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Call us at Chilton International.

We were the first U.S. publisher to
go over the Great Wall. With our
single-source reference volumes,
AMERICAN ENGINEERING &
INDUSTRY (AE&I) series.

First to respond when the People’s
Republic announced their new
modernization program in 1978.

First to meet with Chinese tech-
nicians. First to find out what they

sought. In American equipment. In

services, technologies and products.

First to deliver reference volumes
in technical Chinese. . .. translated,
typeset, printed in China. .. and
carrying the sales messages of
America’s leading industries. Oil
& Gas. Machine Tools. Steel-
making. Mining. Construction.
Agriculture and related products.

INTERNATIONAL

The publication of these volumes
is endorsed by the National Council
for U.S.-China Trade.

If you're ready to start something
cooking in China, ask about AE&I
series. Second editions are just
getting underway.

Call George Hutter (215) 527-3304.
Or write Chilton International
Company, Radnor, PA 19089.




‘““Think like a wise man
but communicate in the
language of the people.”’

William Butler Yeats

If you want to do business with China, you must be able
to communicate in Putonghua, the official language

of the People’s Republic of China. CHINATRANS,

a leading authority on modern Chinese usage,

can help you get your message across clearly,
accurately, and effectively in PRC Chinese.

Through CHINATRANS, you will have direct
access to the translation skills of well over 200
specialists—linguists . . . physicists . . . engineers
... chemists . . . economists . . . political scientists
. . . audiovisual experts—who know the language,
the people, their interests, and understand how

to communicate with them effectively.

And in addition to providing translating, type-
setting, and publishing services, CHINATRANS'
highly qualified professional staff can help you
avoid marketing approaches that could be offensive
because of political or cultural differences—help you
take the right steps at the most appropriate time.

For more information about the wide
range of specialized marketing support
services available from CHINATRANS,
call John Phipps at 202/296-3244.
He will be glad to explain how CHINATRANS
can help you build your business with China.

CHINATRANS - 202/296-3244 « Cable: CHINATRANS
The National Council for US-China Trade Translation Service, Inc.
1735 K Street Northwest ® Suite 210 ® Washington, D.C. 20006
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China
Wire

Belt-Tightening in Beijing

The 1981 budget-cutting measures
announced February 27 by Yao Yilin,
head of the State Planning Commis-
sion, dwarf even the drastic steps being
proposed by OMB Director David
Stockman. Foreign companies will
suffer trom the cuts, but in manv wavs
the program bodes well for the future
ot China business.

China’s cuts are twice as severe as
Washington’s—13.4 percent off the
central government’s original budget
of §74.4 billion against the 6.6 percent
cuts in Reagan’s proposed budget for
hiscal 1982, Beijing’s budget package
imcludes:

« a reduction of almost $10 billion in
1981 government expenditures aimed
at fully balancing the budget;

*a 45 percent reduction in capital
construction expenditures to below
$20 billion for 1981;

* cancellation or postponement of a
total of more than $2.7 billion worth of
foreign plant imports, technology, and
equipment:

s areduction in coal, oil, and defense
development budgets. and in tunds for
imported equipment.

The cuts will help reduce budget
dehcits of previous vears ($11 billion in
both 1979 and 1980) and slow down
inflation—which was ofhcially reported
at 6 percent in 1979 and probably ex-
ceeded 10 percent last vear.

Tightening-up in the PRC has not
been limited to the budget. In line with
China’s ongoing introduction of mea-
sures to facilitate the development of a
market economy and decentralized
trade. such as China’s management
training program and its financial and
legal training schemes (some 5400
lawyers are now being trained), proce-
dures have been introduced to tighten
control of the system within which busi-
ness and trade will operate. These in-
clude:

Foreign Exchange. Regulations issued
in December put foreign exchange
control firmly back in the hands of the
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Bank of China—control that had been
eroded by the informal use of foreign
exchange as China's business and trade
expanded (or rather exploded) in the
past two vears. While providing for
stringent control, the regulations also
help to support all enterprises that can
earn foreign currency. This should
help toreign companies doing business
with Chinese enterprises.

Financial Discipline. 1o reduce
inefhciency and waste, China's State
Council in February stipulated streng-
thened enforcement of hnancial con-
trols. The new measures include strict-
er controls on capital construction
spending, reduction of commercial
and foreign trade department inven-
tories (“to withdraw currency from cir-
culation”), and tight control over in-
spection tours, visits, exhibitions, and
attendance at international meetings.
The regulations also state: “1t is stricthy
torbidden to use public funds for ban-
quets or gifts or for sightseeing.” For
toreign companies, the new controls
mean that firms are less likelv than be-
fore to get drawn into projects that are
unauthorized or less than fully planned,
['he controls will also mean that
there mav be fewer unnecessary ex-
penditures in doing business with the
PRC. Reduction of trade inventories
will mean short-term purchase oppor-
tunities for foreign importers.

Protectionism. While protectionism
has been rearing its head in the US and
Europe, it has also made itselt known in
China for the first ime. A Februarv 11
article in Rennun Ribao said: “We must
adopt a prudent approach towards im-
ports because indiscriminate imports
can be detrimental. In fact, no more
motorcars and television sets should be
imported.” While saving it has been
“absolutely necessary for us to import
some advanced
equipment,” and that this practice
should not be changed, the article goes
on to say that "when importing mechan-
ical and electrical products, we must try

technology and

to save our foreign exchange and see 10

it that such imports are benehcial
rather than harmful to the develop-
mentof our domestic machine building
industry.”

Addressing the question of why
some enterprises have imported goods
“indiscriminately despite high costs”
the article savs this is due to “our in-
adequate and low-quality products” It
notes that in the past two vears the
number of mmported television sets
topped output of home-produced
products by 9 percent and of tape re-
corders by 126 percent. and goes on to
sav that while it 1s wrong 1o close the
country to international intercourse
and “make evervihing ourselves,” it is
even worse to “look down on ourselves,
import evervthing from foreign coun-
tries. and blindlyv worship imported
goods.”

In other words, the consumer mar-
ketin China, especially for automobiles
and TVs, will be best tackled from the
inside. through joint ventures and
other arrangements, the same wav the

Japanese are building automobile

plants in the United States.

Meanwhile the competition is in-
creasing within China. The First Minis-
try of Machine Building. which pro-
duces equipment used in agriculture,
light industry. urban construction, and
consumer categories, has been renovat-
ing and transforming its plants, intro-
ducing licensed foreign technology as
never before, improving the quality of
its products, and becoming much more
sensitive 1o consumer’s needs.

According to the ministrv's higures,
in 1979, only 14 percent of products
were made to meet market demands.
In 1980 the share of market-oriented
goods took a dramatic leap—46 per-
cent of products were expressly made
according to customer requests.

Looking at the long term, foreign
companies can dehnitely expect more
domestic compention for their prod-
ucts within the PRC.

—Nicholas H. Ludlow



Washington

Updatg:

The Reagan Administration and China
The Reagan administration’s views
on the development of US economic
relations with the PRC have vet to be
fully spelled out. A CBR status report:

State Department Policy. At his con-
firmation hearings, Secretary ol State
Alexander Haig made a point of noting
that he was on the “stalking horse™ trip
for President Nixon's historic visit to
China in February of 1972 that ended
with the signing of the Sino-US Shang-
hai Communiqué. In Haig's new role,
he has firmly stated his “great confi-
dence that we are going to be able to
further the improvement of our rela-
tionship with the People’s Republic of
China” This improvement has been
one of Haig's “long-standing and well-
known objectives.”

Haig also stated that “improving
multinational or American invest-
ment—American participation in Chi-
na's economic development, perhaps
investment in return for raw mate-
rials—all of these things are construc-
tive in the overall international climate
and would contribute to an improved
relationship.”

Exim Export Credits. President
Reagan proposed on February 18 that
the US Export-Import Bank's direct
lending authority should be cut to $5.1
billion in fiscal 1981 (October 1, 1980,
to September 30, 1981), and be further
reduced to $4.4 billion in fiscal 1982
(31 percent below Exim’s
budget authority).

current

Those lower ceilings should not limit
Exim’s ability to finance US exports to
China in the immediate future, in-
asmuch as China’s own budget cut-
backs in 1981 have led to the postpone-
ment or cancellation of many projects
that were once prospective candidates
for Exim Bank loans. One bank ofthcer
adds that since no China deal has yet
drawn on Exim funds, applications will
receive special consideration. Thus far
only two US firms, Combustion En-
gineering and Westinghouse, have re-
ceived prelimimary commitments from
Exim worth $75 million.

4

World Bank Loans. The World Bank’s
first loan commitment to China is ex-
pected sometime in late 1981. But the
loan terms China must pay will depend
largely on whether President Reagan
and the US Congress decide to pledge
$3.24 billion to the International De-
velopment Association (IDA), the
World Bank's “soft-loan window.” IDA
will not be able to extend new loans
from 1981 to 1983 unless it raises $12
billion from its 33 donor governments.

IDA loans have H0-vear maturities,
with ten-year grace periods, and are
interest free. If IDA money is not avail-
able, China could still borrow from the
World Bank, but at less attractive
terms—Iloans with maximum 20-year
maturation and hve-year grace
periods, carrying hxed-rate interest
rates of 9—10 percent.

President Reagan has proposed that
the US fulfill its IDA commitment in
three fiscal-year appropriations, with
the largest one of $2 billion being de-
ferred untl 1983, Forthcoming con-
tributions from other donating coun-
tries are contingent on full US partici-
pation in the replenishment fund.
According to a State Department
ofhicial, other donors are saying that it
is unrealistic 1o expect Congress to
make such a huge appropriation to 1DA
in 1983, and are considering withdraw-
ing their pledges to IDA.

International hnancial analvsts do
not understand why the Congress
would want to renege on the United
States’ original commitment; for every
$1 the US gives to the World Bank,
$2.34 comes back in the form ot US
technology and equipment exports and
loan interest payments.

OPIC. Ofhicials at the Overseas Pri-
vate Investment Corporation (OPIC),
which comes under the financial au-
thority of the Ofhce of Management
and Budget (OMB), expect to write
about the same amount of political risk
insurance in fiscal 1981 as last year—
more than $1 billion. OPIC’s loan pro-
gram may be terminated, however, and
the amount of its loan guarantees will

probably be set below last year's ceiling
of $180 million.

OPIC, a government agency estab-
lished under the 1969 Foreign Assis-
tance Act, has already received more
than 100 inquiries and 22 formal letters
of request for projects representing
well over $100 million in proposed in-
vestments. Several of these are oil ex-
ploration and development projects.
About half are joint ventures, another
half are compensation trade arrange-
ments, while one is a countertrade deal.

Export Controls. The liberalization of
export restrictions on dual-use technol-
ogy for China, announced in the fall of
1980 by the Carter administration, has
been only partially implemented. Since
the 1980 election campaign, licensing
officials in the Commerce Depart-
ment's Office of Export Administration
have been playing it safe. The result:
months of PRC licensing cases are
backlogged and will remain so until the
Reagan administration clarifies its posi-
tion on US export-control policy.

Congress on China

Members of the 97th Congress,
many of them making their Republican
debuts on Capitol Hill, have spent the
first few months of the session juggling
committee assignments. Chairing the
powerful Asia and Pacific Subcommit-
tee of the House Foreign Atfairs Com-
mittee will be Representative Stephen
]. Solarz (D-NY). A fellow New York
Democrat, Representative Jonathan B,
Bingham, will chair the Economic Poli-
cy and Trade Subcommittee, also
under the House Foreign Attairs Com-
mittee. The International Trade Sub-
committee of the House Banking Com-
mittee, headed by Representative Fer-
nand St. Germain (D-R1), is currently
studying the types of loans Exim has
been granting in order to determine
whether the bank has unjustly favored
aircraft and other large industries. The
subcommittee is also concerned that
continued high interest rates might
force Exim Bank to seek congressional
assistance in order to provide low-
interest loans to US exporters. %
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KEY INDICATORS

Gross value of industrial and
agricultural output (billion
yuan, constant 1970 prices)

Gross value of industrial output
(billion yuan, constant 1970
prices)

Ofwhich:
Heavy industry

Light industry

Gross value of agricultural output
(billion yuan, constant 1970
prices)

Total investment in capital
construction (billion yuan)
Of which:

National budget

Budgets of provinces,
localities, and enterprises

Total value of retail sales (billion
yuan)

Foreign Trade (billion yuan,
fob/cif)

Exports (fob)
Imports (cif)

Trade balance (exports minus
imports)

Industrial Production
(million metric tons unless
otherwise indicated)

Crude steel
Rolled steel
Coal
Crude oil
Natural gas
(billion cubic meters)
Electricity (billion kwh)

Consumer goods (million units)
Bicycles
Sewing machines
Watches
Television sets
Radios

Agricultural production (million
metric tons unless otherwise
indicated)

Grain

Cotton

Oil-bearing crops
Sugarcane

Sugar beet

Tea (thousand metric tons)

Exchange r.;te, yuaﬁ ;'rUS dollar

Percent
1978 change

¥569.0
$338.3

¥423.1
$251.5
¥242.4
$141.1
¥180.7
$107.4

¥145.9
$86.7

¥47.90
$28.48
¥39.50
$23.48

¥8.40
$4.99

¥152.75
$90.81

¥35.54
$21.13
¥16.79
$9.98
¥18.75
$11.15

-¥1.97
-$1.17

31.78

22.08
618.0
104.05

13.73
256.55

8.54

4.86
13.51

0.517
11.68

304.75
2.167
5.218

21.117
2.702
268.0

1.682

OFFICIAL OUTPUT FIGURES, 1979-80

31.3
44.6
34.0
47.7

20.0
320

30.4
43.6
20.2
32.4
41.2
55.5

339
35.2
12.4
1.1

14.8

14.9
14.6
22.4

7.8
5.8
30.0
18.9
10.0
6.3

1979

¥617.5
$398.6

¥459.1
$296.4
¥261.1
$168.6
¥ 198.0
$127.8

¥158.4
$102.3

¥50.00
$32.28
¥39.50
$25.50

¥10.50
$6.78

¥175.25
$113.14

¥45.3
$29.2
¥21.2
$13.7
¥24.1
$15.6

-¥3.10
—-$2.00

34.48

24.97
635.0
106.15

14.51
281.95

10.09
5.87

17.07
1.329
13.81

332.115
2.207
6.435

21.508
3.106
277.0

1.549

Percent
change

14.7
24.6

28.0
38.2
26.3
37.3
29.6
39.9

1980

¥657.7
$438.5

¥ 497.7
$331.8
¥ 265.3
$176.9
¥232.4
$154.9

¥160.0
$106.7

¥51.0
$34.0
¥25.0
$16.7

¥26.0
$17.3

¥207.1
$138.1

¥54.6
$36.4
¥26.9
$17.9
¥27.7
$18.5

-¥0.8
-$%0.5

37.04
27.24
605.98
105.91

13.7
2971

13.40
7.66

22.55
2.44

28.7

316.0
2.642
7.169

22.3°
5.3
290.0°

1.500

Percent
change

20.7¢

27.0°
30.8
15.2¢
17.9

32.8
30.5
32.1
83.6
107.8

'Growth rate is 11.0 percent if 1979 sales figure, in constant prices, is increased 6.5 percentto ¥ 186.58

billion ($120.5 billion) to reflect inflation in 1979,

‘Based on unrounded figures.

'‘Based on reported percentage increases.

SOURCES: Xinhua News Agency January 7 and 11, and February 6, 12, and 18, 1981; and State Statistical
Bureau, Communiqué on the Fulfillment of China’s 1979 National Economic Plan, released by Xinhua April

30, 1980.
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Selected Growth Rates
(percent per annum)

1978

1979

1980

= Grain

Tea

- 10




Council
Activities

Christopher Phillips, National Coun-
cil president, and his wife were among
the special guests aboard Pan Amer-
ican World Airway’s February 17 inau-
gural Hight to China. Pan Am has been
selected as the commercial carner o
service this route—{rom New York to
Shanghar and Beijing via Tokvo—as
well as a route from San Franasco o
Shanghai and Beijing via Tokvo

On March 19 President Phillips re-
turned to Beijing with the Council's
ten-member Board of Director’s del-
egaton. A wide range ol 1ssues related
to two-wav trade were covered in dis-
cussions between the Board members,
led bv Board Chairman David S,
Tappan. Jr.. and high-ranking Chinese
othcials. Prior to the trip the Board met
with representatives of the new Reagan
administration to brief them on the
Council’s role of facilitating US-China
business cooperation.

New Vice-President

Roger Sullivan, formerly a senior
staff member of President Carter’s
National Security Council, replaced
John Dewenter as vice-president of the
Council on February 2. Dewenter will
be sorelv missed atier his two-and-a-
half-vear term at the Council, but he
will remain at the lorefront of US-
China trade in the capacity of corpo-
rate managing director of China opera-
tions for the FMC Corporation, a
Council member.

Sullivan joins the staff after a long
and distinguished career as an Asian
expert with experience in Chinese
commercial and political attairs. From
1974 to 1976 he served as polincal advi-
sor to the commander-in-chief of the
US Pacihic forces, where he won com-
mendation as a “superb manager” who
“successtully manages a wide variety ot
simultaneous projects, skillfully mas-
saging them from idea to end product”
Later he worked closely with the US
business community, frst in the num-
ber-two spot in the American Consul-
ate General in Hong Kong, and then in
Taiwan as deputy chiet of the US dip-

6

lomatc mission. In 1978 Sullivan was
appointed deputy assistant secretary of
state with responsibility for managing
and coordinaung US relations with
East Asian countries. From January
1980 to January 1981, Sullivan plaved a
leading role at the National Security
Council in revamping the US export-
control svstem to facilitate high-
technology sales to the PRC.

Council Vice-President Roger W. Sullivan

Delegations

According to research conducted by
the Delegations Department, 80 PRC
delegations arrived on American
shores during January 198 l—nearly
twice the number dispatched by Beijing
at the same time last vear. The prohif-
eration of visiting delegations. some of
which had overlapping interests and
were poorly managed. has prompred
officials in both Beijing and Washing-
ton to study wavs to make delegations
more ellective.

I'he Council will host a delegation
from the Ministry of Finance this June
in cooperation with Ernst & Whinney
and Coopers and Lvbrand. Delegation
members will participate with US legal
specialists in a series ol seminars on the
intricacies of US tax, accounting, and
foreign investment laws.

A Council-sponsored construction
machinery delegation led by Stephen
Markscheid was in China from March
31 to Apnl 15. Markscheid remained in
China to join Scott Seligman and his

Chinese othce assistant, Li Wenda, n
the Council's Beijing headquarters,
Under the sponsorship of the China
Enterprise Management Association,
CBR editors Nick Ludlow and Jim Ste-
panek are making a spring trip to Chi-
na to continue information exchanges
inttated during a similar mission last
vear. In the planning stages are US del-
egations to China covering the areas of
telecommunications, animal
bandry, crop protection, and petro-

hus-

leum processing.

Importers

['he Importers’ Steering Committee
is seeking hive Council members to join
its ranks. The committee expects to
face many challenging issues i the
vear ahead as China conunues 1o ex-
periment with trade decentralization.

I'he Council’s Importer Services De-
partment is working closelv with the US
Maritime Administration on the prob-
lem of excessive container usage fees
passed on to importers by the US ship-
ping industry. American shipping lines
have been torced 1o levy these fees on
account of the abnormally high rates
charged by Chinese ports tor handling
containers. Case examples from mem-
ber companies will be compiled and
forwarded to the Maritime Adminis-
tration.

I'he Importer Services Department
is also providing data on China's export
industries to the International Trade
Commission, which is preparing a
study on the domestic impact of grant-
ing China GSP (zero duties on specitic
goods). Under the US Trade Act of
1974, China must join GA'T'T as a con-
ditton for receiving GSP treatment
from the US. Currently, both Japan
and the EEC extend GSP to China.

Exporters

I'he Telecommunications Comimit-
tee, meeting January 28, approved a
recommendation to develop a strategy
to bolster industry support for the com-
mittee’s telecommunications trade fair
in November 1981, The Construction
Machinery and Equipment Committee
hosted a dinner for the visiting NORIN-
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CO coal delegation in Houston on
January 26. Members of the Agricul-
tural Machinery Committee decided at
their February 3 meeting to support a
Council-sponsored  agricultural  ma-
chinery exhibition in China for the fall
of 1982. On the same day, a proposal to
hold a China energy conference under
Council auspices was adopted by the
Petrochemical and Petroleum Proces-
sing Committee.

The Agriculture Committee was
briefed on the status of China's paten
law on February 4 by Michael Kirk,
director of legislation and international
aftairs in the US Patent and Trademark
Ofhice. Mr. Kirk was one of the 11 par-
ticipants of a delegation that visited
China in November to hold discussions
with Chinese ofhaals involved in set-
tng up a new legal structure for patent,
trademark, and copyright protection.

Council Installs QWIP Transceiver

In order to better serve its members,
the Natonal Council has installed a
QWIP 1200 Sertes Transceiver which is
compatible with the following units:
Xerox lelecopiers I 400, 100-1, 410
and Telecopier 2000 in 4 and 6 minutes,
3M’s VRC Remote 600, BRC Re-
mote 603 in 4 and 6 mimmutes, VRC 11
Remote and Magnatax 856, and with
Graphic Sciences dex 580 1 6 minutes
FM. dex 3400 in 4 and 6 minutes FM,
and dex 4100 in 4 and 6 minutes FM,
and Stewart-Warner's F1R-180.

—Karen Berney

December
Bid
Offer
Median
January 3
Bid
Otter
Median

lanuary 6
Biel
Oftter
Median

January 9
Bid
Otter
Median

January 13
Bid
Offer
Median

January 16
Bid
Offer
Median
January 19
Bid
Offer
Median

lanuary 22
Bid
Offer
Median

RMB:DOLLAR RATES AS OF FEBRUARY 4, 1981
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5432
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5.1848
5.5093
53467

8593
1806

5.0195

5227

v 45

8415

6814

5.0576
5.3808
5.2188

7291
0576

8929

31211
6037

4621

2839

6037
4413

4745
8004
6371

January 24

Bid 1.5634 63.9632
Offer 1.5556 64.2839
Median 1.5595 64,1231
January 27

Bid 1.5759 63.4558
Olfer 1.5681 63.7714
Median 1.5720 63.6132

lanuary 28
Bid
Offer
Median

5822 63.2031
5744 63.5163
5783 63.3593

lanuary 29
Bid
Offer
Median

5886 62.9485
5806 63.2671
5846 63.1074

fanuary 31

Bid 1.6108  62.0810
Otfer 1.6028 62.3908
Median 1.6068 62,2355
February 4

Bid 1.6028  62.3908
Ofter 1.5948 62.7038
Median 1.5988 62.5469

Percentage RMB appreciation (+ ) or
depreciation (—) against the US dollar
as of February 4, 1981.

Percentage
change Since
-4.5 January 1, 1981
-6.1 February 4, 1980
-7.0 January 1, 1980
-1.6 January 1, 1979
+6.1 January 1, 1978

SOURCE: Standard Chartered Bank, Ltd., New York.
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Advertising Department
(202) 828-8325

KEEP UP WITH THE CHINA MARKET

US-China trade jumped 110 percent last year to 4.8 billion. Such an unprecedented volume of Sino-American
trade exceeds our trade with Israel and India and approaches nearly a third of our trade with France.

Ads appearing in The China Business Review reach a growing China trade community of 16,000—mainly
business executives whose primary job is keeping up with the China market.
For advertising rate cards, contact:

The National Council for US-China Trade

1050 17th Street, N.W.
Washington, D.C. 20036

US.A.
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China
Calendar

CULTURE AND BUSINESS

[ Beijing, March 18-25. International
Meeting on Petroleum Geology. For in-
formation, contact the director, Divi-
sion of Natural Resources and Energy,
Department of Technical Cooperation
for Development, United Nations,
New York, NY 10017.

[] Honolulu, March 19. Part 11 of a
three-part forum, “The Role of the
Humanities in Hawaii-China Trade”
entitled, “Value Conflicts and Implica-
tions for Business Stability” Frank
Ching, Beijing correspondent for The
Wall Street Journal, will be the keynote
speaker. Part 111, “Cross-cultural Busi-
ness Attitudes: US, China, and Japan.”
will be held in April. The Governor’s
Advisory Council on China Affairs,
The University of Hawaii Foundation,
and the Hawaii International Service
Agency (HISA) are the forum’s cospon-
sors. For information, contact HISA,
Old Federal Bldg., 335 Merchant St.,
Rm. 248, HI 96813; (808) 548-3048.
Telex 7430356 (HISAS).

[] Brussels, March 30—April 10. Com-
munity-China Business Week. Approx-
imately 100 Chinese trade officials and
200-300 EEC ofhcials will attend the
conference sponsored by the Chinese
Import Export Control Commission,
the Ministry of Foreign Trade, and the
European Community Commission.
(] Washington, DC, March 31.
“"Washington Briefing on China's Ener-
gy: Politics and Priorities.” Sponsored
by the National Council, the briefing is
the first of a series that will explore
opportunities and problem areas in
Sino-US trade. Members only are in-
vited. For information, contact the Del-
egations Department at the National
Council, (202) 828-8332.

[] New York City, June 1-2. Seminar
entitled, “Coinvestment and Trade-
related Investment in China.” Coopers
& Lybrand, in conjunction with the
National Council, will sponsor the
seminar, which will focus on financial
planning and regulatory framework
and will feature the participation of
members of the PRC’s Ministry of Fi-
nance and Foreign Investment Control
Commission. For information, contact
James C. Dunn, senior consultant,

Coopers & Lybrand, 1251 Ave. of the
Americas, New York, NY 10020,

[] Chicago, June 4; Los Angeles, June 9.
A one-day seminar—"Investing in Chi-
na.” The seminar, cosponsored by the
National Council and Ernst & Whinney,
will address the issues of business
ventures in China; Chinese accounting
principles, rules and procedures; for-
eign exchange consideration; invest-
ment aspects; and Chinese taxes. Like
the above-mentioned New York semi-
nar, participants in the Chicago and
Los Angeles seminar will include mem-
bers of the PRC’s Ministry of Finance
and Foreign Investment Control Com-
mission.  For information,
Michael A. Henning, partner in charge
of international tax services, Ernst &
Whinney, 153 East 53rd St., New York,
NY 10022; (212) 888-9100.

contact

EXHIBITIONS IN CHINA

[] Guangzhou, March 28-April 4. The
International Exhibition of Controlled
Power (Fluid, Mechanical, and Elec-
tric). Sponsored by Great Sincere
Technology Exchange Company, Ltd.;
the Guangdong branch of the CCPIT;
Hong Kong Tai Kung Pao: and Con-
tinental Translation and Printing
Company, Ltd., the exhibition will be
held in the Guangdong Exhibition
Center.

[] Guangzhou, May. The Automation
Equipment  Fair, Multi-
Control Import and Export, Lid.

[] June 1981. A Land Reclamation
Technical Sales Seminar, cosponsored
by the US Department of Commerce
and the CCPIT. For the location of the
seminar and other information, con-
tact James Cox (202) 377-2544.

[J Guangzhou, July 12-21. The 1981
Packaging Exhibition. Coorganized by
Industrial and Trade Fairs, Interna-
tional, Ltd., and Wen We1 Enterprises
and Adsale, the exhibition will open in
the Guangzhou Foreign Trade Center.
[] Beijing, October. A telecommunica-
tions fair. The fair will be cosponsored
by Clapp & Poliak and US-China Trade
Consultants. For information, contact
Exhibitions Director Ned Krause at
Clapp & Poliak (301) 657-3090.

staged by

[] Guangzhou, October 1-6. Food Pro-
cessing, Packaging and Technology Ex-
change. For informaton, contact the
organizers, International and Trade
Fairs at Radchifte House, Blenheim
Court, Solihull, West Midlands, B91
2BG, United Kingdom.

[J Beijing, November 3-13. A telecom-
munications equipment exhibition,
China-Comm 1981, cosponsored by
the National Council for US-China
Trade and Electronic Industries Asso-
ciation. For information, contact Clapp
& Poliak (301) 657-3090.

[] Beijing, February 1982. A light in-
dustry exhibition, cosponsored by the
US Department of Commerce and the
CCPIT. The show will feature textile
machinery, health and pharmaceut-
cals equipment, consumer goods, print-
ing equipment, and agricultural
machinery. For information, call Nancy
Rinehart, USDOC International Trade
Administration, Washington, DC
202305 (202) 377-4810.

[ Beijing, March 1982. An interna-
tional petroleum exhibition and tech-
nical symposium. The Dallas-based
Society of Petroleum Engineers and
the CCPIT are organizing the events.
For details, contact the society, 6200
North Central Expressway, Dallas, TX:
(214) 361-6601.

[] Beijing, April 1982. The Electronics
Production Seminconductor Exposi-
tion. Sponsored by the first and fourth
ministries of Machine Building, the ex-
position includes approximately 100
seminars. For information, contact
Minor Scott, Industrial & Scientific
Conference Management, Inc., 222 W.
Adams St., Chicago, IL 60606; (312)
263-4866.

[ Guangzhou, July 7-14, 1982. Food
Processing and Packaging Expo/China
'82. The exhibition will be held at the
Guangzhou Trade Exhibition Center
and will feature preparation, proces-
sing, and packaging equipment; sup-
plies and services for the production of
food and foodstuffs. For information,
contact Minor Scott, Industrial & Sci-
entific Conference Management, Inc.,
222 W. Adams St., Chicago, 1L 60606;
(312) 263—4866. i
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Rechar
the Ele

Power

Dori Jones

n a period ol economic reevalua-
Ilinn and cutbacks in foreign pur-
chases, China’s electric power industry
is moving full speed ahead.

As part of an eftort 1o overcome a
serious power shortage that is hamper-
ing economic growth, the Chinese have
launched a massive program to build
large thermal as well as hydroelectric
power stations and super high-voltage
electricity transmission lines. Contracts
with foreign, including US, companies
are central to this program.

Two American firms recently agreed
to help the Chinese upgrade their capa-
bility to manufacture thermal power
generating equipment, and a third will
soon begin design and engineering
work for four new generating units at
two thermal power stations. The
Chinese have begun producing a range
of equipment related to electricity gen-
eration and transmission under license
to several European and Japanese
firms (see chart). European companies
also are helping the Chinese build two
major thermal power stations in coal-
mining areas.

The Chinese continue to negotiate
with foreign firms for assistance in con-
struction of other thermal and hydro-
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electric power stations and for technol-
ogy to produce advanced generating
equipment.

Scope of Construction Plans

Vice-Minister of Electric Power Li
Daigeng announced last August that by
1990 the Chinese hope to build
60,000-64,000 megawatts (mw) of hy-
dropower generating capacity and
70,000 mw of coal-fired thermal gener-
ating capacity, with each power station
averaging more than 1,000 mw
capacity. Given China’s present con-
struction projects and technical
capability, this target seems overop-
timistic.

The CIA study published last May
calculated that to achieve a 7 percent
annual growth in gross national prod-
uct (considered an upper limit), China

must add 75,000 to 84,000 mw of

generating capacity, over and above the
estimated 25,000 mw of capacity under
construction as of 1979. Even if the
economy grew at only 3 percent per
vear, the Chinese would need to begin
construction of 20,000 mw of added
generating capacity in the next five
years or so.

Before 1985, the bulk of this growth

Design by Jennifer Arnold

must come from thermal power plants,
since construction of new hydropower
plants takes at least seven vears.

Since 1979 the Chinese have been
stressing the conversion of oil-fired
plants to coal-fired power plants, while
stepping up construction of “pithead™
power plants in coal-mining areas to
minimize the need to transport bulky
coal over long distances.

In 1979 the Chinese built 41
medium- and large-scale thermal and
hydroelectric power plants with a total
capacity of 4,150 mw. The Chinese
were able to add only 2,075 mw of
capacity in 1980, but they continued
construction of hydro projects with a
combined capacity of 9,200 mw, as well
as 20 or more large pithead thermal
projects (of at least 250 mw each) with a
combined capacity of at least 8,000 mw.
The Chinese are also adding capacity to
existing plants and constructing more
small-scale hydropower stations.

The largest thermal projects under
construction, all near
areas, include;

Datong No. 2, Shanxi
Suoxian, Shanxi
Huainan, Anhui

coal-mining

1,200 mw
1,350 mw
750 mw
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600 mw
300 mw

Huaibei. Anhui

Qinling, Shaanxi

Yaomeng, Pingdingshan,
Henan 600 mw

Yuanbaoshan adding 600 mw

Shiliquan, Zaozhuang,
Shandong

Xuzhou

500 mw
600 mw
Douhe, near Tangshan,

Hebei adding 750 mw

Over the next ten to 20 vears, Vice-
Minister Li noted, the Chinese plan to
build thermal plants near coal-mining
areas in Huolin, Yimin, Shanxi, south-
ern Mongolia, Huainan, Huaibei, Xu-
zhou, southern Shandong, western He-
nan. Liupanshui, Weibei, and Ningxia.

Foreign Contracts for
Thermal Power Stations

While the bulk of this new construc-
tion will be handled by the Chinese, the
Ministry of Electric Power has signed
several contracts with foreign hirms for
assistance in constructing thermal pow-
er plants. Under the most recent con-
tract signed December 1980, Ebasco
Services, Inc., will provide engineering
services for two 300-mw coal-fred
units at Shiheng in Shandong Province,
and two 600-mw coal-fired units at
Huainan No. 3 plant in Anhui Prov-
ince. This mulumillion-dollar agree-
ment is the first pure engineering con-
tract signed with US firms for thermal
plants. It will give China access to state-
of-the-art design of large-:
ating units.

Previously the Chinese had turned to
French, Belgian, and Japanese firms
for major generating equipment like
boilers, turbines, and generators. The
largest of these deals, worth about $230
million, was signed in February 1980
with a consortium of three Belgian
firms—Cokerill, Ateliers de Construc-
tions I*"J('rll'i([llt‘s de Charleroi, and
Traction et Eléctricité—and a French
firm Alsthom-Atantique. This equip-
ment is to be installed at two new
300-mw coal-fired stations near
the Pingdingshan coal mines in Henan
Province.

ale gener-

A few months earlier, Alsthom-
Atlantique signed a $120 million con-
tract for a 600-mw set of turbogener-
ators for
plant: the boilers for this station will be
supplied by Steinmiiller of  West
Germany. The French hrm, together
with Brown Boveri of Switzerland, sold

the Yuanbaoshan power

300 mw of equipment for the same
plant in 1974.

10
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Mitsubishi and other Japanese firms
are already at work providing equip-
ment for construction of two 350-mw
thermal plants that will power the
Baoshan steel complex near Shanghai
under a $200 million contract signed in
late 1978.

Licensing Power Generating Equipment

As the centerpiece of their plans to
upgrade their manufacturing capabil-
ity of electric power-generating equip-
ment, the Chinese signed agreements
with Westinghouse and Combustion
Engineering late last vear to produce
advanced
boilers in China under license.

turbines, generators, and

Westinghouse's contracts, an-
nounced in mid-September, call for
transfer of technology and sale of com-
ponents for 300 mw-class and 600 mw-
class steam turbines and generators. In
December, Combustion Engineering
signed a pair of companion agree-
ments, subject to Chinese government
approval, for transfer of technology
and supply of components for 300-mw
and 600-mw steam generators,

China's First Ministry of Machine
Building is counting on these produc-
tion licensing and technical assistance
agreements to revamp its production
capability in Harbin and Shanghai.
There it must manufacture larger and
more sophisticated equipment for use
i the many large coal-fired power
plants it plans to construct. So far, the
largest steam turbines made in China
are 300 mw; most Chinese-built tur-
bines are 125 mw.

Under the more important of
Westinghouse's two contracts, the tech-
nology transfer agreement, the com-

Two 320,000-kilowatt steam turbine generating units, provided by the Italian firm
GIE, operate inside the Dagang Power Plant.

pany will provide the basic engineering
and design technology for production
of 300 mw-class and 600 mw-class tur-
bines and generators. Four factories—
a turbine electrical
machinery plant each in Harbin and
Shanghai—will begin by assembling
imported components, gradually as-
suming greater shares of the manufac-
turing process until they can produce
the equipment without imported parts.

Westinghouse will train more than
300 Chinese technicians (2,000 man-
months) and will provide extensive
consulting services. The Chinese will
pay a fixed sum for the entire technol-
ogy transter program, rather than pay
running rovalties based on production.

plant and an

Company spokesmen would reveal
neither the length of the arrangement
nor the planned capacity of the plants.
But unconfirmed press reports say the
program will last 15 vears, and the
Chinese plan to produce 4,000-5,000
mw per vear of turbines and generators
in the four factories by the fifth pro-
duction year. The Chinese will need
new manufacturing equipment to pro-
duce the turbines and generators 1o
Westinghouse design, but as vet they
have not selected the equipment to
be imported.

The second Westinghouse contract
was for the sale of components and
parts for one unit each of 300-mw and
600-mw turbines and generators.
Chinese factories will produce some
components for these initial units;
Westinghouse will export other parts,
and the Chinese will assemble them for
testing before beginning mass produc-
tion sometime this vear. Westing-
house’s competitors for the contract
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were Alsthom-Atlantique of France,
Brown Boveri of Switzerland, and

General Electric Company of the US. m PHC"

Once the technology transfer pro-

cess begins, the Chinese probably will m Pm m
sign additional contracts each vear or m c«m‘

so 1o import Westinghouse compo- or [ Yimin He
nents. Their imports will gradually fall :
oft as China learns 1o manufacture i @ Hulan Ergi
more of the equipment itself. The value 00w
of the two contracts has been estimated ?!D;mngpaozi (Tongliao) @ Harbin
at “tens of millions of dollars.” acc nr:l-. vua::aoshan\Huolin He /&)
ing to press reports, and the sale of _ B0 600 i B e To%d:\m
components each vear will undoubt- South Mc{:ruq:'ls Datong . Shenyang Fushun ¥
edly raise the value of the agreements. Tm 200 ldinzhou'N e Lisoyany
. 5 Helanshan [] A 1,200 mw O----5*

Westinghouse signed both contracts Suoxian & Beiiing Tangahen Anshan
with First Ministry subsidiaries: the 1360 mw Tianjin « @ S
Chinese Machine Building Interna- Tl 750%'“
tonal Corporation and the China Shiheng o
National Electrical Equipment Cor- A 600 mw @ N
poration Oinlin? *an A (Szhal"qll' S
Boiler Contracts :gca;::u ‘p?:,:ﬂi':,‘;:fn,,_ E&uf;":ﬂ 600 mw

Combustion Engineering’s two con- 600 mw I; AR 750 mw
tracts to upgrade China’s  boiler- ‘= "ég:i:‘ﬂ"
production technology. as vet un- ik an Shanghai @
approved by the Chinese central au- East China Sea
thorities, also include a long-term [ Liupanshui
licensing and technology wransfer
agreement, and an order of parts for A\ Major thermal power projacts, 1680
“verification units,” or model boilers, in a 8:::"13';3'3;333“ tocba gl
each design category. © Other thermal power projects

A company representative would not Guangzhou .OH;.’)%"’?‘E” . Z“de' construction, 1880-81
disclose the number of vears the agree- s 5;::“ A
ment will last nor the value of the first Taiwan {iries Unsdas canstruction $
two contracts, but he noted that the
Chinese would pay rovaltes for the
boiler technology. The Chinese factor- China’s Lagging Electric Power Capacity
ies will need new manutacturing equip-
ment to produce the boilers, he said. The Chinese have estimated that for every percentage growth in national
Yet thev have not vel decided whether industrial output value, electric power output must increase by 1.2 percent.

Clearly, the growth in electric power output has not kept pace with that of
industry in recent years. This lag may foreshadow a decrease in industrial
growth in coming years.

to import it or build it domestically. C-E
won the contract over competition
from Babcock and Wilcox.

The Chinese have requested US 1980 1981
Exim Bank financing for both the 1977 1978 1979 (estimated) (targets)
Westinghouse and the Combustion En-
gineering contracts. Exim recently au-
thorized preliminary commitments for
these two projects, but refused to reveal Percentage change 9.8 14.8 9.9 6.4 4.0
their total value.

Electric power
output (billion kwh) 223.40 256.55 281.95 297.1 312

National industrial output

Allis-Chalmers Agreement value, percentage change 14.0 13.5 8.5 6.0 6.0
The Chinese are looking to the US New power-generating — 5,050 4,650 2,075 —

for technology in the production of capacity (mw)

generating equipment for hydroelec- Total power-generating

tric, as well as thermal, power stations, capacity (mw) — 52,150 57,200 - _
To such an end Allis-Chalmers and the
China Machine Building International
Corporation signed an agreement

Power-generating
equipment produced (mw) 3,181 4,383 6,212 — —

October 7, 1980. Percentage change — 52.1 28.4 — —
The US company has not vet Souvrce: Xinhua News Agency, February 26 and July 1, 1980; Nauonal Council Ales.
announced the details, but the agree- Fable prepared by Dori Jones.

ment involves joint eftforts in research,

demgn. engineering, and manufacture
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Electric Power Generating Plant and Equipment Sales to
China 1978-80*
Value Approximate
Company Equipment (millionUS$) date of sale
Mitsubishi Heavy Boilers, turbines, $195 10/78
Industries, Mitsubishi generators for two
Electric 350-mw thermal power
(lapan) plants, Baoshan
Related contracts
Tokyo Electric Power Design and engineering $2.15 8/78
Services Co., services
Toden Kenesetsu
(Japan)
Ohbayashi-Gumi, Raw materials, $0.622 2/80
Mitsubishi Corp., equipment, and technical
Godo Sangyo assistance for Baoshan
(Japan) power plant
Steinmiiller GmbH Two precipitators NA 9/80
(W. Germany)
Alsthom-Atlantique 600-mw set of turbo $120 10/79
(France) alternating-current
generators for
Yuanbaoshan
Related contracts
Steinmiiller GmbH Steam boilers for above NA NA
(W. Germany)
Babcock Product 12 coal-pulverizing mills, $12.5 12/79
Engineering, Ltd. equipment, and
(UK) technology
Related contracts
Babcock Bristol Control and associated $0.386 6/80
(UK) mstrumentation
Laurence, Scott 24 high-tension electric $1.13 2/80
and Electromotors motors
(UK)
Cokerill, S.A, Ateliersde  Construction of two 2/80
Constructions Eléctriques — 300-mw coal-fired
de Charleroi S.A., Traction  stations near Pingdingshan
etEléctricité S.A. (Belgian boilers and
(Belgium) and generators, French
Alsthom-Atlantique turbines)
(France)
Related contracts
Belgian consortium Electrostatic precipitators NA 9/80
for above
Hotwork Development 1.5 million btu per hour NA 5/80
(UK) recuperative burner
Weir Pumps (UK) Six sets of pumps and $2.9 1780
associated equipment for
power stations
ASEA Co. Equipment for three $20 8/79
(Sweden) 550/220 kv substations
BICC Bryce Capacitors High-voltage power $0.36 2/80
(UK) capacitors for reactive
compensation
Alsthom-Atlantique Material and technology $9.83 11/79
(France) for autotranstormers
Hongkong Electric Five 30-mw electric power NA 878
generating plants
dismantled for shipment to
China
Ebasco Services Inc. Design of four generating, $12 12/80
(US) units, two 300-mw units at
Shiheng, Shandong; two
600-mw units at Huainan
No. 3
*Forinformation prior 1o 1978, see CBR, Sept.—Oct., 1977, “Table 2" p. 25.
lable compiled by Dori Jones.
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of hydropower equipment, for both
small- and large-scale power stations in
China and in the US. Allis-Chalmers
will help the Chinese upgrade hy-
draulic testing laboratories in Heilong-
jiang, Sichuan, and Tianjin. In addi-
tion, the company will provide train-
ing, and the Chinese will supply cast-
ings and forgings for hydro equipment
and turbine-
generators. A company  spokesman
would not reveal the value of the ar-

small hvdraulic

rangement, but confirmed a formal
agreement had been signed.

The Chinese already have found a
market in the US for their turbine
generators designed for small-scale
hy-
draulic turbine plant in Chongqing,
Sichuan Province, announced a con-
tract with a US company in January
1980 to export three sets ol water-
impulse turbine generators with a
capacity of 200 kilowatts each. More
than 20 sets of five to 200 kilowatt (kw)
generators were sold to US firms in the
last two vears.

hydroelectric power stations, A

In January 1981, the Camanche hy-
dropower station in California, 30
miles cast of Stockton, purchased three
sets of hvdroelectric generating equip-
ment, each with a capacity of 3,150 kw
and valued at $2.6 million. The
manufacturer, Donglang Electrical
Machinery Plant in Devang, Sichuan
Province, is the first Chinese producer
of hvdropower equipment to win a con-
tract in the US through international
bidding.

I'he Chinese also have exported
small-scale hydro equipment to the
Philippines, Africa, and Eastern
Europe. The First Ministry held an in-
ternational seminar-workshop on the
development and application of small
hydrogenerating techniques in Hang-
zhou m October and a concurrent ex-
hibition of Chinese-built generating
equipment. At that time, the Chinese
announced intensive preparations for
the establishment in China of an inter-
national training and research center
on small hvdrogenerating techniques
in cooperation with the United Nations
Development Program. About 100
Chinese plants produce 83 varieties of
water turbimes and more than 120
kinds of generators, according to
Xinhua. The turbines can accommo-
date waterheads from as little as two to
as much as 400 meters; the capacity of
the generators range from 12 to 10,000
kilowatts. A
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Licenses for Electric Power Generation and Transmission Equipment

Company Product Date  Chinese Factory

Westinghouse (US) 300- and 600-mw steam turbines 9/80  Harbin Steam Turbine Plant, Harbin Electrical
and generators Machinery Plant, Shanghai Turbine Plant,

Shanghai Electrical Machinery Plant

Combustion Engineering (US) 300- and 600-mw steam generators 12/80  Harbin Boiler Plant, Shanghai Boiler Plant
(boilers)

Klein, Schanzlin & Becker  Boiler water-supply pumps - Shenyang Water Pump Plant

AG (West Germany)

Alsthom-Atlantique (France) Autoformers and mutual inductors 11/79  Shenyang Transformer Plant

Energie und Verfahrenstech-  Coal-grinding machines — Shenyang Heavy Machinery Plant

nik GmbH (West Germany)

Fluiddrive Co. (UK) Coupling machines for power plants e Dalian Fluiddrive Machinery Plant

Canadian Veln Co. (Canada) Water-dredging machines — Dalian High-Tension Valve Plant

Brown Boveri Co. Switches and other electrical — Beijing Low-Tension Electric Appliance Plant

(Switzerland) accessories

McGraw Edison Co. (US) Power capacitors 1979  Xian Electric Capacitor Plant

Alsthom-Atlantique (France)  500-kv reactors — Xian Transformer Electric Furnace Plant

ASEA Co. (Sweden) High-tension capacitor-type sleeves — Xian High-Tension Electric Porcelain Plant
for 200 and 500-kv transtormers

Merlin-Gerin Co. (France) SF6 circuit breakers in 72.5 to 550 4/80  Pingdingshan High-Tension Switch Plant
kv-range

Smiths Co. (UK) Sparkplugs 1/80  Nanjing Electric Porcelain Plant

TLT Co. (West Germany) Air-dispatching and -directing — Shanghai Blower Plant
machines for large power-plant boilers

— information not available Sotrrces: Business China, October 29, 1980, and other press reports.

A New and Indispensable Reference Work

WHO'S WHO IN THE PEOPLE’S
REPUBLIC OF CHINA

By Wolfgang Bartke
Institute of Asian Affairs, Hamburg

“Wolfgang Bartke's Who's Who in the People's Republic of
China is an invaluable biographical dictionary of China's
current leadership and its publication contributes sig-
nificantly to contemporary China studies. No other book
in English sketches the careers of so many Party, govern-
ment, military, and academic leaders or provides similar,
extensive organizational charts....”

Michel Oksenberg

Professor of Political Science

The University of Michigan

More than 2000 up-to-date biographies alphabetized in
the pinyin system « More than 300 subject photos

» 150-page appendix on “The Organization of the
People's Republic of China” + Wade-Giles/Pinyin
conversion table for all biographical entries « Separate
biographical section containing 25 in-depth “Biographies
of Important Deceased and Purged Cadres” whose
influence reaches into the present.

Special prepublication offer now through 51/81  $85.00
$100 thereatfter.
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Commodity Composition of China’s Foreign Trade, 1970-79

Million current US dollars, exports (fob) imports (1970-76 cif, 1977-79 fob)

Imporls 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979
Capital gmds()fn'h:('h: 375 420 445 725 1.650 2,210 1,840 1,240 2,010 3,870
Machinery 195 215 210 310 770 1,265 1,300 500 955 2,430
Transport equipment 160 185 215 390 835 890 470 640 945 1,245
Precision instruments 15 10 15 15 40 50 60 75 85 150
Consumer durables Orwhich 15 15 20 40 45 35 30 40 100 290
Wristwatches 5 B 5 5 20 20 15 15 15 45 75
Foodstuffs O which: 395 320 510 1,080 1,600 900 565 1,110 1,350 1,860
Grains 280 215 345 840 1,180 675 325 655 965 1,430
Oilseeds’ 0 0 10 65 160 15 5 115 35 115
Sugar 80 70 135 135 175 180 200 300 265 200
Industrial supplies Of which 1,460 1.555 1,875 3,380 4,125 4,250 3,570 4,230 6,850 8,320
Natural textile fibers 95 125 215 450 520 260 190 420 695 995
Synthetic textile fibers 15 15 25 35 95 95 115 160 175 155
Paper and paperboard 15 10 20 35 100 80 45 60 95 160
Wood pulp - — — - - — - 55 40 70
Rubber’ 80 60 70 170 165 155 155 205 190 310
Petroleum and products - — — 75 105 45 40 55 40
Manufactured tertilizers 140 135 145 210 220 405 230 320 430 615
Crude fertilizers® — — — — —_ = 35 50 70
Plastic materials 30 20 35 50 125 70 90 90 130 150
Metalliferous ores and scrap - - - — 110 125 125 110 160 140
Iron and steel 405 465 510 930 1,210 1,550 1.445 1,445 2,870 3,310
Nonferrous metals 210 150 235 410 415 450 260 250 410 490
Industrial metal products® - — - — 85 125 90 55 115 175
Chemical elements and compounds® - — — = — 270 355 385
Total 2,245 2,310 2,850 5,225 7,420 7,395 6,005 6,615 10,305 14,345
Im ports Percent
100 100
Foodstuffs Grain (mainly wheat) Consumer Durables
804 — — — —— Other - 80
[  Mas e — Natural Textiles e BT N s =]
1T- — k_d'zy‘rd(—-“”"dfl_o”,j;;;rr: - v Emies o o ~ . — - —_——
60 4 Iron and Steel o o - 60
T Non n_‘rrl_wTJ_s Metals R T ;/ = | S B — /;'
40 +— | T o . - S emieEy s s = L 40
1Industrial Supplies Other -
20 A Machinery - 20
—_—
] Capital Goods e —— e il
[ . DR == = T Transport Equipment Other
T T - y T B e TR e ) —_——
1970 1971 1972 1973 1974 1975 1976 1977 1978 1979

Sources: 1970-76: Richard Batsavage and John Davie, “"China’s International Trade and Finance,” in US Congress Joint Economic Committee ted. ), China Econom
Post-Mao, 1978, pp. 737-38

1977: National Foreign Assessment Center, China: International Trade Quarterly Review, Second Quarter, 1979, lanuary 1980, pp. 16-17

1978-79: National Foreign Assessment Center, China: International Trade, Second Quarter, 1980

'Cif figures may be converted to fob using ratio 1:0.91. This formula may cause distortion in the case of commodity categories with cit1oh ratios which differ from this
average ralio
“‘Oilseed imports almost exclusively soybeans
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Exports 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979

Agriculture Of which: 980 1,160 1,470 2,175 2,585 2,855 2,670 2,610 3,290 3,970
Live animals 65 90 110 135 195 215 230 245 255 250
Meat and fish 150 185 225 335 335 415 430 375 525 635
Grain 110 95 155 445 715 720 450 395 350 335
Fruitand vegetables 170 155 180 245 315 360 385 500 580 720
Tea and spices — — — -— 100 100 140 180 230 315
Oilseeds 65 65 70 110 135 140 85 85 95 200
Eggs and dairy products — — _— — — — 65 65 75 75
Vegetable oils —_ — — — — - 40 30 55 65
Natural textile fibers 100 120 205 330 190 250 285 290 400 510
Crude animal materials 115 105 115 170 200 230 260 335 375 445
Tobacco = — — — — — 35 35 40 45
Hides and skins o — - — — — — 30 35 55 70

Extractives Of which: 115 130 165 240 705 1,095 870 1,020 1,320 2,050
Crude minerals == — — — 105 120 65 85 140 185
Coal — — — — 115 130 95 80 100 1725
Crude oil 0 0 0 30 425 760 665 795 1,015 1,580
Metalliferous ores B — — — - — — 45 55 70 115

Manufacturing Of which: 1,005 1,210 1,515 2,660 3,370 3.225 3,715 4,470 5,470 7,660
Chemicals, of which 105 130 160 255 400 300 330 410 475 800

Essential oils and soap — - - - — - 45 60 60 85

Medicinal products — - —- - — — 40 60 75 115
Leather and dressed skins — — — — — — 65 65 80 115
Paper — — - — — - 65 55 7 125
Textile yarn and fabrics 340 325 460 855 940 1,065 1,355 1,235 1,685 2,225
Nonmetallic mineral products — — — — 105 140 150 190 255 305
Iron and steel 40 65 65 120 170 85 105 95 165 210
Nonferrous metals 25 45 30 60 75 120 90 75 125 140
Metal products (industrial) —_ — . — — — 105 210 220 330
Machinery 90 120 125 215 150 210 215 250 275 380
Transport equipment” — — - - 105 130 70 45 50 7
Clothing 155 155 190 345 160 345 420 600 730 1,115
Footwear — — — — — — 65 80 105 145
Handicrafts and light manufactures - — — - 220 190 320 365 425 55

Total 2,095 2,500 3,150 5,075 6,660 7,180 7,265 8,085 10,075 13,675

ExpOl’tS Percent

100 100

Meat and Fish mmeee R e o i P S S
R __7?uTﬂanVc§?tEleZ::::))'—ﬁ-—-ﬁ_ﬁk_i_ _____________ o
f—::::::?___‘ Grain (mainly rice) H,“———-:::::—:
g = . — _Natural Textile Fibers = =~ — — — —— — — — — e === — I 80
1 S _Te:iar?d—Spl(es ﬂ—
oo Agricultural Other Extractive L 60
e Crude Onl ___r_,.r—'—‘*—‘-‘-—-‘——)_—'
404 Textile Yarn and Fabrics ) - 40
-,__- e ﬁcﬂjﬁnn-giir __7_ﬁ T — N ——_;)-_, e S e s o = i
204 — — T - - T T T T e T e e —— L
o Handicrafts and Light Manufactures
TManufacturing Other B
1970 ‘Iqr7 1 1‘;7" 19‘7 3 19'74 T9'7 5 'Iqr7l1 1‘?‘77 19’7& 1979
'Over 90 percent natural rubber.
‘Includes phosphate rock
“Excludes hand-tools, and other household items.
“Includes ammonium chloride and potassium nitrate used as fertilizer
‘Probably consists entirely of raw tobacco
"Transport equipment exports during 1970-7 3 included in machinery export figures Chart prepared by Martin Weil and Jim Stepanek.

The China Business Review/March—April 1981 15



CHINA’S
HOUSING

Karen Berney

The Chinese government recently
acknowledged that over half of the
country’s population hves in substan-
dard housing. To compensate for the
slow pace of government-built residen-
tial construction, Beijing is asking its
citizens to lend a helping hand by build-
ing and buving dwellings of their own.

I'he housing shortage is especially
acute in China's cities, where high rates
of population growth together with the
continuous  demolition ol existing
housing for offices and factories have
resulted in a sharp drop in the average
per capita living space from 4.5 square
meters in 1952 1o 3.6 square meters in
1978. By contrast rural homes, though
not equipped with the modern ameni-
ties characterizing city life, have an
average Hloor space of 15 square meters
per person.

But aside from space considerations,
China's rural masses are faring no bet-
ter than city folk. Some 100 million ru-
ral families (500 million people) are
now seeking to relocate to modern
dwellings made of brick and tle, but
only 10 million rural homes are being
constructed each vear. An estimated
one-third of the total urban population
(about 50 million people) is described
as living in cramped and even slum-like
conditions. Beijing believes the prob-
lem can be solved in two to three vears
if the growth rate of the population is
controlled—which is to say parents
agree to have one child only—and at
least 62 million square meters of new
annually

housing 1s  constructed
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(enough to house 4 million families).
The next challenge is 1o provide
newly moved families with apartment
furniture, which is also scarce due to
shortages of suitable nmber.

The Private Solution

Beijing's short-term answer to the
housing shortage is for the burgeoning
urban populace to buy or build its own
homes. As of last year, citizens have
been encouraged to exercise their con-
stitutional right to private home own-
ership. State-built homes are being put
up for sale in all major cities to private
buyers who pay in a lump sum or in
installments extending over 15 vears at
an annual interest rate of 1 to 2 per-
cent.

In addition, families can now pur-
chase land and build dwellings them-
selves. This alternative has caught on
most quickly in the coastal city of
Fuzhou, where 1,500 households,
aided by state loans for building mate-
rials and remittances from relatives
abroad, already have put up 87,000
square meters of housing, equivalent to
the amount completed by the city's
administration  each  year.
According to the State Statistical
Bureau, privately built houses in 111
cities and towns amounted to 1.81 mil-

housing

lion square meters m the hrst ten
months of 1980,

While home ownership may make
sense for well-off families, most city
residents apparently prefer to grin and
bear it untl new rental units are built.
Rents normally account for only 4 1o 6
percent of an urban family's expendi-
tures: a typical Beijing household with
a combined monthly income of ¥ 110
(873) pays a monthly rate of ¥ 4.50 ($3)
for a new two-room apartment with 25
square meters of living space, including
the cost of electricity, water, and gas.
Urban planners argue that unless rents
are raised citizens will continue to fore-
go private ownership by crowding into
public housing. At the very least, rents
should account for 8 percent of a fami-
ly's income and cover depreciation,
maintenance, and management costs,
some planners recommend.

Reforming the Construction Industry

Beijing's  long-term  strategy 1o
accelerate urban construction hinges
on increasing the proportion of state
investment in residential housing—
from 7.8 percent of the capital con-
struction budget in 1978 to 14.8 per-
cent in 1979 and 1980—and turning

construction enterprises into efhcient
and profitable units. The proposed re-
forms:

* Encouraging enterprises to invest a
share of retained profits in new hous-
ing for their workers and staff; funds
so used accounted for 64 to 81 percent
of total investments in housing in var-
ious localities last year.

* Boosting the supply of essential
building materials (rolled steel, ce-
ment, lumber, glass, and asbestos) and
raising their prices to stimulate output
and reduce waste;

* Allocating  building  materials
directly 1o enterprises, instead of
through commercial bureaus;

* Improving the utilization rate and
productivity of construction machin-
ery. A recent Chinese editorial noted
that ¥ I worth of equipment in China
only completes ¥2.5 of work in the
time that ¥ I worth of the same ma-
chinery in the US finishes ¥ 20 of work.

* Pricing new homes like any commod-

ity in order to reflect varving construc-
tion and materials costs and the quality
of labor.

Speeding Up Rural Construction

In the countryside, a peasant family
has three housing options: finance the
cost of building or remodeling on its
own house: rent a home buill and
owned by a collective enterprise; or
purchase one built by a collective. Only
the most wealthy communes and bri-
gades can underwrite residential con-
struction, so the first method is the
most commonly practiced.

In the past, 1t usually ok years of
frugality for a peasant family to alford
the cost of even the least expensive
home, costing about ¥ 1,000 ($670).
But under Beijing's new liberal policy
of letting production teams decide how
to invest their resources, peasants have
come up with a way to lighten the indi-
vidual household’s financial burden.
By drawing on a common fund consist-
ing of 5 percent of the yearly cash in-
come of each household, a family can
immediately construction
project and reimburse the team later
through installment payments. A
November 17 report in Beijing Review,
said this method enabled 49 rural fami-
lies in Guangdong Province to relocate
to two-storied red brick buildings with

launch a

an average per capita living space ol
17 square meters in no time at all. This
demonstrated that the best solution lies
with the people, the report concluded.

z
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China’s Growing
Consumer Market

China’s growing consumer market is based on simple economics: though most
peasants earn less than $250 per year, at least 30 million urban Chinese make eight

times that amount.

Karen Berney

he number of relatively afHuent

Chinese is rapidly expanding Chi-
na’s market for ready-made consumer
goods. The PRC’s total imports of con-
sumer goods in 1979 reached $290 mil-
lion (or 2 percent of the country’s total
import bill), according to US govern-
ment hgures. Today Beijing is making
outright purchases abroad of China's
most sought-after luxury items.
Japanese firms have been deluged with
orders for more than I million TV sets
and 2 million conventional wristwatch-
es. Observers believe that Beijing soon
will begin courting other foreign sup-
pliers in order to curb China’s black
market in color TV sets, radios, pocket
calculators, and Hong Kong jeans.

The government’s long-term goal is
to reduce consumer goods imports as
domestic output increases. This yvear's
production of bicycles, sewing
machines, and watches overshot gov-
ernment targets and rose by 32.8, 30.5,
and 321
1979 (see chart). The country now has 7
million TV sets, and output in 1981 is
expected to reach 2.5 million sets.
Under terms of contracts signed with
Corning Glass, Telefunken of West
Germany, and numerous Japanese
suppliers, China is importing assembly
line equipment and technology to mass
produce components for about 6 mil-
lion color sets annually.

But well-off urbanites aren’t waiting
for domestic production to come on
stream. Chinese buyers are Hocking to
department stores, tourist hotel shops,
and friendship stores that sell imported
TVs, cameras, calculators, watches,
Kodak film, Time magazines, California
wine and champagne, Coca-Cola,
Marlboro cigarettes, and most recently,
Shiseido skin-care products. The goods
at tourist shops are supposedly for sale
only to foreigners, but Chinese

pt‘l'('(’n[ res I)t‘l'li\'(’i}‘ over
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apparently manage to shp by the door
guards, or have foreign friends buy
goods for them. Price tags are now de-
nominated in both the new script and
RMB, a sign that prohit-conscious ven-
dors are actively soliciting Chinese cus-
tomers.

“The Chinese don't think twice about
spending ¥ 1,000 ($660) on a consumer
good, so foreign-made electronic prod-
ucts are virtually flying into their
hands” reports one US trader.

Most foreign-made items are sold on
consignment—not the most desirable

way to reach the Chinese populace-at-
large, exporters agree. The Chinese
vendor sets a retail price to ensure large
profits, and only pays the foreign ex-
porter the cif (cost, insurance, and
freight) price when the merchandise
has been sold, thereby avoiding all
risks. But sales on consignment can
facilitate the establishment of a com-
pany’s brand name and provide pre-
marketing intelligence on the strength
of China’'s demand for foreign con-
sumer goods. E

1980

1979

1978

1977

TVs

hua, January 11, 1981

Output of Major Consumer Goods
(million units)

Wristwatches
22.6
7.1
Bicycles
13 4 13 5
10.1
Sewing i
Machines LR
7.7
5.9
4

SOURCES State Statistical Bureau, Communiqué on the Fulfillment of China’s
1978 and 1979 National Economic Plans,; Beijing Review, April 17, 1979, and Xin-
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Personal Incomes in China

China’'s new national  goal, first
announced by Party Vice-Chairman
Deng Xiaoping in August, is (o raise
per capita GNP to $1,000 by the end of
the century. By then, predicts Beying
Review, washing machines, TV sets, re-
frigerators, and other consumer dur-
ables will be permanent hixtures in
Chinese homes while the national diet
will contain significant quantities ol
meat, eggs, and sugar.

China's total GNP i1s the sixth largest
in the world, just above the UK and
below France. But its 1979 per capita
GNP of $258 ranked 101st among the
more than 150 countries and territories
of the world. No wonder a Chinese
economist has described hitting the
$1,000 mark as “no easv task.”

[t the goal is to be reached. per capita
GNP must grow by 7 percent, total
GNP by more than 8 percent, and
population by no more than 1-2 per-
cent per year for the next 20 vears.
These rates of growth are in line with
past trends, according to Chinese gov-
ernment statistics, which show that per
capita GNP has grown by 12 percent
per year since 1975 (see Table 1).
Although the methodology used was
not revealed, these remarkable growth
rates are undoubtedly due in large part
to the 24 percent appreciation of the
RMB vis-ia-vis the US dollar since 1975,
Hence, it1s not clear to what extent the
hgures reflect real improvements in
living standards.

Growing Income Inequality

Even if the average person’s income
increases, Beijing recognizes that no
evervone will enter a age of
prosperity at the same ume. China's
leading economic planner, Xue Mu-
recently said: “differences in
prosperity are so great, sometimes in
terms of centuries, that it is impossible
for all provinces and counties 1o join
the [ront ranks of the world at once.
The problem is that by the end of the
century, 70 1o 80 percent ol the popula-
ton will still remain poor.”

new

qiao,

Income inequality in China is pro-
nounced, most observers believe. The
largest gap is between city people and
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peasants. Indeed. urban per capita
GNP in 1979 was about $130 (given the
government's own hgure of $253 GNP
per capita tor the whole country, and

estimates by several American Sinolo-
gists that the income of China’s 160
million urban residents is at least twice
that of peasant incomes). Even the

Population
Year (millions)
1975 919.70
1976 932.67
1977 945.23
1978 958.09
1979 970.92

Location

Beijing suburban communes
Shanghai suburban communes
Suburban commune national
average
Hubei Province
Shenyang Municipality,
Liaoning Province
Zhejiang Province
Heilongjiang Province
Henan Province
Shanxi Province
Liaoning Province
Xizang Autonomous
Region
Jiangsu Province
Sichuan Province
Guangdong Province
Anhui Province
Qinghai Province
low estimate
high estimate
Gansu Province
low estimate
high estimate
Xinjiang Province
low estimate
high estimate

National average

as ¥58.0 ($38.6) per household in 1979.
SOURCE: National Council provincial files,

Table 1: GNP Growth Rates

GNP at Current Prices

Amount Per capita
(billion US $) (US $)
142.55 155
141.77 152
161.63 171
199.28 208
245.64 253

SOURCES: Beijing Dailv, October 27, 1980; Beijing Review, Oclober 27, 1980; and State
Statistical Bureau Communiqués, June 27, 1979, and April 30, 1980.

Table 2: Official Income Data

Annual per capita income in 1979
derived from collective labor*

Yuan Dollar equivalent
368 238
260 168
300 194
200 129
147 95
120 77
110 7
109 70
104 67
100 65
100 66
95 63
80 52
78 50
75 48
70 45
150 97
70 45
162 105
66 43
107 69
102 66

*Excludes income earned from household sideline production, which was reported
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$430 figure underestimates the relative
affluence of the 27 million people re-
siding in Beijing, Tianjin, and Shang-
hai, whose GNP per capita reportedly
exceeds $1,900.

Within rural areas, the income gap
between rich and poor peasants is also
fairly wide. Farming areas near Bei-
jing, Shanghai, and other relatively de-
veloped regions boast incomes well
above the rural average, as indicated by
the income data in Table 2.

Food Consumption Regains Level of
1930s

Virtually no improvement in per
capita food consumption has taken
place in the first 30 years of the PRC.
The government’s own estimates place
current per capita food consumption at
Just over 2,000 calories a day—about
the same level of caloric consumption
as in the 1930s (see Table 3). The rise in
food consumption 1o the same stan-
dards of about 40 years ago stemmed
from China’s record harvests in 1978
and 1979,

In analyzing the current age, sex,
and  weight characteristics of the
Chinese population, Professor Vaclav
Smil of the University of Manitoba
calculates the daily food energy needs
of the average Chinese at approximate-
ly 2,120 calories. This matches current
food availability in China but probably
understates the food energy needs ol
the most physically active segment of
the labor force.

The impact of emphasizing grain
production at the expense of other
crops is shown in Professor Smil’s table
on the composition of the Chinese diet:
grains alone supply 80 percent of the
population’s food energy requirements
and nearly four-ffths of its protein
needs. But he notes that an all-
vegetarian diet is not unique to China
and prevails in many other developing
countries, including India and Nigeria.

A detailed look at the average
Chinese diet in 1978 reveals that 96
percent by weight (355.9 kilograms)
came from grain and other vegetal
foods, while only 4 percent (15.9 kilo-
grams) came from pork, fish, eggs, and
other animal sources (see Table 4).
According to Professor Smil, the lack of
animal protein in the Chinese diet may
be gradually corrected under China’s
latest agricultural policies which stress
diversihed cultivation, fish breeding,
and animal husbandry, among other
sideline pursuits neglected during the
Cultural Revolution. —Karen Berney
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Years
1929-33
1931-37
1933
1949-58
1957
1960-61
1964-66
1974
1977-78
1978
1979-80

p. 407.

Table 3: China’s Daily Per Capita Food Consumption, 1929-80

SOURCES: Vaclav Smil, associate professor, Department of Geography, University of
Manitoba, Winnipeg, Manitoba, Canada, R3T 2N2. Professor Smil’s references:
1929-1933. John L. Buck, Land Utilization in China, Nanjing University Press, 1937,

1931-1937. T. H. Shen, Agricultural Resources of China, Cornell University Press,
Ithaca, New York, 1951, pp. 378-81.

1933. Ta-chung Liu and Kung-chia Yeh, The Economy of the Chinese Mainland:
National and Economic Development, 1933-1959, Princeton University Press, Prince-
ton, NJ, 1965, pp. 28-30.

1949-58. John L. Buck, “Food Grain Production,” in Food and Agriculture in Com-
munist China, F. A. Praeger, New York, NY, 1966, p. 72.

1957 and 1974. Vaclav Smiil, “Food Availability in Communist China: 1957 and 1974,
Issues and Studies, Vol. 13, No. 5, May 1977, p. 55.

1960-61. W. Klatt, “Communist China’s Agricultural Calamities,” The China
Quarterly, No. 6, Apr.—June, 1961, p. 75.

1964-66. Food and Agricultural Organization (FAO), Food Balance Sheets 1964-66
Average, Rome, 1971, p. 134,

1977-78 and 1979-80. Vaclav Smil, 1980.

1978. Central Intelligence Agency (CIA), China: Demand for Foreign Grain, Wash-
ington, DC, 1979, p.

Vegetal Foods Animal Foods Total
2,070 210 2,280
2,073 153 2,226
1,940 190 2,130

— — 2,007
1,962 113 2,075
1,790 110 1,900
1,863 182 2,045
1,910 135 2,045
2,030 100 2,130
1,850 86 1,936
2,150 — —

1

Table 4: China’s Diet in 1978

Annual
per capita
Daily per capita consumption consumption
Total food
energy Protein Lipids

Foodstuffs (calories) (grams) (grams) (kilograms)
Milled rice 915 17 1 92.8
Wheat flour 330 11 1 33.7
Corn 280 7 3 29.5
Other grains 170 6 1 18.3
Potatoes 160 3 1 64.5
Soybeans 30 3 2 3.4
Vegetable oil 50 - 5 2.0
Vegetables 60 B 1 103.5
Fruit 5 — — 5.2
Sugar 30 — — 3.0
Total vegetal 2,030 51 15 355.9
Pork 65 2 6 Zi5
Fish 10 z 1 4.5
Animal fats 10 — — 0.4
Poultry 5 1 1 0.9
Eggs 2 1 1 1.8
Other meats 5 — 1 0.8
Total animal foods 100 6 10 15.9
Total 2,130 57 25 371.8

SOURCE: Vaclav Smil.
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TECHNOLOGY
TRANSFERS

As thewr available budgets shrink, Chinese negotiators have
shown greater willingness to discuss licensing and
subcontracting deals in order to gain access to foreign

ne ol the most intractable prob-

lems facing China’s planners has
always been how to modernize industry
with limited investment funds and even
less foreign exchange. The dilemma
has become progressively more acute
since the economic readjustment policy
was first announced in early 1979, and
particularly so since the December
1980 Party work conference autho-
rized a drastic cutback in the central
government's 1981 investment budget
from the previously announced ¥55
billion ($34.8 billion) to ¥ 30 billion
($19.0 billion).

As budgets have been reined in, Chi-
na has deemphasized expensive turn-
key plant purchases. This move stems
as well from the realization that im-
ports of sophisticated hardware by
themselves transmit neither operation-
al nor design and manufacturing
know-how. The Chinese have learned
this lesson the hard way through such
wasteful experiences as their inability
to operate $500 million worth of Ger-
man and Japanese equipment at the
Wuhan steel mill.

The policy change is evident in re-
cent contracts that call upon foreign
firms to play a much larger role in the
operation of Chinese factories. In their
agreements to oversee construction of
a drill-bit plant in Chengdu and a new
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technology.

Martin Weil

TV glass plant in Shanghai, for exam-
ple, US firms Hughes Tool and Corn-
ing Glass have both incurred ten-year
contractual obligations for technician
training, production assistance, and
transmission of newly discovered tech-
nical information (see CBR, July-Aug.,
1980, p. 54). This presents a marked
contrast to previous turnkey arrange-
ments, under which the foreign com-
panies’ obligations were basically de-
fined by mechanical and performance
guarantees in connection with the suc-
cessful startup and operation of im-
ported factories.

When Hughes began discussions in
1978 the Chinese were mainly in-
terested in buying a plant. Ironically, it
was the company, which views itself a
major innovator of drill-bit technology,
that first suggested a longer-term tech-
nology transfer arrangement.

With fewer funds to spend under the
new policy the Chinese are placing
greater emphasis on upgrading ex-
isting plants. US firms have responded
by drawing up a variety of technical
assistance arrangements with Chinese
factories. Some examples:

Licensing. Prior to 1979, China ex-
pressed only a limited interest in licens-
ing (the sale of proprietary know-how
in exchange for fees, royalties, or other

forms of payment). In only a few iso-
lated instances were licenses sought for
the machine building industries; licens-
ing agreements that were signed main-
ly covered proprietary processes in im-
ported turnkey plants that manufac-
tured petrochemicals, centrifugal com-
pressors, and advanced aircraft en-
gines.

Since then, however, licensing has
been discussed for a wide variety of
product lines in the machine building
industries. To assure a more thorough
technology transfer than could be
obtained from simply supplying draw-
ings and training technicians, the
Chinese are promoting the concept of
“coproduction” in many licensing
negotiations. In a  coproduction
arrangement a Chinese factory assem-
bles imported components untl it
learns how to manufacture the final
product using primarily domestic
materials.

In the electric power machinery in-
dustry—currently a top priority—the
Chinese are seeking licensing arrange-
ments for all types of major equipment.
Three important contracts have been
signed with Westinghouse, Combus-
tion Engineering, and Allis-Chalmers
for steam turbine-generators, boilers,
and water turbine-generators (see p.
25). Other sectors in which licensing is
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being vigorously promoted include
shipbuilding, automotive parts, and in-
strumentation. In addition, many types
of general-purpose machinery are to
be produced under license (see box). Sig-
nificant agreements have been reached,
including one with Limitorque, a Phil-
adelphia Gear Corporation sub-
sidiary, to produce valve actuators
in Tianjin; with Verson Machine Tool
of Chicago to produce metal-pressing
equipment; with Sperry Vickers to pro-
duce hydraulic valves; and, in January
1981, with Cummins to produce inter-
nal combustion engines for use in many
different types of  machines. The
aforementioned Hughes and Corning
Glass deals also fall in this category.
(Corning’s $25 million contract will be
paid in cash, and its Shanghai partners
did not even show interest in pursuing
the company's offer 10 seek US Exim
Bank financing.)

Licensing of metallurgical equip-

ment is an increasingly high priority,
particularly in the wake of the cancella-
tion of phase two of the Baoshan iron
and steel project. Several US hirms have
been approached to discuss the sale of
roll-manufacturing  know-how. (The
rolls are used in rolling mills.) Mannes-
man-Demag of West Germany recently
concluded one of the first solid agree-
ments in the metallurgical field, involv-
g coproduction under license of
seven small continuous billet casters.
The Germans will supply the hrst
caster, while the Chinese will manufac-
ture the seventh after gaining mastery
of the process.
Joint equity ventures and compensa-
tion trade. A recent flurry of joint ven-
ture agreements in small but sophisti-
cated products such as process-control
instruments, vacuum pumps, phar-
maceuticals, and television sets, has
raised the total number of joint ven-
tures approved by the Chinese govern-
ment to 24 (see box). In all the new
agreements, the Chinese are assured of
a continuous technology transfer over
a ten- to 20-year period. Many com-
panies willing to engage in joint ven-
tures despite their risks and uncertain-
ties are motivated as much by a desire
to gain a foothold in future sales as by
the expectation of immediate proht
from the ventures themselves.

Considerable technology transfer
also has taken place under the terms of
compensation trade ar
number of what the Chinese call “joint
ventures” are actually arrangements of

'illlgt‘lﬂt‘ll[h’. A

China’s Joint Equity Ventures

China’s Foreign Investment Control Commission (FICC) announced in
December that the country had entered into more than 300 “joint ventures”
with foreign companies. Total investment in these ventures is reportedly
S1.8 hillhon, of which $1.4 hillion represents Toreign capital; the average
amount of foreign investment per venture amounts only to $4-55 million.
I'he largest known foreign investment is $72 million in the Great Wall
Hotel.

Of the 300-plus ventures, however, only those listed below are true
jomnt-equity ventures. FICC provided alistot 17 o the CBR i January 1981
Seven additional joint-equity ventures have received FICC approval, accord-
ing to the Chinese media and unofhcial foreign press reports.

I'he remaining ventures are “contractual joint ventures.” or

joint man-
agement projects.” in which foreign firms supply capital and equipment,
and the Chinese side handles the management, with prohis splitaccording
to contract provisions. The CBR was told that nearly all of these projects are
located in Guangdong, presumably because of the province's connections
with Hong Kong and Macao Chinese, who are the source ol investment
funds. Fullv 26 of the Guangdong deals involve investments in housing
projects for Overseas Chinese. FICC oficials indicate that through 1981,
these projects were implemented without FICC approval, hut that tighte
control might be imposed in the future.

Venture Chinese partners Foreign partners

Approved solely by FIC (Equity shares in parentheses)

1. Beijing Air Catering Civil Aviation
Co., Ltd., has catering Administration of China
rights for international (51%)
flights of CAAC and 14 Dairy Farm (50%),
other airlines from Jamestown Investments
Beijing (32%), and Bank of East Asia
(18%)

China Air Catering, Hong
Kong, Ltd. (49%); owned by
Hong Kong Land subsidiary

]

China Construction
Machinery Corp. (75%)

. China-Schindler
ElevatorCo., Ltd.,
Beijing and Shanghai;
20-year agreement

Schindler Holding AG,
Switzerland (17%); Jardine
Matheson & Co., Ltd., Hong
Kong (8%)

3. Tianshan Woolen

Textile Co., Ltd.,
Urumgi. Total equity
$13million: to
manufacture 464 tons
woolen yarn and
720,000 sweaters per
year.

4. Jianguo Hotel, Beijing

w

. Great Wall Hotel,
Beijing; $72 million
investment financed by
loan from consortium
led by Nordic Bank,
Ltd.; ten-year
agreement

6. Palace Hotel, Beijing

~

- Guangming Overseas
Chinese Llectronics
Co., Ltd.

8. Name and activity of
joint venture not
disclosed by mutual
agreement of partners

Urumqi No. 1 Knitwear
Mill, and the Urumgi
People’s Knitwear Mill,
(51%)

China International Travel

Service (51%

China International Travel
Service (51%)

ChinaInternational Travel
Service

Peninsula Knitwears, Ltd.,
and Rawcott International,
Ltd., Hong Kong and Toyo
Boshi Kogyo Co., Ltd.,
Japan (49%)

Zhong Mei Hotel
Development Venture, Lid.,
Hong Kong (49%)

E-S Pacific Development
and Construction Co., Ltd.,
Bermuda (49%)

Yick Ho, Ltd., Hong Kong

Electronics Enterprises, Ltd.,
Hong Kong

this sort. Examples from heavy indus-
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Approved by FICC and provincial or municipal authorities

9.

Westlake Rattan Co.,
Zhejiang

. Onent Optical Factory,

Zhejiang

. Yanhua Standard

Battery Co., Hebei

. Jinhua Watchdial and

Watchhand Corp. Total
equity $450,000; to
produce 2.4 million
watch-dials and -hands.

Sino-French Joint
Venture Wine Co., Ltd.,
Tianjin

Zhejiang Furniture and
Sundry Goods Industrial
Corp.

New Arts Enterprises, Hong
Kong

_— Fada (Prosperity) Optical
Factory, Hong Kong,

— Standard Battery, Ltd., Hong
Kong

Wah Hing Watch
Component Factory, Hong
Kong (20%); Wah Sing
Corp. (10%)

Tianjin Watch Components
Factory (70%)

Tianjin Wine Factory (62%)  Rémy Martin, France (38%)

Approved by provincial authorities according to FICC guidelines

14.

15.

16.

Guangming Pig Farm,
Guangdong

Jiangiao Enterprises,
Fujian

Yiguang Color
Photograph Studio,
Fujian

Fujian Erzhou Crafts
Factory (manutactures
artificial flowers)

= QOverseas United Co.,
Philippines

— Jin Gang (Golden Port), Ltd.,
Hong Kong

- Minhua (Fujian) Trading
Center, Hong Kong

Jiahua Trading Co., Hong
Kong

Approved by FHICC according to unofficial press reports

18.

20.

21.

24,

China Orient Leasing
Co. (willlease
machinery from abroad
with funds borrowed on
the Euromarket, among
other sources)

. China-Otsuka Co., Ltd.,

Tianjin will
manufacture 6 million
500 cc ampules of
glucose and
physiological salt;
20-year agreement

Fujian Hitachi Ltd .,
Fuzhou. To assemble
200,000 color and
180,000band w TVs
per year.

Name not disclosed; to
manufacture vacuum
pumps

. Name notdisclosed;

will manufacture
electronic instruments

. Name not disclosed;

will manufacture
pneumatic instruments
in Zhaoqing,
Guangdong; 20-year
agreement

Computer World
Publishing Services

Beijing Machinery and
Electrical Equipment Co.
(30%); China International
Trust and Investment Corp.
(20%)

Orient Leasing Co., Japan
(50%)

Otsuka Pharmaceutical Co.,
Japan (50%)

China Pharmaceutical Corp.
(50%)

Hitachi (38%); Hitachi Sales
Co. (10%); Toei Shoko, Ltd.

(2%)

Fujian Electronics Import
and Export Corp. (40%);
Fujian Investment and
Enterprise Corp. (10%)

Busch KG, West Germany
(50%)

Shanghai General
Machinery Co. (50%)

Foxboro Instruments, US
(49%)

Shanghai Instrumentation
Industry (51%)

Foxboro Instruments, US
(49%)

Guangdong Instrument
Factory (51%)

Enterprise not disclosed
(60%)

US company name not
announced (40%)

SOURCES: Foreign Investment Control Commission, January 28, 1981. Natonal Council Beijing
representative, Scott Seligman; Xinhua and foreign press reports, various dates.

Table prepared by Martin Weil
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try include the Shanghai Aircraft Fac-
tory’s contract to supply doors for
McDonnel Douglas DC 9 jets, and the
Dalian shipyard’s contract to repair an
oil rig and manufacture parts for two
other rigs for Baker Marine of Hous-
ton. In these cases the Chinese factories
are treated much like company subcon-
tractors.

Both companies believe their
arrangements, which require minimal
capital investment, will transfer manu-
facturing skills in a manner commensu-
rate with China’s ability to absorb them.
From the Chinese point of view, they
are commercially attractive in that they
earn foreign exchange, as well as im-
prove manufacturing technique. In
some cases, they may have the added
advantage of taking up underutilized
production capacity.

In light industry, notable compensa-
tion trade arrangements call for the
Great Eastern Corporation of Connec-
ticut, AMF Voit, and the BRS (Nike)
Corporation to purchase bicycles, bas-
ketballs, and running shoes made to
specification by several Shanghai and
Thanjin factories. In a variation on the
buyback theme, Reynolds Tobacco has
leased machinery and sent training and
quality-control personnel to a Xiamen
(Amoy) cigarette factory, and will pay a
royalty for all sales of Camel Filter
cigarettes manufactured there.

One of the most promising indus-
tries for compensation trade and other
types of arrangements is consumer
electronics. Sony, for example, reached
agreement with a Beijing factory in

January 1981 to produce 100,000

radio-cassette players for export to the
company in 1982, It hopes to follow
this up by producing televisions for the
Chinese domestic market, and later by
establishing a joint venture to manufac-
ture radio-cassette players and TVs.

Problems Still Remain

Despite the success stories, a number
of technical assistance discussions with
US firms have failed thus far to result in
concrete agreement. Well-known ex-
amples are the joint-equity venture
negotiations  involving  Ford and
General Motors for a truck plant,
licensing deals with US companies for
large off-highway trucks, and the pro-
posed joint ventures with Beatrice
Foods in various food-processing en-
terprises. Many of the failures are ex-
plained either by the low priority
attached to the projects by Chinese cen-
tral authorities, or by their excessive
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costs. There are other i1ssues, however,
that have proven troublesome in a
number of different negotiating con-
texts, such as:

Size and duration of licensing royal-
ties. The traditional Chinese aversion
to paying “running royalties,” (license
fees pegged to the output of the licens-
ing plant), arising from the reluctance
to make long-term financial commit-
ments and to divulge production in-
formation, has relaxed only slightly in
recent years. Chinese negotiators, how-
ever, still prefer to purchase propri-
etary know-how in fixed, or so-called
“lump sum,” payments. But many com-
panies are unwilling to accept such
terms, and the Chinese have not made
up their minds on this issue. One com-
pany told the CBR that in a drawn-out
licensing negotiation for power equip-
ment, the Chinese side first insisted on
lump sum, expressed willingness after
six months to accept running royalties,
and later readopted its original stand.

In some cases, including the Hughes
drill-bit  plant, Limitorque’s valve-
actuator agreement, the Sperry Vick-
ers valve contract, and the French heli-
copter deal, running royalties were
agreed upon. The Chinese, however,
have tended to insist on lower royalties
than companies would like (in several
cases as low as 2—4 percent). The
Hughes arrangement stipulates a run-
ning royalty expressed as a percentage
of output value, with the proviso that
the total fee for the ten-vear agreement
will reach a certain minimum regard-
less of the plant’s output.

While minimizing the length of their
financial obligations the Chinese have
tried to maximize the period foreign
companies are obhgated to provide
assistance and information about tech-
nical advances. The average duration
of recent agreements appears to be
ten years. (Allis-Chalmers, however,
signed a licensing agreement with the
Ministry of Metallurgy that will last
only the length of time necessary to
manufacture one ore-grinding mill.)

Scale and speed of technology trans-
fer. Some of China's inital propos-
als in the machine building industry
set forth completely unrealistic time-
tables, given China’s financial, techno-
logical, and manpower limitations. To
mention a couple: the coproduction
under license of 50 advanced McDon-
nell Douglas passenger aircraft in just
four years' time, and of 200 170-ton
off-highway trucks in a comparable
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period. Different ministries and cor-
porations apparently have varied con-
siderably in moving discussions to a
more realistic plane. According to
some companies, for example, the
Fifth Ministry of Machine Building
(convenuonal land armaments and
many civilian machines) through its
North China Industrial Corporation
(NORINCO) subsidiary has shown more
business sense than the First Ministry in
licensing negouations.

With whom to negotiate? Determining
where negotiating authority lies is no
easy matter, especially now that China’s
entire foreign trade structure is in a
state of flux. Some companies have
signed contracts with ministerial cor-
porations (Westinghouse signed with
First Ministry of Machine Building sub-
sidiaries), others with a foreign trade
corporation (Hughes Tool with
MACHIMPEX), still others directly with
local industrial and foreign trade au-
thorities (Corning Glass with the
Shanghai Instrumentation Bureau and
Foreign Trade Bureau). Yet other com-
panies, particularly those involved in
compensation trade deals, have signed
contracts with several administrative
levels simultaneously (Great Eastern
with the Shanghai Bicycle Company,
and the China National Light Industry
Products Import and Export Corpora-
tion). To make matters more compli-
cated, the signatories are not always the
parties that arranged the deal. Hughes
has revealed, for example, that the
Ministry of Petroleum was the prime
mover in the drill-bit agreement.

Conflicts between FTCs and minis-
tries. The relative authority of foreign
trade corporations (FTCs) and ministe-
rial corporations is clearly a politically
volatile issue. The major concern of
FTCs is to obtain the most favorable
commercial terms, while end-user cor-
porations are more interested in the
technical and practical aspects of a
licensing agreement. This difference in
perspective  has  meant that
TECHIMPORT, in particular, has
proven much less flexible and under-
standing than end-user corporations.
Brown Boveri's high-voltage powerline
technology was once selected for the
First Ministry of Machine Building and
“shoved down their throats” by
TECHIMPORT, according to a US pow-
er company representative. Brown
Boveri had not succeeded at the time of
the contract in making its technology
operational, but was selected nonethe-

less because of the favorable commer-
cial terms it offered TECHIMPORT.

Although ministerial corporations
(particularly those affiliated with the
First Ministry of Machine Building)
have recently become more involved in
contract negotiations, they still have
limited autonomy. There are standard
clauses in contracts signed with min-
isterial corporations making them sub-
jectto "Chinese government approval”
In the course of higher-level review
(which may go as high as the State
Council in important deals) at least one
US company has found that difhcult
new conditions had been inserted into
its contract.

Conflicts between ministries. US com-
panies have also been the victims of
Junisdictional battles between compet-
ing ministries. One firm attempting to
license a product applicable to both
coal washing and metal ore dressing
gave up when it became clear it would
be impossible to sell to both the Coal
and Metallurgy ministries. In other
cases, such as large off-highway vehi-
cles, competing companies have been
played off against each other by plants
of as many as four ministries.

Conflicts over ‘‘dual leadership.”
Tension between local and central au-
thorities is built right into China’s in-
dustrial management system, in-
asmuch as Chinese enterprises are
usually under the “dual leadership” of
a local authority (such as a province,
prefecture, county, or city) and a cen-
tral government ministry (or its local
bureau). Large factories tend to be
under the control of a province and the
provincial-level bureau of a ministry.
(Adding to the complexity of the sys-
tem is the fact that these bureaus are
themselves under dual control by the
province and a ministry.) A small
factory, on the other hand, may be
under a county and a county-level in-
dustrial bureau. (The bureau, too, is
under the jurisdiction of both the coun-
ty and the industrial bureau at the next
highest level, in this case a prefecture.)
In general, the role of local authorities
tends to be greater in light industrial
factories than in major heavy industrial
plants.

Under such a system it is not surpris-
ing that a company negotiating a com-
pensation trade arrangement must
obtain the approval of both central and
local authorities. In the review process
leading to Foreign Investment Control
Commission approval, which reported-
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ly is now necessary to consummate any
compensation deal involving local au-
thorities, any of these interests have
opportunities to change or sabotage a
deal they are unhappy with.

One of the striking features of most,
if not all, known US compensation
trade agreements is that central orga-
nizations have played an active role
both in selecting the local factory and in
negotiating the contract. The three
companies that successfully concluded
agreements to manufacture their
cigarettes in China, including Reynolds
and Phillip Morris from the US, were
each assigned their specific factory by
the Ministry of Light Industry. Many
negotiations with local authorities that
progressed without central knowledge
or involvement, on the other hand,
have encountered approval problems
at later stages.

There apparently have also been
cases where local authorities have
undercut well-advanced negotiations.
One US company signed a compensa-
tion trade contract in 1980 with the
Shanghai branch of the Light Industri-
al Products FTC and the Shanghai
municipal authorities, which was “sub-
ject to government approval.” The US
company was later informed by factory
personnel that the production sched-
ule would have to be postponed for at
least one year and the contract re-
negotiated, because municipal author-
ities attached greater priority to ex-
panding production of domestically
designed products for the domestic
market.

The need for buyback. Chinese nego-
tiators routinely ask, at least in initial
proposals, that full or partial payment
for know-how be made in the form of
products and components, creating
problems for some companies which
see no obvious way to utilize them.
There is considerable variation in how
resolutely this condition is pressed,
however, probably reflecting the
amount of foreign exchange controlled
by the negotiating organizations, and
the economic priorities in Beijing. In
agreements concluded by
Westinghouse, Combustion Engineer-
ing, and Corning Glass, there are no
“buyback” commitments at all. In the
French helicopter deal, on the other
hand, as much as 25-30 percent of the
license fee may be paid for in parts.
Verson Machine Tool has also agreed to
accept partial payment in the form of
output. .
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RECENT CASE
EXAMPLES

Considerable persistence and imagination
on the part of foreign and Chinese enter-
prises have led to the successful conclusion of
several noteworthy licensing and subcon-
tracting deals despite Betjing’s current eco-
nomic slowdown. The specific technical, le-
gal, and financial arrangements—the key
contract terms that made these deals work—
are discussed at length below.

Aerospatiale Helicopter Agreement

he Aerospatiale contract, signed in

July 1980 and reportedly worth at
least $100 million, calls for joint pro-
duction of 50 French Dauphin helicop-
ters at a Harbin factory (with a re-
ported annual capacity of 200 helicop-
ters) and at a plant at Zhuzhou, Hunan
Province, which will build the engines.
The deal calls for the sale of two com-
plete helicoptersinlate 1981, with com-
plete Chinese fabrication of helicopters
three and a half years later, according
to French press reports. Both factories
reportedly will produce under license
for an addiuonal three- to four-year
period during which they will probably
continue to iImMport certain raw mate-
rials such as alloys for the engine and
pylons and epoxies for the rotor.
Aerospatiale has agreed to introduce
the Chinese to appropriate machine
tool manufacturers abroad.

The French won the agreement,
negotiated with the China Aerospace
Technology Import-Export Corpora-
ton (CATIC), a Third Ministry of
Machine Building subsidiary, in fierce
competition with Bell Helicopter USA,
the largest firm in the industry. Bell at
first had the inside track, having signed
a memorandum of understanding with
CATIC in October 1979 involving the
production of its Model 412 helicopter
(see CBR, Nov.—Dec., 1979, p. 20). Chi-
na’s @rospace engineers are said to
have preferred the combination of Bell
technology with Pratt and Whitney en-
gines. The Chinese also liked the
heavy-duty construction of the Model
212S purchased by China back in Feb-
ruary 1979. The French DauphinIlisa
lighter-weight helicopter than the Bell
412, and claims greater fuel efhciency.

However, a major split apparently
developed between CATIC engineers
and the financial authorities (probably
in the Bank of China and FTCs) moni-
toring Chinese foreign exchange ex-

penditures. The technicians ultimately
lost out due mainly to Aerospatiale’s
more favorable financial terms.

The Chinese evidently agreed to pay
a combination of lump-sum and run-
ning royalty license fees. The total fees
came to about four times the selling
price of one helicopter, according to
one source. Royalty payments were ex-
pressed as a percentage (well under 10
percent) of the value of each helicopter
part manufactured under license. The
French may have offered close to a 50
percent lower royalty. They also are
believed to have agreed to a royalty
payment period several years shorter
than Bell's offer and to have made it
easy for the Chinese to export helicop-
ters made under license.

Westinghouse and Combustion
Engineering: Electric Power Generating
Equipment

The Westinghouse and Combustion
Engineering contracts with the First
Ministry of Machine Building, signed
in late 1980, call for the production
under license of 600-mw thermal tur-
bine-generators and boilers. China has
not made a decision as yet as to how
much capital equipment to import.
Initially, the agreements will be im-
plemented in turbine and boiler facto-
ries in Harbin and Shanghai, and in a
boiler factory near Beijing.

Both firms will supply the majority of
components for two sample units. The
Chinese will provide other parts and do
the final assembly. Parts for future
units will be purchased on a case-by-
case basis; there is no provision in the
agreements specifying the exact per-
centage of parts to be manufactured in
China. Company ofhcials believed it
would be difficult to predict how rapid-
ly Chinese workers might learn the
necessary manufacturing skills.

Both companies will receive fixed
lump-sum licensing fees and neither is
committed to buyback schemes. It is
expected that China’s domestic market
will absorb all electric power equip-
ment produced under the agreement,
although there is no restriction against
reexports in at least one of the con-
tracts.

According to Westinghouse nego-
tiator Robert Murphy, his company’s
contract was the first that the ministry
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Transferring Technology
to the First Ministry
of Machine Building

I'he Chinese entity that has most
actively solicited licensing and co-
production agreements with foreign
hrmsis undoubtedly the Fivst Minis-
try ol Machine Building, which is
charged with the production ol a
wide range of general-purpose cvil-
tan machmerv. The ministry has set
up a subsidiary called the China
Machimery Corporation for Econom-
ic and Technological Cooperation
with Foreign Countries (CMCETC)
to coordinate its technology impont
eftorts. Ina May 15, 1980, advertise-
ment in the People’s Daily, the minis-
try Disted 36 technology  transter
agreements involving tactories
under its juriscdiction, listed below
along with other agreements that
have come o the CBR's attention.
I'he Chinese signatories to many of
the agreements were the foreign
trade corporations, TECHIMPOR |
and MACHIMPEN in particular.

In the case of the US Rosemount
Company, however, and quite possi-
bly in other cases as well, the hcens-
ing agreement had not been hinal-
ized at the time of the First Minis-
try's announcement. In fact, Rose-
mount was stll negotiating as ol
February 19810 Aside from showing
that notonly are foreign companies
guilty of announcing their agree-
ments prematurely, it also suggests
that the ministry views its licensing
arrangements as a means of improsv-
ing its reputation with its Chinese
customers: indeed the purpose of
the People’s Daily advertisement was
to solicit domestic business for
CMCETC - the licensed produc
lines.

Ihe ministry's licensing program
is also motivated by a desire 1o give
its products more appeal 1o foreign
buvers. With domestic demand like-
Iv to remain tar below the indusiry's
capacitvin the current readjustment
period, the ministry can be expected
to launch an exportdrive in many of
the licensed product lines. The
CMCETCas in fact mandated to seek
foreign business as well as technology.

Product

Coal-crushing
machine

Variable speed
hydraulic coupling,
560-2,300 kw

Feed pump

Qutlet-inlet boiler
|TICI)WE‘T

Single phase
autotransformer

Shunting reactor

Current transformer

High tension
capacitance bushing

Circuit breaker

Power capacitor

Oxygen generator,
10,000 and 28,000
m'/hr

Continuous
billet-casting
machine,

70 x 200 m*
Axtal flow
compressor

Turbine compressor

Industrial gas turbine

Thermalforging
press and flat forger

Refillable hydraulic
coupler

Carburetors

Piston-grooving
technology

Automobile starter

Foreign company

Energie und
Verfahrenstechnik
(EVT) Co., West
Germany

Fluidrive Co., Great
Britain

Klein, Schanzlin &
Becker Co., West
Germany

TLT Co., West
Germany

Alsthom-Atlantique
Co., France

Alsthom-Atlantique
Co., France

Alsthom-Atlantique
Co., France

ASEA Co., Sweden

Merlin-Gerin Co.,
France

McGraw-Edison Co.

us

Linde Co., West
Germany

Chinese factory

Shenyang Heavy
Machinery Factory

Dalian Hydraulic
Machinery Factory

Shenyang Water
Pump Factory

Shanghai Air-blower
Factory

Shenyang
Transformer Factory

Xian Transformer
and Electric
Furnace Factory

Shenyang
Transformer Factory

Xian High-Pressure
Electric Ceramics
Factory
Pingdingshan

High-Pressure
Switch Factory

, Xian Electric Power

and Capacitor
Factory

Hangzhou Oxygen
Generation Machine
Factory

Mannesman-Demag Dalian Heavy

Co., West Germany

SulzerCo.,
Switzerland

Nuovo Pignone Co.,
Italy

Siemens Co., West
Germany

Eumuco, Ltd., West
Germany

Voith Co., West
Germany

Hitachi, Japan
Wellworthy Co.,
Great Britain

Ricardo Co., Great
Britain

Machinery Factory

Shaanxi Blower
Factory

Shenyang Blower
Factory

Hangzhou Gas
Turbine Factory

Beijing Heavy
Machinery Factory,
Tianjin
Engine-Driven
Generating Plant,
among others

Dalian Hydraulic
Machinery Factory

Beijing Automaobile
Factory

Wuhan Motor
Accessories Factory

No. 2 Automobile
Manufacturing
Factory, Wuhan

Product end use

Power station boilers
under 600 mw

Accessory for power
plants

Accessary for
power-plant boiler,
200-600 mw

Power-plant boilers,
mines, among other
uses

500-kv transmission
lines

500-kv transmission
lines

500-kv transmission
lines

220- and 500-ky
transmission lines

High-voltage
transmission lines

Improves power
factors inelectric
machinery

Steel furnaces,
chemical industry

Steel mills

Steel mill
blast-furnace
blowing

Metallurgical and
chemical industry

Petrochemical and
metallurgical
industries

Vehicles
manutacturing

Power transmission
and many other kinds
of machinery;
electricity saver
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the caliber of the Chinese engineers
with whom it is dealing.

McDonnell Douglas’ Step-by-Step
Approach

McDonnell Douglas’ memorandum
of understanding with the China
Aerospace Technology Import-Export
Corporation (CATIC), signed October
1979, called for coproduction of 50 DC
9 passenger jets in Shanghai, with the
Chinese to subsequently produce as
many as 200 DC 9s under license.

Although still under discussion, the
deal has run into several snags, includ-
ing a counter-ofter from Boeing to pro-
vide technical assistance in refur-
bishing 737s in China.

The potential $3 billion price tag of
the DC 9 project came under critical
review in late 1979 by an ad hoc coordi-
nating group, which in February 1980
became the Machine Building Com-
mission headed by Vice-Premier Bo
Yibo. Questions were also raised as to
whether China needed so many large
passenger aircrafl.

McDonnell Douglas negotiators then
proposed a smaller, more manageable
program, which culminated in a $2 mil-
lion contract for the Chinese to supply
DC 9 plants in the US with 100-200 sets
of two main landing-gear doors. The
door was chosen, according to McDon-
nell Douglas® Gareth Chang, because it
incorporates technological
processes involved in modern aircraft

essential

fabrication, namely. sophisticated
welding and chemical treatment of
sheet surfaces. Based on progress with
the door, both McDonnell Douglas and
the Chinese will get a better idea of how
rapidly to proceed with their original
plan to build passenger aircraft in China.

Under the terms of the landing-gear
door contract, McDonnell Douglas sent
to Shanghai two quality-control techni-
cians and one tool engineer. The com-
pany will also supply aluminum and
steel alloys in the beginning to ensure
quality.

McDonnell Douglas received its first
doors on schedule in February 1981, at
which time they were subjected to FAA
tests.

Baker Marine and Dalian Shipyard
Jointly Produce Offshore Oil Rigs

In a more sizable arrangement re-
portedly worth $100 million, Baker
Marine has agreed to pay the Dalian
shipyard for the steel construction of
two jackup offshore drilling rigs. The
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cranes, winches, and other sophisti-
cated equipment will come from Singa-
pore, and the piping and drilling
equipment will be added in the United
States. The steel, in order to ensure
high quality, will be purchased from
outside China. The shipyard will be
obligated to return the design drawings
to Baker upon completion of the con-
tract.

According 1o Baker spokesmen, the
work does not really involve any new
techniques for the shipyard, which has
previously manufactured submarines
and other vessels (see CBR, Jan.—Feb.,
1981, p. 47). However, quality control
must be higher than the Chinese are
accustomed to. To ensure this, Baker is
stationing three people (Chinese
speakers from Singapore) at the ship-
vard, and is also having the work in-
spected by an employee of the Amer-
ican Bureau of Shipping. Construc-
tion, which has already begun, is ex-
pected to take about one year.

The shipyard has also contracted to
repair and renovate a vintage 1967
Baker rig. Subsequently the company
plans to either put the rig back into
operation, or sell it on the world mar-
ket.

The Voit Volleyball Deal

One of the largest compensation
trade deals to date is Voit's ten-year
contract signed jointly with China
National Light Industrial Products Im-
port-Export Corporation (INDUSTRY),
and the Shanghai Rubber and Leather
Industrial Corporation. Voit, a subsidi-
ary of AMF, will purchase soccer balls,
volleyballs, and basketballs made to the
company's specifications by Shanghai
factories. Voit is optimistic that its total
purchases may reach $50 million.

The company's agent, Altman In-
corporated of New York, made the
original contact with the Shanghai fac-
tories, to which it was introduced by
INDUSTRY officials in Beijing. The coop-
eration among the Chinese parties was
reportedly smooth, and the contract
was concluded in June 1980 after about
six months of negotiations.

The existing machinery in the 40-
year-old factories will be used for rub-
ber processing, leather clicking and
shiving, and some other basic proces-
ses. Used machinery for some special-
ized processes, such as winding, mould-
ing, and manufacturing bladders and
valves, will be supplied by Voit. The
Chinese side was particularly eager to

obtain sophisticated testing machinery
for quality control. Voit will retain title
to the machinery it provides, primarily
to spare the Chinese the expense of
purchasing it. The contract stipulates
that the Chinese can use the machinery
at no other factories, and for no other
purpose than manufacturing for Voit.
Voit is taking the added precaution of
insuring the machinery with the US
Overseas Private Investment Corpora-
tion (OPIC). Company ofhcals indicate
that the know-how transferred is main-
ly embodied in the machinery.

China will supply the nylon, rubber,
and leather raw material (the balls will
be various combinations of these mate-
rials). Chinese-manufactured raw
material samples have been approved
by Voit technicians, although some of
the materials, particularly cow leather,
may have to be imported.

Quality inspection will be done in
China by Voit personnel from Hong
Kong. So far, the quality of test samples
has been impressive, according to com-
pany spokesmen.

The first balls are expected to be pro-
duced by May 1981, and will be mar-
keted in the US and other countries.

Reynolds Tobacco Introduces Camels to
Fujian

In its April 1980 agreement reached
jointly with the Ministry of Light In-
dustry and Fujian industrial author-
ities, Reynolds Tobacco loaned ciga-
rette manufacturing equipment to the
Amoy Cigarette Factory for the pro-
duction of Camel Filter cigarettes.
These are already being marketed by
the Chinese in friendship stores for
foreigners. Reynolds, which supplies
the processed tobacco, is paying the
Chinese a fixed sum for each case of
cigarettes sold. The Chinese are free to
use the know-how acquired, although
not the machinery itself, in other
plants.

Reynolds has stationed three to four
technicians and quality-control people
in the plant. The cigarettes cannot be
sold without meeting Reynold’s stan-
dards.

The agreement is to be renegotiated
in 1982, with Reynolds retaining the
option to sell the equipment or bring it
back to the US. The company is con-
sidering a longer-run project to de-
velop ajoint brand using American and
Chinese tobacco to be sold in the
Chinese domestic market. Working out
the distribution rights however, poses
complications. —Martin Weil

The China Business Review/March-April 1981



QOur Corporation is a leading supplier of light industrial products in
China. The products handled by our Corporation are General Merchandise,
Stationery, Sports Goods. Household Electric Appliances and Building
Materials. Buyers' brands, designs and materials are also accepted.

For further details, please contact: China National Light Industrial
Products Import & Export Corporation, Shanghai Branch. Address: 128
Hugiu Road, Shanghai, China. Cable: INDUSTRY ,SHANGHAI. Telex: 33054
INDUS CN.
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Communications
Satellite Program

An Aborted Launch

Karen Berney

December 30 Chinese cable in-

forming NASA that Beijing had
postponed the purchase of a US satel-
lite broadcast and communications sys-
tem said that the buving date would be
moved back “several vears, due to the
fact that China is now in a period of
economic readjustment, and has hinan-
cial dithculties as well” The decision
surprised the four US wrospace hirms
bidding on the deal—Hughes Aircralt,
RCA, GE. and Ford Aerospace—all of
which recently hosted officials from the
Chinese Society for Astronautics and
were anticipating an imminent pur-
chase order.

I'he postponement cable sent by Ren
Xinmin, president of the Chinese
Academy of Space 'Ted hnology (CAST),
1o NASA administrator Robert Frosch,
calls into question implementation of
the Sino-US Understanding on Coop-
eration in Space Technology signed on
January 31, 1979, shortly after normal-
ization of diplomatic relations. Specif-
ically, the agreement records China's
intention to purchase, “under suitable
conditions.” a US-designed and
Jaunched communications satellite
with associated ground equipment as
well as a Landsat ground station (see box).

Now, two vears later, that very caveat
has provided Beijing with a face-saving
device for saving the project was not a
high enough priority 1o jusufy the tor-
cign exchange expenditure. The under-
standing supulates neither purchase
deadlines nor legal obligations. It is
anvone’s guess whether Beijing will
even follow through on s end of the
agreement.

Sizable Contracts Suspended

I'he deferment has halted negotia-
tions on more than $200 million worth
of export business for the US @rospace
industry. Hughes Aircraft, RCA, GE,
and Ford Aerospace were competing
to supply one operational and one
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spare conmmunications satellite worth
S100 million. Numerous manufactur-
ersof ground equipment hoped o cash
in on China’s requirement for 15 com-
munications stations and thousands of
receive-only TV terminals totaling
S100 million, and the US rocket com-
pany Rockwell
McDonnell Douglas, would have sup-
plied the first $30 million launch. In
addition, Rockwell International and
Comsat were vving for a systems en-
gineerimg and consulting role valued at
5 percent ol the satellite contract.
Negotiations began more than two

International or

vears ago and involved reciprocal tech-
nical exchanges between US and
Chinese space agencies and numerous
technical seminars in Beijing. The
corporate vestment, apart lrom the

cost of staging the two-week seminars
(860,000 apiece for the four satellite-
suppliers) ranged from a low ol
$25,000 claimed by Comsat toa high of
$500,000 spent by Hughes to support
an ad hoc “China desk” of 30-40 en-
gineers and marketing specialists. GE's
in-house “Chinasat™ budget was about
half that of Hughes’, but was jacked up
by the cost of maintaining a Space Divi-
sion representative in Beijing. Accord-
ing to National Council estimates, US
companies are now paving more than
$100,000 a vear to keep one man, a
telephone, telex, and secretary in the
Beijing Hotel.

During the nearly one-vear lull fol-
lowing initial discussions in Beijing,
each company closely monitored Chi-
na’s plans and priorities, looking for a
clue as to the status of the satellite proj-
ect. But only GE's man on the scene
had an inkling of what was under wav.

“Our representative hiled reports in-
dicating that neither the stathng nor
work activites of the Chinese Satellite
Communications Corporation [the
procurement arm of CAST] corre-
sponded 1o the 24-hour-a-day-type
eftort needed to get the project off the
ground.” a GE spokesman later re-
marked. GE therefore expecied a
delay, but notone amounting to “sever-
al vears”

packages:

FEREASTRRE S WSV R LI G R N S AT I A T ) T P Y S S e R TP

Why Beijing Postponed the Satellite Project

In the course of debating the pros and cons of proceeding with the
satellite project, Beijing revealed the criteria upon which it based its deci-
sion. Significantly, these apply to a broad range of technology transfer

* Large-scale imports projects veeld significant technology transfer pavoffs. The
understanding between Beijing and Washington called for the satellite to be
delivered in orbit, thus denving China access to technology deemed critical
to US national securitv. In order to increase its chances of winning the
contract, Ford Aerospace oflered 1o contract out some of the satellite’s
subsystems to foreign suppliers such as MBB in West Germany and Thomp-
son CSF in Great Britain, thereby circumventing US export control regula-
tions and increasing China's access to manufacturing know-how.

* Projects should not deplete China's pool of scientific, technical, and managerial
talent i a given field of specialization. When technicians are dispatched to
manage projects involving foreign technology, China’s own research and
development programs sometimes sutfer. A country with hardly more than
300,000 research scientists cannot disperse its talent in too manv directions,
* Projects should heed Chine's limited absorptive capacity. Ave the infrastructure
and support staft available to assimilate the project into the economy? In
view of China's shortage of skilled manpower, meeting this criterion may
necessitate violating the second. Thus, the decision to commit top-flight
engineers to import projects may ultimately depend on the size of thein
contribution to widening the PRC’s base of science and technology.

The China Business Review/March—April 1981




Company Reactions: Business as Usual

The companies involved do not in-
tend to lower their profiles in Chinaasa
result of the postponement. Business is
still good between other subsidiaries
and China. Explains GE. "We are a
multi-industrial  company, manufac-
turing products to fit all of China’s
modernizations. ... It's economically
viable to sustain a presence in Beijing.”
The firm is now negotating sales for a
number of products, including trans-
formers, locomotives, air conditioners,
and light-bulb technology.

An RCA  Astro-
Electronics was just as upbeat: "We will

othcial  from
continue to extend the red-carpet
treatment to the Chinese. ... Besides,
we have other divisions with commer-
cial interests in China”” RCA Globcom,
for example, erected an earth station in
Shanghai for former President Nixon's
1972 visit to China, coordinated a series
of Marisat tests with the Minmstry of
Posts and Telecommunications in late
1979, and most recently proposed in-
stalling a Q-FAX cable routing service
between the two countries. Its consum-
er electronics division, RCA Radio Cor-
poration, may soon conclude a joint
venture agreement with a Nanjing fac-
tory for the subassembly of TV compo-
nents that will be exported 1o RCAS TV
factory in Indianapolis.

Rockwell International, which
grossed $35 million in China sales each

has

vear since 1976, 1s shedding no tears
over the suspension of the Chinasat
deal. Following the signing ot a $15
million contract to supply high-speed
printing presses to the People’s Daily, its
automotive division received an invita-
tion to start joint venture discussions
with a Shenvang factory for the pro-
duction of off-highway axles, brakes,
and gearboxes.

“When China is ready to move again,
we'll be there,” says the vice-president
of Rockwell's Overseas Corporation.
“Until then, we're content to sit back
and pursue other prospects.”

But one ol the four @rospace com-
panies is stll trying 1o rekindle China's
interest in the satellite project. It is
planning to submit a new proposal in-
corporating cooperative production
and assembly in China and thus, lower
up-front costs. The firm stands ready
to take less remuneration in the sale in
the interest of exploiting its current
lead in satellite technology. European
and Japanese companies are quickly
applying US innovations and could
prevail in later competition because of

The China Business Review/March—April 1981

their willingness to provide China with
access to technology.

Both Hughes and Comsat adopted
the attitude “nothing ventured, noth-
ing gained.” emphasizing that purchase
delavs and even last-minute contract
cancellatons are one of the calculated
risks of doing business. In 1974 Brazil
had already given contractors a de-

tatled RFP (request for proposal) and
then decided 1o cancel its program.
Each potential supplier lost $1 million.

“It would have been much worse il
China had submitted an RFP” notes an
RCA executive. At that point “gallons
of monev” would have been invested in
custom-designing a Chinese satellite
system, he said. Because China nipped

about $10 million 1n

communications technology.

and New Zealand.

the largest market share for that year.

China’s Telecommunications Imports

I'he value of China's imports of telecommunications apparatus rose from
1977 to $135 million in
dollar-value of trade in each category, with the exception of T'V-related
equipment, is indicative of China's efforts to minimize imports of foreign

Telecommunications Imports by Category
{in US dollars, market shares in percentages)

1977 1978 1979

TV receivers $1,589,000  $4,620,000 $83,225,000

Japan 96 90 86

Europe 3 9 2

Singapore - — 12
Line telephone equipment $1,620,000 $3,071,000  $5,351,000

Europe 76 80 65

Japan 20 7 10

us — 8 15
Radio broadcast

receivers $4,000 $42,000 $9,915,000

Europe 50 84 -

Japan 25 12 59

Hong Kong and

Singapore — — 41

Microphones, loudspeakers,

and amplifiers $181,000 $275,000 $421,000

Europe 53 71 51

Japan 37 21 37

us 7 5 —

Hong Kong — — 10
Other telecommunications

equipment** $6,840,000 $14,681,000 $35,963,000

Europe 77 76 48

Japan 12 13 16

us 10 6 15

Hong Kong — — 15
Total value

of imports $10,234,000 $22,689,000 $134,875,000

Europe 65 63 18

Japan 27 23 62

us 7 5 5

Hong Kong and Singapore — 15

*The category “Furope” includes the following countries: Great Britain, France,
Federal Republic of Germany, Switzerland, Belgium, Luxembourg, Denmark, Italy,
The Netherlands, Austria, Sweden, Yugoslavia, Norway, Canada, Finland, Australia,

**This residual category includes radar, microwave, radio navigation, and TV trans-
mission and reception equipment, among other items.

SOURCE: Standard International Trade Classification Revision No. 1, United Na-
tions. Data is based on the telecommunications exports of 20 countries to the PRC for
1977, 1978, and 1979. Under the import figures are the countries and regions with

1979. The relatively low
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Communication Logistics, Consult the Experts

CTPS I8 CTPS | CTPS | CTPS | CTPS
CTPS J CTPS [ CTPS i CTPS | CTPS!

CTPS I8 CTPS I CTPS I CTPS i CTPS
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Highly recommended by Chinese and
US officials, CTPS provides accurate
and high-quality services for your com-
munication needs to the People’s
Republic of China. We have a 16 year
track record in translating and printing
technical literature for China.

Our translators were educated in
China in the appropriate technical
fields. Our management force in San
Francisco and Hong Kong have techni-
cal degrees to ensure the accuracy of
our work.

CTPS was selected as the exclusive
agent for the largest professional trans-
lation and printing corporation in
China—CTPSC-Beijing. CTPSC was
established under the State Science and
Technology Commission. It has the
largest resource of technical transla-
tors, its own modern printing plant,

and a nationwide distribution network
for all foreign literature in China.

Given CTPS’s large resource bank to
draw upon—China, Hong Kong and
San Francisco—we can expertly serve
all of your needs: publication adver-
tisement, exhibition presentations,
audio-visual presentations, brochures,
product catalogs, escorting/inter-
preting, contracts/proposals, manuals,
business cards.

CTPS-USA (SF), Inc.’s publication
of US-China Electronics is enthusiastic-
ally received with wide support in
China. The journal is published in co-
operation with the Fourth Ministry of
Machine Building.

US-China Agriculture directory, also
in Chinese, is published with the co-
operation of the Ministry of Agricul-
ture. Both publications serve as vital
official sources of scientific and tech-
nological information for China’s sci-
entists, technicians, engineers, foreign

Contact Judy Poon,
153 Keamy St., #511, San Francisco, CA 94108 (415) 362-2445.

(AL CHINA TRANSLATION & PRINTING SERVICES-USA (SF) INC.

CTPS I CTPS I CTPS =1V

trade buyers, management cadres, and
end-users working toward China’s
modernization.

China’s Foreign Trade: Its Policy &
Practice, published by CTPS in Eng-
lish, provides an official view of
China’s trade policy. Written by
trade authorities
in China, it is on
the best sellers list
in Hong Kong.
Available from
CTPS-USA (SF),

2
2e5
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the project in the bud, the companies
had only gone as far as offering off-the-
shelf technology. RCA's design, tor in-
stance, was a modihied Anik-B satellite
built for Canada, while GE and Ford
presented designs that utlized earlier
developments in Ku Band technology.

But Ford Aerospace does not share
the business-as-usual attitude ol its col-
leagues. “If the same people who were
working on the China project had been
busy with other programs, we'd be bet-

ter prepared today to compete for bona
fide customers in the US and abroad.”
claims a Ford spokesman.

Ford's more jaundiced view is under-
standable. The satellite project was
being pushed by Henry Ford himself,
who saw it as a means for making a
prestigious and  high-visibility entry
into China. Company executives also
had high expectations that China
would reverse Ford's plummeting sales
record. In paying a visit to the hrm’s

suitable conditions.”

data.

Chinese agreed.” notes Raney.

station.

Landsat Ground Station Stymied

Not only has Beijing postponed its purchase of a US communications
satellite, but it now wants to buy a Landsat ground staton from a non-US
supplier. Under the terms of the Understanding on Cooperation in Space
Technology signed by NASA and China in January 1979, China agreed that
both the satellite and ground station would be procured in the US “under

Now Beijing savs that it can’t afford o spend the $10 million or $13
million being asked by the two potential US suppliers—Lockheed and GE,
respectively. It would like 10 put out a worldwide tender in the hope of
driving down the price. Thus in October China made overtures 1o the
Canadian firm, MacDonald Dittwiler, said by industry ofhaials to be under-
cutting US competition by offering the staton for about $8 million,

NASA argues that US manufacturers are best quahlihed to design and
equip a station (o get maximum performance out of Landsat instrumen-
tation, including the new Thematic Mapper scheduled to fly on Landsat D
in late 1981, The station would receive and process Landsat earth-resources

Besides, notes NASA, a purchase on the mternatonal market would
violate the terms of the understanding. “Then it will become a diplomatic
issue to be handled by the State Department and reviewed at the White
House level” claims Dr. William Raney, who coordinates exchanges between
NASA and Chinese space organizations.

Another delaying factor is Beijing's recent request to split up the Landsat
package. Because ol radio frequency interference problems it wants the
receiving equipment placed miles away from Beijing, and the processing
apparatus located within the city 1o facilitate access by multiple end users.

The idea isn’t washing at NASA headquarters. “The US government
already decided there should be one configuration at one location, and the

More signihicantly though. the use of two separate sites would require the
duphcation of some equipment, namely, the high-density tape recorders
and PDP 11/70 computing system. NASA was expecting rough going in
obtaining the export license approvals for just one set of equipment. " 'he
power of the computers and recorders exceeds even the new threshold
levels established by the Department of Commerce (see CBR. Sept.—Oct.,
1980, p. 25) for approving PRC license apphcations” reports Raney.

I'he Landsat ground station will be one of the first export heensing cases
stuched by the Reagan administration and could well set precedents and
future US policy on technology transfer to China. During this period China
could decide to go with Canada, but Washington would sull hold the trump
card; it's within US power to block the sale in COCOM, and it's up to NASA 1o
program the Landsat D satellite to transmit data to the PRC's ground

So, companies will have to sit tight until NASA and Beijing patch up their
differences. In the meantime, NASA has asked China to provide a detailed,
technical justihcation for two sites and is also trving to persuade Beijing
against it on the grounds that two sites are more costly than one.

—Karen Berney
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Palo Alto headquarters, Vice-Premier
Bo Yibo's delegation “did everything
but tell us that we were going to get the
contract,” said one othcial. That Ford
did indeed have an inside track was
confirmed by Wang Defu, second
secretary for science and technology at
the PRC embassy, in a CBR interview.
The Ford ofhcial added, “We started
the project when China trade fever was
raging and we didn’t make a concerted
effort to determine it China had the
money to proceed.” The firm usually
conducts this sort of investigation be-
fore wooing customers.

Lessons Learned

Beijing's handling of the satellite
deal points to a few of the precaution-
ary measures that foreign companies
should take in pursuing business in
Chma. First, companies planning to
host delegations from the PRC should
hind out in advance whether the group
has the authority to speak tor Beijing.
For instance, just a few weeks prior to
the deferral noufication, engineers
from the Chinese Society of Astronau-
tics sent out signals to the six companies
that the deal was stll on. Was this sim-
ply the result of a breakdown in com-
munications and coordination between
different-level organizations within the
same industry?

Second, betore tving up resources
i an all-out marketung effort, com-
panies should determine whether the
proposed deal is subject to bureaucratic
inhighting. GE correctly surmised that
CAST's failure to gear up for the proj-
ect reflected deep-seated problems.
Having failed to obtain a consensus
among different user-agencies on the
satellite’s applications, CAST could not
begin drafting the necessary docu-
mentation for the system’s final con-
figuration. Though Beijing’s foreign-
exchange shortage mayv have contrib-
uted to the delay, the involved com-
panies agree that persisting end-user
disputes contributed to the State Coun-
cil's decision to relinquish support for
the project.

A final lesson to remember: Firms
should contract
clauses that provide tor compensation
in the event that a project is postponed
or canceled after work has begun.

Beijing repeatedly has assured US
companies that those who suck it out
while business is slow will reap benefits
later. By preparing for the pitfalls of
China trade in its time of transition, US
salesmen can help top management

consider  writing
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justify continued conhdence i China
as a reliable business partner.

Current Communications Plans

What 1s Beijing in the market for,
now that its communications satelhte
plans have been deferred? Experts in
the held expect several trends 1o
emerge:
* Beijing 1s Likely to consider designing
and launching a major operational
satelhite of its own n_the late 19805,
This does not preclude the acquisition
of one or more foreign satellites or sub-
svstems like earth- and sun-sensors,
traveling-wave tube amplihers, and
transponders. By all accounts China s
still determined o setup TV colleges™
across the nation to redress the coun-
I'he com-
that  fell
through would have provided maore

try's shortage of teachers.
munications  satellite  deal
than 20 hours of programming a day
over two 'V channels.

* In the interim China will lease one 1o
two transponders on the International
Telecommunications  Satellite Orga-
nization’s (Intelsat) IV-A Indian Ocean
satellite to upgrade its telephone and
data transmission and TV networks. To
hook up to the IV-A as well as 1o the
recently launched Intelsat V, China
signed a 391 million contract with Nip-
pon Electric last July for construction
Beijing No. 3
Communications Station.

ol the Ground-
* China hecame a signatory to Intelsat
in 1976 and currently pavs a fee ol
F400.780 a vear 1o lease 60 hallway in-
ternational telephone circuits on Intel-
sat IV.(China’s internatonal telephone
trathe 1s projected to grow at an annual
rate of 14 percent, which would require
the use of about 370 haltway circuits by
1993.) Intelsat ollicials expect Beijing
Lo announce s mtention o request
space segment capacity on the IV-Aand

Voin April at the annual meeting of

signatories in Auckland, New Zealand.
* Domestic development will shitt to
manufacturing the ground equipment
to support Intelsat.

The Intelsat Option

According to othcial reports, China's
communications network consists of a
145.000-km microwave mainline that
transmits telegram, telephone, facsim-
ile. TV programs, and radio broad-
casts from Beijing to the provinces via a
960-channel microwave transmitter
and 600 sets of microwave equipment;
38 central TV stations that feed pro-
gramming to a few thousand low-power
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China’s Eight Satellites

Since 1970 China has independently launched eight experimental satel-
lites from the missile-testing site at Shuangchengzi in northern Gansu
Province. The next launch is scheduled for this vear using Long March 3,
China's first three-stage rocket. The vehicle is under construction at the
Shanghai XinXin Machinery Plant, and is capable of placing 900 kilograms
in orbit. The known characteristics of the PRC’s satellites are shown below.

Satellite/Launch date
Chinasat 1, April 1970

Chinasat 2, March 3, 1971

Chinasat 3, July 26, 1975

Chinasat 4, November 26, 197

Chinasat 5, December 26, 197

5

5

Characteristics and performance

Payload: 173 kg: apogee, 2,384 km;
perigee, 439 km; orbital inclination, 68.5°.
Design and assembly: Beijing East Scientific
Instrument Factory. Stayed in orbit one week
and broadcast the patriotic song, “The East is
Red.”

Payload: 273 kg; apogee, 1826 km; perigee,
266 km; orbital inclination, 69.9°. Design
and assembly: Beijing East Scientific Instru-
ment Factory. Designed to test solar cells;
recovered in May 1979 after transmitting on
one circuit for seven years.

Payload: 2,300 kg; apogee, 464 km;
perigee, 185 km; orbital inclination, 69°.
Design and assembly: Shanghai Huayin
Machinery Plant. Remote-sensing satellite.

Payload: 2,300 kg; apogee, 484 km;
perigee, 173 km; orbital inclination, 63°,
Design and Assembly: Shanghai Huayin
Machinery Plant. First successful returnable
satellite, landed with photocapsule.

Payload: 2,300 kg; apogee, 387 km;
perigee, 183 km; orbital inclination, 69°,
Design and assembly: Shanghai Huayin
Machinery Plant. Scientific research satel-
lite.

I'V deflection relay stations and coun-
ty-level wired broadcast stations. In
terms of annual operations, the system
distributed a 1otal of 3 billion letters,
130 million telegrams, 16 billion news-
papers, and transmitted 205 million
long-distance calls in 1979, represent-
ing a total cost of ¥ 1.2 bilhon ($800
million), according to the Ministry of
Posts and Telecommunications.®

I'he Intelsat approach 1s a fast and
imexpensive way for China to expand
this existing infrastructure. For an ini-
tial outlay of about $3.2 million—even-
Iy split between the space and ground
segments—and additional payments
of $1.6 million a vear 1o Intelsat, China
will receive a high-quality network that
provides ethcient telephone and data
transmission and TV reception.

Based on the experience of other de-
veloping countries, Intelsat ofthaals
predict the following scenario: China

will use both transponders for tele-
phone and data trathe during peak
business hours; in the evening, one
transponder will revert to TV transmis-
sion exclusively, while the other con-
tinues to provide telephone service.
Such an  arrangement  will  simul-
taneously transmit 500 telephone con-
versations and 56 kilobvtes of data dur-
ing the day, alongside 1,000 calls and
two I'V channels at night. If China de-
cides to maximize TV time, it may do so
by broadcasting for three to fow
hours, and then taping programs for
delaved broadcast to provincial and
local areas.

“If China's  Intelsat  experience
proves successful, it is likely to request
additional capacity. In fact, it could
lease up to six to eight transponders
over a period of hive vears before the
idea of procuring an independent sys-
tem abroad becomes cost competitive,”
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Chinasat 6, August 31, 1976

Chinasat 7, December 7, 1976

Chinasat 8, January 26, 1978

Scheduled launches

Payload: 2,900 kg; apogee, 464 km;
perigee, 175 km. Equipped with remote sen-
sors to monitor radar transmissions.

Payload: 2,900 kg; apogee, 489 km;
perigee, 167 km; orbital inclination 59°. Re-
turned to Earth with photographic material.

Payload: 2,900 kg; apogee, 482 km;
perigee, 159 km; orbital inclination, 57°.
Recovered four days after launch.

Chinasat 9 (STW-1 and -2)
experimental synchronous,
communications satellites,
1981-82

Chinasat 10, polar orbiter
meteorological satellite,
1982-83

Chinasat 11,
1985

Chinasat 12,
1985

Weight: 420 kg; location, STW-1 at 70° lon-
gitude, STW-2 at 1257 longitude. Frequency
range, 4000-4200 MH,. Xian Institute of
Radio Technology is developing six trans-
ponders for each. Shanghai Scientific Instru-
ments Factory is responsible for assembly.
Precursors to operational satellite; test radio
communications services.

Weight: 650 kg: apogee, 900 km; resolu-
tion, 4 km; orbital inclination, 99°; instru-
ments, 2-channel radiometer for resolution
in visible and infrared bands, built by Shang-
hai Institute of Technical Physics. Design
and assembly: Shanghai Huayin Machinery
Plant; designed to test technology and
equipment in preparation for planned oper-
ational satellite by 1985,

China’s first operational geoslationary satel-
lite for meteorological data transmission.

Experimental earth-resources satellite being
designed at Shanghai Huayin Machinery
Plant, capable of 79-meter resolution at 700

km altitude.

SOURCES: China Space Report, based on observations made during ATAA visit to the
PRC i November 1979, and Chinese Society ot Astronautics delegation to the US,
December 1980: Beying Xiandeaihiia, vol. 2, no. 10, October 16, 1980,

concludes an Intelsat ofhcial. The cost:
only $22-829 million.

Export Opportunities Under Intelsat
Given its present network, China will
need about forty 6- and 4-GHz (trans-
mit and receive) earth terminals to sup-
port Intelsat, costing between $25.000
and $35.000 each. Such Chinese facili-
ties as the Nanjing Radio Factory are
adequate  for the
ground equipment, but limited capac-
ity at these facilities may force China to
contract for turnkey delivery of about
15 stations, Intelsat  believes. For
reasons of rehability and performance,

manutacture  of

it will probably be in the market for
some kev components like low-noise
amplifiers, receivers, multiplexing de-
vices, and measuring and testing in-
struments. Scientific-Atlanta, for ex-
ample, received $1 million i orders
from the PRC for ground station test-
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ing equipment last year, and projects
exporting $0.5 million more in 1981,

It also will be necessary for China to
improve the antennas and radio com-
munications apparatus in its three ex-
isting ground stations (two in Beijing
and the other in Shanghai) 1o ensure
dual polarization purity from Intelsat
satellites. But US compames should
hurry. Nippon's contract covers the
modihication ot Berjing's No. 2 Ground
Station,

Longer-Term Prospects

Analvsts never tire of citing the fact
that China’s population of close 1o 1
billion has about 0.4 telephones per
100 inhabitants (though Beijing boasts
3.7 telephones per 100 people) as evi-
dence of China's crving need for com-
munications expansion. But the stark
reality 1s that nearly 80 percent of the
population live in rural areas on com-

munes where the demand tor individ-
ual telephone service is negligible.

Urgently needed items that will be
given priority include automatic postal
and parcel-sortng equipment. PABX
systems, telex exchanges, and teleprint-
ers. US telecommunications manufac-
turers should especially aim marketing
strategies at the local departments of
the Ministry of Posts and Telecommu-
nications, which are making joint in-
vestments with other ministries to build
communications links between indus-
tries and their subordinate factories
and enterprises.

Vendors of the kind of defense sup-
port equipment which can now be sold
directly to China’s military should not
overlook the PLA's pressing need for
mobile radio  systems and  tactical
ground radar. The chance to meet the
Chinese ofhcials who will make such
purchases will take place on November
3—13, 1981, at the National Council-
Electronic Industries Association Exhi-
bition in Beijing.

China’s largest investment in com-
munications during the readjustment
period involves adding a total of
400,000 sets ol long-distance  elec-
tromechanical exchanges,
5,000 lines of long-distance telephone
channels, and 100,000 square meters
of production space to its existing net-
work by 1982, According to a Xinhua
report ol January 1, approximately
19.5, 40, and 60 percent ol these re-
spective targets were achieved in 1980

Experts estimate it will be another
ten vears before China phases out
crossbar equipment, going directly to
digital and optical iber technology. But
in preparing for the leap, it will be
shopping for an outside contractor 1o
supply both manufacturing know-how

crosshar

and a master plan capable of solving
the formidable problems of standardi-
zation, integration, and training in-
volved in designing and installing a
modern, nationwide network. %

*The Beijing Long-Distance  Telephone
Building 1.800-channel
wave-carrier and 960-channel microwave

houses  China’s

system with coaxial cables. automantc coding
crossbar telephone  exchange. electronic
long-distance telephone switchboard equip-
ment, and 60-channel image-processing
equipment. The Beijing Telegram Building
mainly transmits telegrams. telex, and news-
paper facsimile via cable, microwave, and
satellite communications.
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China
Bookshelt

General

Background Notes: China. Washington,
DC: US Department of State, Bureau
of Public Affairs. March 1980.* 20 pp.
75¢. This prohle briefly covers the
demography, geography, history, gov-
ernment, economy, defense establish-
ment, and foreign relations of China
and Sino-US relations.

China Facts and Figures Annual, vol. 3,
1980, by John L. Scherer. Gulf Breeze.
FL: Academic Internatuonal Press, Box
L1TL, 32561, 1980. 296 pp. Available
as a standing order. Volume 3 of the
annual series of handbooks contains a
variety of statistics and lists, including
listings of major plants by industrial
sector. Most recent information is for
1979, although a list of 1980 provincial
leaders is included.

China Briefing, 1980, ed. by Robert B.
Oxnam and Richard C. Bush. Boulder,
CO: Westview Press, 1980. 126 pp.
$14.50 hardbound, $6.50 paperback.
This collection of seven background
papers commissioned by the China
Council of the Asia Society contains
papers written or revised in the spring
of 1980. Specialists review current de-
velopments in Chinese leadership,
politics, economics, trade, art, litera-
ture, and foreign policy. Appendices
include biographies of Politburo mem-
bers.

Report from Beying. Menlo Park, CA:
SRI International, 1980. 44 pp.
Available to associates upon request;
other companies, $50. The report
summarizes presentations of officials
during a March 1980 SRI visit to China,
observations of the members of the de-
legation, and selected additional mate-
rial on China’s economic planning.
Emphasis is on China’s trade policy and
foreign investment in China.

China Trade

Doing Business with China. US Depart-

ment of Commerce, International
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Trade Administration, November
1980.* 58 pp. $3.75. Essenual for the
newcomer to the China market and a
basic reference for China traders, the
new edition of the handbook reflects
recent changes in China’s foreign trade
structure and policy.

China Trade Review and Prospects, by
Vembar K. Ranganathan. New York:
Citubank (International Public Affairs,
18th Floor, 399 Park Avenue, NY
10043), 1980. 96 pp. Single copies
available at no charge. An up-to-date
survey of China’s economy and foreign
trade, the report outlines current trade
practices and approaches to the China
market. China’s import priorities and
export potentials are analyzed by in-
dustrial sector.

Business Profile Sertes: The People’s Re-
public of China, 3rd ed. Hong Kong:
The Hongkong and Shanghai Banking
Corporation, 1980. Available from all
bank offices; in Washington, DC: 1828
L St., NW, Suite 711, 20036. 84 pp.
Single copies available at no charge.
Although the report serves as an adver-
tising medium for the bank’s services, it
also presents much useful information
for doing business with China, includ-
ing a list of opportunities for trade and
advice for China travelers. Charts of
PRC government structure and lists of
organizations and  officials  are
appended.

Business with Chima: An International
Reassessment, ed. by N. T. Wang. New
York: Pergamon Press, 1980. 145 pp.
$25. First in a series of publications of
the China International Business Proj-
ect, Columbia University, this volume
contains the proceedings of a confer-
ence held in New York April 10-11,
1980. The papers presented address
not only trade with China, but also poli-
tical, legal, financial, direct investment,
and technological questions. Speakers
included officials of the US and
Chinese governments and representa-

tives of the business and academic com-
munities,

Exporting  to  China.  Wellington:
Technical Help to Exporters, Stan-
dards Association of New Zealand (Pri-
vate Bag), 1980. 35 pp. $50. The brief
report focuses on standards in China
and illustrates recommended labels for
goods in transit. Tables of average
monthly  rainfall,  humidity  and
temperature, and maps of seismic
activity and wind and snow pressure
are included.

China Business Directory: A Practical
Guade to Trading with the People’s Republic
of China, by Phillip M. Perry. Westport,
CT: Technomic, 1980. 352 pp. $55.
Poor editing and a reliance on 1977—
1978 economic information character-
ize what might have been a useful ref-
erence on China'’s economy and trade.
Some updating is evident, but con-
Aicting and outdated information
is presented. Many tables and charts
are reproduced without citation
from other sources.

Travel

Travel Guide to the People’s Republic of
China, rev. ed., by Ruth Lor Malloy.
New York: Willam Morrow & Co.,
1980. 366 pp. $17.95 hardbound,
$10.95 paperback, plus §1 postage and
handling. Written in a conversational
style, the guide will be as interesting to
the armchair traveler as it is useful to
the China-bound tourist. Many tips on
culture and customs are included,
along with an  English-Chinese
phrasebook, important addresses, and
information on 90 cities.

Books and business guides submutted for pos-
stble review in The China Business Re-
view should be sent to the National Coun-
al’s book editor, Marnianna Graham.

*Available from the Superintendent of Doc-
uments, US Government Printing Office,
Washington, DC 20402.
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Insurance in China

China’s foreign trade has doubled in only three years, and direct foreign investment has
gone from virtually nothing to $1 billion in 18 months. But how much of the potential
business will the People’s Insurance Company of China share with foreign underwriters?

urbulent changes mark the 32-
T_w;lr history of the People's Insur-
ance Company of China (P1CC), Chi-
na's state-owned insurance monop-
oly. Once staffed by 50,000 people in
1.500 branches, PICC was virtually
snuffed out in 1959 during the Great
Leap Forward and again in 1969 at the
height of the Cultural Revolution. Only
PICC's foreign trade activities were per-
mitted to continue, owing partly to the
infamous “missing platunum case.” un-
covered when Premier Zhou Enlai
learned that a valuable shipment of plat-
inum which mysteriously disappeared
had not been insured.

During those vears, whenever a fac-
tory suffered a mishap or hre, repairs
could not begin unul higher authoriies
got around to appropriating funds.
The ensuing delays hurt production
terribly, Chinese now admit. No won-
der then that the Shanghai Essence
Plant was jubilant upon learning, after
its boiler exploded last March, that it
could be back in business in just one
week, thanks to prompt indemnifica-
tion by PICC's new Shanghai branch
which reopened in January 1980.

PICC's recent return to normalcy is
reflected in its published accounts,
which show assets of nearly half a bil-
lion dollars and a “loss ratio” (incurred
claims to earned premiums and reserve
fund payments) of only 67 percent in
1979 (see p. 39). In trade with Hong
Kong and Macao, PICC’s loss ratio
is reportedly under 10 percent. A
loss ratio of 70 percent or more is
considered normal in the US insurance
industry.

Foreign Trade Role

Ever since its inception on October
20, 1949, PICC has been concerned
mainly with the insurance of physical
cargo and vessels engaged in China's
mternational trade. It continues to
monopolize that business today, insur-
ing nearly all US-China trade. Indeed,
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James B. Stepanek

more than 90 percent of US exports to
China are on an fob (free on board)
basis, while a few shipments are c and
(cost and freight) and an equally high
proportion of US imports from China
are cif (cost, insurance, and freight),
according to the letters of credit de-
partments of the Bank of America and
First National Bank of Chicago.

Some observers say that air-freight
cargois more often insured by US com-
panies, due to China’s poor air trans-
port facilities. Control Data Corpora-
tion of Minneapolis generally quotes
fob prices, according to Jackson Hipps,
director of marketing at Control Data’s
trading subsidiary. Control Data then
quotes insurance and freight costs
separately. So far Chinese importers
have elected to buy Control Data com-
puters cif. Boeing jet liners sold to Chi-
na are also covered by US insurers,
since China prefers to take delivery af-
ter the planes land in Beyjing.

Although it is PICC’s policy to urge
Chinese end-users and foreign trade
corporations (FTCs) to use its cover-
age, it allows them to choose their own
insurers. Writing in China'’s Foreign
Trade, Professor Liu Chaojin ot the
Beijing Foreign Trade Institute added
that “in the case of China’s exports, the
policy choice is left to the foreign
buyer.”

Nonetheless, one New York banker
observes that “the quest for trade with
China has meant that many US firms
give their insurance business to PICC,”
adding that “this has given PICC the
upper hand.”

Most traders seem satished with
PICC’s marine coverage. "PICC's ocean
marine policies compete very well
internationally,” a West coast under-
writer acknowledged. Likewise PICC's
cargo insurance provides standard in-
ternational coverage with most trade
conducted under open cover contracts.
(“Open  cover contracts”  insure
different types of cargo below a certain
prescribed value, thereby avoiding the
need to write a new policy for every

shipment.) With regard to ship-hull in-
surance, PICC usually writes Total Loss
Only (TLO) contracts, meaning that in-
demnification is paid, according to
Chubb underwriters, only if a vessel is
lost or destroyed. PICC contracts may
be written in US dollars or in any other
major world currency. The Bank of
China will make the foreign exchange
available to PICC to honor claims in
foreign currency.

Reinsurance

The rapid growth in PICC's activities
in recent years has spurred a major
effort 1o reinsure its risks abroad. In
insurance parlance, this means PICC
“retroceded” or "reinsured” part of its
domestic and foreign habilities 1o tor-
€ign Insurance companies, agreeing to
pay them premiums in return. PICC
paid out $47 million in premiums in
1979, and in wrn collected $132 mil-
lion in reinsurance premiums on inter-
national risk it had agreed to “assume.”
or buy, from foreign companies (see
“Profit and Loss Statement,” p. 39).

By assuming these risks PICC had to
pay $90 million in claims to foreigners
in 1979 (equivalent to 68 percent of the
foreign exchange it earned from rein-
surance premiums). Meanwhile, for-
eign firms paid $26 million in claims to
PICC (equivalent to 57 percent of the
revenues they earned by assuming
PICC's domestic and international lia-
bilities).

It is normal for large international
insurance companies to spread their
risks around the globe this way. When
PI1CC sells its risks abroad, foreign com-
panies become responsible for paying
any claims to PICC's clients. PICC must
pay premiums abroad for this service,
however. So in order to compensate for
the foreign-exchange drain, PICC is
willing in return to accept risks of for-
eign insurance firms, since these earn
hard-currency premiums.

PICC currently maintains reinsur-
ance relations with more than 900 in-
surance companies in 120 countries
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and regions, according o an ofhcial
September 1980 press release. By re-
ciprocal agreement, PI1CC relies on
these contacts both to handle claims set-
tlements below a prescribed amount
and to conduct on-the-spot surveys,
which ensure that its foreign customers
get indemnification promptly and in
local currency.

PICC™s major US contacts include the
American Internatonal Group (AIG),
Continental Corporation, the Fire-
man's Fund Insurance Companies,
Chubb & Son Inc., Marsh & McLennan
Internatonal Inc., and the Prudental
Reinsurance Company.

Between 1977 and 1979, only about
$1 million worth of business each way
was annually transacted between PICC
and US firms on a net basis (premiums
received minus claims and commis-
sions paid, and on the outflow side of
the ledger, premiums  paid  minus
cliims received),
according to US balance-of-payments
statistics. This represents about one-
tenth of 1 percent of the worldwide
business ol US imsurance hrms.

and  commissions

Now AlG is working hard o regain
the prominent role it once plaved in the
China trade. The company traces its
origins to a Shanghai company estab-
lished in 1919 by €. V. Starr.

In November 1975, AIG and PICC
reached their hirst reciprocal reinsur-
ance agreement, authorizing each com-
pany to handle the other's claims. Then
on September 29, 1980, A1G President
M. R. Greenberg and PICC Acting
General Manager Song Guohua signed
an agreement creating the China-
America Insurance Company, Lid., the
first joint venture between PICC and
any foreign company. Incorporated in
Bermuda, the 50-50 joint venture was
capitalized at 35 million imally, with
authorized capital of $25 million.

As a "nonadmitted” company in the
US market, the China-America Insur-
ance Company, Lud., may not solicit
business in the US, or even maimtain
personnel there. But it is considering
taking the necessary steps to become
admitted in New York State.

An AlG subsidiary, American Inter-
national Underwriters (AIU), tormed a
new China division in December 1980,
headed by Houghton Freeman. In the
same month, AIG opened a Beijing
liaison ofhce headed by Stephen Jen,

also vice-president of  the  China-
America Insurance Company, Lid.
(Tokyo Marine and Fire Insurance
Company, Ltd., in October 1980, be-
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came the first foreign insurance com-
pany to set up an ofhice in China.) Con-
tinental Corporation recently received
permission to open an office in Beijing
in early 1981.

In February 1981, Continental orga-
nized the South Place Syndicate,
together with PICC, Nissan Fire and
Marine, and 11 other international in-
surers to participate in the newly estab-
lished New York Insurance Exchange.
I'he exchange was set up in March
1980 to compete with Lloyd’s of Lon-
don. PICC owns a 10 percent share
ot the syndicate, which is managed by
the Continental Reed Stenhouse Man-
agement Company, another Conti-
nental subsidiary.

Observers feel PICC's participation
in these syndicates will give it experi-
ence in the US reinsurance market. Its
direct participation in the US insurance
industry is limited in some states by
laws regulating insurance underwrit-
ers. But the US reinsurance market is
open Lo PICC, inasmuch as this is a
wholesaler’s marketin which American
and foreign insurance firms trade
already-written coverages.

Marsh & McLennan International,
a wholly owned subsidiary of Marsh &
McLennan Companies, Inc.. reached
agreement with PICC in July 1980 for
Marsh to issue binders of insurance on
PICC's behalt. (Binders are temporary
understandings, often based on no
more than a telephone conversation,
which offer coverage pending the
preparation and execution of the poli-
cv itselt.) Marsh will also act as a broker
for its clients in China. (A brokerage
firm such as Marsh & McLennan acts as
a middleman that will shop around for
the best insurance coverage for its
clients. Itis unafhliated with any insur-
ance company, unlike an underwriter,
which writes insurance policies on be-
half of one company, or an insurance
agent, an independent operator who
may work for more than one company.)
Under terms ol the agreement, PICC
will pay Marsh & McLennan for its ser-
vices and technical assistance with com-
missions or fees.

Both Chubb & Son and the Fire-
man’s Fund, an American Express
subsidiary, reached separate under-
standings with PICC in 1980 covering
such areas as reinsurance and the sur-
vey and settlement of claims in each
other’s jurisdiction.

Chubb is reportedly involved in the
East  Point  Reinsurance Company
(Hong Kong), whose shareholders in-

clude  Jardine Matheson, the Hong
Kong and Shanghai Banking Corpora-
tion, and the Ming An Insurance Com-
pany (Hong Kong)—a company “with
close connections to PICC according
to one report. In late 1980 Ming An
joined International American Syndi-
cate, Inc., an AlG-organized syndicate
participating in the New York Insur-
ance Exchange.

In Hong Kong PICC maintains two
“state-private” insurance subsidiaries,
China Insurance Company, Lid., and
laiping
Both underwrite marine transporta-

Insurance  Company, Lid.
uon, hre, life, personal accident, work-
ers’ compensation, and motor vehi-
cle insurance. The Taiping Insurance
Company, Liud., has a
branch.

Singapore

Most insurers believe the rising num-
ber of joint ventures and compensation
trade deals in China will generate more
reinsurance business. Although Arucle
8 of China's 1979 Joint Venture Law
provides that only PICC may insure a
jomntventure in China, AIUs Executive
Peter Hammer says,
“"We see opportunities as interme-
diaries to advise our clients, smooth out
differences in claims handling, and

Vice-President

hopefully, to remsure these accounts.”

I'he tvpe of business most likely to
open up is known in the industry as
“ftacultative reinsurance.” This occurs
when PICC insures a joint venture or
foreign equipment in a compensation
trade deal, and then turns around and
cedes or sells a portion of the coverage
it has written to a foreign insurer.
(Under facultauive reinsurance, the
party assuming the risks reinsures a
specihic contract. Under “treaty
reinsurance,” the type generally sold in
world reinsurance markets, the buyer
does not know the nature of the indi-
vidual risk being reinsured, and merely
receves a share of another company’s
risks in exchange for the right to re-
ceive a share of the seller’s premiums.)

Political Risk Insurance

Joint ventures in China have given
rise to renewed interest in political risk
insurance. On January 11, 1980, the
People’s Darly announced that PICC's
head ofhce would commence writing
political risk insurance covering for-
eign investments in China. The report
aroused considerable curiosity. Since
the conhscation of foreign property in
China would presumably be done by
the Chinese government, who would
dare take out such an insurance policy
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with PICC, an agent of the Chinese gov-
ernment:

“Actually the policy makes some
sense.” one US underwriter told the
CBR. "because 1t insures against arbi-
mrary political acts by Chinese provinces
and export zones that have mcreased
autonomy over foreign trade matters.”

A case in point is the polincal risk
coverage written by PICC’s Guangzhou
branch covering the deluxe $10 million
East Lake Housing Development near
Guangzhou. The contract insures the
builder, Chryvsoberyl River Develop-
ment, Ltd., of Hong Kong. agamst con-
struction delavs due to unspecihed

“political hazards.” probably including
riots and confiscation by government
departments.

Most US insurers naturally cauton
their clients to read the hine print care-
fully before signing such contracts.
Areas covered include “war, actions
similar to war, strikes, riots, as well

R Y\ A T R S S N TR . e S T - T A T S S P Y

PROFIT AND LOSS STATEMENT

PICC’s 1979 Accounts

(in million yuan, dollars)

Income Outflow
Premiums: Claims:
Directinsurance' ¥171.2 {$110.5) Direct business ¥88.0 ($56.8)
Inward reinsurance’ ¥ 204.0 ($131.7) Inward reinsurance ¥139.0 ($89.7)
Less: reinsurance ceded ¥72.3 ($46.7) Less: reinsurance ceded ¥41.0 ($26.5)
Reserve fund, at beginning of year ¥ 94.8 ($61.2) Commissions:
Investment, interest, and other ¥33.7 ($21.8) Direct business ¥ 26.6 ($17.1)
income Inward reinsurance ¥57.4 ($37.1)
Less: reinsurance ceded ¥21.9 ($14.2)
General expenses and other ¥18.1 ($11.7)
expenditures
Balance of profit and loss statement ¥44.0 (528.4)
Reserve fund, atend of year ¥121.2 ($78.2)
Total ¥431.4 ($278.5) ¥431.4 ($278.5)
BALANCE SHEET
Assets Liabilities
Fixed assets L7 $3.7) Government capital ¥ 50.0 ($32.3)
Cash and bond deposits ¥554.3 ($357.8) Statutory reserve ¥85.3 ($55.1)
Investments ¥27.7 $17.9) CGeneral reserve ¥ 250.0 ($161.4)
Premiums receivable ¥16.4 $10.6) Insurance fund ¥121.2 ($78.2)
Due from companies and other ¥26.4 (%17.0) Claims reserve ¥90.3 ($58.3)
entities Other reserve ¥12.8 ($8.2)
Deposits held by reinsurers ¥67.4 (543.5) Due to companies and other ¥13.6 ($8.8)
entities
Sundry debtors 12 ($4.7) Deposits held for reinsurers ¥32.1 ($20.7)
Sundry creditors ¥5.4 ($3.5)
Overall profit:'
Brought forward ¥0.4 (%0.3)
Current year ¥44.0 ($28.4)
Total ¥705.1 ($455.2) ¥705.1 ($455.2)

Noie: Dollar amounts based on unrounded RMB figures using exchange rate of ¥ 1549 per $1.
'24.84 percent over 1978 of ¥ 137.1 million ($888.5 million).

127.92 percent over 1978 hgure of ¥ 159.5 mullion ($103.0 milhon).

'11.79 percent over 1978 profit of ¥ 39.8 million ($25.7 million).

Sotrer: People's Insurance Company of China, Report of the General Manager, September 1980,
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as. ..confiscation,” according to the
August 1980 issue of Hong Kong's Eco-
nomic Reporter. The same writer points
out that PICC “does not bear the re-
sponsibility for the losses incurred by
the deliberate or criminal acts on the
part of the insured and their repre-
sentatives which lead to the conhisca-
uon or prohibition of the mnvestment
items by the government departments
concerned.” US mvestors should also
take note of a February 11, 1980, re-
portin Beiping Review which announced
that PICC’s political risk coverage sum-
marily  exempts enterprises  that
“violate the law”

Foreign Political Risk Coverage
Political risk insurance 1s also avail-
able from both private and public in-
surers in the US. The Overseas Private
Investment Corporation (OPIC), a US
government agency established under
the 1969 Foreign Assistance Act,
already has received more than 100 in-
quiries and 22 formal Requests for
Registration for insurance for projects
representing S100 million in proposed
mvestments. These include oil explo-
ration and production projects, auto
and truck manuftacturing, and bottling

and food processing plants. About hall

are joint ventures, another half com-
pensation trade arrangements, while
one is a countertrade deal, according
to OPIC ofthcials.

Contrary to common behief, OPIC
will insure such forms of investment
as debt, rovalues, and licensing fees,
not just equity. s three types of pol-
Icies cover:

* political risk of expropriation, na-
tonalization, or conhscation;

* inconvertibility of profits, earnings.
or return of original investment into
US dollars; and

< war, revolunon, and insurrection.

OPIC offers up to 90 percent insur-
ance coverage for an imual investment
tor 200 years at low premiums. It may
also insure up to 90 percent of a ven-
ture's earnings. lts rates are substan-
tally lower—sometimes over 50 per-
cent less—than prevailing private-
SeCtor rates.

Not only does OPIC cover outright
nationalization, but also situations akin
o “creeping expropriation,” m which
government action short of seizure
makes 1t impossible for a foreign
firm to operate.

When disputes develop, China has
agreed to seek settlement through the
mechanism of subrogation, as outlined
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in an Investment Incentive Agreement
with OPIC signed last October 30. The
agreement provided that OPIC would
acquire the rights of the aggrieved com-
pany, and calls for disputes between
China and the US arising out of the
agreement to be settled by arbitraton.

Some private insurers such as Lloyd’s
and AIG also write expropriation and
currency convertibility insurance. To
minimize compettion with the pri-
vate sector, “OPIC does not have au-
thority to provide coverage against civil
strife of a lesser degree than revolu-
tion or insurrection.”” notes Felton
Johnston, OPIC's deputy vice-president
for insurance.

Domestic Coverage:
Opportunities for Insurers

PICC offers a wide range of insur-
ance services to foreign businesses and
embassies in China, In addition to the
above-mentioned cargo insurance poli-
caes, PICC covers:

Employer hability. This covers an em-
plovee’s “bodily injury or death while
working for the insured.” according to
an article by Li Xuekong in the August
1980 issue of Economic Reporter.
Personal accident. This covers bodily in-
jury or death, provided death occurs
“within 180 consecutive days after the
date of such bodily injury.” reports Li
Xuekong. Premiums vary according to
the hazards associated with the occupa-
ton and the scale of compensation de-
sired.

Product hability. Designed to protect
manulacturers and exporters, this cov-
ers property damage, bodily injury,
sickness, disease, and death caused by a
defective product.

Foreign manufacturers in the PRC
may obtain product hability insurance,
along with marine and transport insur-
ance, and miscellaneous surety (cover-
ing such items as customs duties and
taxes) for products exported under
compensation trade, according to the
1980 Chubb & Son publication, Insur-
ance in China.
Compensation  trade. To encourage
compensation trade, PICC announced
last August 1t would lower its cargo
Insurance premiums on Cprocessing
of imported raw materials”™ (lailiao
Jagong). PICC's new policy “can be con-
tracted in advance for inward and out-
ward transport insurance. ... The
customs note or the inventory can
serve as the dispatch nonce,” accord-
ing to Li Xuekong. The advantage
here is that the new policy covers

“the import of raw materials through
processing the export of the finished
products, instead of the past method
of contracting policies in several
stages,” he writes.
Automobile.  This collision,
property damage, and third-party
bodily injury and property damage.
“The annual third-party premium up
to a limit of ¥ 100,000 ($66.700) 1s cur-
rently $1437 an AIG ofhcial told the
CBR. Automobile insurance 1s manda-
tory in Guangdong Province and must
be obtained from PICCs Guangzhou
branch: elsewhere in China, foreign
vehicles may be insured either by PICC
or foreign underwriters.
Fire. Contracts written by PICC cover
fire, lightning, Hoods, falling aircraft,
volcanic eruptions, bursting pipes, and
subsidence, among other calamities.
Rates reportedly vary with the type of
construction.
CAR and EAR. These terms owe their
origins to British and German under-
writers, who drew a distinction between
Contractors All Risk (CAR) and Erec-
non All Risk (EAR). CAR contracts cov-
er civil engineering projects that re-
quire substantial earth moving and the
construction of buildings. By contrast,
EAR contracts are used to cover
machinery installation or machinery
testing. Some US insurance firms, such
as AlIG, have combined CAR and EAR
isurance under one “contract works”
policy.

PICC's standard CAR and EAR con-
(racts contain (wo sections covering

covers

property damage during construction,
and third-party liability insurance
according to Chubb. Their complexity
arises from the fact that they cover proj-
ects under construction—hence the in-
sured value of the property necessarily
changes over time. CAR contracts tend
to have separate schedules insuring the
project, materials, machinery, debris
removal, and worksite buildings.
Machinery damage rates are 2-3 per-
cent of the real value of the machinery,
according to a Chinese source. In
general, however, Chubb underwriters
have esumated that the construction of
a hotel in Beijing will carry a premium
of about 3.5 percent.

Worker's compensation. Chubb & Son
urges clients 1o acquaint themselves
with China’s labor laws, specifically
China’s 1951 National Labor Insur-
ance Regulations, which apply to joint
ventures employing 100 or more work-
ers. Such enterprises have to pay a 3
percent monthly payroll tax. Thirty
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Organization of the People’s Insurance Company of China

State Council

Group of Central Finance
Committee

|
l People’s Bank of China’

People’s Insurance Company
of China (ricc)?

Established: October 20, Address: .

1949 108 Xijiao Mingxiang, Insurance Institute
Employees: more than POBox 2149, of China (IC)

2,000 Beijing, China Established: November
General Manager: Song Cable: 42001 semnG Bl 1979 to promote

Guohua Telex: 22102 P €N academic research
Deputy General Telephone: 335150 andtechnical training

Managers: for picc personnel.

Lin Zhenfeng

Shi Zheming

Zhang Chongfu

LuMing (f)

Departments Managers
1. Administration Zhang Xiuran (f)
He Yannan Branches and
Chen sub-branches
Songxiang
2. Marine Wang Dao Total number (all established since 1979):
Yang Tianna (f) more than 200
Cheng Wanzhu Branch cable addresses: 42001 followed by
3. Nonmarine Yang Zijiu name of City
Xu Wenhao Shanghai branch (established January 1,
4. Planning and He Kezhong 1980): 23 Zhong Shan Dong Yi Lu,
finance Tong Yiao Shanghai, China
5. Research Wang Telephone: 217466, 214383, 214653
Yongming
Liu Fengzhu (f)
Liliahua
6. Domestic business  Zhao Jinian
Yie Yide Foreign Subsidiaries
7. Reinsurance Zhu Yuanren
Yao Jiechen China Insurance Company, Ltd.
Zhang Jian Beijing: PO Box 20, Beijing
8. Personnel Ji Ming (f) Cable: CHiNSURCO BEIING
Liang Ruhu (f) Hong Kong branch: Bank of China Building,
2A Des Veeux Rd., Central, Hong Kong
Cable: CHINSURCO HONG KONG
Overseas Joint Venture Macao branch: 1L Avenida Almaida,
Ribeiro, Macao
China-America Insurance Company, Ltd. Cable: CHINSURCOMACAO
Joint venture partners: PICC, American Taiping Insurance Co., Ltd. .
International Group (AIG) Hong Kong branch: Nanyang Commercial
President and Manager: Joseph Johnson Bank Bldg., 151 Des Vaeux Rd.,
Address: American International Central, Hong Kong
Building, Richmond Road, Pembroke Cable: TAIPINGING HONG KONG
534, Bermuda Singapore branch: Four Seas
Communication Bank Building, Singapore
Cable: TAIPINGING SINGAPORE

More than 900 insurance companies in more than
20 countries and regions

'In a June 1980 official publication, Financial Overview of the People's Republic of China (translated by FBIS)
the People’s Bank of China, China’s central bank, is shown as having direct supervisory responsibility for the
People’s Insurance Company of China

‘An article by PICC's Deputy General Manager Zhang Chongfu in the February 15, 1980, issue of Economic
Management revealed that China planned to set up a State Insurance Management Bureau in charge of three
new companies handling reinsurance, foreign insurance, and domestic insurance. The plan would presum-
ably mean the break-up of picc as a single entity.

Sources: PICC, Report of the General Manager, September 1980, Ta Kung Pao, August 18, 1980; Economic
Reporter, August 1980; and Xinhua news agency, various dates

Chart prepared by Jim Stepanek.
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percent of the funds raised by the tax
goes into a general labor insurance
fund, Chubb analysts report, and 70
percent goes into a local labor insur-
ance fund.

Exhibitions. PICC's exhibition liability
insurance form insures foreign
equipment and goods on display in
the PRC.

Insuring Offshore Oil Exploration

US oil companies wanting to take
partin the development of China’s con-
unental shelf must obtain PICC cover-
age, an oil company attorney told the
CBR in January. PICC writes towage,
operation, and third-party hability risk
insurance for oil-drilling rigs: these
risks are reportedly reinsured in over-
seas markets.

PICC now underwrites:

« drilling rigs. platforms, and drilling
ships;

* workshops, supply ships, and air-
craft;

* seepage, pollution, contamination,
and clean-up expenses;

* redrilling expenses; and

* offshore personal accidents.

As China’s offshore oil resources are
developed, "P1CC will undertake insur-
ance for offshore construction, oilfield
production, storage, and transport
facilities,” Li Xuekong claims. The Brit-
ish Petroleum Company, Lid., has re-
portedly applied for PICC coverage of
its drilling operations at two strati-
graphic data wells in the southern part
of the Yellow Sea. In late 1980, Conti-
nental’s subsidiary, the Marine Othce of
American Corporation (MOAC), held an
offshore oil insurance seminar for top
PICC ofhicials and oil ministry planners.

PICC enjoys a monopoly only in the
case of joint ventures: foreign nsur-
ance companies are free to compete for
foreign business in other areas.
Already US firms have begun to adver-
tise their services in some areas where
PICC's coverage 1s not comparable, like
Loss of Foreign Rovalties insurance, in
which some companies offer a standard
form contract to protect foreign parties
in licensing agreements against the in-
terruption of royalty payments.

US banks are also eager to take part
in China’s insurance opportunities.
One of their most common insurance
offerings is the standby letter of credit
(standby L/C), which usually insures
that a particular factory, mine, or en-
gineering design is completed accord-
ing to the contract terms. Standby L/Cs
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are “pavable on hrst demand” mean-
ing that the bank will pay China, or
whomever the obligee might be, with-
outany questions. 'he bank conducts a
credit analysis ol the company under-
taking the project, and calculates s
risk, and charges accordingly.

Standby L/Cs difter from perfor-
mance or surety bonds issued by insur-
ance companies. A bid performance
bond frequently covers a company’s
potential losses during international
bidding. Advance-pavment perfor-
mance bonds, another common lorm,
are available to buyers of projects. For
example, il a US contractor in China
wants a $1 million payvment up front,
China can pay the sum in advance, and
then take out an advance-pavment
performance bond to protect nselt in
the event the project is not complet-
ed o satslaction.

Performance bond premiums are
generally T percent per year or less ol
the bond, while charges for a standby
1/C are roughly one-hall of 1 percent
per year of the value of the guarantee.
['he difference in rates is due mainly to
the greater potential involvement ol an

insurance company ina project. Unlike
astandby L/C, a performance bond may
oblige an insurance company 1o over-
see or complete a project that it imsures.

PICC’s Domestic Operations

China's
domestic insurance industry apparent-
ly was taken in November 1979 at a

I'he decsion to restore

national insurance conference in Bei-

jing. According to PICC's 1980 Report of

the General Manager, it was resolved that
“the resumption of the domestic [insur-
ance] business would be carried out
step-by-step throughout the country
and from January 1, 19807

At about that time a joint communi-
qué, issued by the People’s Bank of Chi-
na, State Planning Commission, State
Capual  Construction  Commission,
Mimistry of Finance, Mimstry of For-
eign lrade, and General Administra-
ton of Exchange Control, ordered all
tactories importing “whole-set equip-
ment to .|p])|\ to PICC for transporta-
tion, construction, and installaton n-
surance (according to a November 28,
1979, Xinhua bulletin).

By early 1980 P1CC had reestablished
branches in 120 Chnese cities. 1t also
promised  that by 1981
branches would be established moall

January

provinces, municipalities, and auton-
omous regions, except Tibet. PICC re-
portedly has issued a “national unified
standard”™ of rates for all these areas,
but permits local branches 1o set then
own rates within a 20 percent range.

Despite these advances. domestic
coverage for Chinese factories and
average citizens 1s still incomplete. A
recent Economic Management article by
PICC Deputy General Manager Zhang
Chongfu reports that China's crops,
livestock, and the vast majority ol its
state enterprises are notinsured. (Since
then ad hoc exceptions have been made
for state enterprises engaged in foreign
property insurance
and life insurance policies are unheard

trade.) Personal
of. Coverage in all these areas was avail-
able before 1958, the year marking the
start of the Great Leap Forward. But at
that time the Chinese government de-
cided that insurance in a socialist state 1s
superfluous—an idea, like so many

others, that is changing today. £

Chinese Doctors Can Be
Your Best Salesmen!

As a manufacturer of medical

MISG is the official publication of the

For additional information

instruments and supplies, you can
have an outstanding sales force in the
People's Republic of China—several
thousand Chinese doctors and the
Medical Instrument & Supplies Guide
(MISG)!

Published in Hong Kong, MISG gives
YOu an opportunity to get quick results
by communicating directly with
10,000 Chinese doctors, other end-
users, and import officials in their
language. And Chinese doctors know
how to penetrate the complexities of
the Chinese purchasing apparatus. By
discovering your products and
ordering them through their Import
Corporation, Chinese doctors indeed
can become your best salesmen.

Chinese Medical Association and is
sanctioned by The Scientific and
Technical Association of the People’s
Republic of China.

China needs your products and
Chinese doctors are eager for medical
news. In MISG your message can be
delivered not only through adver-
tising, but through extensive editorial
coverage, including clinical reports, a

new products section and much more.

Shouldn’t your company be selling in
China? Let Medical Instrument &
Supplies Guide help you reach 10,000
key decision makers in the world’s
most populous country.

about how you can reap
profits from this untapped
market, call Jim Hipps at
(214) 634-1600, or write
Hipps & Associates, Inc.”
17070 Dallas Parkway,
Suite 100, Dallas, TX 75248.

*Exclusive U.S. advertising representatives for MISG.
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Christopher M. Clarke

he monumental problems fac-

img China todayv in some wavs
resemble those that confronted the
People’s Republic in its infancy: estab-
lishing the legitimacy of the regime
based on performance; appealing to an
alienated intellectual class; dealing with
stagnant economic growth; raising a
very low standard of living: providing
adequate domestic energy resources;
and creating an orderly transition of
leadership. The latter problem is ex-
acerbated by the fact that China must
replace an entire generation of leaders,
veterans who have led China for 30
years or more. Because the problems

are so comphicated, the Chinese lead-
ership disagree over how to solve them.
And because the problems are so press-
ing, this disagreement has recently be-
come more strident and open.

The Issues
China’s top leadership since 1977 has

been composed of a number of loose
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;ié" in China.

DIVISIONS

Conflicting
approaches to
achieving the
Four Modernizations
have created
a policy rift

groupings.  These “factions”™  had
worked out a modus vivendi unul late
1980. Then it became clear that opposi-
tion to the pohcaes of Deng Niaoping
and his protégés was paralvzing the
government. As a result, many obser-
vers believe Deng set out to dismantle
This  was  partly
September 1980
National People’s Congress (see CBR,
Nov.—Dec., 1980, pp. 33-35), and con-
tinued in December 1980 and January
1981 with Deng's most drastic step—the
attempt to force the resignation of Hua

the  opposition.
achieved at  the

Guoteng from his positions as Com-
munist Party chairman and chairman
of the Central Committee’'s Military
Affairs Commission. Deng's protége
Hu Yaobang is favored to take over the
former position, while Deng himsell
has taken over the latter post
temporarily.

The major spht in the leadership
occurred over the most effective way to

achieve China's “four modernizations.”

YAR20001

In the last six months a public debate-
by-proxy has surfaced in the Chinese
press over the correct interpretation of
the regime’s avowed policy of “read-
justment, restructuring, consolidation,
and improvement.” Basically this slo-
gan embraces two strategies for de-
velopment, which, while not mutually
exclusive, do contain contradictions.
One strategy, labeled with the code
word “readjustment.” favors the status
quo in terms of China’s economic in-
sttutions, but sees a need to deempha-
size heavy industry and costly, gran-
diose projects in favor of the tradi-
tionally neglected sectors, such as agri-
culture, and light and consumer goods
industries. The other slogan,
“restructuring,”  calls  for  radical
changes in China's economy, casting 1t
in a Yugoslav mold. This would be

achieved mainly by transferring con-
siderable economic authority from cen-
tral government ministries to proht-
and-loss oriented corporations. Dis-
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agreement within the leadership cen-
ters around which of these strategies
should take precedence, and to what
extent and on what timetable.

The “Decentralizers”’

One influential segment of China’s
leadership is most strongly represented
in the Chinese Academy of Social Sci-
ences. [ts most vocal spokesman has
been Academy Director Xue Mugqiao.
As early as the 1950s, Xue was advocat-
ing a more “market-like” approach to
China, in which the number of central-
ly planned targets would be drastically
reduced, local and enterprise auton-
omy increased, managers’ responsibil-
ity and authority strengthened, and the
proht motive emphasized. Some ex-
treme proponents of this point of view,
both in the 1950s and now, have ques-
toned the leading role of the Com-
munist Party in society and the econ-
omy.

Throughout 1979 and 1980, Xue
Mugqiao was vocal in advocating a rad-
ical restructuring of China’s eco-
nomic system. Similarly, Deng Xiao-
ping and his protégés, Premicr Zhao
Zivang and Party Secretary General Hu
Yaobang, have favored a program of
rapid “restructuring.” Their concerted
effort has been to root out opponents
of decentralization within the central
bureaucracy. As a result, a large num-
ber of central bureaucrats have been
publicly  humiliated  while
Province, where Premier Zhao made
his reputation by quasi-capitalist poli-
cies, has been held up asamodel. Deng,

Sichuan

Zhao, and Hu, however, have empha-
sized the need for conunued policy
guidance and political supremacy on
the part of the Communist Party, even
while stressing the need 1o divorce it
from improper interference in eco-
nomic and administrative affairs.

This pressure for decentralization
has led to several policy changes. As the
China Business Review veported in its
November—December 1980 issue, Li
Kaixin, director of the State Bureau of
Supplies, revealed that the number of
centrally controlled commodities is to
be reduced from 256 to fewer than 68.
Similarly, the proliferation of new min-
isterial trading corporations means
that the old FTCs under the Ministry of
Foreign Trade each will have exclusive
control over a vastly reduced number
of items.

For example, the head ofhce of the
China National Metals and Minerals
Import and Export Corporation
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(MINMETALS) will now monopolize
only three commodities (tn, tungsten,
and antumony). It will share control
over some four more with the new Chi-
na Metallurgical Import and Export
Corporation (under the Ministry ol
Metallurgical Industry). Moreover, the
appearance of provincial import-
export corporations and special eco-
nomic zones further advances the “re-
structuring” of the economy.

Leftist Remnants

A second segment of the Chinese
leadership has resisted decentraliza-
ton of authority. Over the past two
years, the most vocal and vulnerable

At stake is the Soviet-style cen-
tral planning apparatus that still
runs China’s economy. One
faction wants to keep the sys-
tem. Another group blames it
for 30 years of accumulated im-
balances that plague China’s
economy.

opponents of “restructuring” have,
with one exception, been purged. Deng
Xiaoping's campaign against  the
“whatever” faction (“whatever Mao
said must be done, and whatever Mao
didn’t say must not be done”) resulted
in the removal ol the “little gang ol
four” (Wang Dongxing, Wu De, Ji
Dengkui, and Chen Xilian) in early
1980, and of Chen Yonggui, the lead-
ership’s token model peasant, later in
the year. Deng's drive against his
opposition has culminated in an open
attack on the position of Party Chair-
man Hua Guofeng, who reportedly
opposes Deng's centralization plans.

Chen Yun: The Middle Ground

A third part of the leadership takes a
moderate position. This group's appar-
ent leader is Party vice-chairman and
planner Chen
Yun. While in favor of a degree of de-
centralization, Chen is understood to
believe that China’s primary need is to

long-time  economic

emphasize investment in, and en-
couragement of, agricultural and con-
sumer goods production. The key to
Chen’s thinking is balance, and that
nationwide balance can only be accom-
plished by planning.

His argument appeared in detail in
the December 30, 1980, People’s Daily.

Written by a “special commentator,” the
article singled out “decentralization
and unrealistic management” as the
chief causes of China’s currently cha-
otic situation in capital construction.
Extensively quoting Chen Yun's state-
ments and positions from the 1950s,
the author concluded that the “way out
at present is to tightly grasp readjust-
ment and stabilize the economy” He
went on to say that “under socialist
conditions, it 1s always necessary to
achieve a high degree of centralization
in capital construction. . .. During the
period of economic readjustment, it 1s
even more necessary to achieve a high
degree of centralizaton in  capual
construction.”

During the 1950s, Chen Yun used
the Ministry of Commerce, which he
headed, as a means for coordinating
economic planning by regulating all in-
ter-enterprise contracts. The current
thinking of Chen and his followers
seems to be that the central banking
system—along with the State Council
commissions—must take the major re-
sponsibility for such control in the
1980s. The same People’s Daily article
singled out the muliplicity of sources
tor construction funds as a major cause
of waste, duplication. and “blind
investment.” This article and a number
of others seem to be creating some-
thing of a “cult” around Chen Yun,
presenting him as a counterweight to
the policies and personalities of Deng
Xiaoping, Zhao Zivang, and Hu
Yaobang.

Veteran Bureaucrats Defend Their Turf

Probably even more reluctant than
Chen Yun to see the central bureaucra-
cy gutted are veteran administrators
like Li Xiannian, Ye Jianying, and Yi
Qiuli. Yi, for example, 1s associated
with the petrochemical sector’s resist-
ance o cutting back on capital con-
struction projects; he has reportedly
clashed with Deng Xiaoping on this
and other issues. In recent months,
there has been a series of attacks
directed at the bureaucrats in charge of
the heavy industry, capital construc-
tion, and energy sectors. The censure
intensified in September 1980 when
Metallurgy Minister Tang Ke was criti-
cized for his handling of the construc-
tion of the Baoshan iron and steel
plant. Then in December the Wuhan
iron and steel plant was singled out in
People’s Daily, which hammered away at
the fact that $1 billion was being spent
on the plant, and yet no provision had
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been made for the electricity or raw
materials necessary to keep it operating
at full capacity. These problems are not
unique to Wuhan.

The petrochemical industry has also
faced criicism. In addition to the
humiliation of  Vice-Premier Kang
Shien in September (see CBR, Nov.—
Dec., 1980, p. 33), two vice-ministers of
the chemical industry were recently
fired for fraud and corruption, and the
Beijing Municipal Bureau for Chemi-
cal Industry was criticized for ignoring
central directives. The combination of
attacks on heavy industry, capital con-
struction, the energy industry, and on
the central bureaucracy as a whole,
have clearly alienated and worried a
number of powerful Chinese leaders.

The Military

Also suftfering is a fifth major divi-
sion of China’s leadership: the military.
Though the People’s Liberation Army
was instrumental in achieving the
reelevation of Deng Xiaoping in 1977,
since then it repeatedly has felt frustra-
von and disappointment. No longer is
the PLA held up as a model for all
Chinese to follow, or as an auractive
career for promising young men and
women.

Recent public revelations of corrup-
ton and illegality at the PLA's very
highest levels, and the linking of the
trial of the “Lin Biao chque” of generals
with the trial of the “gang of four,” have
seriously tarnished the military’s public
image.

These events followed the army's
poor showing in the 1979 invasion of
Vietnam, and in budgetary cutbacks
over the last several years. As China
attempts to balance its budget and 1o
curb inflation, the military allocations
have been reduced—reportedly from
$14.8 billion to $12.8 billion.

There are signs that the military is
also dissatishied with the direction of
current social and economic policies.
The emphasis on a semicapitalist sys-
tem of agriculture, for example,
threatens the heritage of the PLA’s hal-
cyon years when it guided land reform,
redistribution, and social equalization.
For many of the old military com-
manders, this heritage, and the atmos-
phere of rural optimism and coopera-
tion surrounding it, represent one of
the two main reasons for the Commun-
ist Party's success in China's 20th-
century revolution.

The second reason was of course, the
Party’s sponsorship of anti-imperial-
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ism. Certainly there exist military lead-
ers who are less than completely happy
with China’s increasing economic and
political intercourse with the West, and
who would favor an easing ol Sino-
Soviet tensions.

Perhaps most immediately, however,
current policies directly threaten the
privileged position of military tamilies,
PLA veterans, and relatives of wound-
ed or deceased soldiers and sailors. De-
mobilized veterans often found both
employment and prestige as rural agri-
cultural or political cadres. Under the
new system, these positions have either
been phased out or their power drasu-
cally curtailed. Likewise families of ac-
tve-duty or deceased military men

published several articles calling on
military cadres to study the Party’s poli-
cies. They pointedly reminded the
army that while “political power grows
out of the barrel of a gun.” the Party
must always command the gun. It is
significant that the Party chose to pub-
lish some of these warnings in the
PLA's own newspaper, Liberation Army
News.

The abandonment of the Maoist
legacy and the rehabilitation of people
like Liu Shaoqi and the “rightists” con-
demned in 1957 after the Hundred
Flowers campaign has also raised con-
cern within the military leadership.
Marshal Ye Jianving, China's senmor
statesman, is said to be especially con-

The “energy clique” held its own at the early March National
People’s Congress Standing Committee meeting. But one leading
member, Kang Shien—chairman of the powerful State Economic

Commission—was demoted to minister of petroleum.

formerly were awarded extra work
points and benefits to compensate for
the loss of family work-power. These
tamilies now must fend for themselves.
All these factors reduce the PLA’s abil-
ity to replace demobilized troops with
high-quality recruits.

The military 1s clearly dissaushed
with its diminished share of the budget,
and with the deemphasis on industries
from which it derives its armaments.

The Vietnam invasion graphically

demonstrated the antiquated nature of

much of China’s equipment, and espe-
cially of its transportation and com-
mand and control systems. These are
expensive items to modernize, and
PLA leaders feel insuthcient effort is
being devoted to the task.

In addition, many old commanders
find themselves distressed at how slow-
ly their comrades, who were purged
both during the Cultural Revolution
and after Lin Biao's 1971 auempted
coup, are being rehabilitated. This
sort of military dissatisfaction has been
hinted at in the press in several ways.
First, a number of articles praising the
late Marshal Peng Dehuai appeared.
Peng, who ran afoul of Mao after the
Great Leap, was an outspoken propo-
nent of a professional and well-
equipped  military  establishment.
Second, the Party’s political authorities

cerned about the destabilizing political
and social effect of the open repudia-
tion of Chairman Mao. Military dis-
satisfaction has also reportedly blocked
the retirement of the aged and infirm
Marshal Xu Xiangqian as minister of
defense, because the leadership cannot
agree on a compromise replacement.
Indicative of the level of disaftection
within the army is the rumor that PLA
representatives to the Fifth National
People’s Congress in September 1980
stormed out of the meeting at which it
was decided to try the "Lin Biao clique”
generals along with the “gang of four”
civilian political offenders. This dissen-
sion, and the concern about the politi-
cal reliability of the PLA with Hua
Guofeng as its titular head, were
among the reasons compelling Deng
Xiaoping to take on the responsibility
of chairing the Military Affairs Com-
mission. This must have been embar-
rassing for Deng, who relinquished the
post of PLA chief of stafl only a year
ago, ostensibly because of his conh-
dence in the army and its leadership.

In an attempt both to modernize
China’s military thinking and to bring
under control resistance within the
PLA’s leadership, Deng has simul-
taneously initiated a massive turnover
of personnel at the top and bottom of
the army. The regime is in the process
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of replacing as manv as halt ot its 4.5
million troops. Some 280,000 already
may have been demobilized. The gov-
ernment is seeking vyounger, better-
educated  replacements,  but is
apparently encountering ditheulties in
attracting such people in compettion
with other increasingly available and
attractive career opportunities in the
universities and in industry.

I'he Communist Party’s announce-
ment that it intends to reassess the
membership of that halt of the 38 mil-
lion Party members who joined since
the Cultural Revolution obviously
threatens the entire lower- and mid-

level leadership of the PLA. Many
members recruited then are tainted by
their association with Cultural Revolu-
tion leftists. In addition 1o this massive
shake-up of the lower and middle eche-
lons of the PLA enlisted and othcers
corps, Deng has also torcetully pushed
for the retirement of aged senior mili-
tary leaders. In the meantime, he has

kept them off-balance by means ol

large-scale transfers of military com-
manders over the past several years.

Youth: The “Lost Generation”

Another alienated element with

potential tor social disruption is the

China Services

The Leaders in
China Recruitment

If your company is considering setting up an office in China,
Riggs is the agency to call for personnel recruitment. Our
8 vears experience makes us the leaders in China Trade.

We handle long-term contracts, usually 1 year with short-term
assignments for Trade Fairs & Trade Delegations.

Riggs has carefully compiled a bank of mature, highly skilled
secretaries, proficient in shorthand, telex & typing, in addition
to fluency in Mandarin and other Chinese dialects, readily

available to travel to China.

Don't let a language barrier get the better of that all-important
business deal. Call Riggs for our highly trained interpreters
who are capable of meeting the challenges and demanding
conditions of any commercial and technical enterprise.

We would be happy to give any advice on visa/travel
arrangements, accommodation etc. — we're just a phone

call away!

RIGGS CHINA SERVICES

4/Fl., Dominion Centre, 59 Queens Rd. East,
Hong Kong. 5-284548 Telex: 74903 RIGGS HX
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generation of some 13 million vouths
“sent down” to the countryside alter
1968. These people represent a lost
generation who never completed their
education and who now face a bleak
future of unemplovment or employ-
mentin unprestigious, unpleasant jobs.
Most of these vouths have returned to
the cities from the countryside. Some
are hinding employment in private or
small-scale cooperative service and
manulacturing occupations. But many
resent having lost their opportunity for
higher educavion and  upward
socloeconomic maobility.

I'he Chinese press has recently car-
ried a number ol articles on organized
illegal activities like smuggling, kidnap-
ping. prostitution, drug use, and secret
soclety crime)
Urban China s experiencing the “ted-

(organized activities,
dy boy™ and street gang phenomena
common 1o the West in the 1960s, Re-
turned vouth and
disaffected teenagers are the core ol
this problem. State Labor Bureau
Director Kang Yonghe. in an interview
in China Reconstruets in February 1981,
confessed his frustration with having to

“sent down”

hind jobs for returned vouth at the
same time that some 5 million new
workers enter the labor market each
vear. The seriousness of the problem is
revealed in the fact that the State Coun-
cil maintains an othee devoted 1o solv-
ing the problem of rusticated and edu-
cated vouth, headed by the Party's
propaganda director and former vice-
premier, Wang Renzhong.

Ihus, as China preparves its five-
vear plan and attempts to consolidate a
leadership to assume the mantle from
the Long March generation, sharp divi-
sions among the rulers remain. The
pohicies espoused by Deng Xiaoping
appeal to a segment of China's elite,
including much ot the provincial and
local leadership, scientists and intellec-
tuals, and many peasants. At the same
time, however, these policies  have
alienated a Large and mmfluential por-
tion in China. Much of the military
leadership, threatened central govern-
ment bureaucrats (the newest hall of
the Party’s membership), displaced ru-
ral cadres, and peasants not tavored by
the current policies, all remain dissat-
ished. It remains to be seen if these
elements can rally around a figurehead
like Hua Guofeng, and cast Deng’s
policies aside. Such presentiments un-
doubtedly explain Deng Xiaoping's de~
termination to prevent Hua from be-
coming such a rallying point. £
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China’s Activities in the
IMF and World Bank

Karen Berney and Dori Jones

n the year since the People’s Repub-

lic of China assumed the China seat
at the International Monetary Fund
(IMF) and the World Bank, Beljing has
provided, on a conhidential basis, an
unprecedented wealth of financial and
economic data to both international
organizations, and has made its first

drawing on the IMFE

Making the Most of the IMF

Beijing formally took over China's
membership in the IMF from Taiwan
on April 17, 1980. A few months later,
on September 11, the IMF's board of
governors raised China’s quota from
550 million to 1,200 million SDRs (spe-
cial drawing rights), an increase from
£700 million o $1,500 million. With
this quota, China became the eighth-
largest member of the Fund, large:
than India but smaller than lhaly. It
held 3.02 percent of the total quotas
and 2.83 percent of the voting power in
the IMFE

China's quota was turther increased
to 1.8 billion SDRs when an across-the-
board 50 percent quota increase wis
approved in late December 1980, Its
share of total quotas remained roughly
the same, while its voting power rose to
2.89 percent of the total.

An extra seat on the IMF's executive
board was created for China so that
China could be represented without
diminishing the power of other coun-
tries. China's executive director, Zhang
Zicun, and alternate executive director,
Dai Qianding, now have othces at IMF
headquarters at 1700 19th St., NW, in
Washington, DC.

As another step in the process of be-
coming a full member of the IMF, the
Beijing government welcgmed an IMF
survey team to China in November and
provided previously unrevealed in-
formation on China’s reserve position
and balance of pavments. IMF othcials
returned in February to hold discus-
sions with the State Statistical Bureau
on the possibility of publishing Chinese
data in the IMF monthly, International
Financial Statistics.
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Chinese made
their Arst IMF drawing, amounting to
218.1 million SDRs (about $278 million)
and nearly emptied their reserve
tranche. In the IME a country’s reserve
tranche is equivalent to 25 percent ot its
quota and is pavable in SDRs. Thus,
with a quota of 1.2 hillion SDRs, China's
reserve tranche drawing would nor-
mally have been 300 million SDRs.
However, in line with a previous IMF
ruling, Beijing had been permitted to
pay only half the amount in reserve
currency it normally would have owed

In November the

for the September increase in its quota.
IMF member countries are automati-
cally allowed to draw their reserve
tranche to cover any balance-of-pay-
ments difhiculties, with
attached.

On March 3 the IMF approved a bor-

rowing arrangement under which Chi-

no conditions

na will draw down the 450 million SDRs
($550 million) on its hrst credit tranche
over the next 12 months. For this loan,
repayable over three to five years at an
annual interest charge ranging from
4% to 6% percent, China informed the
Fund of economic measures it is adopt-
ing to rectify its balance-of-payvments
problems. China is also planning to
borrow about 300 million SDRs (about
4380 million) from the IMFs trust
fund, created from prohts of gold
sales; this drawing would have condi-
tions similar to those imposed on hrst
credit tranche drawings.

World Bank: Three Loans Under
Preparation

I'he PRC's activities in the World
Bank, which it joined May 15, 1980, are
still at a preliminary stage. lis share of

the World Bank's capital stock was

Project

lechnical assistance,
scientific equipment,
and computers to
improve quality of
education and research
insciences and
engineering at 26
Chinese universities.
Project will also
strengthen university
management systems for
handling investment
funds.

Lender/Amount
IDA
$250-%350
million

Lender to be
determined

Irrigation and drainage
facilities for 325,000
hectares of tarmland in
North China plain
Project also involves
rural credit program, and
other agricultural
support services.,

Modernization of Lender to be

existing portsto facilitate  determined
bulk cargo and container  $235 million
traftic. (estimate)

First Three World Bank Projects

SOURCE: Development Forum, March 17, 1981,

Implementing
Agency Status
Ministry of

Education

Appraisal report and
invitation to bid on
equipment being
prepared. Four Chinese
teams have visited
potential suppliers.

Ministry of
Agriculture

Project specifications
being prepared by
China.

Ministry of
Communica-
tions

Project specifications
being prepared by
China
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raised from 7.500 shares (formerly
held by Taiwan) to 12,000 shares, or
3.86 percent of the total. China's voting
poweris now 12,250 votes, or 3.55 per-
cent of the total. Tt stands as the sixth-
largest member of the Bank, below
Japan and above India.

I'he PRC was also given a seat on the
Bank’s executive board, which in-
creased from 20 o 21 members to
accommodate China. China's executive
director, Wang Liansheng, and alter-
nate executive director, Chen Hui, are
now working at the World Bank head-
quarters at 1818 H St., NW, in
Washington, DC.

In the summer and fall ot 1980 the
Bank sent a series of delegations to Chi-
na to investigate the Chinese economy
in preparation for writing a major 600-
page economic report with numerous
statistical appendices, which will be
presented to the Bank's board of direc-
tors in June 1981, The reportidentifies
and analvzes hve priority sectors, and
will serve as the data base tor formulat-
mmg current and future World Bank
projects in the areas of human re-
sources (education, health, and
population), agriculture, transporta-
tion, energy, and industry.

The tume elapsed between the start
of a country economic report and proj-

years. But Beijing is quite eager to get
its hands on Bank loans, especially
from the World Bank's athhate, the In-
ternational Development Association
(IDA), whose interest-tree credits, re-
pavable over a 50-year period, are de-
signed for countries with annual per
capita GNP under $680 (in 1979 USS).
In an eftort to speed up the Bank's
initial lending operations, Beijing pre-
sented a list of 19 potental projects in
July 1980, It was tentatively agreed to
begin work on six of these, and three
have progressed to the stage of being
listed in a monthly summary of future
Bank projects published in the March
17 edition of Development Forum.

The three loans under considera-
tion, exceeding $500 million, are for
projects in education, agricultural land
improvement, and port modernization
(see chart). By December, the education

project—possibly the most advanced of

the three—was ready to enter the
appraisal stage. A delegation of educa-
tion projects experts visited each of the
26 participating universities to review
the technical, institutional, and finan-
cial aspects of the project. The ensuing
appraisal report  will  provide the
framework for negotating the terms
and conditions of the loan.

After negotiations the appraisal re-

ments, will be presented to the Bank’s
executive directors for approval, prob-
ably in June. A simple loan-signing
ceremony will follow, marking the
opening of Bank-tunded projects in
China.

The next step is the publication ot'an
invitation to bid on the necessary
equipment in Development Forum and
major foreign newspapers. Interested
companies generally have about 60
davys to submit a standard bid docu-
ment. The contract is usually awarded
to the bidder with the lowest evaluated
COSt.

The other two projects are scheduled
for appraisal in the coming months,
and will provide the basis for turther
loans during the Bank's fiscal yvear end-
ing June 1982,

The scale of eventual World Bank—
lending to China is still unknown, but
some reports have speculated that the
Bank may offer as much as $10 bilhon
over the next hve years. China's partic-
ipation in the Bank is bound 1o be
extensive, due to a decision reportedly
made at a high-level Chinese Commu-
nist Party conference in late December
to limit China’s foreign borrowing
mainly o development agencies like
the We Id Bank that lend at concession-

ect identhication averages almost two
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Science in
Contemporary
China

Edited by LEO A. ORLEANS

With the assistance of Carolyn Davidson

Covering every major discipline, this monu-
mental work is the first comprehensive survey
of Chinese science since 1961: a collection of 28
papers by distinguished American scientists
describing developments of the late 1970's in
the natural and social sciences, and several key
areas of technology. Most of the chapters deal-

ing with individual disciplines include a brief

historical sketch, an account of current re-
search, a description of the relevant research
centers and scientific journals, and an assess-

ment of the subject’s importance within Chi-
na's developmental priorities. Also included is
an account of the history of Chinese science
and an analysis of science policy since 1949.

Nearly all the contributors have recently vis-
ited China. $35.00

port, together with the loan docu-

The International
Energy Relations
of China

KIM WOODARD

Over 750 pages of facts, ﬂgurr.‘s. and com-
prehensive analysis, covering all aspects of
China’s energy system and emphasizing her
increasingly complex energy relations with
other countries. Part I, Energy Policy, de-
scribes, analyzes, and projects the course of
China’s international energy relations from
1949 through the year 2000, identifying key
constraints that affect the pace of China’s en-
ergy development and mold the distinctive
features of her energy policy. Part II, Statistical
Profile, provides a detailed, coordinated set of
energy balance statistics in standard interna-
tional format and units. Nearly 100 statistical
tables give data for the resource, production,
L'Oﬂsu”}p“(‘“, .u:d l'l'.ld(' ,\(agt's Gr‘.’ﬂfh i.'nl'rgy
industry, projected through the year 2000.
$50.00

Stanford University Press
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New Regulations

. FOREIGN EXCHANGE

hina's provisional exchange-control regulations, an-

nounced December 18, 1ook effect March 1, 1981, They
are devised to shore up central government control over for-
eign exchange and to stop abuses by Chinese domestic orga-
nizations.

Although foreign exchange was supposedly controlled by
the state plan, the regulations reveal many ways in which
organizations had gained control over foreign exchange for
their private use as their financial contacts with the outside
proliferated. These included: maintaining undeclared for-
eign exchange accounts abroad: acquiring money from
Chinese organs stationed abroad (particularly in Hong Kong)

or depositing money with them: retaining a percentage of

export proceeds; accepting loans from Hong Kong, Macao, or
foreign countries; obtaining foreign exchange for delegations
traveling abroad. A December 30 People’s Daily editorial
admitted that a black market in foreign exchange has de-
veloped.

The new regulations make all these activities illegal. Hence-
forth all foreign exchange must be deposited with the Bank of
China, including foreign investments in joint equity ventures

and other Chinese enterprises, profits of Chinese organiza-
tions abroad, and foreign exchange retained by exporting
enterprises. An organization formed in 1979 called the State
General Administration of Exchange Control (SGAEC) is
being made responsible for supervising all foreign exchange
allotments.

Many of the new restrictions had been in effect previously,
at least in theory. The key to making them work undoubtedly
will be the enforcement powers of the SGAEC, which were not
specified. A February State Council circular exhorting domes-
tic organizations to repatriate all foreign exchange held
abroad suggests that the regulations were not being universal-
Iy heeded at the outset,

Foreigners are affected by the regulations in certain con-
texts. Employees of Chinese enterprises have to work out
remitting foreign exchange abroad on a case-by-case basis,
and enterprises using foreign investment capital must apply
with the Bank of China to remit prohits abroad. No more than
50 percent of the after-tax wages ol foreign emplovees of such
enterprises can be remitted. —MW

Provisional Regulations for Exchange Control of the People’s Republic of China

Promulgated by the State Council on December 18, 1980,

Chapter One: certthcates,  postal  savings

and purchases of foreign ex- state organs stationed abroad or

General Provisions

Article 1. These provisional

regulations are formulated for
the purpose of strengthening
exchange control, increasing
national foreign exchange in-
come, and economizing on for-
eign exchange expenditure so
as to expedite the national eco-
nomic growth and safeguard
the rights and interests of the
country.
All foreign exchange income
and expenditure, the issuance
and circulation of all kinds of
payment instruments in foreign
currency, dispatch and carriage
into and out of the People’s Re-
public of China of foreign ex-
change, precious metals and
payment instruments in foreign
currency, shall be governed by
these regulations.

Article 2. Foreign exchange
herein mentoned refers to:

a. foreign currencies, includ-

ing banknotes, coins, etc.;

b. securities n foreign
currency, including govern-
ment  bonds, treasury bills,

corporate bonds and deben-
tures, shares, interest and divi-
dend coupons, etc.;

c. instruments payable in for-
eign currency, including bills,
drafts, checks, bank deposit

certificates, etc.;
d. other foreign
funds.

Article 3. The People’s Repub-
lic of China pursues the policy
of centralized control and uni-
fied management of foreign ex-
change by the state. The admin-
istrative organ in charge ol ex-
change control of the People's
Republic of China is the State
General Administration of Ex-
change Control (SGAEC) and its
branch ofhces. The specialized
foreign exchange bank of the
People’s Republic of China is
the Bank of China. No other
financial institution shall engage
in toreign exchange business.
unless approved by the SGAE(

Article 4. All Chinese and for-
eign organizations and indi-
viduals in the People’s Republic
of China must, unless otherwise
stipulated by law or decree or in
these regulations, sell their for-
eign exchange proceeds to the
Bank of China. Any foreign ex-
change required is to be sold o
them by the Bank of China in
accordance  with the quota
approved by the state or with
relevant regulations.

The circulation, use, and mort-
gage of foreign currency in the
People’s Republic of China are
prohibited. Unauthorized sales

exchange
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change and unlawfully seizing
possession of foreign exchange
in whatever wavs and by whatev-
er means are prohibited.

Chapter Two:
Exchange Control Relating
to State Organizations and
Collective Economic Units

Article 5. Foreign exchange in-

come and expenditure of state
organs, armed forces units,
nongovernmental bodies, edu-
cational institutions, state enter-
prises, government establish-
ments, and urban and rural col-
lective economic units in China
(hereinafter referred 10 as
domestic organizations) are all
subject to control according 1o
plan.
Domestic organizations are per-
mitted to retain a proportion of
their foreign exchange receipts
in accordance with relevant reg-
ulations.

Article 6. Unless approv ed by
the SGAEC or its branch ofhces,
domestic  organizations shall
not:

Possess foreign exchange; de-
posit toreign exchange abroad;
offset  toreign exchange ex-
penditure against foreign ex-
change income: or use the for-
eign  exchange belonging to

Chinese enterprises and estab-
lishments resident i foreign
countries or in the Hong Kong
and Macao regions, by way of
borrowing or acquisition.

Article 7. Unless approved by
the State Council, domestic
organizations  shall not issue
securities with foreign exchange
value inside or outside China.

Article 8. Departments under
the State Council and people’s
governments of various prov-
inces, municipalities, and auton-
omous regions, shall compile
annual overall plans for domes-
tic organizations under their re-
spective Jurisdiction  whereby
loans may be accepted from
banks or enterprises in foreign
countries or in the Hong Kong
and Macao regions. These plans
shall be submitted to the SGAEC
and the Foreign Investment
Control Commussion  for ex-
amination and forwarding to
the State Council for approval.
I'he procedure for examining
and approving individual bor-
rowings shall be prescribed
separately.

Article 9. The portion of for-
cign  exchange retained by
domestic  organizations, non-
trade  foreign  exchange and
foreign exchange under com-
pensatory trade received in ad-
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vance for later pavments, funds
borrowed in convertible foreign
currency, and other foreign ex-
change held with the approval
of the SGAEC or us branch
ofhces, must be placed in for-
eign currency deposit accounts
or foreign currency quota
accounts to be opened with the
Bank of China, and must be
used within  the prescribed
scope and be subject to the su-
pervision of the Bank of China.

Article 10 When domestic
Organizations Import or export
goods, the banks handling the
transactions  shall check their
toreign exchange receipts and
pavments either against the im-
port or export licenses duly
verihed by the customs or
against the customs declaration
torms for imports or exports.

Article 1. State organs sta-
noned abroad must use foreign
exchange according to the plan
approved by the state.

The operating profits of enter-
prises and establishments in
foreign countries or in the
Hong Kong and Macao regions
must, except the portion kept
locally as working funds accord-
ing to the plan approved by the
state, be transferred back on
scheduled time and be sold to
the Bank of China.

No Chinese organization sta-
tioned abroad is permitted to
keep  foreign  exchange for
domestic organizations without
authorization.

Article 12, Delegations and
work-groups sent temporarily
to foreign countries or to the
Hong Kong and Macao regions
must use foreign exchange
according to their respective
specific plans, and must, upon
their return, promptly transfer
back to China their surplus for-
eign exchange 1o be checked by
and sold to the Bank of China.
Foreign exchange earned in
their various business activities
by the delegations and work-
groups referred 1o in the above
paragraph and by members
thereof, must be promptly
transferred back to China and
must not be kept abroad without
the approval of the SGAEC or its
branch ofhces.

Chapter Three: Exchange
Control Relating to
Individuals

Article 13. Foreign exchange re-
mitted from foreign countries
or from the Hong Kong and
Macao regions to Chinese or
foreign nationals or stateless
persons residing in China, must
be sold to the Bank of China,
except the portion retained as
permitted by the state.
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Article 14. Chinese and for-
eign nationals and stateless per-
sons residing in China are per-
mitted to keep in their own pos-
session foreign  exchange
already in China.

The foreign exchange referred
to in the above paragraph shall
not, without authorization, be
carried or sent out of China
either in person or by others or
by post. If the owners wish to sell
the foreign exchange, they must
sell it to the Bank of China and
are permitted 1o retain a portion
thereof as convertible foreign
currency according to the per-
centage prescribed by the state.

Article 15. When foreign ex-
change that has been kept in
foreign countries or in the
Hong Kong and Macao regions
by Chinese residents in China
prior to the founding of the
People's Republic of China, by
Overseas Chinese prior to their
returning to and settling down
in China, by Hong Kong and
Macao compatriots prior to
their returning to and settling
down in their home places, is
transferred to China, the own-
ers are permitted to retain a
portion thereot as convertible
foreign currency according 1o
the percentage prescribed by
the state.

Article 16. When foreign ex-
change belonging personally 1o
individuals sent to work or study
in foreign countries or in the
Hong Kong and Macao regions
is remitted or brought back to
China, the owners returning af-
ter completion of their missions
are permitted to retain the en-
ure amount as convertible for-
€ign currency.

Article 17. The percentages of

foreign exchange retention per-
mitted under articles 13, 14, and
15 of these regulations shall be
prescribed separately.
Foreign exchange retained by
individuals as permitted under
articles 13, 14, 15, and 16 of
these regulations must be de-
posited with the Bank of China.
These foreign exchange de-
posits may be sold to the Bank of
China or remitted out of China
through the Bank of China, or
taken out of China against cer-
tification by the Bank of China.
It 1s however, not permitted,
without authorization, to carry
or send deposit certificates out
of China either in person or by
others or by post.

Article 18. Foreign exchange
remitted or brought into China
from foreign countries or from
the Hong Kong and Macao re-
gions by foreign nationals com-
ing to China, by Overseas
Chinese and Hong Kong and
Macao compatriots returning

for a short stay, by foreign ex-
perts, technicians, staft mem-
bers and workers engaged to
work in domestic organizations,
and by foreign students and
trainees, may be kept in their
own possession, or sold to or de-
posited with the Bank of China,
or remitted or taken out of Chi-
na.

Article 19. Chinese and for-
eign nationals and stateless per-
sons residing in China may ap-
ply to the local branch othces of
the SGAEC for the purchase of
foreign exchange to be remitted
or taken out of China. When
approved, the required foreign
exchange will be sold to the ap-
plicants by the Bank of China.
When foreign experts, techni-
cians, staff members, and work-
ers engaged to work in domestic
organizations, require foreign
exchange to be remited o1
taken out of China, the Bank of
China will deal with their ap-
plications in accordance with
the stipulations in the contracts
Or agreements.

Chapter Four: Exchange
Control Relating to Foreign
Representations in China and
Their Personnel

Article 20. Foreign exchange
remitted or brought into China
from foreign countries or from
the Hong Kong and Macao re-
gions by foreign diplomatic mis-
sions, consulates, ofhcal com-
mercial ofhces, othces of inter-
national orgamzations and non-
governmental bodies residentin
China, diplomatic ofhcials and
consuls as well as members of
the permanentstaft of the above
units, may be kept in their own
possession, or sold to or depos-
ited with the Bank of China, or
remitted or taken out of China.

Article 21. The conversion
into foreign currency, af re-
quired, of visa and certification
fees received in Renminbi from
Chinese citizens by foreign dip-
lomatic missions and consulates
in China, is subject to approval
bv the SGAEC or its branch
ofhces.

Chapter Five: Exchange
Control Relating to Enterprises
with Overseas Chinese Capital,

Enterprises With Foreign
Capital, and Chinese and
Foreign Joint Ventures and
Their Personnel

Article 22, All foreign ex-
change receipts of enterprises
with Overseas Chinese capital,
enterprises with foreign capital
and Chinese and foreign joint
ventures, must be deposited

with the Bank of China, and all
their foreign exchange dis-
bursements must be paid from
their foreign exchange deposit
accounts.

I'he enterprises referred to in
the above paragraph must sub-
mit periodic reports and state-
ments of their foreign exchange
business to the SGAEC or its
branch offices, all of which are
embowered to inspect their ac-
uvities in respect to their foreign
exchange receipts and  pay-
ments.

Article 23, Except  where
otherwise approved by the
SGAEC or s branch ofhces,
Renminbi should in all cases be
used in  the settdement of
accounts  between enterprises
with Overseas Chinese capital,
enterprises with foreign capital,
Chinese and foreign joint ven-
tures, and other enterprises and
individuals residing in the Peo-
ple’s Republic of China,

Article 24. Enterprises with

Overseas Chinese capital, enter-
prises with foreign capital and
foreign partners in Chinese and
foreign joint ventures may ap-
ply to the Bank of China for re-
mitting abroad their net profits
alter tax as well as other legiti-
mate earnings by debiting the
foreign  exchange  deposit
accounts of the enterprises con-
cerned.
The enterprises and foreign
partners referred to in the
above paragraph should apply
to the SGAEC or its branch
ofhces for transferring foreign
exchange capital abroad by deb-
iting the foreign exchange de-
posit accounts of the enterprises
concerned.

Article 25. An amount not ex-
ceeding 50 percent of their net
wages and other legitimate
earnings after tax may be remit-
ted or taken out of China in
foreign currency by staff mem-
bers and workers of foreign
nationality and by those from
the Hong Kong and Macao re-
gions employed by enterprises
with Overseas Chinese capital,
enterprises with foreign capital,
and Chinese and foreign joint
ventures.

Article 26. Enterprises with
Overseas Chinese capital, enter-
prises with foreign capital, and
Chinese and foreign joint ven-
tures which wind up operations
in accordance with legal proce-
dure, should be responsible for
the liquidation within the sched-
uled period of their outstanding
liabilities and taxes due in Chi-
na, under the joint supervision
of the relevant departments in
charge and the SGAEC or its
branch ofhces.
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Chapter Six: Control Relating
to Carrying Foreign Exchange
Precious Metals and Payment
Instruments in Foreign
Currency Into and Out of
China

Article 27. No restriction as to
the amount is imposed on the
carrying into China of foreign
exchange, precious metals and
objects made from them; but
declaration to the customs is re-
quired at the place of entry. To
carry foreign exchange out of
China or to carry out of China
the foreign exchange previously
brought in shall be permitted by
the customs against certification
by the Bank of China or against
the original declaration form at
the time of entry.

To carry out of China precious
metals and objects made from
them or 1o carry out of China
precious metals and  objects
made from them previously
brought in shall be permitted by
the customs according to the

specific circumstances as pre-
scribed by government regula-
tions or against the original dec-
laration form at the ume of
entry.

Article 28. Renminbi traveler’s
cheques, traveler’s letters of
credit, and other Renminbi pay-
ment instruments convertible to
foreign  currency may be
brought into China against dec-
laration 10 the customs, and
taken out of China against cer-
tihcation by the Bank of China
or against the original declara-
tion form at the ume of entry.

Article 29. Unless otherwise
approved by the SGAEC or its
branch ofhces, the carryving or
sending out of China either in
person or by others or by post of
the following documents and
securities held by Chinese resid-
g in China is not permitted:
bonds, debentures, share cer-
tihcates issued  abroad, title
deeds for real estate abroad,
documents or deeds necessary
m dealing with creditor’s right

or owner's right to possession
regarding inheritance, real
estate, and other foreign ex-
change assets abroad.

Article 30. The carrving or
sending out of China of Ren-
minbi checks, drafts, passbooks,
deposit certificates, and other
Renminbi instruments held by
Chinese or foreign nations or
stateless persons residing in
China, i1s not permitted either in
person or by others or by post.

Chapter Seven:
Supplementary Provisions

Article 31. All units and indi-
viduals have the right to report
any violation of these regula-
tons. Reward shall be given to
such units or individuals accord-
ing to the merit of the report.
Violators shall be penalized by
the SGAEC, its branch othces, or
by the departments of public
security, or by the departments
of Administration of Industry
and Commerce, or by the cus-

toms. According to the serious-
ness of the offense, the penalties
may take the form of compul-
sory exchange of the foreign
currency for Renminbi, or hine
or confiscation of the properties
or both, or punishment by judi-
cial authorities according to law.

Article 32. The exchange con-
trol regulations for special eco-
nomic zones, for trade in border
areas, and for personal dealings
between inhabitants across the
border shall be formulated by
the people’s governments of the
provinces, municipalities, and
autonomous regions concerned
in the spirit of these regulations
and in the light of specific local
conditions, and shall be en-
forced upon the approval of the
State Council.

Article 33. Detailed provisions
for the enforcement of these
regulations shall be formulated
by the SGAEC.

Article 34. These regulations
shall come into force on March
1, 1981.

. RESIDENT OFFICES

apparently not decided how to implement the regulations.
Few (if any) American companies had received approval from
the host organization to which they were told they must apply
as the first step. (Companies who must receive approval from
the Ministry of Foreign Trade made their initial application
through a foreign trade corporation.)

The amount of the registration fee still has not been made
public, although several companies were told informally that
it might be in the neighborhood of several hundred dollars.

At least one US firm has been told it would be exempt from
the supposedly compulsory registration because its office was
involved in implementing an old contract in China rather than
seeking new business. —MW

The provisional regulations on foreign representative
offices in China, promulgated on October 30, 1980, are
designed to enable the Chinese government to closely monitor
the approximately 100 foreign offices currently operating in
Beijing, Shanghai, and other Chinese cities. Although the
regulations, it interpreted literally, would impose many re-
strictions on company ofhces, they would also provide some
benefits. Several US company representatives have been told
informally that companies which successfully complete the
three-step registration process prescribed by the regulations
will be permitted one-year multiple reentry visas for one or
two personnel.

As of early February the Chinese government had

Provisional Regulations on the
Control of Resident Representative
Offices of Foreign Enterprises
in China

Promulgated October 30, 1980

Article 1. To expand interna-
tional economic exchange and
trade, and control the resident
representative othces of foreign
companies, enterprises  and
other economic enuties (herein
referred to as foreign enter-
prises), these regulations are
provided.

Article 2. Foreign enterprises
that have a real need to set up
resident representative ofhces
in China must apply and go
through registration  proce-
dures upon approval of their
apphcation.

No foreign enterprise shall en-

gage in resident acuvities in Chi-
na without prior approval and
registration.

Article 3. When applying for
setting up resident representa-
tive ofhices in China, foreign en-
terprises shall submit the follow-
ing certificates and data:

1. letters of application signed

by chairmen of the board of
directors or by general mana-
gers of the foreign enterprises
and containing the names of
the resident representative
ofhces, the responsible per-
sons, the scope of business, the
period of residence, and the
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location of the ofhces;

2. legal business certificates
issued by the proper author-
ities of the countries or regions
where the foreign enterprises
are located;

3. credit ceruhcates on the
capital of the foreign enter-
prises issued by financial in-
stitutions  having  business
transactions with the foreign
enterprises;

4. power of attorneys issued by
the foreign enterprises to the
personnel of the resident rep-
resentative offices and person-
nel résumés.

In addition to the ceruficates
and data required under sec-
uons 1, 2, and 4 of Arucle 3,
financial and insurance hrms
shall also submit their balance
sheets and income statements as
well as their organizational
chapters and namelists of the
board of directors.

Article 4. Foreign enterprises
wishing to set up resident repre-
sentative ofhces shall submit
their applications to the follow-
ing  pertinent  organs for
approval:

1. trading and manufacturing

firms and shipping agents shall
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submit their applications to the
PRC  Ministry of Foreign
Trade;
2. hnancial  and  insurance
firms shall submit their ap-
plications to the People’s Bank
of China for approval;
3. maritime transportation
firms and their agents shall
submit their applications to the
PRC Ministry of Communica-
tons;
4. air  transportation  firms
shall submit their applications
1o the General Administration
of Civil Aviaton of China:
5. other foreign enterprises
shall submit their applications
to the responsible commis-
sions, ministries, or bureaus of
the PRC for approval depend-
ing on the nature of their busi-
ness.

Article 5. Upon approval of
their application for setting up
resident representative ofhces,
foreign enterprises shall, within
30 days from the date of
approval, take the certificates of
approval to the PRC General
Administration of Industry and
Commerce  for  registration.
Registration certificates will be
issued to the foreign enterprises
after they fll out the registra-
tion forms and pay the registra-
tion fee. Foreign enterprises
shall return the certificates of
approval 1o the approving
organs if they fail 1o register
within the prescribed period.

Article 6. Upon approval of
the applications for seting up
resident representative ofhces
in accordance with Article 4,
personnel and their dependents
of the representative ofhices
shall take the certificates of

approval to local public security
organs to go through residence
application procedures and to
receive residence certificates.

Article 7. Resident representa-
tive ofhces wishing 1o change
office names, responsible per-
sons, business scope, period of
residence, or location of ofhces
shall submit their application to
the original approving organs
and, upon approval, take the
certificates of approval to the
PRC General Administration of
Industry and Commerce
together with a registration fee
for change of registration. An
application shall also be made
with the local public security
organ for change of residence
certihicates.

Article & Resident representa-
tive ofhces should present the
registration certificate to and
open an account with the Bank
of China or banks designated by
it according to the relevant reg-
ulations.

Article 9. Resident representa-
tive offices and their personnel
should go through the proce-
dures of tax-paying with local
tax ofhices in accordance with
China's taxation law and pay
taxes accordingly.

Article 10, Resident repre-
sentative ofhces and their per-
sonnel should All out the custom
declaration forms when import-
ing necessary ofhce equipment,
daily necessities, and trans-
portation means and should pay
custom fees and unified indus-
try and commerce taxes in
accordance with regulations.
Imported  cars  and  vessels
should be registered with local
public security organs so as to

obtain licenses and plates, and
license taxes for these cars and
vessels should be paid to local
tax ofhces.

The above-listed items should
not be given away or sold. Ap-
plications should be made with
the customs offices to obtain
permits before giving them
away or selling them. Imported
items can only be sold 1o desig-
nated stores.

Article 11, Resident repre-
sentative  offices should rent
buildings and employ workers
through local foreign affairs
units or other units designated
by the Chinese Government,

Article 12. The PRC Govern-
ment  protects the legitimate
rights and interests of resident
representative ofhices and their
personnel according to law and
provides conveniences for their
normal business activities.

Article 13, Resident repre-
sentative othces are not allowed
to set up their own transmitter-
receiver facilities. They should
apply with local telecommunica-
tions bureaus for use or lease of
commercial telecommunica-
uons channels and facilities
necessary for their businesses.

Article 14. Personnel of resi-
dent representative othces and
their dependents should abide
by Chinese laws, decrees, and
related regulations in all their
activities in China and n entry
to and exit from Chinese
territory.

Article 15. In case resident
representative ofhces and their
personnel violate these pro-
visional regulations or commit
other illegal acuvities, the
Chinese organizations in charge

have the right to conduct inves-
tigations and deal with them
according to law.

Article 16. When the residen-
tial period of resident repre-
sentative ofhices expires or when
they cease business activites
prior to the expiration date,
they should inform the approv-
Ing organizations in writing 30
days ahead of ume and, after
clearance of debts, taxes, and
other related matters, deregis-
ter with the organizations that
issued them registration ceruf-
icates and submit the registra-
tion certificates for cancellation.
The parent foreign enterprises
of  resident  representative
ofhices remain responsible for
any unfnished business of these
othces.

Article 17. Resident repre-
sentative  ofhcials  that  have
already been granted permis-
sion to do business should pre-
sent pertinent papers to the
General Administration of In-
dustry and Commerce within 30
days following the promulga-
ton of the provisional regula-
nons o conduct registration
procedures.

Article 18 Matters not covered
in the provisional regulations
shall be dealt with according to
related Chinese laws, decrees,
and regulations.

Article 19 The provisional
regulations apply to resident
representatives of foreign en-
terprises in the same way they
apply to resident representative
ofhces.

Article 20. The provisional
regulations take effect on the
date of promulgation.

. JOINT VENTURES

n December 14 the Ministry of Finance promulgated
Orcgulminns on the implementation of the joint venture
income tax law. Enforcement of these regulations is retroac-
tive to the law's September 10 promulgation date. Much detail
has been added to the law, which was published with commen-
tary in the November—December 1980 issue of the CBR. Some
important points remain unexplained, however, such as how
joint ventures involving natural resources exploitation will be

taxed.

The regulations provide considerable information on what
constitutes taxable income and deductible expenses in
industry, commerce, and services. Bonus, welfare, and expan-
sion funds, as well as entertainment expenses greater than 0.3
percent of annual sales income are not exempt, but sales taxes
and assets with a value of less than 500 yuan and a “short life”
are included in deductible expenses.

Fixed-asset depreciation schedules (calculated according to
historic prices) are specihed for three broad categories of
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assets. There is also provision for amortization of “intangible
assets,” such as technical know-how and patent rights, and
joint ventures are even allowed to amortize preincorporation
expenses, although the amount in a given year cannot exceed

20 percent.

For purposes of calculating the permissible one-year tax
holiday (see CBR, Nov.—Dec., 1980, p. 37), the “first year of
profit” is defined as the first profitable year after initial operat-
ing losses are made up. Another incentive remains vague;
local governments are given the power to reduce the local
surtax in “special circumstances.”

The regulations contain a new restriction regarding the
amount of tax paid by a joint venture or its branches on
income earned abroad to a foreign government, which can be
credited against taxes owed to China. The amount cannot
exceed that which would be assessed on the income at Chinese

tax rates.

The regulations stipulate that auditing be done by “char-
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tered public accountants in the PRC” As Owen Nee and
Franklin Chu of Couddert Brothers point out, this seems to
exclude participation by foreign accountants.

The sum of ¥ 5,000 is established as the maximum penalty
for many kinds of offenses. Tax authorities must settle dis-

puted assessments within three months’ time. Since the Fi-
nance Ministry is the final interpreter of the regulations, it
should be the key contact tor companies with unanswered
questions. — MW

Regulations for the Implementation
of the Income Tax Law of the
People’s Republic of China Concerning
Joint Ventures with Chinese and
Foreign Investment
Promulgated December 14, 1980

Article 1. These detailed rules
and regulations are formulated
in accordance with the provi-
sions of Article 17 of the Income
Tax Law of the Peaple’s Repub-
lic of China Concerning Joint
Ventures With Chinese and
Foreign Investment (hereinaf-
ter called tax law for short).

Article 2. “Income derived
from production and business”
mentioned in Article 1 of the tax
law means income from the pro-
duction and business operations

in industry, mining, com-
munications,  transportation,
agriculture, forestry, animal

husbandry, fisheries, poultry
farming, commerce, tourism,
food and drink, service, and
other trades.

“Income from other sources”
mentioned in Article 1 of the tax
law covers dividends, bonuses,
interests and income from lease
or transter of property, patent
right, ownership of trademarks,
proprietary technology, copy-
right, and other sources.

Article 3. " A local surtax of 10
percent of the assessed income
tax” in Article 3 of the tax law
means a surtax to be computed
and levied according to the
actual amount of income tax
paid by joint ventures.
Reduction or exemption of local
surtax on account of special cir-
cumstances shall be decided by
the people’s government of the
province,  municipality,  or
autonomous region in which the
joint venture is located.

Article 4. A toreign participant
in a joint venture, who wants to
remit its share of profts from
China, shall report to the local
tax authorities; the remitting
agency shall withhold an income
tax of 10 percent from the re-
mittance. No tax shall be levied
on that part of its share of
profits which is not remitted
from China.

Article 5. “The first profit-
making year” mentioned in
Article 5 of the tax law means
the year in which a joint venture
has begun making profit after
its losses in the initial stage of
operation have been made up in
accordance with the provisions

of Article 7 of the tax law.
Article 6. A participant in a

Joint venture, who reinvests its

share of prohit in this enterprise
or in other joint ventures with
Chinese and foreign investment
for a period of not less than five
years in succession, may receive
a refund of 40 percent of the
income tax already paid on the
reinvested amount upon the ex-
amination and approval of the
certificate of the invested enter-
prise by the tax authorities to
which the tax was paid.

Article 7. The tax year for joint
ventures starts from January |1
and ends on December 31 on
the Gregorian calendar.

Article 8. The amount of tax-
able income shall be computed
by the following formula:

1. Industry:

a. Cost of production of the
year is equal to direct mate-
rial used in production of
the year plus direct wages
plus  manufacturing  ex-
penses;

b. Cost of product of the
year is equal to inventory of
semifinished product at the
beginning of the yvear and
in-production product plus
cost of production of the
year minus inventory of
semifinished product at the
end of the vear and -
production product;

. Cost of sale of product is
equal to cost of product of
the year plus inventory of
product at the beginning of
the year minus inventory of
product at the end of the
year;

d. Net volume of sale of
product is equal to total
volume of sale of product
minus (sales returns plus
sales allowance);

e. Profit from sale of prod-
uct is equal to net volume of
sale of product minus taxes
on sales minus cost of sale of
product minus (selling ex-
penses plus administrative
expenses);

f. Amount of taxable in-
come is equal to profit from
sale of product plus profit
from other operations plus

The China Business Review/March—April 1981

nonoperating income minus

nonoperating expenditure.

2. Commerce:

a. Net volume of sale is
equal to total volume of sale
minus: sales returns plus
sales allowance;
h. Cost of sales is equal to
mventory of merchandise
at the beginning of the year
plus purchase of the year
minus (purchase returned
plus  purchase discount)
plus  purchase expenses
minus inventory of mer-
chandise at the end of the
vear;
. Sale profit is equal to net
volume of sale minus sale
tax  minus cost of sales
minus:  selling  expenses
plus overhead expenses:
d. Amount of taxable in-
come is equal to sale profit
plus proft from other op-
erations plus nonoperating
income minus nonoperat-
ing expenditure.

3. Service trades:

a. Net business income is
equal to gross business in-
come minus: business tax
plus operating expenses
plus overhead expenses:

b. Amount of taxable in-
come 1s equal to net busi-
ness income plus nonoper-
ating income minus nonop-
erating expenditure.

. Other lines of operation:
For other lines of opera-
tions, refer to the above-
mentioned  formula  for
calculation.

Article 9. The following items
shall not be counted as cost, ex-
pense, or loss in computing the
amount of taxable income:

1. expenditure on the pur-

chase or construction of
machinery, equipment, build-
ings, facilities and other fixed
assets;

2. expenditure on the pur-
chase of intangible assets;

3. interest on capital;

4. income tax payment and
local surtax payment;

5. penalty for illegal opera-

-

tons and losses in the form of

confiscated property;
6. overdue tax payment and

tax penalty;
7. losses  from  windstorms,
Hoods, and fire risks covered
by insurance indemnity;
8. donations and contributions
other than those for public
welfare and relief purposes;
9. that part of the entertain-
ment expenses for operating
purposes above the quota of
three per thousand of the total
sale income in the tax year or
above the quota of ten per
thousand of the total oper-
atonal income and those en-
tertainment expenses that are
not relevant to production and
operation.

Article 10, Depreciation  of
fixed assets in use shall be calcu-
lated on an annual basis, Fixed
assets of joint ventures cover
houses. buildings, machinery
and other mechanical appara-
tus, means of transport, and
other equipment for the pur-
pose of production with useful
lifte of more than one year. But
items, with a per-unit value of
less than 500 yuan and a short
useful life can be itemized as ex-
penses according to the actual
number in use.

Article 11. Fixed assets shall be
assessed according to the origi-
nal price.

For hxed assets used as invest-
ment, the original price shall be
the price agreed upon by the
participants at the time of in-
vestment.

For purchased hxed assets, the
original price shall be the pur-
chase price plus transport fees,
istallation expenses, and other
related expenses incurred be-
fore they are put to use.

For self-made and self-built
assets, the original price shall be
the actual expenditures in-
curred in the course of manu-
facture or construction.

Article 12, In depreciating
hixed assets, the residual value
shall be assessed first and de-
ducted from the original price,
the principle being making the
residual value at 10 percent of
the original price; those requir-
ing to retain a little or no re-
sidual value, shall be submitted
for approval to the local tax au-
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thorities.

I'he depreciation of hxed assets
shall generally be computed on
average by the method ol
straight line.

Article 13. The useful life for
computing  depreciation ol
fixed assets is as follows:

I. The minimum useful life

for houses and buildings is 20

vears;

2. The mimmum usetul life
for trains, ships, machines, and
equipment, and other facilities
for the purpose of production
1s 10 vears;

3. The minimum useful life

for electronic equipment and

means of transport other than

trains and ships is 5 years.
For cases where the fixed assets
of joint ventures, owing to spe-
cial reasons, need to accelerate
depreciation or where methods
of depreciation need to be mod-
ified. applications shall be sub-
mitted by the said ventures to
the local tax authorities for ex-
amination and then relayed
level by level to the Ministry of
Finance of the People's Repub-
lic of China for approval.

Article 14. Expenditures aris-
ing from the increase of value of
fixed assets in use as a result of
technical reform shall not be
listed as expense.

The fixed assets continuing in
use after full depreciation shall
no longer be depreciated.

Article 15. The balance of the
gain of joint ventures derived
from sale of fixed assets at the
current price after the net sum
of nondepreciated assets or the
residual value is deducted shall
enter the vear's loss and gain
account.

Article 16, Intangible assets
such as techmical know-how,
patent rmight, ownership of
trademarks, copyright, own-
ership of sites, and other royal-
ties used as investment shall be
assessed by amortization
according to the sums provided
in the agreements or contracts
from the vear they begin in use;
for the intangible assets that are
brought in at a fixed price, the
actual payment shall be assessed
from the year they are put m

use.

I'he above-mentioned intangi-
ble assets with provision of time
limit for use, shall be assessed by
amortization according to the
provision of time limit for use:
those without the provision shall
be assessed by amortzation in
10 vears.

Article 17. Expenses arising
during the period of prepara-
tion for a joint venture shall he
amortized after it goes into pro-
duction or business, with the
amount of amortization not ex-
ceeding 20 percent each year,

Article 18, Inventory of mer-
chandise, raw matenals, in-
production  products,  semi-
finished products, imished pro-
ducts, and by-products shall be
computed according to the cost
price. For the method of com-
putation, the joint ventures may
choose one of the following:
first-infirst-out, shifting aver-
age, and weighted average. In
those cases where a change in
the method of computation is
necessary, it shall be submitted
for approval to the local tax au-
thorities.

Article 19. Income tax to be
paid in quarterly installments as
prescribed in Article 8 of the tax
law mav be computed as one-
fourth of the planned annual
profit or the actual income in
the preceding vear.

Article 20. Joint ventures shall

file their income tax returns and
their hnal accounung state-
ments with the local tax author-
ities  within  the prescribed
period nrrespective of profit or
loss in the tax year and send the
reports on auditing by the char-
tered public accountants reg-
istered in the People’s Republic
of China.
I'he accounting statements sub-
mitted by branches of joint ven-
wures within China to their head
ofhices shall be submitted to the
local tax authoriues at the same
tnme for reference.

Article 21. Joint ventures shall
file 1ax returns within the time
limit set by the tax law. In case of
failure to submit the tax returns
within the prescribed nme limi
owing to special circumstances,

apphcation should be submtted
in the same ume limit, and the
tume limit may be appropriately
extended upon the approval of
the local tax authorities.

The final dav of the time limn
for tax pavment and filing tax
returns may be extended if
falls upon an official holiday.

Article 22, Income of jomnt
ventures n foreign currency
shall be assessed according to
the exchange rate quoted by the
State General Administration of
Foreign Exchange Control on
the day when the tax payvment
certihcates are made out, and
shall be taxed in Renminbi

Article 23. The accounting on
the accrual basis shall be prac-
ticed for revenue and expendi-
ture  of joint  ventures. All
accounting  records  shall  be
accurate and perfect and shall
have lawful vouchers as the basis
for entry account.

Article 24. The method of

finance and accounting of joimnt
ventures shall be submitted to
local tax authorities for refer-
ence.
When the method of hnance
and accounting of joint ventures
contradicts the provisions of the
tax law, tax pavments shall be
computed according to the pro-
visions of the tax law.

Article 25, Vouchers for
accounting, accounting books,
and reports used by joint ven-
tures shall be recorded in the
Chinese language or in both
Chinese and the foreign lan-
guage.

.'\('('(lllr'llillg vouchers, account-
ing books, and reports shall be
kept for at least 15 years.

Article 26. Sales invoices and
business receipts shall be sub-
mitted for approval 1o the local
tax authorities before they are
used

Article 27 Othcials sent by tax
authorites shall produce iden-
tification cards when investigat-
ing the finanaal  affairs,
accounting books, and tax situa-
ton of a joint venture and
undertake to keep them secret.

Article 28. Tax authorities may
impose a penalty of not more
than 5,000 yuan on a joint ven-

ture which has violated the pro-
visions of articles 9, 11 and 12 of
the tax law according to the
seriousness of the case.

Article 29, Tax authorities may
impose a penalty of not more
than 5.000 yuan on a joint ven-
ture which has violated the pro-
visions of paragraph 2 of Arucle
25, and Arucle 26 of these de-
tailed rules and regulations.

Article 30 lax authorites
shall serve notices on cases in-
volving penalty in accordance
with the relevant provisions of
the tax law and these detailed
rules and regulations.

Article 31. When a joint ven-
ture applies for reconsideration
in accordance with the provi-
sions of Article 15 of the tax law,
the tax authorities concerned
are required to make decisions
within three months after re-
ceiving the application.

Article 32, Income tax paid
abroad by joint ventures or their
branches  on  their  income
earned outside China may be
credited agamnst the amount of
income tax to be paid by then
head othces upon presenting
the foreign tax pavment cer-
uficate. But the credit amount
shall not exceed the payable tax
on the mcome abroad com-
puted according to the tax rate
prescribed by China's tax law

Article 33 Income tax returns
and tax pavment certificates
used by joint ventures are to be
printed by the General Taxation
Bureau of the Ministry of Fi-
nance of the People’s Republic
of China.

Article 34. The night of inter-
preting the provisions of these
detailed rules and regulations
resides in the Ministry of Fi-
nance of the People’s Republic
of China

Article 35, These detailed
rules and regulations come into
force on the same date as the
publication and enforcement of
the “Income Tax Law of the
People’s Republic of China Con-
cerming Joint Ventures With
Chinese and Foreign Invest-
ment.”

. PERSONAL INCOME TAX

he regulations for implementing the individual income
tax law of the People’s Republic of China were pro-
mulgated on December 14 by the Ministry of It
enforcement retroactive to the law’s September 10 promulga-
tion. The regulations add much detail and clarity to the law,

which has been published with commentary in the Novem-
ber—December issue of the CBR.
The new regulations regarding taxation on income earned
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ance for

abroad do much to assuage double-taxaton fears of for-
eigners who have been residing in China for one or more
years. According to the regulations, only income earned
abroad that has been “remitted to China” by those who have
been residents from one to five vears is considered taxable. In

addition, taxable income earned abroad is computed sepa-
rately from income earned in China, meaning that the ¥ 800
($500 at the current exchange rate} standard deduction from
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taxable income can be applied separately to each kind of
income. The ambiguous second paragraph of Article 16
allows “taxpayers outside China” to credit tax payments to
foreign governments abroad against taxes owed in China, but
does not define “taxpayers outside China" Presumably they
would include mainly Chinese citizens employed abroad.

The regulations do not resolve the issue of residency. The
dehinition of one-vear residency, according to Article 2, sug-
gests that temporary absences during the course of a calendar
vear will not be considered to interrupt a foreigner's
residency. But the stipulation in the first sentence that a per-
son must live in China a “full 365 days within a tax year™ to be
considered a resident is difficult to interpret. Minimum resi-
dency for paying taxes for work and services performed in
China is set at 90 days. Presumably this does not mean that a
business person who leaves China for two days every 89th day

is exempt, though the regulations do not make this absolutely
certain. Termination of residency is also not defined.

The regulations further specify what income in China is
taxable, including 21 different types of “personal services”
and what kinds of interest and dividends are exempt. Cases in
which it is not obvious how “single payments™ are defined ftor
personal services, royalties, or rental property, are interpreted
by the regulations as all payments within a month. Salaries of
“persons enjoving the same treatment as diplomats™ are ex-
empt (which may be designed to put the hearts of such state
guests as Cambodian Prince Sihanouk and Southeast Asian
communist leaders at ease).

Articles 21 and 22 appear to set the maximum penalty for
failure to pay or report at ¥500 ($310). Tax authorities are
required to decide all appeals within three months. Article 10
suggests that individuals with unpaid taxes will not be allowed
to leave the country. —MW

Article 1. These detailed rules
and regulations are drawn up in
accordance with the provisions
of Arucle 14 of the Individual
[ncome Tax Law of the People’s
Republic of China (heremafter
called 1ax law for short).

Article 2. *Any individual re-
siding for one vear or more in
the People’s Republic of China”
mentioned in Article 1 of the tax
law means any individual who
resides in China for a tull 365
days within a tax vear. No sub-
tractions shall be made of the
number of days of temporary
absence from Chinese territory
within the tax vear.

A tax year starts from January |
and ends on December 31 on
the Gregorian calendar.

Article 3. Individuals residing
in the People’s Republic of Chi-
na for one vear or more but less
than five years shall pay tax only
on that part of their income
gained abroad which is remitted
to  China; individuals  whose
period of residence in China ex-
ceeds five years shall pay tax on
all their income gained outside
China beginning from the sixth
vear of residence.

Article 4. The range of the var-
ious categories of income men-
tnoned m Article 2 of the tax law
is as follows:

. “Wages and salaries” means

wages, salaries, bonuses, and
vear-end extras gained from
work in offices, organizations,
schools, enterprises, undertak-
ings, and other units.
Bonuses mentioned in the pre-
ceding paragraph do not in-
clude prizes and awards for sci-
entific, technological, or cultu-
ral achievements.

Regulations on the Implementation
of the Individual Income Tax
Law of the People’s Republic of
China
Approved by the State Council on December 10, 1980, and

2. “"Compensation for person-
al services” means earnings
from personal services in de-
signing, installation, drafung,
medical treatment, law practic-
ing, accounting, consultation,
lecturing,  news  reporting,
radio and television broadcast-
ing. contributions to publica-
tions, translation, calligraphy
and painung, sculpture, cine-
ma, drama and opera, music,
dancing, acrobatics, ballad-
singing and comic talk, sports,
and technical services.
3. “Royalties” means mcome
from the provision and trans-
fer of patent right, copyright,
the right to use proprnetary
technology. and other nights.
4. “Interest, dividends, and
bonuses” means interest on de-
posits, loans, and various kinds
of securities and dividends and
bonuses from investments.
5. "Income from lease of prop-
erty” means income from lease
ol houses. warehouses,
machinery and equipment,
motor vehicles and boats, and
other kinds of property.
6. “Other kinds of income”
means income specified as tax-
able by the Ministry of Finance
of the People’s Republic of
China other than that pro-
vided in the preceding items.
Article 5. The following cate-
gories of income from sources
in China, regardless of whether
the place of payment is in China
or not, shall be taxed according
to the tax law:
1. Individual  income  trom
work and compensation for
services within China. But, for
individuals whose period of
residence in China does not ex-
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promulgated by the Manistry of Finance on December 14, 1980).

ceed 90 davs, the above com-
pensation paid bv emplovers
outside China shall be exempt
from raxation,

2. Dividends  and  bonuses
gained by any individual with-
in Chma. But dividends and
bonuses derived from joint
ventures and from urban and
rural cooperative organiza-
tons shall be exempt from
taxation.

3. Remuneration  ftor  staff
members sent to work abroad
by governmental offices at all
levels of the People's Republic
of China.

4. Rovalties and mterest de-
rived by any individual within
China and income from lease
ot property within China as
well as other kinds of mmcome
specihed  as taxable by the

Ministry of Finance of the Peo-

ple’'s Repubhc of China.

Article 6. For a taxpayer, who
has two or more categories of
taxable income as provided in
Arucle 2 of the tax law, ncome
tax shall be computed and
levied separately.

Article 7. 1f a taxpaver's tax-
able income is paid in kind or in
marketable securities, that part
of the income thus paid shall be
computed in terms of money
according to the market price at
the time of its acquirement.

Article 8. "Prizes and awards
tor scienufic, technological, or
cultural  achievements” men-
tioned initem 1, Arucle 4, of the
tax law means prizes and awards
given to individuals by the
Chinese government or Chinese
or foreign scientific, technolog-
ical, or cultural organizations,
for inventions or creations in

the fields of science, technology,
and culture.

Article 9. “Interest on savings

deposits in the state banks and
credit cooperatives of the Peo-
ple’s Republic of China™ men-
tioned initem 2, Article 4, of the
tax law includes interest on sav-
ings deposits in Renminbi and
foreign currency and interest
on savings deposits in other
banks entrusted by the state
banks.
[)i\i(lcmls‘in ivestments by in-
dividuals in local construction
(investment) companies in Chi-
na. which pav no bonuses and
whose dividends are not higher
than the mterest on savings de-
posits in state banks and credit
cooperatives, are also exempt
from tax

Article 10, “Salaries of dip-
lomatic  othaals  of  foreign
embasstes and consulates in Chi-
na” mentioned initem 7, Article
4, refers to salaries of diplomats
m foreign embassies, consuls,
and other persons enjoyving the
same treatment as diplomats.
Tax exemption for salaries
earned by other persons in for-
eign embassies and consulates in
China shall be kept at the same
level as the tax exemption for
persons ol similar  status in
Chinese embassies and consu-
lates granted by the relevant
countries

Article 11, Compensation for
personal services, rovaltes, and
income from lease of property
gained in China by individuals
not residing in China shall be
taxed on the ftull amount re-
ceived in such payment.

Article 12. " Income trom com-
pensation for personal services,
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royalties, or lease of property in
a single payment” mentioned in
Article 5 of the tax law means
income gained on one single
occasion or income from per-

formance of only one piece of

task of matter, and the amount
so paid is counted as a single
payment. For succeeding in-
come from the same item that
cannot be obviously divided into
separate payments, such income
received within a month is com-
bined and counted as a single
payment.

Article 13. For the same item
of income gained by two or
more persons in collaboration,
deduction for expenses, if eligi-
ble according to the tax law, may
be made from each share
separately.

Article 14. The withholding

agents in making various kinds
of taxable payment shall with-
hold the taxes according to the
tax law, turn them in to the state
treasury in time and put them in
itemized records for future ref-
erence.
The various kinds of taxable
payment referred to in the pre-
ceding paragraph include pay-
ment in cash, payment by re-
mittance, payment by the trans-
fer of accounts and payment in
marketable securities or in kind,
the value of which is computed
in terms of money.

Article 15. Withholding agents
and taxpayers filing personal re-
turns shall submit tax returns

within the time limit prescribed
the tax law. In cases of failure to
submit the returns within the
prescribed time limit on account
of special circumstances, ap-
plications for extension shall be
submitted with the prescribed
time limit for approval 1o the
local tax authorities.

The final day for tax payment
and submission of tax returns
may be extended if it falls upon
an ofhaal holiday.

Article 16. For individuals re-
siding in China for one year or
more, the income gained out-
side China shall be computed
and taxed separately from the
taxable income earned within
China. The amount of taxable
income shall be computed after
deducting expenses for
different categories as provided
in Article 5 of the tax law.
Income tax paid by taxpayers
outside  China for income
earned abroad may be credited
against the amount of income
tax computed according to the
tax rate prescribed by the tax
law of China through applica-
tions by presenting a tax pay-
ment certificate.

Article 17. Individual income
in foreign currency shall be
assessed according to the ex-
change rate quoted by the State
General  Administration  of
Foreign Exchange Control on
the day when the tax payment
certificate is made out and shall
be taxed in Renminbi.

Article 18. Individuals hiable to
the tax in China who desire 1o
leave the country are required
to pay off the tax to the local tax
authorities seven days before
departure from China and only
then can they go through exit
formalities.

Article 19. In conducting in-
vestigations concerning the pay-
ment of tax by withholding
agents or taxpayers filing per-
sonal returns, the tax ofhcials
sent by tax authorities are re-
quired to produce identification
cards and undertake to main-
tain secrecy.

Article 20. For the commission
of 1 percent of the tax amount
paid to the withholding agents
provided in Article 10 of the tax
law, the local tax authorities
shall make out a refund notice
for the withholding agents on
the monthly basis in accordance
with the actual amount of tax
withheld and the withholding
agents may go through refund-
ing formalities at the designated
banks.

Article 21. A withholding
agent or taxpayer filing person-
al returns who has violated the
provisions of Article 9 of the tax
law shall be penalized 500 yuan
or less by the tax authorities
according to the seriousness of
the case.

Article 22, A withholding
agent or a taxpayer filing per-
sonal returns who has violated
the provisions of articles 14 and

15 of these detailed rules and
regulations shall be penalized
500 yuan or less by the tax au-
thorities.

Article 23. The tax authorites
shall serve notices on cases in-
volving penalty in accordance
with the relevant provisions of
the tax law and these detailed
rules and regulations.

Article 24. For cases of ap-
plying for reconsideration by a
withholding agent or a taxpaver
filing personal returns accord-
ing to the provisions of Article
13 of the tax law, the tax author-
ities concerned are required to
make decisions within three
months after the application is
received.

Article 25. Tax returns and tax
payment certificates for indi-
vidual income tax are to be
printed by the General Tax
Bureau of the Ministry of Fi-
nance of the People's Republic
of China.

Article 26. The right of ex-
planation of the present de-
tailed rules and regulations re-
sides in the Ministry of Finance
of the People’s Republic of Chi-
na.

Article 27. These detailed
rules and regulations come into
force on the same date as the
publication and enforcement of
the “Individual Income Tax
Law of the People’s Republic of
China.” z

Landing-Gear Doors from China

The first set of Chinese-built main landing-gear doors for McDonnell Douglas’ Super 80 jet liner arrived in Long Beach in
March. John C. Brizendine (kneeling right), president of Douglas Aircraft Company and a former chairman of the National
Council for US-China Trade, inspects first door with Paul Amuchastequi (kneeling left), a Douglas assistant foreman who
supervised construction of the landing-gear doors at the Shanghai Aircraft Factory. The value of the contract is more than $1
million (see p.28).
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EXPORTS TO CHINA: 1981 SALES AND NEGOTIATIONS THROUGH JANUARY 30

The following chart contains recent reports of sales and negotiations exclusive of those listed in previous issues. The total
value figure for sales includes only those deals histed as contracts or deals signed/won/secured/concluded. All others are

counted as negotiations. The tables are prepared by the Council’s assistant librarian, Catherine Yelloz,

Agricultural Commodities

Company/Country

Product/Plant/Technology

Value

(US dollars and
local currency

if

known)

Status
Date Announced

Forestal Arauco and Radiata pine logs and squared logs totaling 35,700 m' NVG shipped
Constitucion, SA 10/80

(Chile)

Seaboard Lumber Sales Sawn lumber NVG sold
Co., Ltd. 11/21/80

(Canada)

(Austria) 110 calves and 50 bulls NVG delivered

12/80
Canadian Wheat Board 1.4 million metric tons of wheat $373.8 million sold
(Canada) 12/3/80

(US)

Agricultural Technology

Washington Iron Works
(us)

500,000 metric tons of wheat for delivery in 1981-82

Contractto engineer, equip, and install the first
medium-density fiberboard plant to be erected in Fujian
Province

$1

NVG

5 million

order announced
12/12/80

contract awarded
10/80

Buhler-Miag Milling equipment for a new rice mill NVG order received
(W. Germany) 12/17/80
Blount Inc. Will design, equip, and supervise construction of a NVG contract announced
(us) seed-processing plant in Ningxia Province 1/6/81
Fiat, S.p.A. Accord to produce tractors and other agricultural NVG negotiations announced
(Italy) equipment 1/7/81
Chemicals
Montedison, S.p.A. Agreement to expand their commercial and industrial NVG agreement announced
(Italy) exchange with CITIC 11/26/80
Dow Chemical Co. Agreement of cooperation with China International Trust NVG agreement signed
(US) and Investment Corporation (CITIC) 12/19/80
Construction Equipment
Mitsubishi Heavy Industries Five-year technical agreement with forklift company in NVG agreement signed
(Japan) Beijing under which the firm will furnish production 11/26/80
assistance on small-scale forklifts, as well as training of
Chinese engineers
Ferranti Engineering Karrilift gantry crane to the Shanghai Port Authority for use NVG delivered
(UK) inits container terminal 1/81
Consumer Goods
Shiseido Co. Negotiations with INDUSTRY (China Light Industrial NVG negotiations announced
(Japan) Products I/E Corp.) to discuss a joint venture production 1/21/81

facility in China and a technology transfer agreement
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Value
(US dollars and
local currency

Status

Company/Country Product/Plant/Technology if known) Date Announced
Electronics
MEL Testequipment and ancillaries $362,400 contract won
(UK) (£150,000) 10/28/80
Baird Corp. Multicrystal gamma camera, Model 77 $229,000 order received
(US) 11/10/80
Stanford Technology Corp. Supply and installation of a digital image-processing NVG contract signed
(Us) system 11/10/80
Murata Mfg. Co. Contract with Beijing No. 3 wireless equipment factory to NVG contract concluded
(Japan) produce ceramic condensers for audio equipment and 11/27/80
television receivers
Alan Gordon Enterprises Bell & Howell Filmo 70 cameras NVG purchased
(us) 11/28/80
Foxboro Co. 22-year joint venture agreement with the Shanghai NVG agreement signed
(US) Instrumentation Industry and the Guangdong Instrument 12/9/80
Factory
Matsushita Electric Industrial Co.  Manganese dry battery manufacturing plant NVG order received

{Japan)

Hitachi, Ltd.
(Japan)

Hitachi Consumer Products Pte.,
Ltd.
(Singapore)

Sony Corp.
(Japan)

Xerox Corp.
(us)

Machinery

Taylor Products
(us)

King Taudevin and Gregson
(UK)

Krupp Mak Manufacturers
(W. Germany)

Combustion Engineering Inc.
(us)

Wellworthy
(UK)

Ing. K. Busch, KG
(W. Germany)

Petroleum and Natural Gas

US Baker Marine Corp.
(Singapore)
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Joint venture with Fujian Province to manufacture both $2.4 million

b and w and color television sets

300,000 monochrome television sets $19.2 million

Joint venture to produce and distribute electronic goods NVG
Agreement covering the service of all Xerox products in NVG
China

Business deal with Howard Industries that will result in NVG

leasing of the firm’s bagging equipment to the PRC

An electric furnace for glassmaking NVG

Agreement with the Yangzi River Navigation Industry NVG
Bureau to manufacture diesel engines

Supply of certain parts for two coal-fired steam generators, NVG
one with a capacity of 600,000 kilowatts and the other with
halfthat capacity

Two technical know-how agreements for the manufacture NVG
of automotive pistons and hard chrome plating of piston
rings

Joint venture agreement with Shanghai General Machinery NVG
Co. for production of vacuum pumps

Will make offshore rig-elevating jacks and cranes in NVG
Singapore for two rigs to be built at China’s Dalian

shipyard, and will send workers to Dalian to supervise

building of the rigs

12/11/80

contract signed
12/19/80

order obtained
12/19/80

agreement announced
1/15/81

agreement announced
1/16/81

deal completed
11/80

order won
12/80

agreement signed
12/80

agreement signed
12/12/80

agreements signed
1/81

launched
1/20/81

contract signed
1/7/81
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Value
(US dollars and
local currency

Status

Company/Country Product/Plant/Technology if known) Date Announced
Power
Ebasco Inc. Engineering services and technology transter for two 300-mw NVG contract signed
(US) coal-fired units to be built at the Shiheng plant and two 12/22/80
600-mw coal-fired units at the Huainan No. 3 plant in
Anhui Province
Scientific Instruments
Omega International Corp. Ultra high-temperature thermocouple probes to be used for NVG sale concludec.
(US) temperature measurement applications in extreme heat 10/21/80
conditions
Shipping
Uljanik Shipyard Five small 5,000-ton bulk carriers NVG planned for delivery
(Yugoslavia) 11/21/80
General Council of British Introduction of a liner service between the UK and North NVG talks announced
Shipping China 12/5/80
(UK)
Marubeni Corp. Is preparing to help China update its international shipping NVG tentative agreement reached
(Japan) system, particularly its chartering service and cargo 12/17/80
insurance systems
Wah-Chang International Group  Joint venture with Guangdong Shipbuilding Corp. to NVG agreement signed
(Singapore) promote China’s export shipbuilding 12/30/80
Steel and Steel Products
(Japan) 600,000 metric tons of general carbon steel products NVG agreement reached
during January and June 1981 at 1% higher prices 12/8/80
Steel Plants and Equipment
Continua International Continuus ~ Will design and erect a complete steel-billeting mill $1 million order landed
Casting 12/12/80
(italy)
Telecommunications
Nippon Telegraph & Telephone Exchange of technology concerning telecommunications NVG memorandum concluded
Public Corp. 11/11/80
(Japan)
Textile Plant and Equipment
(US and Japan) Construction of a jute carpet-backing mill in Guangdong NVG negotiations announced

Federation of Yarn Twisters’
ASSOC.

(Japan)

Textile Products

Unitex, Ltd.
(not known)

(Japan)

Tourism

Moretti Construction Co.
(us)

with 200 broadlooms

40 used false-twisters $2.4 million

Agreement with CHINATEX to make garments in Shanghai NVG
and Hangzhou for direct export

7,000 to 10,000 metric tons of nylon and polyester in the NVG
next three years

Deal involving the swapping of a 750-ton portable hotel NVG

(pieces built by Cliff Industries) to be set up in Beijing for
8,000 travel visas and land tour packages which will be
sold to major US airline companies
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10/30/80

will purchase
11/24/80

agreement announced
10/18/80

has agreed to sell
11/24/80

deal concluded
12/80
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Value
(US dollars and
local currency

Status

Company/Country Product/Plant/Technology if known) Date Announced
Transportation Equipment
White River Distributors 2400-gallon propane tank Ford truck NVG shipped
(US) 10/80

(France)

Miyago Trucking Co.
(Japan)

Ta Tung Hong
(Hong Kong)

Cessna Aircraft Co.
(US)

Tl Raleigh Industries
(UK)

Miscellaneous

Raritan River Steel Co.
(us)

(W. Germany)

(Sweden)

Filmways Entertainment Group
(us)

David Syme and Co., Ltd.
(UK)

Syme Media Enterprises, Ltd.
(Hong Kong)

Sakura Seisakusho, Ltd.
(Japan)

Wahing Watchdial Factory, Ltd.,

and Wah Sing China Watch
Corp.
(Hong Kong)

Wharton Williams
(UK)

Allen Group
(US)

Daiei, Inc.
(Japan)

Licenses

McGregor Cargo Handling, Ltd.

(Hong Kang)

Combustion Engineering, Inc.
(us)
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Plant to produce 100,000 to 300,000 motorcycles a year

Export of used trucks in exchange for Chinese coal

Contract to provide limousines

3 Citation 1l planes

650 Raleigh Roadsters and 30,000 Sturmey-Archer
three-speed hubs with trigger control (bicycles)

70,000 tons of steel wire rod

Technological aid

The pop group Abba will tape a program specifically for
Chinese television

"*240-Robert” action-adventure series

Will help promote an English-language newspaper to be
published in Beijing next year

Will export a margarine and shortening plant and will
provide the production know-how

Joint venture with Tianjin watch-hand factory for the
production of watchdials and watch-hands

Will provide saturation-diving personnel and equipment
and technical advisers to work with China Ocean
Engineering Services

Will introduce selected automotive products, technology,
and services to China in exchange for guaranteed supply of
Chinese automotive accessories and related products

Contract with Tianjin to establish a joint venture to import
and sell Chinese commodities such as food and carpets

Technical cooperation agreement to produce and fit
equipment under license

Long-term licensing and technical transfer agreement,
under which C-E will train Chinese personnel in designing
and manufacturing the company’s steam generators

$31.7 million

(FF135 million)

NVG

NVG

NVG

NVG

NVG

$8.1 million

(DM15 million)

NVG

NVG

NVG

NVG

NVG

NVG

NVG

NVG

NVG

NVG

negotiations announced
11/8/80

negotiations announced
11/24/80

contract won
12/80

contract signed
12/2/80

orders won
12/2/80

order filled
10/80

intends to give
11/19/80

negotiations announced
11/20/80

sold
12/15/80

agreement made
12/17/80

contract announced
12/19/80

announced
12/31/80

contract secured
1/81

comprehensive agreement
signed
1/8/81

contract signed
1/20/81

agreement signed
10/24/80

agreement signed
12/12/80
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Value
(US dollars and

local currency Status

Company/Country Product/Plant/Technology it known) Date Announced
Lohmann & Stolterfoht Has licensed China Corporation of Shipbuilding Industry to NVG announced
(W. Germany) build its Navilus marine drive systems in the 11,000-kw 12/17/80
range for river and seagoing vessels
Alsthom-Atlantique Will manufacture power generator circuitbreakers under a NVG agreement signed
(France) licensing and technology transfer agreement 1/15/81
Total value of 1981 sales listed through January 30 ... ... ... ..ttt it e i ia e $376.5 million +
Total value of 1981 negotiations listed through January 30 ... ... it $ 74.1 million +
Cumulative value of sales from January 1, 1979, through January 30, T9BT . ... ..ottt e $ 11.8 billion +
Cumulative value of negotiations from January 1, 1979, through January 30, 1981 ... ... ... i iiiiiiieieinnianans $ 6.7 billion +
CHINA’S EXPORTS: 1981 SALES AND NEGOTIATIONS THROUGH JANUARY 30
Value
(US dollars and
local currency Status
Company/Country Product/Plant/Technology if known) Date Announced
Agricultural
(US) Raw down during the first eight months of 1980 $10,000 bought
11/17/80
Chemicals and Petrochemicals
(Bangladesh) Will receive Chinese assistance in setting up petrochemical NVG announced
project near Dacca 11/80
Construction
(Malta) a) Construction of a breakwater NVG contract signed
bl laying of pipelines on seabed to lead fresh water from 11/21/80
sister island, Gozo, to Malta
Foreign Aid
(Mali) alconstruction of a pharmaceuticals factory NVG announced
b) two dams projects 11/28/80
o) installations of telecommunications for the Foreign
Affairs Ministry
(Australia) Bilateral aid agreement in agricultural and civil $59 million announced
engineering fields 12/27/80
(Guinea) Signed a protocol under which the Chinese government NVG protocol signed
will send another medical team 1/6/81
Light Industries
Emporium-Capwell Goods from China this year $5 million bought
(USs) 12/16/80

Metals and Minerals

Cometals
(US)

(US)

(Japan, Philippines, Thailand,
and Singapore)

Long-term agreement for the supply of a minimum of
150,000 tons per year of Chinese refractory-grade bauxite
beginningin 1981

May import critical titanium, vanadium, and tantalum
defense minerals

Contract for the import of 370,000 metric tons of coal
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NVG

NVG

NVG

agreement concluded
11/80

announced
11/80

contract signed
1/7/81



Value
(US dollars and
local currency

Status

Company/Country Product/Plant/Technology if known) Date Announced
Petroleum Products and Equipment
(US) 450 oil pumps produced by Baoji petroleum machinery NVG order placed
plantof Shaanxi Province 12/17/80
Power
Power Reactor and Nuclear Fuel — Will import two tons of heavy water NVG contract signed
Development Corp. 11/12/80
(Japan)
Shipping
(Sri Lanka) Two fast gunboats gift announced
12/2/80

Klaus Oldendorf Co.
Peter Doehle Ship Co.
(W. Germany)

International United Shipping

(Hong Kong)

Green Island Cement Co.
(Hong Kong)

Textile Products and Equipment

(Sri Lanka)

Transportation
(Philippines)

Cooperative Wholesale
Establishment
(Sri Lanka)

Miscellaneous

(Burma)

Tri-Union Trading, Inc.
(US)

CBS
(US)

Al-Rammah
(Yemen Arab Republic)

(Sri Lanka)

Total value of 1981 sales listed through January 30, 1981
Total value of 1981 negotiations listed through January 30, 1981

~ve = No value given

Two container ships each

Two 36,000-ton bulk carriers

Four 27,000-metric-ton bulk carriers

5 million burlap sacking-bags

5 sets of Model No. 55 CDtractors

50,000 bicycles

a) Rangoon-Syriam highway bridge

bj spinning mill of 40,000 spindles

¢) three rice mills, each with milling capacity of 150 tons of
paddy per day

d) water supply in Moulmein

e) padlock factory

) equipment worth $1.9 million

Athletic shoes made from pigskin or cowhide

Exclusive rights for North America to broadcast the “Gang
of Four” trial

Contract with the Furniture Company of Fujian to establish
ajointventure factory in Arab Yemen to make furniture

Will buy 9.5 million jute bags

$44 billion
(DMBO billion)

NVG

$49.2 million

$2.8 million

NVG

NVG

$1.9 million

NVG

$40,000

$455,000

NVG

order placed
1716/81

bought
1/20/81

order announced

1/27/81

order received
10/30/80

imported
10/7/80

order announced
12/80

discussions announced

8/80

is importing
10/27/80

bought
11/26/80

contract signed
12/80

contract signed
12/9/80

............................................................. $ 5.5 million+
....................................................... $44.1 billion +

Nores: Contracts denominated in foreign currencies are converted into US dollars at the most recent monthly average vate quoted in International Financial

Statisties (1MF).

Contracts concluded in 1980 are also included if they were not reported in the last issue of the CBR.

62

The China Business Review/March—April 1981



The National Council for US-China Trade

OFFICERS AND STAFF

OFFICERS

Chairman: Davip S. Tarpan, Jr.

Vice-Chairmen: WILLIAM ANDERSON, |.
PAuL AUSTIN

Secretary-Treasurer: G. A. COSTANZO

Counsel: WALTER STERLING SURREY

President: CHRISTOPHER H. PHILLIPS

WASHINGTON STAFF

President: CHRISTOPHER H. PHILLIPS

Staff Assistant to the President: KENNETH
[. BowMAN

Vice-President: ROGER W. SULLIVAN

Director of Counal Development:
RicHARD GLOVER

Administrative Assistant: Lora F.
McCLURE

Administration

Director: PATRICIA P. CAPERONES
Assistant to Director: NELL CHAPIN
Receptionist: JULIET CARR

Clerk: ANiTA GREEN

Ofhce Assistant: MicHAEL O. MILES

Office of the Comptroller

Comptroller: RICHARD L. PETERMAN, JR.

Assistant to the Comptroller: Mary M.
CoNNIN

COMMITTEES

Publications, Research, and Planning

Executive Director: NicHotas H. LupLow

Research Associate’ CHRISTOPHER M,
CLARKE

Executive Secretary: MICHELE HYDE

Exporter Services

Director: NORMAN W. GETSINGER
Assistant Director: HArRoOLD C. CHAMPEAL
Assistant Director: ERNEST C. STABER
Assistant Director: RICHARD GILLESPIE
Adminmistrative Assistant: GERVAISE LEE
Executive Secretary: Juby BOURKE
Executive Secretarv: MICHELE M. PrROVOS]

Importer Services

Director: CAROLYN BREHM
Assistant Director: JEAN HOFFMAN
Associate: E. SaBina Bram
Assistant: SALLY WILE

Delegations Department

Director: STEPHANIE GREEN

Assistant Director: I-CHUAN CHEN
Assistant Director: JEANNE CHIANG
Projects Assistant: R, GILLIAN LEAVIT]
Administrative Secretary: LAURIE F. WaT1
Administrative Secretary: Bo BEACH

MAGAZINE STAFF
Editor-in-Chief: Nicnoras H. LubLow
Editor: JAMES B. STEPANEK
Managing Editor: CAROL S. GOLDSMITH
Staff Writers:
Dori Joxes, Economy and Energy
KAREN BERNEY, Agriculture, Science,
and Technology
MARTIN WEIL, Industry and Mining
Copy Editor: Kristen E. CARPENTER
Production Assistant: LORI STARRS
Research Associate: CHRISTOPHER M.
CLARKE
Research Assistant: CATHERINE YELLOZ

Library

Librarian: MARIANNA GRAHAM
Assistant Librarian: CATHERINE YELLOZ
Library Assistant: JANET M. STANAKIS

Promotions and Advertising
Manager: SUZANNE M. SwiM
Assistant: CONNIE RINEHAR]

Publications Sales
Manager: SANDRA Bucal

EXPORTER COMMITTEE CHAIRMEN

Agricultural Machinery: PAUL JOHNSON,
International Harvester Co.

Agriculture: THOMAS PLATO, Diamond
Shamrock Corp.

Banking and Finance: MARK BUCHMAN,
Manufacturers Hanover Trust

Construction Machinery and Equipment:
James Z. HaN, Caterpillar Tractor Co

Engineering, Design, & Construction
Services: HAROLD SORENSEN, Fluor Corp.

Exhibitions: Tep Kravse, Clapp & Polak

Food Processing and Packaging
Machinery Equipment: ROBERT W,
COUGHLIN, Pneumatic Scale Corp.

Legal: WALTER STERLING SURREY, Surrey
and Morse

Mining and Metallurgy Industry: W AL
Havry, Caterpillar Tractor Co.

Petrochemical and Petroleum Processing:
ROBERT W. BRIMBERRY, Dresser Industries

Petroleum Production: KENNETH
CRAWFORD, Caterpillar Tractor Co.

Pharmaceuticals and Medical Devices:
ADOLPH SINKOW, Brotherston Hospital
Supply Co.

Telecommunications and Electronics:
Doxarp L. MiLLER, Rockwell
International Corp.

Transportation: C. J. DONOGHUE, Dravo
Corp.

IMPORTER COMMITTEE CHAIRMEN

Importers’ Steering Committee

Chairman: ROBERT BOULOGNE, /. €.
Penney Co.

Vice-Chairman: CHARLES Rostov,
Trans-Ocean Import Co., Inc

Importers’ Steering Committee Members
MURRY BrRGER, Seabrook International
Davin Cookson, Philipp Brothers Division
TeRENCE DOYLE, The Allen Group

RALPH DREYFUSS, Cometals, Inc.

Eric Ho, AMAX, Inc.

SimMoN Katz, New York Merchandise Co.
WiLLiamM M. KincH, W, R. Grace & Co.
Hy Krimax, World Impex Corp.

MARC KUNEN, Maven International, Inc.
STEVEN MELNYK, George Uhe Co., Inc.
HaroLD PoTCHTAR, Toscany Imports, Inc.
SUzZANNE REYNOLDS, S, R. Reynolds, Inc.
STEVEN SAUER, . Greenspan & Co., Inc.
Lewis SHANKS, WS, Inc.

NATIONAL COUNCIL OFFICES AND US GOVERNMENT REPRESENTATIVES

The National Council

for US-China Trade
1050 Seventeenth St., NW
Washington, DC 20036 USA

Telephone Numbers

Main Number: (202) 828-8300
Magazine: (202) 828-8350
Publications Sales: (202) 828-8326
Cable: USCHINTRAD

Telex: 89-7416

Beijing Office

Suite 1136, Beijing Hotel

Representative: SCOTT SELIGMAN

Deputy Representative: STEPHEN
MARKSCHEID

Telephone: 552231, 556531, 558331, ext.
1136

Hong Kong Liaison

American Chamber of Commerce in
Hong Kong (AMCHAM), 1030 Swire
House, 11 Chater Road, Hong Kong
Telephone: 5-260165
Cable: AMCHAM
Telex: 83664 AMCC HX

US Government Representatives

The American Embassy staft in Benjing
will be happy to assist you; please feel
free to call them when you are in China.

Chief Economic Officer: Warter C.
LENAHAN

Ofhcers: HOwARD LANGE, MARY VON
BREISEN, KAARN |. WEAVER

Agricultural Representative: WILLIAM
DAVIS (FAS/USDA)

Telephone: 522033, ext. 215, 216
Address: 17 Guanghua Lu
Cable: American Embassy

Shanghai Consulate
1469 Huai Hai Zhong Lu
Consul General: DoNALD M. ANDERSON

Guangzhou Consulate
Dongfang Hotel
Consul General: RICHARD WILLIAMS

Hong Kong Consulate

26 Garden Road, Hong Kong
Economic Section:

Chief: HENRYA. ENGELBRECHT
Deputy Chief: Joun P. MODDERNO
Telephone: 5-239011



AMERICAN INDUSTRIAL REPORT
helps you do business in the
People's Republic of China

Since 1973, American Industrial Report
has been bridging the information gap
between U.S. and Chinese business and
industrial circles.

With a circulation of 40,000 copies
monthly, and a pass along readership
averaging 30 readers per copy, American
Industrial Report reaches more than 1 million
influential decision-makers, in every province
and major city in the People's Republic of
China.

American Industrial Report’s long track
record and high reputation in the PRC have
created a loyal and highly responsive
readership, especially important in the unique
cultural milieu of China where meaningful
business relationships take great patience and
persistence to cultivate

Service-oriented
American Indusinal Report’s
commitment to service tor advertisers,
coupled with its responsive readership, vield
hundreds of solid business leads which might
otherwise be impossible 1o secure. Reader
reply cards are translated into English for the
benehit of advertisers, Provided along with
the cards are bi-lingual mailing labels for ease
ol follow-up mailings

advertisers.

at no extra cost 1o

Special **Study Issues™ are conducted
periodically ar no charge 10 advertisers with
the objective of determining, Irom a
consistent and rehable sample of PRC
readers, the relative effectiveness of different
types ol advertising in the unique PRC
environment.

American Industrial Report was the first
foreign publication permitied by the PRC 1o
conduct an extensive Readership Survey; and
the first magazine for the PRC 1o apply for
membership in the BPA Audit Bureau of
Circulations, Inc.

Advertising is translated into Chinese at
no extra charge.

International Industrial Report

In June and November, 1981,
International Industrial Report will be
launched, bringing a new international mix of
advertising and articles to the same loyal
circulation and readership. The June and
November issues of International Industrial
Report will feature special sections on the
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Chemicals and Petroleum industries
respectively.

Additional services available

I'he publishers of American Industrial
Report, China Consultants International
(Hong Kong) Ltd., and their partners, the
McGraw-Hill Publications Company, provide
marketing support services for the PRC
market which are complementary 1o
advertising in American Industrial Report.

Translation and printing

China Consultants International (CCly is
a leader in the field of translation,
typesetting, printing and distribution of
technical and sales literature in the PRC
From Chinese language business cards to
translated versions of corporate brochures,
training manuals, or legal contracts, China
Consultants International (CCl) provides
professional and timely services.

CCI's office in Hong Kong has the
largest simplified character phototypesetiing
capability of its kind in the world, with
skilled operators specializing 1 correct PRC
usage.

In addition 1o being pioneers of
industrial advertising in the PRC, China
Consultants International (CCI) is a leader in
the field of foreign industrial exhibitions in
China. With jobs awarded by competitive
bidding, China Consultants translated and
printed the official catalogs for the U.S
National Economic and Trade Exhibition in
Beijing, 1980; Medicgerma Exhibition of
German Medical Technology in Tianjin,
1980; the Swiss Machine Tool Exhibition in
Shanghai, 1979; and many more.

China Consultants International also

provides translation and dubbing of films,
video shows and shide presentations

Direct mail marketing

CCl offers extensive direct mail lists
within the PRC categorized by type of
industry, type of organization, and
geographical location offering companies a
unique direct marketing tool for delivering
product and technical hiterature.

CClT officers and staff travel extensively
and constantly throughout China,
maintaining contacts with readers and
keeping abreast of the latest developments in
the marketplace.

Re

arch and publications

Market research on selected PR(
economic and industrial sectors is also
available from China Consultants, whose
published books include the well-known
“*Advertising and Selling to the People's
Republic of China.™’

For more information about translation
and printing, hilm dubbing, direct mail or
market rescarch services . contact one of the

offices below:

Cynthia Chin

China Consultants International (Hong Kong) Ltd.
Suite 500, Dominion Centre

43.59 Queen’s Road East, Hong Kong

Tel: 5270639 Telex: 75368 AMRHK HX

Cable: ENTRECHIN

lane Sharp

China Consultants International Inc
1511 K Street Northwest

Suite 804, Investment Building
Washington, D.C. 20008

Tel: (202) 3193.4343  Telex: 904059 WSH

Ellen Fong

China Consultants International Inc

151 Union Street

San Francisco, Califorma 94111

Tel: (415) 433-6163  Telex: 470262 PACD Ul

For more information about advertising,
contact vour nearest American Industrial
Report/MceGraw-Hill sales representative:

New York Toan Silinsh (212) 997-3585

lan Stewart (212) 997-2946

Chicago Bob Gilotr (312) 751-3716

Denver Shirley Klotz (303) B25-67131

Houston lohn H. Pariseau (713) 462-0757

Los Angeles Lynne Simonfy (213) 487-1160

Richard Harradine 01-493-1451

Peter Welland 01-493-145)
Vivien James 01-493-145]

London

Paris Ken Davey 720-3342
Milan: Roberto Laureri 86-90-617
Frankturt Irmgard Oettinger 72-01-81

Tokvo Akio Saijo (581) 9811/5

X 2k
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“

"

A E R E

I don’t know who you are.

5 0 N ST T=IE 7 : O NI

I don’t know your company.
KAMEMFRDND QT ™ &K

I don’t know your company’s product.
KA AMBEMFRD Q[ RRMTA

I don’t know what your company stands for.
KA MBEFMN S H BLERE

I don’t know your company’s customers.
HFAHMBERMH AT HBEH

I don’t know your company’s record.
R HE A B A R

I don’t know your company’s reputation.

BB %4 b @

P &

Now — what was it you wanted to sell us?”

CEIN R 5 R

L 2




qa schenkers announces:
Regularly scheduled consolidated
air freight service to China

U.S.A./China

Schenkers is a major international forwarder with 26 American offices staffed with
experienced personnel trained to manage your transportation needs to the People's
Republic of China.

B REPRESENTATIVE OFFICE IN BEIJING
B IMMEDIATE TRACING SERVICE

B ON THE SPOT TROUBLE-SHOOTING
B TOTAL PROJECT HANDLING

B CHARTER SERVICE AVAILABLE

SCHENKERS

International Forwarding Agents - Customs House Agents - IATA Cargo Agents

BEIJING OFFICE: INTERNATIONAL CLUB TELEPHONE 52-3887 TELEX: 22402 ALTMA CN

NEW YORK: World Trade Center (212) 432-3000 SAN FRANCISCO: (415)871-0375
JFK Airport (212) 632-7349



