
employees; this way FIEs have a
legitimate basis upon which to base
their hiring policies, and can exclude
hiring individuals solely on the basis
of guanxi or pressure from their
Chinese partners.

In addition, FIEs may work out
arrangements with local technical
colleges or universities to provide a
certain number of graduates after
the February or July graduations.
Such arrangements must be worked
out months in advance, however;
otherwise, the State will assign the
students jobs or the students may
already have found employment
themselves.

For key positions that require
going outside the partner’s unit—
and for wholly foreign-owned enter-
prises—the FIE must first recruit
within the locality of the venture
according to the guidelines issued by
the local personnel bureau. If a
qualified candidate cannot be found
locally, the personnel bureau is al-
lowed to support the transfer of
someone from another city or local-
ity. In this situation, the number of
cadres allowed to be transferred

usually rises in direct proportion to
the level of foreign investment.

Transferring individuals from
other areas is a complex process,
involving over 20 approvals from the
respective labor and personnel bu-
reaus, public security, the employee's
current employer, the employer of
the spouse, and other civil authorities
controlling residency registration,
housing, and food supply allocations.
It may take up to two years to
complete this process. In the mean-
time, regulations permit the FIE to
“borrow" the individual or allow him
or her to wear two hats for a certain
period of time, provided there is
agreement among all parties con-
cerned. Transferred employees will
cost more than local hires.

If a recruit’s employer does not
wish to support his or her transfer, it
may refuse to release the individual's
personnel file. This file contains
verification of the employee’s official
civil status, working identity, profes-
sional and salary ranks, and political,
educational, and work histories.
Without this file, the employee risks
being cut off from the State enter-
prise system—and its lifetime welfare
benefits—forever. Therefore, failure
to obtain the file might clearly deter a
recruit from transferring to an FIE.

Even if a recruit is willing to resign
without permission—which is possi-
ble—his or her employer might
record in the personnel file that the
individual has been fired (kaichu)—a
term implying that the employee has
violated labor discipline or factory
regulations and been expelled from

the State system. Such a stigma might
not only harm the recruit’s future,
but could jeopardize his or her
children’s chances of entering cer-
tain schools or obtaining certain
types of employment. So, resigning
without permission is clearly not for
the weak of heart, even though many
joint venture general managers don’t
care whether they receive personnel
files or not.

Attempts to control the release of
valuable employees and to pressure
young recruits to honor State con-
tracts will probably continue for the
foreseeable future. A recent article
in the China Daily, for example,
indicated that the Shanghai munici-
pal government was tracking 1,500
employees who had illegally left their
units to work for FIEs. Once found,
these people will likely be subject to
fines or other penalties.

But the picture is not all gloomy.
In some areas of China, particularly
parts of Fujian and Guangdong
provinces, recruiting and transfer
regulations are difficult to enforce
and officials are lax. In addition, if
the impact of recruiting restrictions
on FIEs becomes severe enough to
warrant external government pres-
sure on Beijing to ease them, the
environment could improve. In any
case, foreign investors must thor-
oughly examine the local recruiting
environment before committing to a
given partner or location. Large
cities and more developed coastal
zones tend to be the greatest reser-
voirs of technical and managerial
talent. —Christine Casati
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contributions for this purpose. They
are not required to provide new
housing up front, but all joint
ventures are required by law to
contribute to a housing fund for
Chinese employees. The amount of
contribution varies depending upon
local regulations and agreement
among respective boards of direc-
tors, but generally ranges between
15-20 percent of total wages per
month. When enough money has
been accumulated in this fund, a
decision may be made either to build
or to purchase, and a policy of
allocating the homes to the most
deserving or needy must be worked
out. It is very easy for conflicts to
arise over use of this funding given
the emphasis most Chinese place on
improving their living conditions.
FIEs with trade unions will likely
find that the union will seek to play a
key role in the administration and
allocation of new housing. If the
general manager decides to delegate
this authority to the union, personnel

Dpn't le;ave for
China vylthout .
contacting me first.

On your trip to China you can max-
imize your chances for success while
vou minimize confusion, uncertainty,
and frustration.

[ will provide marketing, negotiating
and interpreting assistance. Thirty years
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Interpreter. State Department Chinese
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degree in Chinese. Former IBM
marketing rep.

Put my experience to work for you.

&
Call or write: i
Charles Stubin 1
. e
Marketing, R
Negotiating and
Interpreting

7928 Freehollow Dr.
Falls Church, VA 22042
(703) 560-5195

It is important that the
issue of housing be ad-
dressed early; leaving it
until after a contract
has been signed can
mean considerable de-
lays and unplanned

coSsts.

manager, or deputy general man-
ager, he should insist on participat-
ing in the policy formulation and on
being educated on the criteria for
housing allocation.

To help offset the generally inade-
quate conditions of Chinese housing
some joint ventures pay their em-
ployees a small monthly housing
subsidy while the fund builds up.
Others have implemented rental sub-
sidy arrangements, whereby they rent
or buy large blocks of housing and
then rent it back to employees, giving
them the option to purchase after
several years of service. Whatever the
arrangement, it is important that the
issue of housing be addressed early;
leaving it until after a contract has
been signed can mean considerable
delays and unplanned costs. Two
Sino-US joint ventures in China, for
example, found it necessary to use
their capital funds to purchase apart-
ments for specialized workers from
other cities when their joint-venture
partners were unable to supply the
necessary housing. Both of these
ventures now require their employ-
ees 1o pay substantial rent on the
apartments, and have to supplement
salaries to ease this burden.

FIEs will likely be forced to pay
more attention to—and more money
for—housing in the future. In a
move that may be imitated by other
areas, Shanghai has passed new laws
that require all local and foreign
enterprises—not  just joint ven-
tures—to establish a collective hous-
ing fund into which both the em-
ployer and employee must
contribute. A housing subsidy is also
required for employees who reside in
public housing (see p. 30).
¢ Retirement and unemployment
insurance

FIEs are required to provide a
retirement allowance according to

established local regulations. Bene-
fits include pension, medical ex-
penses, funeral expenses for immedi-
ate family members, and an
allowance for certain dependents
after an employee’s death. Premium
amounts are based on total monthly
wages, which includes basic salary,
bonuses, cash subsidies, and over-
time pay or other cash payments, less
a set deductible. Rates vary from
about 20-30 percent depending on
the area.

FIEs must also make a payment
each month to the local Labor
Service Co. or insurance entity set up
to handle unemployment insurance
in their locality. The payment, 1
percent of the average salary of the
area (as determined by local labor
authorities), must be paid for each
FIE employee. This requirement was
developed to relieve the State system
of total responsibility for laid-off
employees and young people waiting
for job assignments.

A slow road

For FIEs and potential investors,
the most important factor in effec-
tively tackling human resource issues
is to be well-informed on local needs,
practices, and regulations. Most ad-
ministrative management of human
resource issues can be effectively
delegated to a Chinese manager, as
long as that person understands the
needs of the foreign manager and is
willing to take on local authorities
when necessary. Finding a competent
industrial accountant who has a
thorough knowledge of Chinese ac-
counting methodology in State enter-
prises as well as some exposure to
western accounting procedures can
also help a foreign manager learn the
funding, taxation, and salary admin-
istration systems in China.

Although foreign managers must
grapple with seemingly endless road-
blocks and controls in hiring and
administering Chinese employees,
their efforts will likely pay off over
the long term. FIEs and the manage-
ment techniques they bring into
China have a positive impact on the
thinking of Chinese employees and
leaders. If China is to fulfill its Eighth
Five-Year Plan, development of a
highly skilled and mobile workforce
must become a priority. Though
progress in this direction may seem
slow, FIEs will be the first to benefit

e

from these trends. b
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Managing

Chinese Employees

Common sense is the best guide available

here are three key factors
for the success of any ven-
ture in China: people, peo-
ple, and people. Based on
my experiences as general manager
of a diagnostic reagent-manufactur-
ing joint venture in China, the key to
success lies not only in finding the
right individuals, but in molding
them according to your company’s
needs and then maintaining their
effectiveness as the business and
work environment change. There is
no unique method for managing
Chinese employees; common sense
and paying attention to a few simple
rules will produce the best results.

Recruit the best

The first rule is so basic it is often
overlooked: find the right people.
This can be a time-consuming task
given the shortage of skilled labor in
China and the bureaucratic obstacles
involved in hiring them, but it cannot
be over-emphasized—the people you
hire will probably be with you for the
life of the venture, so make sure they
possess the talents and skills you
need. General managers should play
an active role in the recruiting and
hiring process, as ultimately they will
be responsible for grooming the staff
into a productive unit. There are
several factors to keep in mind when
hiring Chinese staff.
® Avoid taking too many employees
from any one source. If you do, you
risk hiring a large number of people
with similar bad habits who will tend
to reinforce each other. In addition,
you inherit the power and social
structure of the previous organiza-
tion, which will compete with the
environment you are trying to create
in your new venture. Although re-
cruiting from the outside is much
slower, involves many bureaucratic

Paul Epner

There are three key fac-
tors for the success of
any venture in China:

people, people, and peo-
ple.

hurdles, and may require the joint
venture to provide even more train-
ing than it would were it hiring from
within a single State-owned enter-
prise, to obtain the benefits of a
strong organization it is best to
accept these costs. Try to position
your investors to tolerate a slow
initial growth rate—finding the right
people will pay off over the long
term.
¢ Be patient and flexible. It will take
time to find everyone you need. After
two years, some technical positions
are still open in my venture (though
this is due in part to our location).
You can ease your search by distin-
guishing which positions clearly re-
quire previous experience—such as
electricians—and accepting appli-
cants with less experience for the
others.

When considering potential em-
ployees, I focus on intelligence,
motivation, work ethic, and curiosity.

Paul Epner became general manager of
Ningbo Abbott Biotechnology' Ltd., a
joint venture between Abbott Labora-
tories and three Chinese pariners, in
1989. He served as project manager
during the venture’s negotiation phase,
which began in 1985. His previous
experience in Abbott includes training,
quality assurance auditing, manufactur-
ing management, strategic planning,
and marketing.

If I find an unusually good candi-
date, I hire him even if a suitable
position isn’t available immediately.
In one case, for instance, we found a
graduate of Qinghua University who
was very bright, had good values, and
had a major in biochemistry with a
minor in computer science. We
didn’t have an appropriate opening
for him at the time, but convinced
him to take a clerical position in our
production department. Several
months later, we gave him respon-
sibility for computer operations, and
have recently moved him to the
position of raw material and finished
goods planner.

At the same time, you must always
be on the alert for the candidate who
is looking for a one-way ticket to the
West. In technical concerns such as
mine, we routinely receive applica-
tions from frustrated researchers
who think a high-technology joint
venture will be a panacea for their
problems, but are not really commit-
ted to the profit or manufacturing
objectives of the business. Although
these candidates may possess most of
the characteristics sought, their moti-
vation is at odds with the direction of
the venture and they will inevitably
grow discontented.

If operational needs force you to
fill some positions with candidates
who are not up to your requirements,
downgrade the position; you may
want to hire more people at a lower
level and keep some of the higher-
level duties yourself. Don’t get
locked into your organization
chart—keep focused on your long-
term needs.
® Resist the temptation to overhire.
The Chinese will want your venture
to make the biggest possible impact
on their labor pool, and will con-
stantly point out the low cost of each
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additional worker. If you don’t re-
strict the number of employees you
hire, however, you will encourage low
productivity and conflict will result as
underutilized departments fight to
protect their territory. As these
phenomena are already prevalent in
China, you will effectively end up
reinforcing attitudes that could stay
with the company throughout its
lifetime. No matter how good your
people are, too many will invite poor
work habits.

e Find a confidant. Ensure that
among your local management staff
there is one individual who has
maturity, experience dealing with the
bureaucracy, good people and busi-
ness instincts, and is completely
trustworthy. In my venture our per-
sonnel and general affairs manager
fits this tall order. He has played an
essential role, providing a sanity
check for me as I decide how to instill
western business practices into our
Chinese setting.

Building a nurturing environment

Once you've hired your Chinese
staff, you must strive to create a

If the general manager
is too far removed from
dazily operations, the en-
terprise’s corporate cul-
ture will be destroyed.

corporate culture that reflects a
western management style yet is
comfortable for your Chinese staff.
Many of your employees will have
come to your company for the
opportunity to work under western
management. It is therefore impor-
tant that expatriate staff—especially
the general manager—serve as ap-
propriate role models. One of the
most frequent complaints [ hear
from employee candidates is that
many western general managers are
little more than figureheads who
delegate daily operations to their
Chinese management staff. Although
delegating responsibility is impor-
tant, if the general manager is too far
removed from daily operations, the
enterprise’s corporate culture will be

destroyed. General managers should
constantly have their hand on the
pulse of the company and remember
that people are continually learning
from their actions. This can best be
accomplished by maintaining a flat
organizational structure without too
many levels from top to bottom. I've
found this method enables the gen-
eral manager to keep his or her
imprint throughout the whole com-
pany.

In order to impart the funda-
mentals of western management to
Chinese employees, the general man-
ager must first understand their
cultural milieu. In China, as in other
countries with largely homogeneous
populations, the government exerts a
strong socialistic influence over the
populace. In practice, the needs of
individuals are sublimated to those of
the State. Incentives for individ-
uals—whether to enhance their per-
sonal growth or improve their eco-
nomic wellbeing—are largely absent.
Moreover, the penalties sometimes
exacted for failure act as a disin-
centive to innovative or independent
thinking, which generally merit few
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rewards. Therefore, most Chinese
are risk averse. They generally seek to
avoid personal responsibility for solv-
ing problems, as acceptance of
responsibility increases the odds of
failure and loss of face.

This aversion to responsibility co-
exists with the need to establish a
sense of individual identity, which in
turn accounts for the prevalence of
guanxi in Chinese society. Guanxi
connotes both the existence of rela-
tionships and the influence or power
one can derive from them. Those
who wield power—no matter how
small—gain identity. To help reduce
the significance of guanxi and the
fear of responsibility among Chinese
employees of a joint venture, the
general manager must clearly explain
what is expected of them and support
them as they adjust to a new value
system. This can be accomplished in
several ways:

e Provide detailed job descrip-
tions, but recognize their limita-
tions—it is impossible to cover all
aspects of any employee’'s respon-
sibilities in a job description. Yet
many Chinese, in order to limit risk,
will use their job description to
justify their actions—or their inac-
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tion. The general manager, there-
fore, should view job descriptions as
training tools to help staff under-
stand their responsibilities and place
in the organization. Expectations of
results and accountability should be
clearly explained to management
staff, as should the inevitability of
gaps in job descriptions. The general
manager should then have the man-
agers write job descriptions for their
personnel, but should stay involved
and approve them all. Descriptions
imported from home can be good
starting points, but they must be
localized. Furthermore, the descrip-
tions must be living documents that
are updated as needed.

¢ Integrate training into your daily
operations. Work with your manage-
ment team closely from the outset of
operations—the enterprise’s corpo-
rate culture can be established only
through actions and contact, not
through speeches and memos. Work
with your team so that they not only
know your thoughts, but how you
arrived at them. Introduce the con-
cepts of responsibility, accountabil-
ity, budget control, forecasting, goal
setting, etc. For example, at staff
meetings I occasionally insert a train-
ing program on the agenda, so that
the staff can learn a new concept and
simultaneously apply it to real com-
pany problems.

e Stress accountability. Providing a
nurturing environment for risk-tak-
ing involves establishing a safety net
of checks and balances for big
decisions, while letting people make
mistakes in areas that do not threaten
the staff or operations of the ven-
ture. If you want innovation, you
must reward creativity and tolerate
failure. When your managers make
bad decisions, however, work with
them privately to do a postmortem.
Let them know that the quality of
their decisionmaking will be covered
in their performance review, as will
their willingness to take responsibil-
ity. General managers should treat
every bad decision as a learning
opportunity.

Insistance on accountability for
results should be accompanied by
insistance on accountability for in-
formation. I found much of my staff
willing to guess answers to questions;
they seemed to equate lack of knowl-
edge with loss of face, so they always
gave me an answer whether they
knew it or not. It was quite a

challenge to find a way to question
their answers without signaling a
complete loss of trust, but I eventu-
ally succeeded by making the situa-
tion humorous. Whenever I sus-
pected or caught a person guessing, 1
used my hand as an imaginary
revolver and shot them from the hip.
The employees got the message—no
one lost face and “‘hip shooting”
decreased.

¢ Expand time horizons. Since com-
mand economies rarely force people
to plan ahead, most Chinese have
trouble recognizing future cause and
effect relationships—a necessary
skill if they are to manage proactively
instead of reactively. To address this
void, I taught my management staff
how to set goals by requiring them to
turn in a monthly report indicating
what they planned to do in the
coming month, what they had done
in the past month, and whether they
had attained the previous month’s
objectives. This routine not only got
them to anticipate future needs, but
the feedback loop helped improve
forecasting skills.

Although initially their goals may
be largely qualitative, the general
manager should take the time to
write comments and require manag-
ers to reissue their reports until their
goals are more quantitative. If the
general manager does not provide
feedback, the effort will be wasted.
After several months of qualitative
goals, financial forecasting (sales and
expenses) with variance analysis can
be added. In my venture, this exer-
cise proved very useful when manag-
ers were asked to prepare budgets for
the first time. Their forecasts and
variance analysis had given them the
tools to predict with greater accuracy
their future financial requirements.

Dealing with the bureaucracy

Many general managers are over-
whelmed by the demands of meeting
their head company’s expectations
while coping in a foreign, at times
mysterious, environment. They are
afraid they will be accused of being
insensitive to the native culture or of
being branded as having little respect
for the *‘laws of the land.”” The result
is that they frequently accept bureau-
cratic requirements that are not in
the interest of their venture. All
general managers, however, must
learn how to deal with the Chinese
bureaucracy if they hope to be able to
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manage their operations effectively.

Though many foreigners find the
workings of China’s business envi-
ronment hard to fathom, the system
becomes easier to comprehend if it is
viewed in the context of a large
corporation—a point first made by
Roderick MacLeod. If China’'s minis-
tries are likened to corporate divi-
sions and the municipal organiza-
tions to matrix site management
teams, many of China's business
practices—parochialism, inter-min-
isterial hiring difficulties, and power
politics—no longer appear so
strange. Viewing the bureaucracy in
this way makes it easier to operate in
the system and challenge it, which is
occasionally necessary if the general
manager is to be able to control both
the venture’'s business and internal
environments.

In my venture, for instance, our

accountant wanted either to set a
food per diem for business trips or to
require receipts for each expense—
even if it was only 1 renminbi. 1
suggested that we let the employees
report actual expenses but not re-
quire receipts for daily meal totals
under 10 renminbi, both to illustrate
our trust and ensure that our em-
ployees wouldn’t lose money when
visiting an expensive city. The ac-
countant indicated that the State
auditors wouldn’t accept this prac-
tice. I asked him to consider which
problem we should try to solve—how
to ensure our employees were ade-
quately fed without being burdened
by ridiculous requirements or how to
satisfy the bureaucracy. Although I
don’'t know how, the accountant
found a way to pass the audits and
establish a policy that demonstrated
trust in our employees. The result is

improved morale and decreased pa-
perwork.

Stay involved

Your job as general manager is to
give your managers the tools to do
their jobs without you. Force them to
stretch. Don't let them bring prob-
lems to your office unless they have
recommendations about how to solve
them. Be sensitive to their needs and
backgrounds, but not to the point
that the effectiveness of your busi-
ness is challenged. Stay involved, but
give them room to innovate and make
mistakes; work with them behind the
scenes so that they can build credibil-
ity as western-style managers in front
of their subordinates. Your reward
will be an efficiently operating busi-
ness that will enable you to devote
your efforts to creating a long-term
vision for your venture. %

The New Housing

LRUNCH

Foreign enterprises bear the brunt of Shanghai’s innovative

ack of housing in China has

proved a serious onus to

foreign companies seeking

to attract skilled workers
and managers to their enterprises, as
many Chinese are reluctant to give
up the accommodations—no matter
how meager—provided by their work
units. Though Beijing has long dis-
cussed strategies to ease the acute
housing shortage, Shanghai munici-
pal authorities seem to be taking the
lead in devising schemes to improve
housing conditions. In April, the
Shanghai Housing Office and the
Shanghai Foreign Investment Com-
mission promulgated a number of

housing program

Kathy Chasse Hanna

new regulations requiring employers
and employees alike to set aside
funds for housing. While both local
and foreign enterprises are affected,
foreign employers’ share of the
contribution is higher than that of
their local counterparts.

The regulations, commonly re-

Kathy Chasse Hanna is administrative
manager at the Shanghai Centre, where
she handles financing, personnel, and
administrative issues. She is a graduate
of the School of International and Public
Affairs at Columbia University and
holds masters degrees in international
business and Chinese studies.

ferred to as “The New Housing
Policy,” became effective May 1.
They require all enterprises to estab-
lish a collective reserve fund (CRF) at
the savings department of the Peo-
ple’s Construction Bank's (PCB)
Shanghai branch. Each month, all
enterprises must pay a specified
amount into the CRF, which may be
used by Chinese employees to pur-
chase or improve homes. The ac-
counts will accrue interest at the local
savings rate of 3-4 percent. An
employee may use his portion at his
discretion, and is not required to
utilize the funds in the CRF account
within any given time frame. Upon
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retirement, the CRF balance can be
withdrawn and used however the
employee chooses.

The new regulations will probably
have little immediate effect on hous-
ing in Shanghai, where an estimated
90 percent of the residents are
publicly housed in apartments sup-
plied by their work units for a
nominal monthly fee. Little private
housing is available, and the few new
apartments for sale can cost up to
¥100,000. At this price, most private
homes are generally purchased on
behalf of Shanghai residents by
wealthy overseas relatives. However,
it is possible for family members to
borrow or pool funds to purchase
smaller or older apartments costing
as little as ¥10,000. In addition,
employees may use CRF funds for
improvements to housing, though
details are still sketchy on how such
“improvements’’ are defined. Before
funds can be withdrawn from the
PCB, individuals must obtain ap-
proval from their work units.

More administrative requirements

Under the regulations, existing
enterprises in Shanghai were re-
quired to apply for a CRF by April
15. New enterprises must complete
these application procedures before
hiring staff or issuing payroll. After
an enterprise has registered, the
bank creates an account for each
employee; the employer is responsi-
ble for making monthly CRF deposits
into this account for each of its
employees.

Both foreign-invested enterprises
(FIEs) and local companies are re-
quired to calculate each employee’s
entitlement and maintain accurate
records of entitlements and with-
drawals, and then submit both pay-
ment and paperwork to the PCB each
month. PCB sells an IBM-compatible
software package to aid companies in
their recordkeeping. Enterprises us-
ing the software may submit a data
disk to the PCB every month along
with the CRF payment. If this soft-
ware is not used, two forms entitled
“Inventory of CRF Collective Pay-
ment”’ must be submitted each
month. If an employee transfers to
another FIE or local enterprise, the
new employer must assume respon-
sibility for the CRF payments and
records.

The CRF contribution for each
employee is based on a percentage of

As a result of the new
regulations, FIEs will
likely see a slight in-
crease in payroll costs,
as well as additional
overhead costs for ad-
ministration of CRF ac-
counts.

the employee’s annual salary, with
employer and employee each paying
roughly 3 percent, for a total of 6
percent each year. After some discus-
sion, municipal authorities decreed
that CRF contributions would be
calculated using the following for-
mula: Monthly after-tax income x
57% x 5%. Both the employer and
employee must contribute this
amount to the CRF each month,
payable by the employer within 5
days after the end of each month. A
standard daily fine of 0.5 percent per
day of the amount owed is assessed
for late payments.

. . . and more money from FIEs

Just how to calculate the CRF
contribution, however, remains a
source of some controversy, espe-
cially for wholly foreign-owned or
cooperative joint ventures, which
were not previously subject to any
housing contributions. Now, all FIEs
are liable for CRF and other housing
contributions for their local employ-
ees; foreign workers are not covered
by the news regulations. Even if a
local employee resigns or is termi-
nated, his account must be main-
tained until he joins a new enterprise.
This administrative burden could
continue indefinitely, as the FIE must
continue reporting the balance of the
departed employee’s CRF account
(along with any withdrawals) until
these responsibilities are transferred
to another employer.

A further source of discontent
among Shanghai’'s FIEs is that the
basis of calculation is different for
local and foreign enterprises because
of different definitions of salary.
Local enterprises typically pay their
employees a base salary plus a
floating salary, which includes *‘wel-
fare allowances’ for such expenses as
hair cuts, bathing, newspapers, mag-

azines, transportation, and meals, as
well as bonuses to parents abiding by
the single child policy. These allow-
ances increase with seniority, and in
many cases effectively double or
triple the basic salary. Under the new
regulations, such allowances are not
considered take-home income and
therefore need not be included in the
local enterprise’s calculation of the
CRF contribution.

FIEs, on the other hand, tend to
pay a higher lump salary, which
includes base salary and all allow-
ances. Whereas local ventures’ em-
ployees are taxed on base salary alone,
FIE employees are taxed on the entire
salary package. Thus, joint ventures
and their employees are required to
make higher CRF contributions than
local enterprises and their employees,
resulting in higher wage and benefit
costs for foreign employers and lower
relative take-home pay for their
Chinese employees.

As a result of the new regulations,
FIEs will likely see a slight increase in
payroll costs, as well as additional
overhead costs for administration of
CRF accounts. A number of foreign
enterprises have already expressed
their dissatisfaction to the Shanghai
Housing Reform Office over the
regulations, and the CRF-calculation
methods in particular. Given the
unequal treatment of local and for-
eign enterprises, foreign opposition
to the regulations will likely continue.

Foreign representative offices,
which normally must hire local em-
ployees from the Foreign Enterprise
Service Corp. (FESCO), may have
some protection from the additional
payroll expenses, since technically
FESCO is the work unit in charge of
their local employees. In order for
foreign companies to avoid the extra
expense of CRF contributions for
their FESCO-supplied employees,
contracts should be carefully worded
to state clearly that CRF adminis-
trative and financial responsibilities
will be borne by FESCO.

Subsidizing rent increases

In addition to the CRF, the new
regulations also stipulate that em-
ployers pay a housing subsidy calcu-
lated on an after-tax salary basis. This
subsidy is designed to offset rent
increases which went into effect in
March, when monthly rents—previ-
ously averaging between ¥4-10 for
individuals living in public housing—
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doubled across the board. Employers
will now pick up much of the rent
increase, as the new provisions re-
quire them to provide eligible em-
ployees with a subsidy calculated at
the following rate: After-tax salary x
57% x 2%. In order to qualify for the
subsidy—which is added onto the
employee’s take-home pay—employ-
ees must submit to the enterprise a
valid “‘Certificate for Staff Renting
and Living in Public Housing.”

As with the CRF, FIEs must pay
more than local enterprises due to
the definition of take-home salary.
For an FIE employee earning ¥300 a
month, for example, the new require-
ments would translate into an em-
ployer CRF contribution of ¥8.55, an
employee CRF contribution of the
same amount, and a housing subsidy
of ¥3.42—for a total cost to the
employer of ¥11.97 a month. In
comparison, an employee of a local
enterprise who earns ¥220 each
month (plus a non-taxed allowance of
¥80) would only cost his employer
¥8.78 in CRF and housing subsidy
payments each month.

In most cases, cooperative and
wholly foreign-owned ventures will
likely see a 4 percent net increase in
payroll expenses. Some equity joint
ventures, however, may apply the 4
percent increase to the 15-20 percent
they already contribute to a separate
housing fund used by the Chinese
joint-venture partner to build hous-
ing for the venture’s employees. This
deduction, however, may only be
claimed against employees whose
housing is provided by the venture.

Mixed reactions from workers

Employee response to the New

Housing Policy tends to be divided by
age group. Younger employees seem
to view the policy as a net reduction
in salary with little immediate bene-
fit; some resent having to pay the
CRF contribution and increase in
rents, despite the new housing sub-
sidy their employers must provide.
Married and older employees, how-
ever, seem to view the new regula-
tions as providing an opportunity to
improve and possibly own their own
homes, and therefore tend to wel-
come them.

FIE employees generally stand to
benefit more from the new regula-
tions than their local counterparts.
Since both CRF contributions and
housing subsidies are calculated from
higher salary figures, FIE employees
receive a higher CRF contribution
and housing subsidy from their em-
ployers. The average FIE employee
will experience a net decrease in
take-home pay of 2.9 percent be-
cause of the mandatory individual
contribution to the CRF fund, but
employees eligible for the housing
subsidy will find that it covers more
than half of the decrease in wages.

Passing the buck

Though the New Housing Policy
will not solve the immediate housing
needs of the city, Shanghai’s leaders
hope it will help improve housing
conditions. Much of the housing
burden under the program will be
shifted away from the municipality
itself—which traditionally relied
upon State funds to subsidize
rents—to employers, and particu-
larly to FIEs, which will be responsi-
ble for a disproportionate share of
the new housing payments.

In the long run, however, FIE
salaries will be adjusted to reflect the
increased costs to foreign employers.
There is already pressure from the
Shanghai Personnel and Labar Bu-
reau to limit FIE salary levels so that
State enterprises can better compete
for trained personnel. If not capped
by local authorities, FIE wage levels
and pay increases will likely be
limited by the added burden of CRF
payments and housing subsidies. In
the future, FIEs may no longer be
able to rely on high salaries to attract
the best workers.

In the meantime, however, older
and more experienced workers may
be enticed to transfer to FIEs be-
cause of the higher CRF contribu-
tions made by foreign employers.
These employees, typically reluctant
to give up the benefits and security of
the "iron rice bowl” offered by local
enterprises, may view working for
FIEs as an opportunity to obtain
better housing. FIEs will benefit
from the addition of skilled workers
and the training and experience they
may pass on to younger employees.

The New Housing Policy, if suc-
cessful in Shanghai, is likely to spread
to other areas in China. If FIEs do
not present strong resistance to the
calculation methods, other regions
with a large number of foreign
investors may follow suit and seek to
shift a larger portion of the burden
of CRF-type housing costs to FIEs.
The question remains, however,
whether the Shanghai experiment
will effectively improve the quality

r

and quantity of local housing. 4
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Dumping and China

US dumping cases against China have hit an all-time high—
and the tally’s still growing

n the past 12 months, US

companies have filed more

dumping cases against China

than against any other country.
Even Japan, which in recent years has
been the target of many US dumping
charges, had less dumping cases filed
against it—even though Japan's ex-
ports to the United States last year
were seven times as much as China's.
The dramatic increase in the number
of cases filed against China poses
major challenges for Chinese export-
ers, US importers, and trade officials
on both sides of the Pacific.

Under US antidumping laws, a US
industry may file a dumping petition
alleging that unfairly priced imports
are injuring domestic producers of
the same or a competing product.
Such petitions are normally filed by
private companies, either individ-
ually or in groups on behalf of a
particular industry. Once a case is
filed, the US Department of Com-
merce (DOC) conducts an investiga-
tion to see if the allegations of
dumping are correct. At the same
time, the International Trade Com-
mission (ITC) determines if the im-
ports are injuring the US industry.
Before any tariffs can be imposed for
dumping, DOC must find that dump-
ing has occurred, and the I'TC must
find that the imports have materially
injured the US industry.

In a dumping case involving im-
ports from a market economy coun-
try, DOC compares the sales price for
the merchandise in the United States
to the foreign producer’s sales price
in its home market, third-country
markets, or, if such price compari-
sons are not possible, to the cost to
produce the merchandise. In cases

Spencer S. Griffith

Eleven US dumping
cases were filed against
China between May
1989-May 1990, com-
pared to only 16 cases
filed in the prior 11
years.

involving China and other non-
market economies, however, the
dumping law mandates that DOC
make its determination based on the
“factors of production.” Typically,
calculations of the factors of produc-
tion involve the amount of labor,
energy, and raw materials necessary
to produce an appropriate unit (e.g.,
tonne, pound, gross, etc.) of a
particular good. The figures given by
the accused producer are then com-
pared to prices of equivalent factors
in a surrogate country, which must
have a market-based economy at a
comparable level of economic devel-
opment (see The CBR, March-April
1991, p. 8).

If the results show that the product
was sold in the United States at prices
below the cost of production, DOC
then assigns a tariff, or “margin,” to
be charged against subsequent im-
ports of that product. Historically,

Spencer S. Griffith is an attorney with
the international law firm of Akin,
Gump, Strauss, Hauer & Feld in
Washington, DC. He has represented
Chinese exporters in a number of trade
cases before the DOC.

this process has produced high
dumping margins in cases involving
China because DOC often does not
have accurate or complete informa-
tion with which to value the factors of
production.

Open season on China?

The non-market economy provi-
sions of the dumping law have always
applied to China—there are no new
rules or procedures targeting Chi-
nese exports to the United States. Yet
11 US dumping cases were filed
against China between May 1989-
May 1990, compared to only 16 cases
filed in the prior 11 years. The
dramatic rise largely reflects growing
trade and political tensions between
the two countries, particularly the
ballooning US trade deficit with
China. According to DOC, US ex-
ports to China in 1990 declined 17
percent from 1989 levels, while
Chinese exports to the United States
rose nearly 28 percent. An April
report issued by the US Trade
Representative alleges that the US
deficit is at least partly due to a
number of barriers to the Chinese
market, a claim the Chinese deny.
The deficit has also exacerbated the
debate over renewal of China’s Most
Favored Nation (MFN) status, as
have recent allegations that the Chi-
nese are exporting products made by
prison labor.

The rapid rise in Chinese exports
and related bilateral trade tensions
coincides with the recent downturn
in the US economy. In a pattern
typical of recessionary periods, US
producers faced with shrinking de-
mand at home often feel particularly
vulnerable to rising imports from
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Results of US Dumping Cases
Against Chanese Exports, 1985-91

PRODUCT

Natural bristle paint
brushes

Iron construction castings
Steel wire nails

Candles

Welded carbon-steel
pipes/tubes
Porcelain-on-steel
cookingware

Tapered roller bearings
and parts

Sewn cloth headwear

Industrial nitrocellulose

Heavy forged handtools

Sparklers

Sodium sulfur compounds
Silicon metal

Steel wire rope

Electric fans (oscillating
and ceiling)

Chrome-plated lug nuts

Shopping carts

Tungsten ore concentrates
Ball bearings (mounted or
unmounted)

Antimony trioxide

Carbon steel butt-weld
pipe fittings

DATE INVESTIGATION
INITIATED

3/85

6/85

7/85

9/85

12/85

12/85

9/86

6,/88
10/89

5/90

6/90

8,90
9,90

11/90

11/90

11/90

1/90
2/91
3/91
5/91

6/91

Source: Akin, Gump, Strauss, Hauer & Feld

INITIAL MARGINS/FINDINGS

Cases terminated because petitioner
withdrew requests for review

All manufacturers/producers/ 11.66%
exporters

All manufacturers/producers/ 6.33%
exporters

China National Native Produce & 54.21%
Animals By-Products Import/

Export Corp. and all others

National China Minerals & Metals 17.97%
Import/Export Corp.

China National Light Industrial 66.65%
Products Import/Export Corp.

and all others

Premier Bearing & Equipment Ltd 0.97%

and all others

Case terminated because no injury found

China North Industries Corp. 78.4%
and all others

Hammers/sledges 45.42%
Bars/wedges 31.76%
Picks/mattocks 50.81%
Axes/adzes 15.02%

Hunan Provincial Firecrackers & Fireworks

Import/Export (Holding) Corp. 93.54%
Guangxi Native Produce Import/

Export Corp. 1.64%
Jiangxi Native Produce Import/

Export Corp. 65.78%
All others 75.88%
All exporters 27.75%
All exporters 139.49%
All manufacturers/producers/ 24 44%
exporters

Oscillating fans:

Esteem Industries 0.00%
Polary Industrial Corp. 1.00%
Durable Electrical Metal

Factory Ltd. 0.00%
Wuxi Eiectric Fan Factory 19.12%
All others 4.91%
Ceiling fans:

CEC Electrical Manufacturing Co. 0.37%
Wing Tat Electric Manufacturing Co.  4.24%
Shell Electric Manufacturing Co. 4.87%
Xinhui Electric Motor Factory 0.00%
All others 4.64%
China National Machinery & 66.94%

Equipment Import/Export Corp. Jiangsu
branch & all other manufacturers/
producers /exporters

Case terminated because petition withdrawn
1/91

DOC preliminary determination due
summer '91

Case terminated because no injury found

DOC preliminary determination due
summer '91

DOC preliminary determination due
summer '91

ADMINISTRATIVE REVIEW OR
FINAL DETERMINATION
DEADLINE

Final results of administrative review
period 1989-90 due in the near
future

Dumping order subsequently revoked

Margin of 54.21% also established
after review

No administrative review yet
requested

Review margin of 66.65% established
for Clover Enamelware

Final results of administrative review
period 1989-90 due summer '91

No administrative review yet
requested
No administrative review yet
requested

ITC final determination due
summer "91

Margin of 27.25% also established
after review

ITC final determination due
summer "91

ITC final determination due
summer 91

Final DOC determination due
summer ‘91

Final DOC determination due
summer ‘91
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abroad, and therefore tend to level
more antidumping charges. Given
the high margins traditionally im-
posed against Chinese exports and
the perception that DOC is unlikely
to rule in China’s favor in the current
political and trade environment,
China seems to have become an "easy
target’’ for dumping cases. This claim
is borne out by the fact that a
disproportionate number of dump-
ing cases are being filed against
China rather than against larger
trading partners. From May 1989-
May 1990, only 7 cases were filed
against Japan and 4 against Germany,
even though these countries export
far more to the United States than
China does. For US manufacturers,
this is apparently the time to file
against Chinese exports.

The fact that China is viewed as an
easy target is also demonstrated by
the lack of a consistent pattern in the
types of imports being attacked (see
box). Recent cases have been filed
against a wide variety of goods, from
such basic items as sparklers and
hand tools to more strategically
important products such as tungsten
ore concentrates and antimony triox-
ide. The only clear trend is that the
number of cases is skyrocketing.
Cases against Chinese exports have
also increased in other countries,
albeit at a more moderate pace (see p.
40).

Applying stricter standards

Under such circumstances, the
outlook for Chinese exporters is less
than promising. Given the many
trade and political tensions between
the United States and China, Chinese
exporters can expect to face contin-
ued threats to their access to the US
market—and still more dumping
cases to be filed against them. More-
over, they may also be held to stricter
standards than in the past. During
the heady days of 1988 and early
1989 when Chinese trade reforms
were in full swing, US trade officials
seemed to adopt a more lenient
stance toward Chinese trade issues.
Since DOC enjoys considerable dis-
cretion in administering the dumping
law—particularly in cases involving
non-market economies—such atti-
tudes have important implications.

For instance, DOC can assign
separate dumping margins to differ-
ent Chinese exporters of a particular
product, or one weighted-average

Recent cases have been
filed against a wide va-
riety of goods, from such
basic items as sparklers
and hand tools to more
strategically important
products such as tung-
sten ore concentrates and
antimony trioxide.

margin for all trading companies
under investigation. In the past,
DOC has generally given all export-
ers the same margin, on the assump-
tion that in a non-market economy
the State controls prices in a rela-
tively uniform manner. In a 1988
headwear case, however, DOC ruled
for the first time that branch offices
which had spun off from national
trading companies into independent
entities should receive separate
dumping margins. This was an impor-
tant breakthrough for Chinese trade
officials because it supported China’s
position that the branch offices had
become independent legal and eco-
nomic entities competing with each
other for sales. Chinese exporters
also stood to gain, as the ruling
indicated that in the future they
might not all be hit with uniformly
high margins.

In subsequent cases, however,
DOC concluded that such former
branch offices were not sufficiently
independent from each other and
from the former national head of-
fices in Beijing to justify separate
margins. But in two recent cases
involving sparklers and electric fans,
DOC yet again reversed itself and set
separate dumping margins for the
individual exporters. These cases
indicate that separate margins may
be possible in future determinations,
but only if the Chinese exporters are
sufficiently able to document the
legal and factual independence of the
trading companies. Even if they can
prove that the companies are inde-
pendent, however, separate margins
might not be possible if the price of
the relevant product is controlled by
central authorities, as it is for such
strategic goods as steel, oil, and key
minerals.

Another area in which the DOC
has leeway is in whether to apply
market or non-market provisions of
the dumping law. Given the lack of
progress in China's trade reforms
since 1988 and the growing trade and
political tensions between the United
States and China, however, it is
unlikely that Chinese exporters will
be able to argue successfully that the
more lenient market-economy provi-
sions should be applied to their cases.
Still, the impact of foreign invest-
ment in certain industries might
provide some Chinese exporters with
a strong argument.

If foreign investors play a key role
in the Chinese industry under investi-
gation, the case can be made that the
industry is subject to market forces.
In the 1988 headwear case, however,
DOC found that the foreign-owned
companies—who argued that they
operated in the same manner as
companies in market economies—
were still subject to some degree of
State control, and applied the non-
market economy dumping rules. As a
result, dumping duties were imposed
on all factories involved, whether
Chinese or foreign-owned. In the
recent electric fan case, Hong Kong
investors—who are major players in
the Chinese industry—argued that
since the Chinese government exerts
no control over their pricing or
production decisions and most of
their inputs are sourced from market
economies, the electric fan sector
should be subject to market-economy
dumping rules. DOC again rejected
this claim, noting that "'all”’ costs and
prices must be subject to market
forces before the normal dumping
rules can be used. This is an obstacle
that may be impossible for any
exporter in China to overcome in the
foreseeable future.

Too little too late

If China hopes to convince DOC
that market forces do indeed play a
significant role in the Chinese econ-
omy, the inability of Chinese export-
ers and trade bureaucracies to re-
spond effectively to the rising
number of dumping cases must be
overcome. Extremely complex and
fast moving, dumping cases require
the exporters to submit large
amounts of detailed information on
their sales practices and factors of
production within a very short time
frame. But the bifurcated nature of
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trade in China, in which the trading
companies that export goods pur-
chase them from independent fac-
tories, prevents Chinese exporters
from responding quickly. Further-
more, trading companies sometimes
have problems getting the individual
factories that manufacture the ex-
ported product to submit the re-
quired production data. In a number
of recent cases, Chinese officials
were not able to promptly identify all
the Chinese exporters of the product
under investigation, and were thus
unable to mount an adequate de-
fense. In the sodium thiosulfate and
silicon metals cases, the Chinese
exporters did not defend themselves
at all—with high punitive dumping
margins the result.

Both the Chinese embassy in Wash-
ington and Chinese government offi-
cials in Beijing are working hard to
better coordinate China's response
to US dumping charges, but it is a
herculean task. Perhaps as trading
companies become more experi-
enced with these cases, their ability to
defend them effectively will improve.

Lessening risks to US importers
The increase in dumping actions
against China threatens not only
Chinese exporters, but also the US
importers of their products, as they
must pay any dumping duties im-
posed. In the current trade scenario,
it is difficult for US importers to
discern in advance which products
from China may be charged with
dumping; however, there are a few
warning signals. For instance, a

continuous increase in the volume of

US imports over several years—
particularly if coupled with a decline
in the price of the imported prod-
uct—could lead the competing do-
mestic industry to file a dumping
petition. In addition, rumors that a
dumping case may be filed often leak
out either from the US petitioners or
from other importers. If rumors do
start, importers might wish to reduce
their imports of the product in
question or inform their Chinese
suppliers that a dumping case might
be filed. If current trends continue,
foreign-invested enterprises will have
to monitor developments carefully,
as they likely will be treated no
differently than other Chinese ex-
porters.

If a dumping case is filed, import-
ers should notify their Chinese sup-

The presence of a dump-
ing margin, no matter
how small, creates un-
certainty surrounding
the future importation of
that product.

pliers that their US market share is at
risk unless both sides work quickly
and cooperatively to demonstrate
that dumping did not occur. If the
Chinese exporters do not participate
in the case, DOC will likely impose
the punitive dumping margin alleged
by the petitioner. The importers also
should consider participating in the
ITC's investigation of whether the
Chinese imports are injuring the US
industry. Importers often have more
knowledge of the US industry and
market than Chinese exporters, and
are therefore able to provide helpful
testimony as to why the imports from
China are not injuring the US
industry.

Although by no means a foolproof
method, purchasing goods through
Hong Kong brokers rather than from
Chinese exporters might be one way
for US importers to insulate them-
selves from high dumping margins.
Under US law, if a Chinese exporter
sells merchandise to Hong Kong
without “knowledge’ of the ultimate
destination of that merchandise,
DOC will calculate the dumping
margin upon the basis of the Hong
Kong broker's selling price to the
United States. Since Hong Kong is a
market economy, the broker’s price is
compared to his selling price in his
home market, his selling price to
third countries, or the cost to manu-
facture or acquire the merchandise,
including profit. In a number of
recent cases using this approach,
DOC found relatively small dumping
margins for Hong Kong brokers re-
selling Chinese-made products. Of
course, Chinese exporters had to
prove to DOC’s satisfaction that they
did not have knowledge of the
destination of the goods sold to the
Hong Kong broker. This task, how-
ever, is hard to accomplish.

Even if DOC assesses a low final
margin, US importers must still
weigh the risks of continuing to

import the product, as the margin
could change in the future. Under
the dumping law, DOC conducts
annual reviews of the dumping mar-
gin and determines the amount of
duty actually due on the prior year’s
imports. However, DOC is free to
change the methodology used in
calculating the margins from year to
year. In prior cases involving
China—including a much-publicized
case involving construction cast-
ings—DOC has changed methodolo-
gies and imposed higher margins in
the review than in the initial deter-
mination. Therefore, the presence of
a dumping margin, no matter how
small, creates uncertainty surround-
ing the future importation of that
product.

Little relief in sight

The number of dumping cases
filed against China is likely to con-
tinue to rise, due to steadily increas-
ing Chinese exports and various
other trade and political frictions.
While an upturn in the US economy
might decrease competitive pres-
sures on US producers, it likely
would be tempered by the fact that
China would still be perceived as an
easy target for dumping cases.

Amendment of the non-market
economy provision of the dumping
law would reduce significantly the
margins in future cases against Chi-
nese exports. There is little hope in
the current political environment,
however, that Congress would be
willing to amend the law to the
benefit of Chinese exporters. And
given the current perception of the
direction of trade reforms in China,
there is little chance that Chinese
exporters will be able to convince
DOC to apply the more lenient
market-economy provisions of the
law to Chinese industries in the near
future.

Perhaps the only way the number
of dumping cases filed against China
will decrease in the short term will be
il China loses its MFN status. The
higher duties that would then be
imposed would likely reduce signifi-
cantly China’s ability to compete in
the US market, leaving US producers
little reason to file dumping cases.
Such a resolution to the problem
would, of course, be far more damag-
ing to Chinese exporters—and US
importers—than the original dump-

4

ing problem itself. 7
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Protecting Europe’s Markets

The number of dumping complaints may be lower than in the United
States, but the EEC still has its eye on China

Jacques Buhart and Timothy A. Steinert

he European Economic
Community’s (EEC) 1979
adoption of antidumping
regulations coincided al-

most exactly with the inauguration of

China’s “open policy” to promote
foreign trade and investment. In the
succeeding 12 years China's exports
have grown significantly—and EEC
manufacturers have wielded this
powerful protectionist weapon
against them with increasing success.
Though the initial targets of EEC
dumping proceedings were Japan
and South Korea, by the late 1980s
momentum had shifted to China and
other developing countries whose
exports have only recently broken
into the EEC market in significant
quantities.

From 1979-87, one or two dump-
ing proceedings were typically
brought against China each year,
with 1982 and 1984 standing out as
slight exceptions (see table). In 1988,
however, the number jumped to 9
cases—or about 13 percent of the
total number of proceedings filed
that calendar year. In 1989 there
were 5 cases brought against China,

amounting to about 11 percent of

the total, and in 1990 6 cases, or 16
percent of the total.

The high proportion of cases being
filed against China is not the only
new development in EEC dumping
circles; there is also a discernible
trend toward proceedings against
Chinese consumer goods. Earlier
cases, in contrast, were predomi-
nantly chemical- and raw material-
related. The shift reflects the diversi-
fication of China’s export industry
and the resulting challenge to Euro-
pean manufacturers of similar prod-
ucts.

The rules

The EEC's antidumping rules are

The high proportion of
cases being filed against
China is not the only
new development in
EEC dumping circles;
there is also a discern-
ible trend toward pro-
ceedings against Chi-
nese consumer goods.

derived from the 1979 GATT
antidumping code. The underlying
principles are basically the same as
those of US antidumping laws: An
antidumping duty may be applied to
“any dumped product whose release
for free circulation . . . causes injury,
[if] the interests of the Community
call for Community intervention.”” A
product is considered to have been
dumped when its export price to the
Community is less than the “normal”’
value of the like product produced
within the EEC. In cases involving
China and other non-market econo-
mies, normal value (‘*fair value’ in
the United States) must be deter-
mined on the basis of prices or costs
in a third, or ‘“‘analogue,” country,
since costs of production are not
adequately reflected in domestic
prices. The selection of the analogue
(referred to as “‘surrogate’ in the
United States) country is among the

Jacques Buhart is a partner in the
Brussels and Paris offices of the interna-
tional law firm Coudert Brothers. Timo-
thy A. Steinert is an associate attorney in
Coudert’s Beijing office. Coudert Broth-
ers has represented a number of Chinese
exporters in EEC dumping proceedings.

most pivotal decisions made by the
European Community Commission
(the primary organ responsible for
conducting dumping proceedings) in
the course of its investigation. The
EEC complainant naturally favors
selecting an analogue with high
domestic prices or costs of produc-
tion, whereas the Chinese exporter
wants the opposite.

The Commission bases its choice of
an analogue on at least seven criteria:
level of competition within the ana-
logue country, similarity of manufac-
turing processes with the target
country, similarity of access to raw
materials, comparable level of devel-
opment, physical similarity of the
products, similarity of applications of
the products, and the absence of any
other country of production. Despite
careful balancing of criteria and the
use of statistical adjustments to
counteract variables, information
from the selected analogue country
can only be an approximation of
what the target non-market country’s

.normal value really is. Many analysts

assert that the use of analogue data
gives rise to artificially high dumping
duties against non-market economy
products.

EEC vs. US procedures

The procedure for prosecuting a
dumping case in the EEC is less
complex legally and, in practice,
more flexible than in the United
States (see p. 34). An investigation is
initiated after the EEC Commission
decides that a complaint contains
sufficient evidence of foreign dump-
ing and injury to the EEC industry.
Complaints may be filed by a member
country, a trade association, or by
one or more EEC producers repre-
senting a majority of the EEC pro-
duction of the product involved.

When the proceeding is initiated,
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the Commission sends question-
naires to producers in the target
country, who then normally have 37
days to return the completed form to
the Commission. Companies to
which the Commission fails to send a
questionnaire should ask for one—
otherwise, their products could be-
come subject to the highest dumping
duties imposed on cooperating com-
panies (the ‘‘residual duty”) or to
duties established by the Commission
on the basis of other available facts.
In the case of non-market economy
companies, only information relating
to export prices is requested in the
questionnaire. Target-country com-
panies that so request are usually
afforded the opportunity to have a
hearing before the Commission in
order to present their legal argu-
ments and explain any special cir-
cumstances.

At the same time the Commission
sends out the questionnaires, it se-
lects an analogue country. Assuming
that companies in the analogue coun-
try cooperate—which is never cer-
tain, as these companies are often
competitors of the target country
companies—the Commission will
send a team to verify the information
contained in the completed analogue
questionnaire. If no cooperating
companies can be found in the
analogue country, the Commission
may decide to use the EEC normal
value of the product, which would be
the most unfavorable comparison for
target-country exports.

Normally, the Commission should
finish its investigation, hold any
hearings, and establish definitive
findings within a year of the initiation
of the proceeding, though some
cases have lasted 18 months or even
longer. The Commission may find
that no dumping duties are war-
ranted, that price undertakings are
acceptable, or that definitive dump-
ing duties should be imposed.

Dumping duties are imposed in
two stages: provisional and defin-
itive. During the provisional stage,
importers must provide a bank guar-
antee to customs officials in lieu of
duties. All duties are assessed on
either an ad valorem or fixed basis.
Provisional dumping duties are im-
posed for a period of four months,
which may be extended by a maxi-
mum of two months. During that
period, exporters, importers and
EEC producers can submit further

For the most part, the
specific products exam-
ined by EEC dumping
proceedings have dif-
fered from those targeted
in the United States, but
to date there have been
at least four sets of copy-
cat antidumping ac-
tions.

arguments. Definitive findings are
established by the Commission, but
need the approval of the EEC Coun-
cil of Ministers (the EEC's legislative
body) before final dumping duties

can be imposed. The acceptance of

undertakings or termination of an
investigation without the imposition
of duties are decisions normally
made by the Commission, but can be
referred to
Ministers if so requested by a mem-
ber country.

At any time prior to the definitive
decision—but no later than the
deadline given by the Commission to
file definitive arguments—the target
country companies may enter into
price undertakings with the Commis-
sion, whereby they agree 1o raise
their export prices to a level accept-

able to the Commission in lieu of

dumping duties. Though possible
under US laws, this form of settle-
ment rarely occurs in the United
States. For the exporter to the EEC,
the advantage of this approach is that
he keeps the profits from any result-
ing price increase, whereas dumping
duties fund Commission coffers. The
disadvantage is that the higher prices
may cause the exporter to lose
market share in the EEC.

the EEC Council of

Definitive dumping duties and
price undertakings remain in force
for five years, subject to a review
proceeding that may be initiated at
any time upon the Commission’s
initiative, or at the request of an EEC
member state. Foreign exporters or
EEC producers may also request a
review after one year. The practical
effect of the definitive duty is that
imports from the target country drop
precipitously.

EEC dumping provisions leave the
Commission with wide discretionary
powers, particularly with regard to
the comparison of normal value and
export price and the calculation of
the injury margin. Such discretion
leaves the door open for political
considerations to affect the outcome
of dumping decisions. This aspect of
dumping proceedings, at least with
regard to China, distinguishes EEC
cases from those in the United States,
which are driven more by the initia-
tives of US producers.

Hefty duties on Chinese goods

In cases where definitive duties
have been assessed against Chinese
firms, the duty levels have been
considerable. Overall, ad valorem
duties have averaged about 39 per-
cent and flat rate duties ECU 173.85,
or approximately $200, expressed in
terms of units or weights in accor-
dance with the nature of the product.
The EEC generally resorts to flat rate
duties when it deems both that the
European industry is at critical risk,
and that ad valorem duties would be
ineffective because exporters would
likely decrease prices to compensate.
Flat rate duties are more frequently
imposed on non-market economies
than on market economies.

For the most part, the specific
Chinese products examined by EEC
dumping proceedings have differed
from those targeted in the United
States, but to date there have been at

E— .

EEC Dumping Proceedings Against China, 1984-90
(Initial and review proceedings)

1984 1985
Number of cases 2 1
% of total 4% 3%

* These figures cannot be confirmed.
Source: Coudert Brothers

1986

1987 1988 1989 1990
2 e 5 6
8% 5% P8%® - 11% 16%
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least four sets of copy-cat
antidumping actions, where a pro-
ceeding has been successfully prose-
cuted either in the United States or
the EEC and then followed up with a
proceeding in the other. China,
therefore, tends to look at
antidumping proceedings in either
jurisdiction as a challenge to its
markets in both—the two most im-
portant markets for the majority of
Chinese exports. The bulk of the
EEC cases involving China to date
have been in the chemical and raw
materials sectors, and ad-valorem
duties of around 30 percent have
been imposed. Slightly higher duties
have been imposed upon EEC im-
ports of Chinese consumer goods (46
percent) and textiles (43 percent).

Dealing with FIEs

One reason for the rise in dumping
charges against China is that the
increasing sophistication and diversi-
fication of China’s export sector over
the last several years has led to
significant increases in exports of
consumer goods to the EEC. Perhaps
the most interesting aspect of this
trend is that the Chinese consumer
product sector involves industries
with significant amounts of foreign
investment. In some cases, foreign-
invested enterprises (FIEs) have been
specifically named as offenders by
EEC complainants. In a 1988 pro-
ceeding involving small-screen televi-
sions, for instance, two of the five
China-based companies that cooper-
ated with the EEC investigation were
joint ventures owned in part by
Hitachi and Sanyo of Japan. Another
case likely to be initiated soon targets
China’'s bicycle exports—the largest
exporter of which is a joint venture
with Hong Kong and US partners.

These cases have raised questions
about how to treat FIEs in dumping
investigations. The EEC dumping
regulations require that an analogue
country be used to determine the
normal value for products produced
in non-market economies. FIEs, how-
ever, argue that they are independent
economic entities operating on the
profit motive and managed indepen-
dently of the Chinese government.

Despite the merits of FIE argu-
ments, it is unlikely that EEC member
countries will amend their
antidumping legislation to allow FIEs
to be treated in the same manner as
companies in market-economy coun-

The Commission is
examiming ways of ad-
Justing the treatment of
FIEs to account for their
special characteristics
and to encourage their
development.

tries—at least not in the near future.
The Commission is, however, exam-
ining ways of adjusting the treatment
of FIEs to account for their special
characteristics and to encourage
their development.

For instance, while in past pro-
ceedings the Commission generally
has assessed a single dumping duty
on all Chinese exporters of a given
product, it now appears to be moving
toward a policy of applying separate
dumping duties for FIEs that cooper-
ate with the investigation. Instead of
determining a weighted average ex-
port price based on the combined
sales of FIEs and State enterprises—
which would result in a single dump-
ing margin—the EEC could calculate
company-specific export prices and
margins for FIEs. As export prices of
FIE products are generally higher
than those of State enterprise ex-
ports, this approach, if accepted,
could ease the burden of dumping
duties for FIEs. Though it remains to
be seen what this development will
mean in practice, it could lead to
distinct dumping determinations for
each enterprise, based on its export
prices. The Commission may even
apply separate duties on non-cooper-
ating FIEs by imposing residual
duties upon their exports.

China’s response

While the Commission has been
reevaluating its approach to China
at least as far as FIEs are con-
cerned—the Chinese government
and affiliated trade organizations
have also adjusted their response to
dumping investigations. In the early
1980s, Chinese companies named in
EEC dumping investigations largely
ignored requests for information.
When unfavorable dumping duties
were imposed, the Chinese govern-
ment angrily denounced the EEC for
unfair protectionist mistreatment of

Chinese exports.

Now, however, the government has
increased its efforts to educate do-
mestic companies of the importance
of cooperating with dumping investi-
gations and assists them in complet-
ing their responses and making their
legal defense. The Ministry of For-
eign Economic Relations and Trade
(MOFERT), for example, has assigned
one official each to follow EEC and
US antidumping matters, and has
encouraged the six industry-wide
trade associations to employ foreign
counsel on behalf of their members
affected by dumping proceedings.
This system has generated mixed
results to date, as the constituent
companies have remained difficult to
organize and have been uncoopera-
tive even with their own trade associ-
ations and MOFERT. As a result,
MOFERT has reportedly recently is-
sued internal rules mandating
greater power to the trade associa-
tions to force individual enterprises
to cooperate.

While many Chinese insiders un-
derstand that the ostrich approach of
ignoring a proceeding in the belief
that it will go away is self-defeating,
most exporters are still not prepared
to go to the trouble and expense of
preparing an adequate and complete
defense. Individual Chinese export-
ers tend to have a shortsighted and
unsophisticated perspective of their
export markets. Many aim for large,
short-lived gains without considering
long-term market penetration and
retention. If one market is lost, they
assume that another will appear. The
emphasis on earning foreign ex-
change almost over all else has also
contributed to the tendency to maxi-
mize export earnings without consid-
ering the larger trade picture.

Uncertain prospects

Although it is difhicult to docu-
ment, the recent increase in EEC
dumping cases against China is likely
due as much to the rising trade
frictions between the two sides since
the end of the honeymoon period of
the early 1980s as to any other single
factor. When political and trade
relations are strained, dumping
charges are more frequently used as a
weapon against the other side. Thus,
until relations improve significantly,
Chinese exporters and EEC import-
ers can expect more dumping cases
to be filed. %
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AMCHAM’S CHINA BOOKS

China Commercial Relations Directory 1991/92
A bilingual, English-Chinese, published bienmially.
This year includes 119 companies. Also includes
“statistical anatomy of China™ in the form of 18
charts or listings reprinted with permission of leading
" research publications on China. A **China Travel™
Cam chapter which gives information on getting visas,
transport connections, American business contacts
in the country, and foreign exhibitions calendar. Now
in its eighth edition. List price: HK$215/US$32 (HK$175/US$28 for
AmCham members)

L e

PRC Business Firms in Hong Kong and Macau
A guide to over 400 firms compiled by a team of
US government staff members and business people
active in China

Banking & Finance, Insurance, Oil Companies,
Shipping Agents, Travel Services, Publishing and
News Media; Geographic listings show company
connections w0 national, provincial, urban and Special
Economic Zone corporations of China  Also
Parent/Holdings firms guide. Products & Services index and Chinese-
language company names appendices: essays surveying nature and
history of Chinese corporate presence in Hong Kong and Macau, US
Commerce Department and Hong Kong Trade Development Council
review economic impact and trends of Hong Kong/Macau/China
connection. List Pnoe: HK$265/US$38 (HK$215/US$32 for AmCham
members)

Hong Kong Connection — Doing Business in
Guangdong Province

Comprehensive introduction to how business works
and where 1o get help on the ground in Guangzhou,
Special Economic Zones and so-called “*Open
Areas’" like deltas of the three major rivers in the
province — the Pearl, Han and Jan. First book in
English to offer a simple, strmghtforward and
inexpensive introduction 1o business conditions in the
province based on first-hand research. List price
HK$215/US$32 (HK$175/USS28 for AmCham members)

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

First edition. List price: HK$165/US527 (HK$135/
US$22 for AmCham members)

Returning to Hong Kong — A Home Employment

Resource Guide for Graduates of Overseas Univel 2
A guide to jobs for almost 4,000 graduating Hong
Kong students returning from overseas. Distributed
free 1o graduating Hong Kong students at Amencan,
Australian and Canadian universities in cooperation
with the Institute for International Education (TTE)
and International Development Program in Australia
List Price: HK$165/US$27 (HK$135/US$24 for
AmCham members)

Doing Business in Today's Hong Kong

Third edition, a compendium of investment analyses
covering the key sectors of Hong Kong's export-led
authored by active and successful
executives in the termtory s commercial life. Written
by businessmen for businessmen, the authors of

economy

which are drawn from the membership of Hong

Kong's largest grouping of foreign investors — The
American Chamber of Commerce. List price
HK$185/LS829 (HK$165/US$26 1o AmCham members)
. . . . . . . . . .

The American Chamber ol Commerce

in Hong Kong

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

Tel: 5260165 Fax: 8101289 Tk 83664 AMCC HX
Mail Address: GPO Box 355, Hong Kong

Establishing an Office in Hong Kong
1990/91 seventh edition of this annual
Hong Kong context reviews of business services as
varied as freight forwarding, law and architectural
"“"L‘J consulting. First-reference book for newcomers. Text
P material divided into 17 briel chapters intended 0
N)N raise the right questions and offer the best references
Q ‘ supported by six appendices with referrals to key
organizations, AmCham business contacts and
other sources. Five maps. List price: HK$165/US$27 (HK$135/U5$22
for AmCham members)

x b Features
as. MM
o Feng Kong

Who's Who in Hong Kong Communications 1990
312-page book with four major categories: “"Who's
Who in Hong Kong Communications™
extended paid listings of 115 companies, providing
65 categonies of products & services. "Communica
tions in the Hong Kong Context™ includes 11 articles
reviewing themes in advertising, public relations,
publishing, desktop publishing equipment, and
printing. *‘Professional Support in Hong Kong™
includes a muscellany of 10 different hsts/key documents. ""Quick
Contact File' 1s a telephone finders’ guide 1o about 4,400 companies
in Hong Kong, divided into 36 categonies. List price: HK$215/US$33
(HKS$175/US$29 for AmCham members)

carnes

‘

Hong Kong Electronics Handbook/Directory
| Hong Kong Electronics Handbook/Directory 15
divided into three major sections. The first introduces
the manufactuning side of the industry with articles
from people who know it

“"Sourcing guide’* directory of 133 electronics
companics describes their products and services
indhicates if they do onginal equipment manufacturing
(OEM), describes the nature of their manufacturing
and names their subsidiaries in Hong Kong, China

in China if any
and the region

The last section of the book 1s a guide 10 Hong Kong's electronics
services sector. It includes 10 different articles by authors active in
each sector covered. List price: HK$215/US$32 (HK$175/US$28 for
AmCham members)

To: American Chamber of Commerce in Hong Kong, G P O Box 355, Hong Kong

ORDER FORM

Name: Mr/iMs____
(Please Print)

Title

Company

Address: =

Enclosed 1s my check/bank draft or
pay by credit card for
Copies of _—
Total HK$ __ e
Signature: _____ e —
(not vahid unless signed)

CHARGE TO MY [ American Express [ Visa

(] Master Card [J Diners Club
Card Issuing Bank S
Card No.

Expiry Date: _ R

Living in Hong Kong 1989/9%0
[rouns 1989 seventh edition guide for newcomers to the
ws Bany region. First published in 1973, Divided into 15
chapters covering topics as Living and Health,
Communications Services. Legal Information,
Schools, Leisure Activities and even a chapter on
the best way [0 leave List price: HK$165/US$27
(HK$135/US%24 for AmCham members)

AmCham Members Directory 1990/91

Over 500-page book contans four major sections,
including a guide 10 over 600 American private or
government  orgamizations concerned with US
business development in Asia-Pacific. Lists 2,570
members from 1,079 companies. List price
HKS$1,170/US$162 (HK$770/USS112 for AmCham
members)

Hong Kong's Training Services 1991
Extended profiles of 31 major training providers in
Hong Kong and nine major types of traiming
= surveyed, described are 17 educational
institutions and seven "‘in-house’’ programs run by

also

specific compames or organizations. List price
HK$175/US$25 (HK$145/US$22 for AmCham
members)

(Quoted prices include local/overseas postage)

MORE
INFORMATION

Please send me more information of the
following forthcoming title(s):

["] Hong Kong Information Technology Handbook

| Regional HK/PacRim  Trade

Directory

Entrepot

Hong Kong/Princeton Review Guide
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Council Activities

Annual Meeting Surveys Trade Prospects

ager to discuss such press-
ing issues as the fate of
China's Most Favored Na-
tion (MFN) status, over 120
representatives of member compa-
nies attended the Council’s eight-
eenth annual meeting in Washington,
DC, on June 5. The theme of the
meeting, as encapsulated in the
opening remarks of Paul W. Van
Orden, outgoing chairman of the
Council’s board of directors, was to
discuss the impact of proposed legis-
lative and administrative changes on
US-China business relations and how
the newly restructured Council will
meet these challenges.
Van Orden began the meeting with
a summary of the Council’s new
priorities: to provide hard business
intelligence through The China Busi-
ness Review, the members-only China
Market  Intelligence, and the new
electronic bulletin board, On!
USCBC; to communicate with the
administration and Congress the
need for unimpeded access by US
business to trade and investment
opportunities in China; to maintain
the Council’s long-standing role with
Chinese government ofhcials as the
voice of the US business community;
and to provide a support network for
US businesses new to the China
market. The chairman also expressed
his thanks to retiring Council Presi-
dent Roger W. Sullivan and the rest
of the Council staff for their efforts
on behalf of the membership, and
extended a warm welcome to incom-
ing President Donald M. Anderson.
The remainder of the day was spent
discussing issues confronting US
companies with business interests in
China.

The MFN threat

The first guest speaker, Marcia E.
Miller, a trade specialist and staff
member of the Senate Committee on
Finance, brought members up-to-
date on the status of the MFN debate
on Capitol Hill. Miller provided an
overview of the procedural issues
affecting MFN, and pointed out that

Legal Commattee
Votes on Officers

The Council’s Legal Committee
held its annual election of officers on
June 5. Lucille A. Barale of Coudert
Brothers was elected to the post of
committee chairman, while Eugene
Theroux of Baker & McKenzie was
chosen vice chairman. Helena
Kolenda of Paul, Weiss, Rifkind,
Wharton & Garrison was elected
secretary/treasurer.

the Senate, which never voted on
MEN last year, is only now beginning
to really consider the issue. Under
the “fast track’ rules implemented
by Congress last year, resolutions of
disapproval introduced in the Senate
will proceed to the Senate floor after
30 days, even if the committee has
not yet acted. Miller predicted that
Senator Bentsen, who had not yet
taken a stand on the issue, would
schedule Finance Committee hear-
ings before the July 4 recess.

Dismantling market barriers

The second morning speaker, Jo-
seph A. Massey, discussed the US
government's growing list of trade
grievances with China. Massey, assis-
tant US Trade Representative for

New
Board Members

Jonathan M. Schofield, president
of United Technologies Interna-
tional Corp., was unanimously
elected chairman of the Council's
board of directors at the annual
meeting on June 5. Three new
members were also voted in: Gerald
M. Glenn, group president, Fluor
Daniel, Inc.; William R. Pearce, vice
chairman of the board, Cargill, Inc.;
and Eugene Theroux, partner, Baker
& McKenzie. In addition, five direc-
tors were re-elected to second terms.

Japan and China, termed the $1

billion decline in US exports to China
in 1990 “intolerable,” particularly in
light of increasing barriers to the
China market. These barriers include
inadequate protection of intellectual
property, lack of transparency, and a
number of Chinese government-
sponsored policies that inhibit the
access of US companies to the
Chinese market. In April, the office
of the US Trade Representative
(USTR) designated China a priority
country under Special 301 terms of
the 1988 Omnibus Trade Act for its
lack of progress on intellectual prop-
erty protection, and is currently
conducting a six-month investigation
of China’s copyright and patent
provisions. At the end of this period,
USTR will decide either to continue
investigating for another three
months or to impose prohibitive
tariffs (100 percent) against Chinese
exports.

Seeking positive change

After a reception and lunch with
distinguished guests from the Chi-
nese embassy, US government, and
Hong Kong Economic and Trade
Ofhce, members heard Ambassador

James R. Lilley, who recently re-

turned from a two-year posting in
Beijing, speak of the price Beijing has
paid for Tiananmen: alienation of
China’s students and intellectuals;
international condemnation; and
economic slowdown. Lilley stressed
that the United States’ goal should be
to encourage Beijing to act according
to established international rules
regarding trade, human rights, and
arms control. He also noted that he
had detected positive change in
official Chinese statements before
leaving the country in May, and
encouraged the Chinese to back up
their words with concrete actions.

Talking specifics

The afternoon was devoted to
three roundtables designed to enable
participants to share their thoughts
on issues of concern. At the
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roundtable on MFN, attendees
shared information on how best o
lobby Congress and debated the
likelihood of Congress’ passing a
resolution of disapproval. Partici-
pants also traded insight and strate-
gies for the veto fight that would
certainly follow.

Other attendees met to discuss key
problems of investors in China, such
as taxation, housing, local bureau-
cratic attitudes, and repatriation of
profits. Some participants noted the
merits of doing business in Shanghai,
where local bureaucratic problems
currently seem less onerous than in
other regions. Others cited the rela-
tive success of consumer product
ventures, even though such enter-

prises are not given priority invest-
ment status by Beijing.

Participants at the 301 roundtable,
after discussing the morning presen-
tation, decided that member compa-
nies should work with the Council to
present USTR a white paper on
market barriers. The paper would

contain examples and case studies of

company experiences/problems with
such issues as lack of transparency,
and could be used by USTR in its
negotiations with the Chinese. It was
also suggested that the Council ex-
pand the patent working group into a
larger intellectual property protec-
tion forum that might follow up on
the 1989 patent delegation to China.

Council Welcomes Visiting
Delegations

The Council met with several
important delegations in May to brief
them on the status of US-China
commercial relations. The first
group, a buying mission composed of
representatives from China's key
ministries and industrial sectors, was
hosted by the Council and spent
about two weeks in the United States
meeting with government officials
and private companies. Led by Vice
Minister of the State Planning Com-
mission Gan Ziyu, the delegation
reportedly spent about $1.2 billion
on such goods as grain, cotton,
chemical fertilizer, timber, and air-
craft.

Shortly after the buying mission
left Washington, the Council hosted
a luncheon for China International
Trust and Investment Corp. (CITIC)
Chairman Rong Yiren, who was in

the United States to meet with the
International Finance Corp. of the
World Bank. Rong expressed his
appreciation to the Council for its
efforts on behalf of MFN, and
claimed that he is optimistic about
the future of Sino-American com-
mercial relations.

On May 22, the Council met with a
10-member delegation from the
Hong Kong General Chamber of
Commerce to exchange notes on the
MFEN issue. Led by Paul Cheng,
director of Inchcape Pacific Ltd., the
delegation spent several days on
Capitol Hill discussing the impact
revocation of China's MFN status
would have on Hong Kong. Before
returning to Hong Kong, the delega-
tion solicited the Council’s analysis of
the situation in order to help plan its
future lobbying activities.

New Chairman of the
Council Board of Direc-
tors Jonathan M. Scho-
field toasts CITIC Chair-
man Rong Yiren during
a Council luncheon in
Rong’s honor.

LIVING IN CHINA

A Guide to Teaching and Studying

in China, Including Taiwan
by Rebecca Weiner,
Margaret Murphy, & Albert Li

SO YOU WANT TO GO TO CHINA?
Well, Living in China will tell you:
*What to expect in China
*How toavoid the Ugly American blues

s*How to make the most of your stay

It even gives you weather reports prov-
ince by province. Packed with informa-
tion on adjusting to China, money matters,
living conditions, and cross-cultural in-
sights, the book also contains directories
listing addresses and phone numbers of
ALL the colleges and universities in Tai-
wan and China.

“For anyone who would like to live, work
or study in China, this unique and badly-
needed book should be considered indis-
pensable. .. This book may well become to
the foreign residents in China what the
Joy of Cooking has been to newlyweds.”
—Mark Salzman, author of

Iron and Silk

“Full of belpful advice and practical in-
formation. . The authors are amusingly
frank on the bardships and beartaches of
surviving, working (anddating) in China.
They also show bow they were able to find
a myriad of satisfactions in the daily
unfoldings of that often sirange but most
absorbing experience.”
—Jonathan Spence, author of
The Search for Modern Cbina

PLEASE SEND
copies of LIVING IN CHINA
#2480-0 @ $16.95 EACH

Subtotal
Tax if CA
$1.50 shipping____
TOTAL
Name
Street.
City,
State Zip.

coes 1A 2929 Twenty-fourth Street
k!':' (ég(l)li\{é San Francisco, CA %4110
: (415) 282-2994

FAX: (415) 282-0994

& Penodicals, Inc.
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The only English-language
newspaper out of China, brought
to North America by satellite and
distributed out of New York,
every day except Sunday.

Complete coverage of what's go-
ing on in China, with daily
business reports and an expand-
ed Business Weekly every
Monday.

President Ronald Reagan said of
it in May 1986:

"“CHINA DAILY has made
important contributions to
mutual understanding."’

And its readers said:
“Excellent newspaper!"
“As an executive involved

in an international joint ven-
ture with a Chinese govern-
ment agency, | find your
newspaper absolutely indis-
pensable in keeping up with
the latest political, economic
and business trends in China."”

“China Daily is a fine news-
paper, written honestly and
forthrightly. The information
is concise and correct."

"1 like this newspaper! It
is one of the most persuasive
and enthusiastic publications
on economic development
anywhere in the world. It is
written in lively and straight-
forward language.”

“Very informative, keeps
me abreast of the current
situation in China."

I.||I

i
|l

S

KNOW
CHINA THROUGH
"CHINA DAILY™

North American Edition qf

Let "CHINA DAILY" update you
on latest Chinese policy and lay
before you the vast opportunities
of the Chinese market.

Take advantage of our SPECIAL
RATE at 20% off regular price.
Send your subscription today to:

/

§
?
/
ijj %
:

You can’t afford to miss
CHINA DAILY.
Be informed.

China Daily Distribution Corp. .
Subscribe.

15 Mercer St., Suite 401
New York, NY 10013
Tel: (212) 219-0130
Enter my name for:

a one-year subscription at
$112.00

| six-month subscription at
$62.40

| | Payment enclosed ' Bill me

NAME
CO.
ADDR.

TEL.

(If you have already a
subscription to

CHINA DAILY, please
give this to a friend.)



c" i ¢ % China Business

David Stifel

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

Statistics (IMF).

US-China Business Council member firms can contact the library to obtain a copy of news sources and other available
background information concerning the business arrangements appearing below. Moreover, firms whose sales and other business
arrangements with China do not normally appear in press reports may have them published in The CBR by sending the information
1o the attention ol the Business Information Center at The US-China Business Council.

SALES AND INVESTMENT THROUGH
May 15, 1991

¢ 5b
"5

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

Agricultural Commodities

Investments in China

Ciba-Geigy Corp. (Switzerland)/China General Corp. of Animal
Husbandry Industry, Shanghai Institute of Animal Parasitology,
and Shanghai Wusi Farm Animal Health Product Co.
Began construction of Shanghai Ciba-Geigy Animal Health Co
Ltd. joint venture. $19.8 milhon (SFr13.8 million). 4/91

China Animal Products Trading Co. Ltd. (US)/NA
Established Sino-US Beef Cattle Co. Ltd. joint venture to breed
cattle and sheep. $21.39 million. 2/91.

Other

Midland Bank (UK)/Agricultural Bank of China
Extended British government loan for chicken farms in South
China. 4/91

Abbreviations used throughout text: BOC. Bank ol China, CAAC. Civil Aviation
Administration of China, CAIEC  China National Automotive Import-Export Corp
CATIC China National Aero-Technology Import-Export Corp.. CCTV: China Centra
Television. CEIEC China Electronic Import-Export Corp.: CEROILFCODS: China
National Cereals, Oil, and Foodstufts Import-Export Corp.. CHINALIGHT: China
National Light Industnal Products Import-Export Corp . CHINAPACK: China National
P.zcnagmg Import-Export Corp ., CHINATEX China National Textiles Import-Export
Corp.. CHINATUHSU China National Native Produce and Byproducts import-Export
Corp.. CITIC. China International Trust and Investment Corp.. CITS: China
International Travel Service. CMC China National Machinery Import-Export Corp
CNCCC China National Chemical Construction Co . CNOQC: China National Offshore
Oil Carp.. CTIEC: China National Technical Import-Export Corp.. ETDZ: Economic
Technological Development Zone, ICBC: Industnal and Commercial Bank of China
INSTRIMPEX . China National Instruments Import-Export Corp.; MLI: Ministry of Light
Industry. MMEI: Ministry of Machinery and Electronics Industry, MOE: Ministry of
Energy. MOTI. Ministry of Textile Industry, MPT: Ministry of Posts and
Telecommunications: NA Not Available, NDSTIC: National Defense, Science,
Technology. and Industry Commission: NORINCO: China North Industries Corp.. SEZ
Special Economic Zone. SINOCHEM: China National Chemicals Import-Export Corp .
SINOPEC: China National Petrochemical Corp . SINOTRANS: China National Foreign
Trade Transportation Corp . SITCO Shanghai Investment and Trust Corp.; SPC: State
Planning Commission

Agricultural Technology

Other

Canadian Potassium and Phosphorous Research Institute (Can-
ada)/Research Institute of Soil and Fertilizers of Chinese Acad-
emy of Agricultural Sciences

Opened joint research center in Beijing. 2/91

Banking and Finance

Investments in China

Societe Generale, a subsidiary of Generale S.A. Ste.
(France)/People's Construction Bank of China and Shanghai Mu-
nicipal Investment and Trust Co.
Established Associated Finance of Shanghai Ltd. joint venture in
Shanghai. $20 million (FR:50%-PRC:50%). 2/91

Other

Bank of America International, a subsidiary of BankAmerica
Corp. (US); Banque Indosuez S.A. (France); Citibank Interna-
tional, a subsidiary of Citicorp (US); Credit Lyonnais S.A.
(France); The Industrial Bank of Japan Ltd. (Japan); and Sanwa
Bank Ltd. (Japan)

Opened branches in Shanghai. 3/91.

Citibank International, a subsidiary of Citicorp (US)
Opened representative office in Xiamen. Fujian Province. 3/81

Standard Chartered Bank (UK)
Opened branch office at Tower Hotel in Haikou, Hainan
Province. 3/91

Chemicals and Petrochemicals

China’s Imports

Rauma Repola Oy (Finland)
Sold sulphuric acid condensing equipment to factory in Nanjing
under Finnish government soft loan. $4.23 million (FM17 mil-
lion). 4/91

NA (US)/Ministry of Chemical Industry
Sold organic amine-production equipment for plant in Zibo,
Shandong Province. 4/91
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Investments in China

L'Air Liquide S.A. (France)
Established Liquid Air Shanghai wholly foreign-owned venture to
produce nitrogen, argon gas, hydrogen, oxygen, and specialty
gases, in Caohejing ETDZ. $10 million. 2/91

Construction Materials and Equipment

China's Imports

Philips China Ltd. (Hong Kong), a subsidiary of Philips N.V.
(Netherlands)
Contracted to design and install floodlights for Shanxi Stadium,
Taiyuan, Shanxi Province. $256,000 (HK$2 million). 5/91

Investments in China

Aso Cement Co. (Japan) and Nissho lwai Corp. (Japan)/NA
Established Shenzhen Da Peng Cement Co. joint venture. $5.32
million (JP:37.6%-PRC:62.4%). 4/91.

Other

Banca Nazionale Del Lavoro (Italy)/Shanghai Yinhua Tableware
Factory

Extended loan to finance import of Italian carpentry equipment
$3.7 million. 3/91

Consumer Goods

Investments in China

Hong Kong-Shanghai Industrial Co. Ltd. (Hong Kong)/Bicycle
Corp.
Established joint venture to produce bicycles in Pudong. 5/91.

Champion Village Investment Co. (Hong Kong)/Beijing Dabei
Photo Studio
Established North Champion Tourist Photo Service Co. Ltd. joint
venture in Beijing. $350,000. 3/91.

Rothmans International Tobacco Corp. (UK)/Shandong Provin-

cial Tobacco Co., a subsidiary of China National Tobacco Corp.
Established joint venture 1o produce cigarettes in Jinan,
Shandong Province. $5 million. 3/91

S.C. Johnson & Son Inc. (US)/Shanghai Household Chemicals
Plant
Began construction of Shanghai Ruby Johnson Cosmetics Co
joint venture in Shanghai. $45 million. 2/91.

Susan’s World Cosmetology Co. (US)/Beijing Sports Service
Center
Established Beijing Susan's Fashion Co. Ltd. beauty parlor joint
venture. $300.000. 3/91

Electronics and Computer Software

China's Imports

Compagnie des Machines Bull (France)/Telecommunications
Bureau, Hunan Province
Sold five DPS7000/A1 medium-sized computers and five high-

speed Mathilde MP6090.2 non-impact printers under French gov-

ernment loan. $1.72 million (FFr8.8 million). 3/91.

NCR Corp. (US)/Industrial and Commercial Bank of China
Sold 49 ATMs and nine Tower 32/650 computers. $2.7 million
3/91

Investments in China

Japan International Development Organization (JAIDO)
(Japan)/Technological Science Development Corp., an affiliate
of Fudan University, Shanghai
Established Shanghai Sino-Japanese Software Co. Ltd. joint ven
ture to train computer systems engineers. $3 million (JP:66.7%-
PRC:33.3%). 4/91

Juko Industrial Co. Ltd. (Hong Kong)/Beijing Pioneer Group

Corp. and Huizhou Electronic Telecommunication Corp.
Established Souhua (Huizhou) Electronic Industrial Co. Lid. joint
venture to produce computer chips and integrated circuits. $20
million (HK:85% PRC:15%). 4/91

Great Wall Electronics International (Hong Kong)
Developing industrial estate to manufacture electronics products
in Huizhou, Guangdong Pravince. $12.8 million. 3/91

Matsushita Electric Industrial Co. Ltd. (Japan)
Opened additional service and maintenance centers. 3/91.

Siemens AG (Germany)
Established technical training center in Beijing. $13.27 million
(DM20 million). 2/91

Toshiba Corp. (Japan)
Opened five additional service and maintenance centers. 3/91

Other

Compagnies des Machines Bull (France)/Stone Corp.
Signed contract to jointly promote DPX/2 computer using Stone
Chinese character products. 2/91

Food and Food Processing

China's Imports

Imeca S.A. (France)/China National Machinery Import-Export
Corp.
Sold grape and apple juice concentrale production line under
World Bank Coastal Lands Development Project. $1.4 million
1/91.

Investments in China

Nestle S.A. (Switzerland)/Dongguan Sugar, Tobacco, and Wine
Co.
Established instant coffee joint venture in Dongguan,
Guangdong Province. $40 million (SW:60%-PRC:40%). 4/91

NA (US)/NA
Established Summer Beverage Co. Ltd. joint venture to produce
mineral water in Qinhuangdac, Hebei Province. $1.5 million
2/91

China's Investments Abroad

Vladimir City, USSR/Chongqing City, Sichuan Province
Established Tianfu Cola-Viadimir Food & Drink Co. Ltd. joint ven-
ture in Viadimir, $600,000.
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Foreign Assistance

To China

Belgium
Extended interest-free loans. $6.4 million (BFr200 million). 4/81

Germany
Provided financial assistance, $145.7 million (DM220 million)
4/91.

Japan Foundation for Shipbuilding Advancement (Japan)
Established Sasakawa Education Fund to assist M.A. and Ph.D.
candidates of social sciences at Beijing. Fudan, Nanjing, Jilin,
and Lanzhou universities. $5 million. 4/91.

United Nations Development Program (UNDP)

Provided technical assistance grant for human resource develop-

ment project. $4.5 million. 3/91

International Development Association (IDA) of the World Bank
Group
Approved Liaoning Urban Infrastructure Project to improve man-
agement of water resources and urban transportation in Liaoning
Province. $77.8 million. 3/91.

World Bank
Extended additional loan for development of red soil areas in
Jiangxi Province. $18.9 million (¥100 million). 3/91.

World Bank
Approved loan to finance modernization of quarantine stations
for imported and exported animals and plants. $7 million. 2/91.

From China
USSR
Received commodity loan from China. $786 million (SFr1 bil-
lion). 3/91

Leasing and Insurance

Other

ManulLife Financial Corp., a subsidiary of Manufacturers Life In-

surance Co. (Canada)/People's Insurance Co. of China (PICC)
Established training program in Hong Kong for PICC employees.
4/91.

Multilateral Investment Guarantee Agency (MIGA) of the World
Bank Group
Began insuring private foreign investment against political risk in
China. 4/91.

Machinery and Machine Tools

China's Imports

Canada
Extending mixed loans to finance purchase of Canadian water
supply equipment. $5/85 million. 4/91.

Unicorn Industries (UK)/China National Technical Import-Export
Corp.
Sold cubic boron nitride and diamond tools under World Bank
Shanghai Machine Tools Project. $1.9 million. 4/91.

Medical Supplies and Equipment

China’s Imports

All-Union Institute of Micro-Organism Genetics and Breeding
(USSR)/Tianjin Amino-Acid Co.
Sold L-threonine amino acid. $250,000. 4/91

Investments in China

Hewlett-Packard Co. (US)/Qingdao Electronics Medical Instru-
ments Factory
Established Qingdao Zhonghui Medical Products Co. Ltd. joint
venture to assemble and test HP78352C clinical monitoring in-
struments in Qingdao. 4/91

China's Investments Abroad

Moscow Mancher Industrial and Commercial Corp. (USSR) and
Dialogue Corp. (USSR)/Guangyuan Municipal Hospital of Tradi-
tional Chinese Medicine
Established joint venture to set up two traditional Chinese medi-
cine centers in Moscow. 3/91.

NA (Italy)/Ministry of Public Health
Opened Medicina Traditionale Chinese joint venture in Rome.
3/91.

Other

United Nations World Health Organization (WHO)
Provided grant to finance AIDS research. $800,000

Petroleum and Natural Gas

Investments in China

British Petroleum Co. PLC (UK)/Shenzhen Kong Gang Aviation
Qil Co.
Established Shenzhen Cheng Yuan Aviation Oil Co. retueling
joint venture to service new Shenzhen international airport. 4/91

BP Exploration Operating Co. Ltd., a subsidiary of British Petro-
leum Co. PLC (UK)/CNOOC
Signed oil exploration agreement for 50/20 zone south of
Guangdong Province. 4/91

Statoil Corp. (Norway)/CNOOC
Signed contract to develop 40/01 zone south of Hainan Prov-
ince. 4/91.

Other

Japan National Oil Corp. (Japan)/China National Petroleum and
Natural Gas Corp.
Conducting joint geclogical survey for crude oil and natural gas
in Talimu Pendi in western China. 4/91.

Royal Dutch Shell Group (Netherlands)/CNOOC
Received SPC agreement to proceed with feasibility study for oil
refinery and ethylene plant joint venture in Huizhou, Guangdong
Province. $2.5 billion (ND:50%-PRC:50%). 3/91

July-August 1991 e The China Business Review

49



Pharmaceuticals

Investments in China

Shenye Yihua Co. Ltd. (Hong Kong)/Kaifeng Pharmaceutical Fac-
tory and Zhaoging No.2 Chemical Raw Material Co.
Established Kaifeng Sanhe Medicine Preparations Co. Ltd. to
produce injection ampules in Henan Province. $3.2 million (¥17
million). 4/91

SmithKline Beecham Corp. (US) and NA (UK)/Tianjin Pharmaceu-
tical Administration and Wuhan University
Established joint venture to produce L-cystine. $1.3 million (¥7
million). 4/91.

Power Plants

China's Imports

Systems Integrated Co. (US)
Sold power station automation-system computer under World
Bank Yantan Hydroelectric Power Project. $2 million. 3/91.

Other

NA (France)/BOC
Extended export credits and commercial loans for construction
of power station in Zhuhai SEZ. $74 million (FFr380 million).
4/91.

Property Management and Development

Investments in China

Hong Kong and Macao International Investment Co. (Hong Kong

and Macao)/State Science and Technology Commission, Henan

Provincial Government, and Sichuan Provincial Government
Established Hainan International Science and Technology Indus-
trial Garden in Hong Kong and Macao Industrial Zone, Hainan
Province. $18.9 milion (¥100 million). 3/91

Megaway Investments Holdings (Hong Kong)/Shanghai Railway
Developing business mini-center in Shanghai railway station.
$385,000 (HK$3 million). 3/91

Yaohan Departmentstore Co. Ltd. (Japan)/Guangzhou City Gov-
ernment
Concluded agreement to build department store. $11.2 million
(J¥1.5 billion). 4/91

Ships and Shipping

Other
Rickmers-Linie KG, a subsidiary of Hapag-Lloyd AG (Germany)
Opened representative office in Dalian, Liaoning Province. 4/91

NA (Indonesia)/NA
Established joint shipping line between Shanghai and Jakarta
and Asurabaja. 2/91

Textiles

Investments in China

Chung Hsing Textile Co. (Taiwan)/Shanghai No. 9 Knitting Mill
Established Three Guns Brand Knitting Co. joint venture to pro-
duce underwear primarily for export. $2.5 million (TW:65%-
PRC:35%). 4/91.

Hoyiyamagoe Co. Ltd. (Japan)/NA

Began construction of Yulin Cashmere Sweater Factory joint ven-

ture in Yulin, Shaanxi Province. $3.78 million (¥20 million). 2/91

Transportation

China's Imports

The Boeing Co. (US)/CAAC
Confirmed order for three 737-300 aircraft. $110 million. 5/91

Ernst Komrowski and Co. (Germany)/Ministry of Railways
Sold metal plate-shearing production line and crankshaft grind-
ing machine under World Bank Fourth Railway Project. $3.2 mil-
lien. 4/91,

USSR/China United Airlines
Sold two TU-154 commercial aircraft. $30.3 million (¥160 mil
lion). 4/91

General Electric Co. (GEC) (UK), a subsidiary of General Electric
Co. (US)/China Eastern Airlines
Confirmed order for jet engines for four Airbus aircraft. $90 mil-
lion. 2/91.

Nissan Motor Corp. (Japan)/Ministry of Public Health
Sold ambulances under World Bank Rural Health and Preventa
tive Medicine Project. $1.2 million. 1/91.

Investments in China

ACE Corp. (South Korea) and Lucky-Goldstar Group (South

Korea)/Cangzhou City Chemical Industrial and Machinery Plant
Began construction of Jidongsai International Container Corp
joint venlure to begin operations in January 1992. $24 million.
4/91.

NA (South Korea)/Changzhou Chemical Machinery Plant
Established joint venture to manufacture cargo containers in
Changzhou. Hebei Province. $20.65 millicn (SK:25%-PRC:75%).
2/91.

Other

McDonnell Dougias Corp. (US)/CAAC and SAIC
Agreed to jointly assemble an additional five MD-82 and five MD
83 aircraft. 5/91

Sembawang Holdings (Pte.) Ltd. (Singapore)/Hainan Airlines
Established commercial air-shuttle service between Haikou and
Sanya using three Cessna Caravan Il aircraft. ($6 million). 4/91

World Bank
Approved loans to develop highway system in Guangdong Prov-
ince. $1.4 billion, 5/91

Hopewell Holdings Ltd. (Hong Kong)
Received financing from consortium of 29 international banks to
construct Hong Kong-Guangzhou highway. $800 million. 4/91

World Bank
Approved loan for transport project in Jiangsu Province. $153
million. 4/91

Aerofiot (USSR)/CAAC
Established joint air route between Irkusk and Shenyang, Liao-
ning Province. 3/91.

Miscellaneous

Investments in China

United Sembawang Enterprises Pte. (Singapore) and Central

Package Group (Singapore)/Shanghai Foreign Trade Co. and

Shanghai Light Industrial Products Import-Export Corp.
Established United Shanghai Enterprises Pte. joint venture to
provide import-export services. $2.83 million (S$5 million)
(SP:51%-PRC:49%). 2/91
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Make your move mnto the China market...

from a position of strength.

China’s market is challenging. It
takes strength, knowledge and
experience, and at HongkongBank
we've been doing business in
China for over 125 years.

Today we have over 1,300 offices
worldwide, and a highly skilled
staff of more than 54,000 around
the world with an unparalleled
knowledge of world markets.

HongkongBank can help you in
your quest for success. Our staff
can support you with a strength of
knowledge, experience and expert-
ise in doing business with China.

Whether your banking needs are
project or trade related, import/
export, foreign exchange or ad-
visory services, HongkongBank
can help you.

Today HongkongBank has a
network of offices in China with
branches in Shanghai, Shenzhen
and Xiamen; representative offices
in Beijing, Dalian, Guangzhou,
Tianjin and Wuhan.

Go forward from a position of
strength. For more information,
contact your nearest HongkongBank
office.

<
HongkongBank

The Hongkong and Shanghai Banking Corporation Limited

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

Wardley * James Capel * CM&M
Equator Bank

Carlingford and Gibbs Insurance Groups

Fast decisions. Worldwide.

CONSOLIDATED ASSETS AT 31 DECEMBER 1990
EXCEED USSI48 BILLION



